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SR/ \essage

from the
Insurance

Fraud Prosecutor
Making the Best Better

I am pleased to present the 7th Annual Report of the New Jersey Office of
the Insurance Fraud Prosecutor (OIFP). Throughout 2005, OIFP continued to
wage war against fraud doers. Armed with some of the toughest fraud fighting
legislation in the nation, OIFP has taken the lead, both in this State and in the
nation, in putting a comprehensive fraud fighting plan into action that has
achieved unparalleled results. Fighting side-by-side with our allies in the
insurance industry and other law enforcement and government agencies, we are
winning many pivotal battles.

Our goal for 2005 was to “Make the Best Better.” Iam proud to report
that we have surpassed that goal. During 2005, OIFP built upon its past
accomplishments, confronted and overcame obstacles, and conducted a
comprehensive self-analysis to determine where we can improve our efforts to

fight insurance fraud.

This year’s Annual Report summarizes OIFP’s 2005 accomplishments,
provides statistical data, and describes OIFP’s functions and programs in an
article entitled The Year in Review: OIFP Reaches New Heights in Criminal and Civil
Sanctions. In continuing to provide a library of reference materials offered to
inform the insurance industry, law enforcement, the judiciary, government
officials, and others interested in combating insurance fraud, this year’s Report
also contains articles on effective strategies for investigating insurance fraud,
parallel prosecutions, emerging insurance fraud law, PIP mills, and fraud trends.

Notwithstanding our vast arsenal of enforcement weapons, criminal
prosecution remains the most effective means to deter fraudsters. In 2005,
OIFP increased the number of those convicted of committing insurance fraud.
Together with County Prosecutor Insurance Fraud Units funded by OIFP, in
2005, we filed criminal insurance fraud related charges against 599 defendants,
175 of whom were convicted and sentenced to a total of 180 years in jail. OIFP
alone accounted for over 65 percent of the jail time meted out to those
convicted of insurance fraud.

In addition to an increase in convictions in 2005 for insurance fraud related
offenses, at trial, OIFP again maintained its impressive 100 percent conviction
rate. Most notably in 2005, however, OIFP achieved an unprecedented 448
percent increase in restitution orders imposed over last year, amounting to over
$88 million dollars. Criminal fines and penalties also showed a 57 percent
increase over last year totaling $624,691.
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Civil enforcement actions brought by OIFP in 2005 under the Insurance
Fraud Prevention Act were equally noteworthy. Administrative Consent Orders
issued by OIFP nearly doubled over last year's figure to $5,725,808. Judgments
and settlements obtained by OIFP in civil litigation netted a record-breaking
$5,435,660. In addition, OIFP prevailed in significant legal battles, obtaining
favorable legal precedents in the area of civil insurance fraud law.

The Division of Criminal Justice (DCJ) came under scrutiny in 2005 as a
result of allegations that DCJ personnel, other than OIFP staff, were being
improperly paid out of OIFP funds derived from assessments on the insurance
industry. These allegations prompted the Attorney General, Peter C. Harvey,
and the Director of the Division of Criminal Justice, Vaughn L. McKoy, among
others, to request an audit of OIFP funds by the State Auditor.

The audit concluded that, given OIFP’s statutory configuration in the
Division of Criminal Justice, it was perfectly appropriate for DCJ personnel
who provide various support services to OIFP to be paid out of OIFP funds.
However, the audit also revealed that the Division of Criminal Justice had
inadequate documentation to support those charges.

Turning this problem into an opportunity to “make the best better,” staff
from the Attorney General’s Office, the Division of Criminal Justice, and OIFP
developed a cost allocation plan designed to document and support all DCJ
charges to OIFP. This cost allocation plan, fully described in a sidebar to our
Year in Review article, precisely identifies all support services provided to OIFP
and determines a fair methodology for assessing costs associated with those
services. This comprehensive cost allocation plan is the first of its kind in the
history of the Division of Criminal Justice and will undoubtedly become a
model for other public/private partnerships in State government.

Under the leadership of Director McKoy, the Division of Criminal Justice
also implemented a division-wide timekeeping system that will facilitate precise
tracking of time spent by DCJ employees on OIFP activities, and vice versa.
These changes will provide the type of documentation that the auditors found
lacking during the audit period.

The auditors also recommended that the Insurance Fraud Prosecutor
should exercise fiscal oversight over OIFP funds. With this mandate, I will
ensure complete transparency and accountability with regard to the use of OIFP
funds. OIFP’s fiscal activities will now be posted periodically on our Web site,
thus allowing the insurance industry and the public the opportunity to view
OIFP expenditures and be assured that all expenditures are appropriate.

It has been reported that the public/private partnership approach to
fighting fraud, pioneered here in New Jersey, is the “best” approach, providing
the “best” overall results in the detection, investigation, and prosecution of
insurance fraud. This accomplishment was publicly recognized in the most
recent survey of the Coalition Against Insurance Fraud, a Washington based
independent non-profit organization of consumers, government agencies, and
insurers dedicated to combating insurance fraud through public information
and advocacy.



Once again, the Coalition ranked New Jersey as the national leader in fighting
insurance fraud. The Coalition reported that out of 44 State Fraud Bureaus, OIFP
opened more cases than any other state and twice as many cases as the number two state
in this category. The survey also revealed that New Jersey presented the second greatest
number of cases for prosecution, logged in the third greatest number of fraud convic-
tions and, by far, filed the greatest number of civil actions. New Jersey’s civil cases alone
represented 82 percent of all civil cases from all 44 states.

These results should come as no surprise since, in recent years, there have been record
increases in the number of individuals charged, convicted, fined, and sent to prison for
committing insurance fraud in New Jersey. Over the past seven years, OIFP has convicted
over 1,000 fraudsters, over 400 of whom have been sent to jail for a total of 766 years.
During the same time period, OIFP has imposed nearly 5,000 civil sanctions totaling nearly
$27 million and obtained restitution orders totaling over $135 million.

OIFP, in partnership with the insurance industry, has undoubtedly had a profound
and lasting impact on New Jersey’s insurance marketplace. Maintaining a high level of
successful criminal and civil prosecutions, however, is an ever-increasing challenge. At
OIFP, we confront this challenge by recognizing that successful prosecutions begin with
top notch investigations. This commitment to excellence in investigations was recog-
nized in 2005 when OIFP was selected as one of 15 semi-finalists for the 2005 IACP/
Motorola Webber Seavey Award for Quality in Law Enforcement. This award was
presented to OIFP by the International Association of Chiefs of Police (IACP) to
promote and recognize quality performance by law enforcement agencies around the
globe. In being selected, OIFP out-performed 125 prestigious law enforcement agencies
throughout the world.

While we take pride in all our accomplishments, like great athletes, we must, of
necessity, have short memories. We cannot dwell on the fraudsters of the past, whom
we have successfully prosecuted, but must focus instead on the fraudster of the present.
To that end, we at OIFP recognize that there is always room for improvement. As these
investigations become more labor intensive, more high-tech, and more challenging, we
must constantly evaluate ourselves to find new and better ways to target sophisticated
and organized insurance fraud rings and enterprises. \We remain open to suggestions for
improvement, and are quick to adopt and implement constructive changes as was evident
in our prompt response to the findings of the State Auditor.

OIFP’s improvements and achievements in 2005 would not have been possible
without the support of our many allies in the insurance industry as well as in other law
enforcement and government agencies. | am grateful for their support and commitment
to making OIFP better and commend them for their fraud fighting efforts. Our
collective efforts inure to the benefit of all New Jerseyans by enhancing the economic
viability of New Jersey’s insurance marketplace, maintaining the integrity of insurance
dollars, and punishing those who choose to deprive New Jersey citizens of the safety net
afforded by adequate insurance coverage.

Respectfully submitted,

Greta Gooden Brown
New Jersey Insurance Fraud Prosecutor
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The Year
N Review:

OIFP Reaches New Heights
in Criminal and Civil Sanctions

The impact that insurance fraud pros-
ecutions are having on fraudsters may be
gleaned from this excerpt from an actual
OIFP undercover conversation with a
medical provider:

Doctor: The insurance companies

investigate everything. They spend a

lot of money, the doctors examine

every patient...But, you know, I tell
the doctor whatever the patient says
that’s it. I try not to treat the patient
anymore if he says there’s nothing
wrong with him. You know why?

I don’t want my name on the front

page of The Star Ledger and that’s

what’s gonna happen now. They call it
fraud. Fraud is very serious and you
know what, when the f__ing police
come through the f__ing door, he’ll
be talking like a parrot about you and
me. If somebody, if the police come
through the door and they say, “Listen
you’re coming in here and saying
there’s nothing wrong with you, why
are you treating?” There’s no f__ing
way! And I don’t wantit. Idon’t
want them in my door. I can’t treat
someone if there is nothing wrong
with them...We have to pretend
everybody is an investigator that walks
through the door.

News Reports Tout OIFP’s Success
The success of OIFP’s prosecutions
has been prominently reported in news
accounts throughout 2005. Here are just
some of the OIFP cases highlighted in
newspaper reports this year. In one of its
most significant cases to date, OIFP pros-

by Melaine B. Campbell

ecuted Vito Gruppuso, a licensed insur-
ance agent, for the largest insurance fraud
scheme ever prosecuted by the State of
New Jersey. Gruppuso was sentenced to
ten years in state prison and ordered to
pay a $225,000 criminal fine. Gruppuso
was further ordered to pay $78,836,258 in
restitution. He also surrendered his insur-
ance producer’s license for life.

Gruppuso was the owner and former
president of National Program Services
(NPS), an insurance brokerage firm servic-
ing the commercial community. In enter-
ing a guilty plea, Gruppuso admitted that
he failed to remit approximately $15.8
million of insurance premiums obtained
from his insurance customers, primarily
commercial businesses, to the Virginia
Surety Insurance Company. Gruppuso
also admitted stealing $6,320,055 from
AIG Insurance Company, $3,746,524
from Wausau Insurance Company, and
$4.9 million from XTI Reinsurance Com-
pany as part of the scheme. Gruppuso
used the money to finance his expensive
lifestyle and his business ventures. OIFP’s
investigation also revealed that Kemper
Insurance Company, through a bonding
company known as Universal Bonding
Insurance Company (UBIC), suffered $48
million in losses as a result of fraud com-

mitted by Gruppuso.

Another agent/producer who made
news when he pled guilty in 2005 was
Michael Chamberlain. A former
Hunterdon County insurance broker and
financial planner, Chamberlain stole over
$300,000 from the retirement accounts of

2
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a 78-year-old senior citizen. Chamberlain
had been charged in an indictment with
systematically looting the victim’s annuity
accounts, investing the monies for his
own benefit, and ultimately purchasing a
resort home valued at more than
$400,000 in Florida. Chamberlain is pend-
ing sentencing.

OIFP’s conviction of James Clark at
trial in 2005 was also widely reported.
Clark was the owner and operator of
Home Health Care Center, Inc., a
Hoboken-based business that delivered
prescription medications from pharmacies
to people’s homes. Clark received pay-
ments totaling $343,000 from the State
Health Benefits Program for fraudulent
claims submitted by his company. Clark
was sentenced to nine years in state
prison. Likewise, in 2005, OIFP also tried
and convicted Florence Acquaire, an elec-
trologist, for falsely billing insurance carri-
ers for nearly $900,000 in medical services.
Acquaire was sentenced to seven years in
state prison and ordered to pay restitution
to the insurance carriers.

A State Grand Jury returned an indict-
ment on December 16, 2005, charging
Alan E. Ottenstein and Jean Woolman
with conspiracy to commit racketeering,
racketeering, attempted theft by deception,
and Health Care Claims Fraud.

Ottenstein was also charged with false
swearing. According to the indictment,
through medical practices Ottenstein
owned, operated, and controlled, as well
as a Las Vegas corporation, from
October 1, 1990 through August 31,
2003, Ottenstein, a physician formerly li-
censed in New Jersey, and his former as-
sociate, Woolman, allegedly billed auto-
mobile insurance companies, particularly
PIP insurance coverage, through a variety
of fraudulent schemes.

The State alleged that Ottenstein
wrongfully billed insurance companies for
epidural injections in connection with pain
management; wrongfully billed insurance
companies for separate anaesthetic and ste-
roid injections as well as for use of a con-
trast agent as part of an epidural procedure,
billing practices known as “unbundling;”
wrongfully billed insurance companies for
use of medical supplies to include sterile
trays when sterile trays were not used;
wrongfully billed insurance companies for a
separate “facility fee” when the separate fee
was not lawfully charged; wrongfully al-
tered Magnetic Resonance Imaging (MRI)
reports so that patients, primarily injured
in automobile accidents, would appear to
have an auto-related injury when, in fact,
they did not; and wrongfully billed me-
chanical disk recovery system treatments as
surgical procedures.

Insurance Fraud Prosecutor Greta Gooden Brown chall
Annual Insurance Fraud Summit to “make the best better” in the fight against insurance fraud.

The State also alleged that Ottenstein,
Woolman, and the medical practices unlaw-
fully misrepresented treatments and ser-
vices to various insurance companies.
Among these insurance companies were
New Jersey Manufacturers, Aetna,
Allamerica, Allstate, AmeriHealth, Guard-
ian, HealthNet, Horizon Blue Cross Blue
Shield, Liberty Mutual, MetLife, New Jersey
CURE, The Oxford Plan, Prudential, State
Farm, and Zurich. The State alleged that as
much as $2 million in fraudulent claims
were submitted to the insurance companies
by the defendants through the medical
practices. This case represented a collabora-
tive effort between numerous insurance
companies, particularly New Jersey Manu-
facturers Insurance Company, and OIFP.!

In sum, OIFP secured jail terms for
over 130 fraudsters during 2005. Notably,
OIFP obtained a three-year state prison
term in 2005 against Angel Lobo, a Pater-
son physician who committed Health
Care Claims Fraud by falsifying treatment
records and billing insurance companies
for medical services not rendered. Lobo
enlisted the services of a “runner’” who
referred automobile accident “victims”™ to
his medical office. Dannie Campbell, a
“runner” who orchestrated fictitious auto-
mobile accidents, was also sentenced in
2005 to three years in state prison. Like-
wise, a prosecution by OIFP’s Medicaid
Fraud Control Unit resulted in a three-
year state prison sentence for Rammohan
Pabbathi for using “runners” and paying
kickbacks to medical providers to defraud
Medicaid. In 2005, a court also sentenced
LeClerc Adisson, a medical doctor, to pro-
bation conditioned upon 364 days in jail,
for submitting fraudulent PIP claims for

services he never provided.

Record-Breaking Statistics in 2005:
Restitution up 448 Percent

OIFP’s Criminal and Civil statistics for
2005 once again show a steady upward
trend over its already impressive 2004 fig-
ures. Arrests for insurance fraud totaling

4. An indictment is merely an accusation. The
defendants are presumed innocent of the charges
unless and until proven guilty beyond a reasonable
doubt in a court of law.
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213 were up 17 percent from 2004; accusa-
tions filed and defendants charged by ac-
cusation totaling 79 increased by 13 per-
cent for the same period; 182 convictions
in 2005 represents a 3 percent increase
from 2004. OIFP fines, penalties, and res-
titution imposed showed substantial in-
creases this year as well. OIFP sawa 57
percent increase over 2004 in criminal fines
and penalties totaling $624,691. Most
noteworthy for 2005 was a record-break-
ing 448 percent increase over 2004 figures
in restitution imposed amounting to
$88,910,527. In addition, OIFP again re-
corded an impressive 100 percent convic-
tion rate in 2005.

On the civil side, in 2005, Administra-
tive Consent Orders issued nearly
doubled to $5,725,808. Additionally,
OIFP saw a 178 percent increase in civil
judgment and settlement amounts im-
posed against violators during 2005 which
totaled an unprecedented $5,435,660.
Nearly $4,000,000 of the judgments and
settlements were entered against licensed
medical professionals and medical provid-
ers. One such provider, Daniel
Fontanella, a former Passaic County chiro-
practor, pled guilty to a single count of
second degree theft by deception on
charges filed by the Passaic County Pros-
ecutor. Following civil litigation under
the Insurance Fraud Prevention Act (the
Fraud Act), Fontanella was ordered to pay
2 $935,610 civil penalty and $68,910 in at-
torneys’ fees. OIFP also brought a civil
enforcement action against Healthcare In-
tegrated Systems, Inc. (HIS), resultingina
finding by the Honorable Charles E.
Villanueva, J.S.C., that HIS and four re-
lated entities knowingly violated the

Fraud Act. Judge Villaneuva imposed a
$2.5 million civil fine on the defendants in
this case. During 2005, OIFP was also
successful in litigation against Medical Al-
liances, LL.C; Mitchell Rubin, its owner;
and a sister company, Neurological Testing
Services, LLC. The defendants were
found to have violated the Fraud Act and
were ordered to pay $98,700 in civil penal-
ties and attorneys’ fees as a result of their
billing for “professional” services ren-
dered in connection with electro-diagnos-
tic testing.
OIFP a Leader in the Insurance
Fraud Fight

Indeed, OIFP has shown itself to be
the premier insurance fraud office in the
nation. In the most recent survey con-
ducted by the Coalition Against Insurance
Fraud (the Coalition), an independent
Washington D.C.-based insurance fraud
monitor, New Jersey was named the na-
tional leader. Out of 44 state fraud bu-
reaus, OIFP opened more cases than any
other state and twice as many cases as the
number two state in this category. Ac-
cording to the Coalition survey, OIFP pre-
sented the second greatest number of
cases for prosecution, logged in the third
greatest number of fraud convictions,
and, by far, had the greatest number of
civil actions. New Jersey’s civil cases alone
represented 82 percent of all civil cases
from all 44 states.

Opver the past seven years, OIFP has
reviewed and screened over 66,000 refer-
rals of suspected or actual insurance fraud.
OIFP has convicted over 1,000 fraudsters
of insurance fraud or insurance fraud-re-
lated offenses, over 420 of whom have
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been sent to jail for a total of 766 years.
OIFP has obtained restitution for victims
totaling over $135 million. In addition,
OIFP has imposed nearly 5,000 civil sanc-
tions totaling almost $27 million.

OIFP’s Blueprint for Success®

The success achieved by OIFP can be
attributed to its comprehensive, collabora-
tive, and cohesive approach to fighting in-
surance fraud in New Jersey. OIFP was es-
tablished on May 19,1998, when the New
Jersey Legislature enacted the Automobile
Insurance Cost Reduction Act of 1998
(AICRA). AICRA established OIFP as a
law enforcement agency within the State’s
Division of Criminal Justice, the criminal
arm of New Jersey’s Attorney General’s
Office, with a primary objective of crimi-
nally prosecuting insurance fraud. OIFP
has the authority and responsibility under
AICRA not only to investigate every type
of insurance fraud but also to conduct and
coordinate criminal, civil, and administra-
tive investigations and prosecutions of in-
surance and Medicaid fraud throughout the
State. AICRA further empowered OIFP
to oversee and coordinate the anti-fraud ef-
forts of law enforcement and other public
agencies in New Jersey with those of the
insurance industry.

Within OIFP, there are specialized in-

surance fraud sections, mirroring classifica-

tions in the insurance industry, in both
criminal and civil bureaus. Those sections
consist of auto fraud, health and life
fraud, and property and casualty fraud, as
well as the Medicaid Fraud Section.
Armed with some of the toughest insur-
ance fraud crimes in the nation, OIFP-
Criminal investigates and prosecutes cases
related to an insurance transaction cogni-
zable under Title 2C of the New Jersey
Code of Criminal Justice. OIFP-Civil, on
the other hand, investigates cases of fraud
which constitute violations of the Insur-
ance Fraud Prevention Act, N..S.A.
17:33A-1, et seq.

Often, OIFP-Civil can impose fines or
obtain restitution in cases where the facts
do not give rise to the level of proof re-
quired to sustain a criminal prosecution.
In addition, civil actions have a ten-year
Statute of Limitations which is substan-
tially longer than the five-year Statute of
Limitations applicable to criminal pros-
ecutions. However, while the imposition
of penalties at the conclusion of an
OIFP-Civil investigation is frequently an
effective alternative outcome to a criminal
prosecution, the imposition of civil penal-
ties is often a complement to a successful
criminal prosecution wherein both civil
and criminal penalties are imposed.

An important component of OIFP’
structure is the Case Screening, Litigation,

Division of Criminal Justice Director Vaughn L. McKoy addresses
attendees at the 8th Annual Insurance Fraud Summit.

and Analytical Support Section (CLASS).
CLASS receives, screens, assigns, and
tracks approximately 10,000 referrals each
year. The majority of the referrals ema-
nate from insurance carriers which are
statutorily mandated to report suspicious
claims. OIFP also receives numerous re-
ferrals from OIFP’s hotline and Web site,
other law enforcement and public agen-
cies, as well as citizen letters and walk-ins.
These referrals are entered into OIFP’s
case tracking system, Law Manager. Ini-
tially, existing databases are searched for
pertinent or relevant information. Cases
are then screened by specially trained in-
vestigators to determine whether the refer-
ral contains sufficient information to
launch an investigation.

Where an investigation is warranted,
investigators work with analysts to de-
velop evidence needed to prosecute the
case. Analysts use a variety of software
applications to analyze the complex rela-
tionships among individuals, businesses,
and their financial relationships. Inaddi-
tion, OIFP maintains databases contain-
ing intelligence information through col-
laborative and cooperative arrangements
with other law enforcement and govern-
mental agencies.

In 2005, OIFP went online with its
statutorily mandated “All Claims Data-
base” (ACD). ACD encompasses com-
prehensive data submitted by insurance
carriers regarding New Jersey automobile
insurance claims involving a theft or an
accident. The database’s utility is enhanced
with a software tool which is arguably the
most powerful “data mining” application
available. By “mining” such claims data,
OIFP can identify fraudulent patterns and
trends amidst an otherwise incomprehen-
sible morass of data.

In addition to investigating and pros-
ecuting insurance fraud, OIFP staff work
throughout the year on various anti-fraud
programs. Partnering with the insurance
industry, other law enforcement and gov-
ernment agencies, OIFP coordinates and

2. See “OIFP Leads Nation’s Insurance Fraud War,”
2004 Annual Report of the New Jersey Office of the
Insurance Fraud Prosecutor, March 2005, at 8.
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conducts programs designed to foster pub-
lic awareness of insurance fraud, provides
resoutrces to support the fraud-fighting ef-
forts of other law enforcement agencies
and engages in cross training between the
insurance industry and law enforcement to
advance technical expertise. OIFP accom-
plishes this mammoth task through a
comprehensive liaison program.

There are four designated OIFP liai-
sons, namely, the County Prosecutor Liai-
son, the Law Enforcement Liaison, the
Insurance Industry Liaison, and the Pro-
fessional Boards Liaison. Through its
County Prosecutor Liaison, OIFP sup-
ports the prosecution of insurance fraud
cases at the county level and provides an-
nual in-service instruction to personnel in
the County Prosecutors’ Offices through-
out the State. In 2005, OIFP provided
$2,970,764 in grants to County Prosecu-
tors’ Offices throughout the State to sup-
port insurance fraud units within the re-
spective offices. OIFP’s Law Enforcement
Liaison conducts quarterly law enforce-
ment coordination meetings in each of
OIFP’s three regional offices which pro-
vide opportunities to share information
and intelligence among law enforcement
agencies at every level in New Jersey and
neighboring states.

Through its Insurance Industry Liai-
son, in 2005, OIFP instituted a joint train-
ing program with experienced insurance
industry professionals and law enforce-
ment officials to offer specialized training
to investigative staff from both OIFP
and insurance industry Special Investiga-
tions Units (SIUs). New Jersey Manufac-
turers Insurance Company sponsored
comprehensive training in 2005 for OIFP
investigators on the industry’s perspective

on workers’ compensation fraud. Allstate
Insurance Company also provided
“hands-on” training on owner “give-up”
fraud by Car Tech to OIFP investigators
as part of its Fraud Awareness Month.

OIFP’s Insurance Industry Liaison
also routinely convenes working group
meetings and attends meetings through-
out the year with insurance industry ex-
ecutives and insurance industry trade asso-
ciation representatives, affording both
OIFP and the insurance industry the op-
portunity for open and ongoing dialogue
on issues of mutual interest. In 2005,
OIFP’s Insurance Industry Liaison was
instrumental in orchestrating both the
Annual New Jersey Insurance Fraud Sum-
mit and the Annual Conference of the
New Jersey Special Investigators Associa-
tion, the premier statewide networking
and training events in the insurance fraud
fighting arena.

OIFP’s Insurance Industry Liaison also
works closely with New Jersey’s Depart-
ment of Banking and Insurance, coordi-
nating investigations and tracking OIFP
cases involving professionals licensed by
the Department, which includes public ad-
justers, real estate agents, and licensed in-
surance producers. In 2005, OIFP tracked
86 such cases in coordination with the De-
partment. Through OIFP’s Professional
Boards Liaison, OIFP provides 2 mecha-
nism to ensure effective coordination be-
tween OIFP and all other professional li-
censing authorities which have the power
to impose such sanctions as license suspen-
sion, license revocation, and fines on pro-
fessional licensees. OIFP’s Professional
Boards Liaison maintains a database of
professional licensees who have been the

‘NJM applauds the dogged
effort of the Insurance Fraud
Prosecutor to bring to justice
those who not only steal
premium dollars from policy-
holders, but also endanger
lives through unnecessary and
sometime dangerous medical
procedures. | also credit the
hard work of NJM’s Special
Investigations Unit, headed by
a former prosecuting attorney
and staffed with other former
law enforcement officials and
insurance specialists. This
case is an example of how the
criminal justice system and
insurance company fraud
investigators can work together
to protect New Jersey drivers.
There is nothing like the sound
of a clanging jail cell door to
make dishonest practitioners
understand that New Jersey
truly has zero tolerance for
insurance fraud.”

—Anthony G. Dickson,

President and CEO,

New Jersey Manufacturers
Insurance Company,

commenting on the

State v. Ottenstein, et al. indictment
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subject of complaints to either OIFP, a
County Prosecutor’s Office, or one of New
Jersey’s many professional licensing boards.

Training

Throughout 2005, OIFP staff con-
ducted training on insurance fraud to sev-
eral groups and entities. Insurance Fraud
Prosecutor (IFP) Greta Gooden Brown
and First Assistant Insurance Fraud Pros-
ecutor (FAP) John J. Smith hosted a
workshop on Insurance Fraud at the New
Jersey Institute for Continuing Legal
Education’s 2005 Criminal Law Institute.
Supervising Deputy Attorney General
John Krayniak lectured at Seton Hall Law
School’s Healthcare Compliance Certifica-
tion Program. FAP Smith presented a lec-
ture at the “Tools for Accountability in
State Government” seminar sponsored by
the Association of Government Accoun-
tants, Trenton Chapter. State Investiga-
tors Jarek Pyrzanowski and Jeffrey
Lorman presented a training session on
Innovative Auto Theft Schemes to NICB
Special Agents in Gettysburg, Pennsylva-
nia. Inaddition, the OIFP Liaison Sec-
tion conducted numerous presentations
to groups including Central Jersey Claim
Representatives; the National Association
of Insurance Women; Chubb Insurance;
the Rotary Club; the 1752 Club, an insur-
ance trade group; Independent Insurance
Agents of New Jersey; Highpoint Insur-

ance Company; the Insurance Council of
New Jersey; Risk Insurance Managers of
New Jersey; KMA Insurance; Palisades
Safety Insurance; Chartered Property and
Casualty Underwriters; Property Insurers
of America; and NAS Brokerage.

Recognition in 2005

In 2005, OIFP was again recognized as
aworld leader in fighting insurance fraud.
Among the honors received by OIFP in
2005 was its selection as one of 15 semi-
finalists for the 2005 IACP/Motorola
Webber Seavey Award for Quality in Law
Enforcement. The IACP/Motorola
Webber Seavey Award recognizes innova-
tive projects in law enforcement. The
Award judges quality and excellence with
results that have been sustained for a
minimum of one year. Since the award
was introduced in 1992, over 1,600 mu-
nicipal, county, state, and federal agencies
and sheriff’s departments have partici-
pated in this distinguished program. The
International Association of Chiefs of
Police selected OIFP for this honor over
125 other law enforcement contenders
throughout the world, including the FBI
Regional Computer Forensic Laboratory
Program in Quantico, Virginia. IFP
Brown’s speech, given at the “Healthcare
Cost Crisis Conference” sponsored by
HealthSense, Inc., the Health Care Payers
Coalition of New Jersey, and the New Jer-
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sey Association of Health Plans, was cited
asa “MUST Read” by HealthSense, Inc.,
and reported in its weekly online publica-
tion “Symptoms & Cures.” IFP Brown
was also requested to assist the State of
Washington with its efforts to create a
fraud bureau through legislation. Like-
wise, the Insurance Bureau of Canada ex-
pressed a desire to implement many of
OIFP’s insurance fraud investigative and
administrative procedures.

Making the Best Better

OIFP has had a significant impact on
insurance fraud in New Jersey. The insur-
ance industry works assiduously with
OIFP to investigate and combat fraud on
many levels, from underwriting, through
SIU investigations, to OIFP prosecutions.
Other law enforcement agencies continue
to detect and fight insurance fraud at the
local level and the public is showing a
greater awareness of insurance fraud. In-
surance carriers, impressed with a friend-
lier market as well as the State’s tough
stand in fighting fraud, are moving back
into New Jersey. Yet, much needs to be
done. Insurance fraud schemes are vast
and complex. Investigating and prosecut-
ing those involved in these large-scale
crimes require the continuous financial
support of the insurance industry. Fiscal
constraints in recent years have resulted in
program and staffing cutbacks. Although
OIFP has managed to maintain a level of
excellence in the quality of OIFP cases, we
have seen an impact on our ability to staff
investigations. In order to “make the
best better,” OIFP must continue its ef-
forts to investigate and prosecute high
quality cases and coordinate its efforts
with the insurance industry, other law en-
forcement and government agencies, as
well as the public. But OIFP’s success
also depends upon an appropriate level
of funding that will support the staffing
and resources needed to maintain its rec-
ognized level of excellence.

Melaine B. Campbell is a Supervising Deputy Attorney General
and serves as Special Assistant to the Insurance Fraud Prosecutor.
She has been a prosecuting attorney for over 25 years with the
Division of Criminal Justice, the Hunterdon County Prosecutor's
Office, and as Acting County Prosecutor in Somerset County.



The Division of Cominal Justice (DCJ)
and the Office of the Insurance Fraud

Prosecutor (OIFP) were challenged this year
to respond to allegations that DCJ personnel,
other than OIFP staff, were being improp-
erly paid out of OIFP funds. These
allegations prompted the Insurance Fraud
Prosecutor (IFP), through the Attorney
General and the Director of the Division of
Cominal Justice, to request an audit of
OIFP funds by the State Auditor. The audit
concluded that, given OIFP’s statutory

co: ation within the Division of
Caminal Justice, it was appropoate for DCJ
personnel who provide various support
services to OIFP to be paid out of OIFP
funds, such as personnel within DCJ’s
Human Resources, Budget, Facilities, and
Information Technology Sections.

The audit noted that DCJ had inadequate
documentation to support charges for
services DCJ provided to OIFP. OIFP’s
original cost allocation plan, developed when
OIFP was first formed, was created by a
transition team compused of Department of
Law and Public Safety (DLPS) and DC]
personnel. OIFP personnel were dedicated
solely to the programmatic and enforcement
functions of the Office. The audit found
that over the years, much of the supporting
documentation for the onginal cost
allocation plan was no longer available to
support the cost methodology. The auditors
recommendation was that the IFP should
exercise more direct fiscal oversight over
OIFP funds. As a result of this recommen-
dation, the IFP hired an Administrative
Liaison to work with DCJ on administrative
matters and formed a commuttee to redraft a
comprehensive Cost Allocation Plan which
precisely identifies all support services
provided by DCJ to OIFP and documents a
fair methodology for assessing costs

associated with those services.

The Cost Allocation Plan details four
different levels of support that DCJ provides
to OIFP: Administrative Support, Criminal
Support, Intermittent Support, and

Non-Salary Expenses.

B Administrative Support
Due to the nature of administrative
work 1n such areas as Human Resources,
Fiscal and Budget, Facilities, and IT
Services, it is impossible to segregate
those services provided to OIFP from
those provided to other sections within
DCJ. The Cost Allocation Plan provides
that administrative salary costs are to be
allocated based on the percentage size of
OIFP to that of the entire DCJ. At the
beginning of each fiscal year (July 1), this
petcentage will be determined and that
percentage will be applied to the salaries
and fringe benefits costs of all of those
sections classified as providing adminis-
trative support to OIFP for that fiscal year.

B Criminal Support
DCJ provides a number of services that
are essential to enable the ciminal
component of OIFP to investigate and
prosecute criminal mnsurance fraud.
Evidence storage, State Grand Jury, and
Records and Identification sections,
among others, allow OIFP to use
resources already in place rather than
create its own separate entities. In
order for OIFP to pay its fair share of
those shared ciminal resoutrces, at the
beginning of each fiscal year, the Cost
Allocation Plan details a formula to
determine the percentage size of the
criminal component of OIFP to that of
DCJ’s. This percentage will then be
used for the upcoming fiscal year to pay
staff salanies and fringe benefits for
sections under this classification.

B Intermittent Support
DC]J also provides a host of resources to
OIFP on an as-needed basis. Manpower
for search warrants, forensic computer
analysis, handwnting analysis, and the
installation of electronic surveillance
equipment are a few examples. Since
these resources are used intermittently,
DC]J has developed a new division-wide
timekeeping system to enable OIFP to
precisely track the amount of time spent
by DCJ employees on OIFP activities. At
the end of each fiscal quarter, time spent
by non-OIFP staff on OIFP matters will
be calculated and OIFP will reimburse
DC]J for those costs.

The new timekeeping system will also
work in reverse, tracking the number of
hours worked by OIFP staff on non-
OIFP assignments. Given tight budget

restrctions and limited resources, it 1s

by Ray Shaffer

necessary for OIFP and DCJ to work
together on pronty matters. However,
this does not mean that the insurance
industry should foot the bill for these
non-insurance fraud-related activities.
The new tracking system will allow
both OIFP and DCJ to determine the
number of hours worked by each of the
staffs and reconcile the manpower costs
on a quarterly basis.

B Non-Salary Costs
In order for OIFP to accomplish its
mission, it must have facilities and
equipment available for its use. Items
that are used solely by OIFP will be
purchased and maintained by OIFP.
Items, such as buildings, computer
networks, and phone systems, that
OIFP shares with other sections within
DCJ will be paid based on the percent-
age use of those resources by OIFP
staff. Percentage size of OIFP as
compared to DCJ in these areas will be
determined at the beginning of each
fiscal year and will be applied to those costs
as they occur for the entire fiscal year.

The IFP 1s working hard to ensure that
there 1s complete transparency and account-
ability in the use of ndustry monies for the
operation of OIFP. Consequently, once the
Cost Allocation Plan has been fully imple-
mented, 2 summary of the plan and quartery
expense reports will be posted on OIFP’s Web
site so that the msurance industry, as well as the
general public, will understand how industry
monies are being used to support OIFP’s
nationally recognized insurance fraud program.

Duning the audit process, the IFP
became acutely aware of a looming fiscal
problem that will have senious repercussions
in Fiscal Year ‘07 beginning on July 1, 2006.
For the last five years, the OIFP budget of
$29,771,000 has remained stagnant while the
cost of operations has steadily increased. As
a result, many successful programs, such as
the State Police Fraudulent Insurance Card
Unit, had to be disbanded for lack of funds.
Other successful programs, such as the grant
program to fund County Prosecutor
Insurance Fraud Units, are also in danger of
being discontinued. In order to further
reduce expenses, OIFP has also been forced
to reduce staffing levels in order to remain
within budget. Currently, OIFP has
approximately 50 unfilled vacancies which
adversely affects OIFP’s ability to investigate
and prosecute cases. In the coming months,
the IFP will be working assiduously to
address the need for increased funding.
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OIFP Criminal Investigations and Prosecutions Statistics
January 1, 2005 - December 31, 2005

New Cases Opened
Indictments/Accusations Filed
Number of Defendants Charged
Number of Defendants Convicted
Number of Defendants Sentenced

Number of Defendants Sentenced to State Prison
Total Number of Years

Number of Defendants Sentenced to County Jail
Total Number of Years

Total Criminal Fines Imposed

Total Criminal Penalties Imposed

Total Civil Penalties/Fines Imposed in Medicaid Cases
Total Restitution Imposed

! This total includes restitution imposed in criminal and civil actions

493
148
222
182
212

23
105

N
13

$587,816
$36,875
$2,513,920
$89,910,527"

OIFP Civil Investigations and Litigation Statistics®
January 1, 2005 - December 31, 2005

Number Dollar Amount

Civil Investigations

New Cases Opened 6,193 —

Number Forwarded for Investigation 2,977 —

No Investigation Warranted 3,216 —
Sanctions Imposed

Insurance Fraud Letters of Admonition 536 —

Administrative Consent Orders Issued 397 $5,725,808

Administrative Consent Orders Executed 346 $1,375,384

Settlements Entered 49 $569,700

Judgments Entered 149 $4,865,960

Complaints Filed 140 —
Collections (Department of Banking and Insurance)?

Number of OIFP Accounts Paid in Full 576 —

Total Amount Received $1,955,664

? These statistics comprehensively reflect the number of discrete actions undertaken by the Office of Insurance Fraud Prosecutor in pursuing civil sanctions
against insurance fraud violators. It should be noted that, in some instances, more than one action was taken against a single violator or for a single violation.

* These figures were reported by the Department of Banking and Insurance which is responsible for the Collections function.




OIFP Criminal and Civil Monetary Sanctions and Restitution Summary 2000-2005
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Criminal Cases Investigated in 2005 by Fraud or Provider Type

False Documents 49
Miscellaneous 37

Theft 23
Misappropriation/Embezzlement 20
Liability Insurance 18

Agent Fraud 12

False Claims 11

Homeowners' Insurance 8

Property 7

Property
and Casualty

185

Patient Abuse 44
Practitioners 34

Medical Support Other 33
Program Other 33
Pharmacy 30

Nursing Facility/Patient Funds 29
Facility Other 26

Clinic 11

Transportation 10

Home Health 7
Laboratory 4

Fraudulent Insurance Cards 116
Staged Thefts/"Give Up” Schemes 76
False Claims 42

Other 41

False Documents 35

Health Care/PIP/BI 22

Theft 22

Staged Accidents 21

Fraudulent Drivers’ Licenses 13
Stolen Property Sales 11

Auto Fraud

Health and Life
313

=99

Health Care Claims Fraud 157
Disability Insurance/

Workers" Compensation 54

False Documents 30

Other 24

False Claims 22
Misappropriation/Embezzlement 19
Life Insurance 7

1




OIFP Expenditures for Fiscal Years 2001-2005

Resources

Resources

Carry Forward

Total Resources Available

Expenditures

Salaries

Fringe Benefits

Non-Salary

Division of Law Payment

Public Awareness

County Prosecutor Program

Total Expenditures

Remaining at end of FY

FY 2001

$29,771,000

$37,225

$29,808,225

FY 2001

$14,998,761

$3,659,287

$4,760,995

$1,294,544

$2,197,970

$2,884,225

$29,795,782

$12,443

FY 2002

$29,771,000

$282,960

$30,053,960

FY 2002

$16,321,577

$3,839,786

$2,808,513

$1,561,695

$1,858,186

$3,024,438

$29,414,195

$639,765

1 This figure reflects an additional $1,726,231.20 from non-industry monies.

2 This figure reflects OIFP funding absorbed by DCJ, rather than being charged to the industry, in order to reconcile salary charges questioned in
the July 2005 Report issued by the State Auditor and pending completion and implementation of the Cost Allocation Plan recommended by the
State Auditor to provide the necessary documentation to support all salary charges by DCJ to the OIFP budget.

FY 2003

$29,771,000

$95,445

$29,866,445

FY 2003

$16,689,972

$3,971,668

$2,594,686

$1,711,597

$1,900,000

$2,998,521

$29,866,444

$1

FY 2004

$29,771,000

$189,600

$29,960,600

FY 2004

$17,580,358

$5,194,421

$2,830,986

$1,665,474

$300,000

$2,389,361

FY 2005

$31,497,231.20

$211,426.40

$31,708,657.60

FY 2005

$16,924,285.00

$5,682,338.00

$1,624,305.00

$1,543,240.00

$1,200,000.00

$1,713,141.00

$29,960,600 $28,687,309.00

$0 $3,021,348.602

Fiscal Year = July 1 through June 30
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Special
Report:

Effective Strategies for Investigating
Complex Insurance Fraud Cases

While it is probably true that the great-
est number of insurance fraud-related
crimes or civil insurance fraud violations'
are “single incident insurance fraud mat-
ters” involving a single false claim submit-
ted by an individual insured person, some
insurance fraud crimes involve complex
fraud schemes and multi-person conspira-
cies resulting in thefts of large sums of
money. The most complex criminal cases
investigated and prosecuted by the Office
of the Insurance Fraud Prosecutor
(OIFP) frequently involve:

I.  Staged Automobile Accident

Conspiracies;

Il. Medical Service Provider Health

Insurance Fraud; and

lll. Insurance Agent Theft.

This article discusses investigative strate-
gies for these three types of complex cases.

In large part, the investigative strate-
gies are governed by the different financial
incentives presented by the underlying
kinds of insurance coverages, the different
kinds of fraudulent conduct committed
by the targets involved in each kind of
case, and related investigative and legal is-
sues. Itis especially important that law
enforcement understands the financial in-
centives provided by each type of insur-
ance policy which drives the conduct of

the wrongdoers.

by John J. Smith

The underpinnings for all of the inves-
tigative strategies in this article are succinctly
summarized in the following principles:

1. All complex insurance fraud investiga-
tions require a careful review and
painstaking analysis of the records
which constitute the particular insur-
ance claim(s), and other records, in or-
der to identify misrepresentations con-
tained in the claims and to uncover
other investigative leads.

2. In addition to a careful review of
records, complex insurance fraud in-
vestigations require comprehensive
field investigations to gather evidence,
including interviews of targets and
witnesses, and sometimes expert wit-
ness assistance.

3. Frequently, complex insurance fraud
investigations require proof beyond a
reasonable doubt that an event did
not occur. Examples include staged
accident conspiracies where the State
must prove beyond a reasonable
doubt that the accident did not occur;
investigations of medical service pro-
viders, where the State must prove
that a service was not rendered, or not
rendered as described in the medical
billing code or that a patient does not
exist; and investigations of certain in-
surance agent frauds, where the State
must prove that insurance premium
financing was not sought or that an

1. See The Insurance Fraud Prevention Act, N.J.S A 17:33A-1 et seq., (hereinafter the “Fraud Act”)
specifically NJ.S.A, 17:33A-4 which enumerates civil insurance fraud violations. Criminal violations
include Insurance Fraud, N.J.S.A. 2C:21-4.6, Health Care Claims Fraud, N.J.S.A. 2C:21-4.3, and Theft

by Deception, N.JS.A, 2C:20-4, among others.
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insurance customer for whom financ-
ing was arranged does not exist.?

4. Frequently, during the early stages of
these complex investigations, the in-
vestigative effort is best directed at de-
veloping probable cause in support of
a search warrant. The execution of a
search warrant at the business
location(s) of a target medical service
provider or an insurance agent greatly
increases the likelihood of obtaining
evidence necessary for successful pros-
ecution of complex cases.

5. Complex insurance fraud investiga-
tions require a close working relation-
ship between law enforcement, insur-
ance carrier claims personnel, and in-
surance carrier Special Investigations
Unit (SIU) personnel to obtain all of
the necessary claims documents,
checks, and other records in order to
gather the evidence and identify inves-
tigative leads.

Staged Automobile
Accident Conspiracies

The investigation of staged automo-
bile accidents® will involve an examination
of both property damage claims and Per-
sonal Injury Protection (PIP)* claims
planned and submitted by multiple per-
sons playing different roles, most often in
loosely knit conspiracies or dngs.5 These

conspirators (or groups of conspirators)
will engage in different kinds of fraudu-
lent conduct enticed by the different eco-
nomic incentives provided by the auto-
mobile insurance policy, as well as by
other financial incentives. Not every inves-
tigation will target all of these conspira-
tors, but all of these conspirators should
be considered potential targets until the
facts and evidence dictate otherwise.

The Conspirators and the Financial In-
centives Which Control Their Conduct

The conspirators can include the in-
sured person (hereinafter the insured) as
well as the driver(s) and any passengers
in the vehicle(s) (collectively called claim-
ants); police officers or other police per-
sonnel, for example, police dispatchers;
persons who act as “runners;” insurance
claims adjusters (both independent con-
tractors utilized by insurance carriers on a
claim-by-claim basis and adjusters em-
ployed by the insurance company); the
medical service providers;® and plaintiffs’
personal injury lawyers.

Each of these persons plays a different
role in a PIP fraud conspiracy. The role
each plays is defined by the different fi-
nancial incentives provided by the under-
lying automobile insurance policy, as well
as by financial incentives provided from
sources other than the insurance policy.

Deputy Attomey General Jacqueline Smith and Analyst Paula Carter work on an auto insurance fraud case.

The underlying automobile insurance
policy provides insurance coverages and
corresponding claims money based on the
different components of an auto insur-
ance claim. The different components of
the claim consist of PIP insurance claims
for medical bills for insureds and claim-
ants, claims for lost wages, and claims for
essential services; a potential claim for
“non-economic losses,”” also known as
pain and suffering, if the applicable
threshold is met; and property damage
claim(s) to the insured vehicle and to
other vehicles.

A zero threshold auto insurance policy
provides the greatest financial incentive for
the conspirators in a staged accident PIP
conspiracy. This is because it permits re-
covery of money for non-economic
losses, i.e. “pain and suffering” even
though no “objective” injuries such as
broken bones and obvious lacerations or
injuries are sustained by the claimant. See
generally NJS.A. 39:6A-8.

In contrast, insurance policies which
have a verbal threshold (or limitation on
lawsuit option) require that the claimant
sustain and prove certain kinds of objec-
tive injuries (death; dismemberment; sig-
nificant disfigurement; fracture; loss of a
fetus; permanent loss of a body organ,
member, function or system; and so on)

2. Proving a negative is far more difficult than proving
that an event did occur or that a specific person does
exist, which frequently adds to the complexity of these
investigations. Because these types of investigations
frequently require proof that an event did not occur, the
investigative effort is often best directed towards obtaining
admissions from at least some of the targets that the
event did not occur. Admissions that the event did not
occur are more readily obtained in these cases when
the targets are confronted by well prepared investigators
who have analyzed the claims records and have identi-
fied the misrepresentations or inconsistencies in them.
3. The term “staged accident” is difficult to define and
is frequently used to describe differing factual sce-
narios. It can include such conduct as “controlled
crashes™ where the participants in the vehicles inten-
tionally “crash™ or bump vehicles together and claim
an accident occurred and injuries resulted; a “paper
accident” where no accident occurs but a false or par-
fially false police report is procured which describes an
accident, sometimes supplemented by phony auto
damage appraiser reports and medical records; a real
accident where persons who were not involved in the
accident claim that they were; and even intentionally
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which are linked to drivers’ lit:;e
addresses, phone numbers, andg}_he' nformation.

in order to sue for non-economic losses
(pain and suffering). These types of spe-
cific injuries are usually obvious and there-
fore difficult to “fake.” That is why zero
threshold auto insurance policies are fa-
vored by the conspirators in staged acci-
dent fraud schemes. It is easy to fake com-
plaints of back pain and soft tissue inju-
ries, such as muscle sprains and spasms,
and to submit claims for them. Insurance
policies with a zero threshold permit suit
for non-economic losses without requir-
ing the claimant, their medical service pro-
viders, or their lawyers to offer concrete
and objective proof of injuries.

Other financial incentives beyond the
insurance policy can include cash pay-
ments, often provided to “runners” and
to claimants, by medical service providers
and lawyers. Typically, “runners” pay
claimants to participate in staged accidents
and to seek the professional services of a

particular medical service provider and/or
lawyer. Sometimes, claimants are further
enticed by the prospect of collecting lost
wages and, most importantly, by collect-
ing money for non-economic losses (pain

and suffering).

The automobile insurance policy pro-
vides its own incentives to medical service
providers to participate in phony accident
conspiracies, or, at the very least, to pay
“runners” to bring in patients. First, the
PIP component of the policy virtually
guarantees that the provider’s medical bill-
ings will be paid. Assuming the provider’s
fee is sufficient to include a profit, increas-
ing the number of PIP patients who are
seen or treated increases the total profit.
Second, soft tissue injuries, the type gen-
erally claimed by these patients, lend
themselves to sustained courses of certain
treatments, which also increases the

amount of billing and hence profit.

colliding with other, innocent automobiles selected at
random on public streets and highways.

4. While it is not the purpose of this article to detail the
legal requirements for maintaining automobile insur-
ance, suffice it to say that every owner of an automo-
bile registered in New Jersey is required to maintain
liability insurance against loss from bodily injury, death,
and property damages arising out of use of the automo-
bile. N.J.S.A. 39:6A-3 and 39:6A-3.1. Except for the
lower-cost “basic,” NJ.S A, 39:6A-3.1, and “special,”
N.J.8.A. 39:6A-3.3, policies, all standard automobile
liability insurance policies provide Personal Injury Pro-
tection (PIP) benefits, which are paid without regard to
negligence or fault. N.J.S.A 39:6A4. PIP coverage
includes: 1) payment of medical expense benefits for
reasonable, necessary, and appropriate treatment and
services to persons covered by the policy who were
injured in the accident; 2) income continuation benefits
for the loss of income as a result of bodily injury; 3)
essential services benefits to reimburse necessary and
reasonable expenses incurred for essential services
ordinarily performed by the injured person for himself or
his family; 4) death benefits limited to the maximum
income continuation benefit that would have been paid

but for the death; and 5) funeral expense benefits, lim-
ited to $1,000 per person. NJSA 396A4. A “ba-
sic” policy includes a PIP medical expense benefit
with a lower maximum benefit amount than the stan-
dard policy. It does not include the four other PIP ben-
efits. N.JSA 39:6A-3.1. The “special” policy in-
cludes PIP coverage for emergency medical care
only, and a death benefit. N.JSA 39:6A-3.3.

5. In a strict legal sense, a conspiracy involves an
express or implied agreement among persons o com-
mit acts to further a criminal purpose(s). N.J.S.A. 2C:5-
2. While this article will utilize the terms “conspiracy”
and “conspirator” when describing the conduct of all
role players in a staged accident conspiracy, there
have been few, if any, cases where the evidence was
sufficient to prove that all of these players agreed with
one another fo engage in insurance fraud based on
staged or fraudulent automobile accidents. In common
parlance, staged accident conspiracies are often de-
scribed as “rings” or “PIP mills” and it is commonly
thought or implied that claimants, “runners,” doctors,
and lawyers have met and either expressly or implic-
itly agreed to submit false auto insurance claims. The
reality is that it is rare to obtain evidence proving that

claimants, “runners,” doctors, and lawyers have all
met and expressly or implicily agreed to submit false
automobile insurance claims. Rather, these rings or
associations exist most often as loosely connected
groups of persons. It is probably true that if there is a
common link among them, it is generally the “runner”
who brings these parties together on an ad hog basis
operating in a loosely knit association to submit false
insurance claims. This is not o say that there are not
some cases where evidence will establish that some
or all of the claimants, “runners,” doctors, and lawyers
have agreed with each other to submit false claims.

6. For purposes of this article, the term “medical
service providers” includes, but is not limited to,
chiropractors, dentists, nurses, doctors, pharma-
cists, physical therapists, psychologists, and the
employees and technicians associated with these
professional practices.

7. Non-economic losses are losses for pain and
suffering as confrasted with economic losses which
include medical expenses, income continuation, es-
sential services, and funeral benefits. See N.JSA.
39:6A-2. Non-economic losses are frequently re-
covered by claimants through a civil lawsuit.
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Third, because these claimants have not
suffered any real injury, the medical service
provider is able to skimp on the amount
of time and care expended on each pa-
tient. This frees the provider to see even
more claimants and bill accordingly. Fur-
ther, the greediest providers will pad their
billings by conduct ranging from
upcoding to billing for services or equip-

ment which was never provided.

As for the lawyers, most plaintiffs’ per-
sonal injury lawyers represent clients on a
contingency fee basis. In alawsuit seeking
damages for pain and suffering from soft
tissue injuries, the settlement the insurance
carrier will approve is often based on the

medical billings. The higher the billings,
the higher the settlement, and thus, the

higher the attorney’s contingency fee. Thus,
the attorney has his own financial incentive
to encourage the client to seek medical
treatment to drive up the billings.

These economic incentives motivate
the provider to increase medical billings in
order to increase his profit. The claimant is
motivated to increase medical billings to
increase the bodily injury settlement he
hopes to collect. The lawyer is motivated to
increase medical billings to increase the
bodily injury settlement and hence his con-
tingency fee. From an investigator’s point
of view, this creates the difficult situation

in which all the participants in a scheme
share similar financial incentives, first, to
have high medical billings and, second, to
swear that those high billings are accurate.

It is critically important for law en-
forcement personnel investigating staged
accident PIP fraud to understand these
various financial incentives. Understand-
ing the financial incentives provided by
the different insurance claims emanating
from a staged accident PIP fraud con-
spiracy allows the investigation to target
each of the conspirators based on the role
each plays and the financial incentives
which entice each conspirator.

The Medical-Related Claims

Medical bills can include bills for diag-
nostic testing, as well as for medical treat-
ments rendered to the insurance claimants,
any medical supplies provided, and some-
times transportation to and from the
medical service provider’s office(s). These
different categories of medical bills are all
possible avenues for further investigation.

Itis extremely rare to be able to prove
that a medical service provider assisted
with the planning or execution of staged
accidents. In other words, it is difficult to
obtain evidence to prove that the medical
service provider knows that the accident is
staged and that the claimants/patients are
not actually hurt but are merely submit-

Deputy Attorney General Stephen Cirillo (I.) and First Assistant Insurance Fraud Prosecutor John J. Smith (r)
conduct a mock trial for insurance company representatives at the 8th Annual Insurance Fraud Summit.

ting to treatment, or appearing to submit
to treatment, so that false insurance claims
can be submitted and a lawsuit for non-
economic losses can be filed. As a result,
medical service providers are rarely pros-
ecuted for knowingly treating patients
known to be faking injuries purportedly
obtained in a staged accident.?

Experience teaches that it is best to in-
vestigate a medical service provider for
complicity in a staged accident PIP fraud
ring by seeking evidence that the provider
billed for diagnostic testing or medical ser-
vices and treatments not actually rendered
to the patient, not rendered properly, not
billed properly, or provided without
medical necessity, rather than seeking evi-
dence that the medical service provider
knew that the accident was staged and that
the claimants were not hurt. Should any
information be produced that the pro-
vider treated claimants knowing that the
accident was faked and that the claimant
was not injured, however, such informa-

tion should be aggressively investigated.

It is not uncommon to obtain evidence
that medical service providers submitted
bills for fraudulent medical testing and for
services not rendered. In some cases, evi-
dence can be obtained that the medical ser-
vice provider billed for dates when the claim-
ant did not appear for treatment, or if the
claimant did, in fact, appear, billed for treat-
ments not rendered to the claimant.

This type of medical fraud is facilitated
by the fact that, frequently, persons willing
to participate in staged accidents as claim-
ants/patients in order to submit false insur-
ance claims are not willing to attend the typi-
cally protracted medical treatment protocol
associated with soft tissue auto accident in-

judes. This protocol generally requires

8. Medical service providers do not have to ex-
pressly agree to treat persons whom the provid-
ers know were in staged accidents and are not
actually hurt in order to attract PIP patients. With
the aid of others, usually “runners,” there is a
steady stream of claimants willing to serve as
PIP patients and willing to falsely claim they were
injured in an auto accident. Claimants are willing
to claim injury and seek treatment because of fi-
nancial incentives to include the fact that “run-
ners” pay them to do so, usually between $200
to $500, and because the claimants, with the aid



claimants to appear for treatment several
days per week for many successive weeks.
Instead, claimants will simply fail to appear
for treatment. If they do show up for treat-
ment, they frequently do not stay at the
medical office long enough to meet with the
doctor, undergo any necessary follow-up ex-
amination, undergo additional diagnostic
testing or x-rays, and undergo the physical
therapy associated with the treatment plan.
Nevertheless, medical service providers fre-
quently will continue to bill for a claimant
whether or not the claimant appears for
treatment, or, if the claimant does appeatr,
whether or not the claimant remains long
enough to undergo the full panoply of di-
agnostic tests and treatments.

A careful review of the medical docu-
ments and records submitted with the in-
surance claim, together with other informa-
tion, may provide law enforcement with evi-
dence or leads to obtain evidence that bills
were submitted for tests and treatments not
rendered. If the investigation of this aspect
of the automobile accident PIP ring is his-
torical,’ the investigation should be directed
at obtaining all of the treatment records for
particular claimants, to inchude the medical
service provider’s appointment records and
sign-in sheets," to confront the purported
claimant/patient with these records and

question the claimant about dates on which
he supposedly appeared for medical treat-
ment and the treatment he actually received.
Work records, time cards, travel and vacation
records, and credit card receipts, as well as re-
ports relating to incarceration in jail, have all
been used to confront claimants to seek ad-
missions that the claimant did not appear at
the provider’s office on a given date, even
though the provider billed the insurance
company seeking PIP insurance coverage for
treatment allegedly provided to those claim-
ants on those dates. Confronted with this
type of evidence, some claimants will admit
that on certain dates they did not appear at
the medical practice for treatment despite in-
surance billing records to the contrary. In
other cases, claimants will admit that even
though they did, in fact, appear for treat-
ment, not all of the services billed to the in-
surance company by the medical service pro-
vider were actually received by the claimant.
In yet other cases, the investigation should
obtain records pertaining to the availability
of the medical service provider, to include
the medical service provider’s vacation sched-
ule, credit card bills, travel agency records,
and other such records, to develop evidence
that the medical service provider was not
present to treat the claimant on all the dates
for which the insurance company was billed."

of personal injury lawyers, hope to also obtain a
bodily injury settlement in the future.

9. The term “historical investigation® means an in-
vestigation that is directed to insurance claims submit-
ted in the past. It does not include an investigation in
which undercover investigators are currently attempt-
ing to infilirate or have infiltrated the medical practice as
patients or “runners,” or where law enforcement sur-
veillance of the medical practice is being conducted.

40. HIPAA privacy issues should not prohibit law
enforcement from obtaining these records. See
“Demystifying the HIPAA Privacy Rule,” 2004 An-

nual Report of the New Jersey Office of the In-
surance Fraud Prosecutor, March 2005, at 68.

411. The investigation should determine whether or
not the absent medical service provider arranged for
a substitute medical service provider to treat during
vacations, or whether or not the nature and type of
treatments prescribed for the patient could be “moni-
tored” by the vacationing medical service provider.
For an example of such a case, in a context other
than PIP fraud, see United States v. Siddiai, 959
E2d 1167 (2d Cir.1992) and_Siddigi v. United States
98 E3d 1427 (2d Cir.1996).
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Enlisting the aid of a medical expert
can greatly assist law enforcement with the
review of the medical records and can pro-
duce information about which the claim-
ants can be questioned. With the assis-
tance of an expert, claimants can be ques-
tioned about the manner in which the
purported treatments were rendered, the
equipment used, the length of time tests
and treatments were administered, and so
on. Evidence gleaned from this type of
information can be used to build a case
against a medical service provider despite
recalcitrance on the part of the claimants.

A major objective at this stage of the in-
vestigation of a PIP fraud conspiracy should
be to establish probable cause fora search
warrant to search the medical service
provider’s office for additional evidence and
seize treatment and insurance billing
records." To achieve this goal, the investiga-
tion should focus on identifying a number
of claimants who can provide credible evi-
dence that the medical service provider billed
for services on dates when the claimant did
not appear for treatment or other informa-
tion to support the fact that claims submitted
by the provider are false. However, the inves-
tigator should anticipate that some claimants
will not remember and will not have records
of the exact dates on which they appeared for
treatment, nor in all likelihood, will all of
them be inclined to cooperate.

- t’ [

Claimants are reluctant to cooperate
because of the financial incentive PIP
claims offer them, specifically a settlement
or lawsuit which includes compensation
for non-economic losses. While many
claimants will provide admissions which
are evidential of fraud, some claimants
participating in a PIP fraud conspiracy are
sufficiently sophisticated to understand
that the greater the amount of medical
treatments billed to the insurance com-
pany, the greater the potential bodily in-
jury settlement they will likely receive for
non-economic losses. Such claimants are
less likely to cooperate. Other obstacles
that impede the cooperation of claimants
are the use of false identities, rendering it
difficult to identify some claimants; the
cohesiveness of ethnic groups and suspi-
cion of law enforcement; the use of for-
eign languages; and issues relating to ille-
gal immigration.

Complex Medical PIP Fraud

Heretofore, the description of the in-
vestigation of a medical service provider’s
participation in a fraudulent PIP con-
spiracy has been directed at the more obvi-
ous types of medical billing fraud com-
mitted by medical service providers. It
should be noted that these investigations
are nonetheless complicated, frequently re-
quire undercover investigative work, nu-
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First Assistant Insurance Fraud Prosecutor John J. Smith (c.) reviews an invstigative plan with staff.

merous interviews, surveillances, prepara-
tion of an affidavit in support of a search
warrant, as well as an extensive review of

claims documents.

Law enforcement must also be aware
of the financial incentives the PIP statute
directly provides to medical service provid-
ers, and indirectly to PIP claimants and
plaintiffs’ attorneys, to fraudulently create
the appearance that PIP claimants were in-
jured in order to meet the threshold re-
quired by the PIP statute® to file a lawsuit.
These incentives lead to frauds more com-

plex than billing for services not rendered.

Throughout the development of PIP
law and the statutory verbal threshold,
PIP insurance claimants, their attorneys,
and medical service providers who treat
claimants pursuant to PIP insurance cov-
erage have sought to identify and articu-
late injury in order to meet the verbal
threshold which enables them to filea
lawsuit, and recover claims money for
non-economic losses (pain and suffering).
This provides a major financial incentive
for medical service providers, plaintiffs’
attorneys, and claimants.

Particularly troubling from an insur-
ance fraud perspective is the long series of
diagnostic tests which has evolved so that
medical service providers, with the sup-
port and assistance of plaintiffs’ attorneys
and claimants, can increase medical bills
and demonstrate that claimants sustained
injuries. In connection with “soft tissue”
injuries, diagnostic testing not only in-
creases the costs which automobile insur-
ance companies must pay the medical ser-
vice provider, but those tests are used to

412. One of the underlying premises for this article is
that the investigation must obtain the documents and
records related fo the insurance claim. While docu-
ments and records can be obtained from the insur-
ance company, it is more important that the docu-
ments and records be obtained from the target medi-
cal service provider. The preferable way to obtain
such records and documents is to develop probable
cause for a search warrant as opposed to issuing a
grand jury subpoena or an administrative subpoena
under the Insurance Fraud Prevention Act. A search
warrant provides law enforcement with the advantage
of surprise and experience teaches that the execution
of a search warrant will generally produce more evi-
dence than the issuance of a subpoena. Sometimes,
interviews conducted simultaneously with the search
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demonstrate that claimants were, in fact,
injured and justify even more tests and
more treatments. As a result, auto insur-
ance companies must pay more money for
medical services, and ultimately more
money to settle cases or to pay judgments
following a lawsuit, thereby paying more
money to claimants and their lawyers.

The most difficult, challenging, and
complex investigations of medical service
providers are those that do not focus only
on relatively straightforward fraudulent
conduct, such as billing for services not
rendered. The most difficult and complex
investigations focus on whether or not
the medical service provider billed appro-
priately for the diagnostic testing and
medical services he/she actually rendered
by utilizing the appropriate CPT Code,"*
and whether or not the diagnostic testing
and treatments given were medically nec-
essary and properly delivered and not
merely rendered to generate insurance
claim revenue.

As stated, with respect to the medical
billing, it is the medical service providers
who have the primary financial incentive
provided by the PIP coverage included in
the standard auto insurance policy to bill

nce carrier SIU about a frau

insurance companies as much as possible
for medical expenses, including diagnostic
testing and treatment. Since medical ser-
vice providers, who are paid for diagnostic
testing and medical services provided by
PIP coverage, have few limits on their
medical discretion and judgment,15 there
is little to impede them from prescribing
diagnostic tes