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EXECUTIVE SUMMARY 
STATE INSURANCE DEPARTMENT  
INSURANCE FRAUDS BUREAU 
ACTIVITIES TO COMBAT AUTOMOBILE INSURANCE 
FRAUD 

 
SCOPE OF AUDIT 

 
he Insurance Frauds Bureau (Bureau) was established by an act of the 
Legislature in 1981 as a law enforcement agency within the New York State 

Insurance Department (Department).  The Bureau’s primary mission is the 
detection, investigation, and referral for prosecution of individuals and groups 
that commit insurance fraud.  In addition to its headquarters in New York City, the 
Bureau has six offices in Albany, Buffalo, Mineola, Oneonta, Rochester, and 
Syracuse.  

We audited selected activities of the Insurance Frauds Bureau to combat 
automobile insurance fraud during the calendar years 1999, 2000, 2001, and up 
to September 30, 2002 (except for incidents that might have been related to the 
events of September 11, 2001). Our audit addressed the following questions 
related to the Bureau’s operations: 

• Has the State Insurance Department established performance parameters for 
assessing the effectiveness of its efforts to combat automobile insurance 
fraud?  

 
• Has the State Insurance Department established a database designed to 

combat automobile insurance fraud?  
 
• Have requirements for insurance company filings on fraud prevention plans 

and annual reports been met? 
 
• Has the State Insurance Department established effective interface with other 

governmental entities that are affected by automobile insurance fraud? 
 

AUDIT OBSERVATIONS AND CONCLUSIONS 

 
he Department has not established a formal performance measurement 
system for assessing the effectiveness of the insurance fraud program.  As a 

result, the Bureau lacks adequate assurance that resources are being used 
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efficiently and effectively to make appropriate progress in accomplishing the 
Bureau’s mission.  (See pp. 11-13) 
 
We concluded that the Department has established a database for combating 
automobile insurance fraud.  However, we found several weaknesses in 
documentation for the database.  We also found that the effectiveness of the 
database could be improved with additional data editing capability changes in 
some data entry formats, assessment of the usefulness of management reports 
and more formalized procedures for fraud hotline information.  We did not assess 
the overall accuracy or completeness of the database.  (See pp.  15-22) 
 
We also found that there is no effective interface between the Department and 
the insurance companies.  In visits to 9 companies and teleconferences with 
employees of 2 others, we found that 6 of 10 applicable respondents (one 
company did not respond to this question) received no additional guidance after 
the initial training in the submission of reports of suspected fraud; 8 of 11 
reported that they made their submissions by mail or fax rather than submitting 
them directly to the computerized database.  A majority of the companies (6 of 
11) said they did not follow up on the reports of suspected fraud (IFBs) they 
submitted, but all 11 said they continued with their own fraud investigations after 
filing the IFBs.  Most of the companies responded that the Bureau did not contact 
them about the disposition of the reports they submitted.  In addition, there were 
discrepancies between the number of reports the companies said they submitted 
and the number Bureau officials said they had received.  Our survey of 29 
insurance companies revealed that 11 of them indicated they submitted more 
than the Bureau reported, while 16 said they submitted fewer than the Bureau 
noted.  Just two companies reported submitting the same number as the Bureau 
reported receiving.  The accurate and timely management of the data submitted 
by these companies is important if the Bureau is to fulfill its purpose of combating 
insurance fraud.  The Bureau should develop a systematic way of informing each 
contributor that its report was received, whether it has been changed, and 
whether it was investigated or referred elsewhere.  (See pp.  39-44) 
 

COMMENTS OF DEPARTMENT OFFICIALS 
 

 draft copy of this report was provided to Department officials for their review 
and comment. Their comments were considered in preparing this final report, 

and are included as Appendix B. 
 
Department officials agreed with some of our recommendations and indicated 
that they have implemented them or will do so in the future.  However, they did 
not agree that performance measures were appropriate due to the nature of the 
investigations done by the Bureau. 
 

A
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INTRODUCTION 

 
Background 

egislation in 1981 established the Insurance Frauds Bureau 
(Bureau) as a law enforcement agency within the New York 

State Insurance Department (Department).  The Bureau’s 
primary mission is the detection, investigation, and referral for 
prosecution of individuals and groups that commit insurance 
fraud.  In addition to its headquarters in New York City, the 
Bureau has offices in Albany, Buffalo, Mineola, Oneonta, 
Rochester, and Syracuse.   
 
Bureau staff consists of 38 investigators organized into 8 
specialized units – Arson, Automobile, No-Fault/Organized 
Fraud, Medical, Fraudulent Cards, Workers’ Compensation, 
General, and Upstate.  A Supervising Investigator heads each 
unit.  General oversight of the investigative staff is the 
responsibility of a Chief Investigator assisted by a Principal 
Investigator.  
 
The Bureau also has a staff of three insurance examiners who 
work under the supervision of a Principal Examiner.  An 
Assistant Director of Research and a Frauds Bureau Counsel 
report to the Director and Deputy Director; and the Senior 
Training Officer reports to the Principal Investigator.  In addition, 
five support staff members report to the Secretary to the 
Director.   
 
In 2001 the Bureau received a total of 26,028 reports of 
suspected fraud referred to as an IFB.  Of these, 25,999 were 
received from companies licensed to sell insurance in New York 
State (licensees); 29 came from other sources, such as 
consumers and anonymous tips.  Bureau examiners opened 
939 new cases during the year at the same time numerous 
other investigations were ongoing in cases pending from prior 
years. The overwhelming majority of these IFBs involved 
charges of automobile insurance fraud – specifically, 20,528 of 
those received and 348 of the cases opened in 2001. In 2000, 
the Bureau had received 16,902 automobile insurance-related 
IFBs and opened 286 cases. 
 
The Department’s 2001 Annual Report to the Governor on the 
Insurance Frauds Bureau (the latest report issued during the 
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audit) describes the Bureau as an active participant in several 
task forces and working groups designed to encourage 
cooperation among insurance fraud-fighting agencies in the 
State. It also points out that the Bureau has pooled resources to 
conduct multi-agency operations to a greater degree than at any 
other time.   

 

Audit Scope, Objectives, and Methodology 
 

e audited selected activities of the State Insurance 
Department Insurance Frauds Bureau to combat 

automobile insurance fraud during calendar years 1999, 2000, 
2001 and up to September 30, 2002 (except for incidents that 
might have been related to the events of September 11, 2001). 
The objectives of our performance audit were to determine 
whether the Department has established performance 
measures for assessing the effectiveness of its efforts to combat 
automobile insurance fraud, whether the Department has 
established a database designed to combat automobile 
insurance fraud, whether requirements for insurance company 
filings of fraud prevention plans and annual reports have been 
met, and whether the Department has established effective 
interface with other entities that are affected by automobile 
insurance fraud.   
 
To accomplish our objectives, we interviewed selected Bureau 
management and staff responsible for investigating IFBs.  We 
selected a statistical sample of 270 IFBs from the 46,257 IFBs 
received by the Bureau between January 1, 1999 and 
September 7, 2001.  Of these 270, we reviewed the first 100 
randomly selected IFBs.  In addition, we selected a statistical 
sample of 244 investigative cases from a total population of 
2,357 cases from the same period.  We requested for detailed 
examination the first 20 of the 244 cases we identified.  It took 
much longer than planned to complete our audit because the 
Department did not always provide timely access to information. 
 
We surveyed officials at a sample of insurance companies, 
asking their opinions of the extent to which the Bureau 
coordinates efforts to combat automobile insurance fraud and 
cooperates with other insurance-related entities.  We also 
interviewed Bureau management to determine which programs 
it had set up and what policies and procedures were in place to 
provide ongoing interface with other governmental agencies 
affected by automobile insurance fraud.  Finally, we contacted 
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other state insurance agencies to learn about their automobile 
insurance fraud-investigation programs and how they operate. 
 
We conducted our audit in accordance with generally accepted 
government auditing standards.  Such standards require that we 
plan and perform our audit to adequately assess those 
Department operations that are within our audit scope.  Further, 
these standards require that we understand the Department’s 
internal control structure and compliance with those laws, rules 
and regulations that are relevant to our audit scope.  An audit 
includes examining on a test basis evidence supporting 
transactions in the accounting and operating records and 
applying such other procedures we consider necessary under 
the circumstances.  An audit also includes assessing the 
estimates, decisions and judgments made by management. We 
believe our audit provides a reasonable basis for our findings, 
conclusions and recommendations. 
 
In addition to being the State Auditor, the Comptroller performs 
certain other constitutionally and statutorily mandated duties as 
the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include 
operating the State’s accounting system; preparing the State’s 
financial statements; and approving State contracts, refunds, 
and other payments.  In addition, the Comptroller appoints 
members to certain boards, commissions and public authorities, 
some of whom have minority voting rights.  These duties may 
be considered management functions for purposes of evaluating 
organizational independence under Generally Accepted 
Government Auditing Standards.  In our opinion, these 
management functions do not affect our ability to conduct 
independent audits of program performance. 
 

Response of Department Officials 
 

 draft copy of this report was provided to Department 
officials for their review and comment.  Their responses 

were considered in preparing this final report, and are included 
as Appendix B. 
 
Department officials agreed with some of our recommendations 
and indicated they were implemented or will do so in the future.  
However, they did not agree that performance measures that 
are “numerical and rule-oriented formulas” could be applied to 
the “criminal investigations cases” worked on by Bureau 
personnel. They did acknowledge that “supervisory investigative 
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evaluations” are appropriate and that “performance parameters 
are important to apply whenever possible.” Nevertheless, 
Department officials did not provide any documentation to 
support that they have performance measures and standards 
either during our fieldwork or when asked after we received the 
response to our draft report. 
 
Within 90 days after final release of this report, as required by 
Section 170 of the Executive Law, the Superintendent of the 
New York State Insurance Department shall report to the 
Governor, the State Comptroller, and the leaders of the 
Legislature and fiscal committees, advising what steps were 
taken to implement the recommendations contained herein, and 
where recommendations were not implemented, the reasons 
therefor. 
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PERFORMANCE MEASUREMENT 

 
erformance measures provide a means to determine the 
extent of progress being made in accomplishing stated 

mission, goals and objectives.  For example, output measures 
usually quantify the number of actions taken; such as reports 
issued or forms processed, to show the scope of effort being 
made.  Outcome measures are usually more meaningful 
indicators of accomplishment as these show, for example, what 
changes in condition, practice or trends are being achieved 
through operational activities.  When performance measures are 
periodically compiled and reported, the public and elected 
officials are presented with a valuable tool communicating 
accountability for public resources and progress made toward 
critical missions. 
 
The Bureau’s mission to select, investigate and refer for 
prosecution those individuals and groups committing insurance 
fraud is important.  Accordingly, Bureau Management must be 
as accountable as possible by demonstrating progress made in 
fulfilling this mission.  However, Bureau Management advised 
us that they do not have a formal performance measurement 
system for Bureau activities.  As a result, the Bureau lacks 
adequate assurance that resources are being used efficiently 
and effectively to make appropriate progress in accomplishing 
the Bureau’s mission. 
 
Department officials did describe some aspects of performance 
measurement in their annual budget (e.g., number of fraud 
complaints and arrests).  They indicated the various initiatives 
undertaken with respect to these outputs were supported in 
documentation.  However, we were provided with a 
memorandum dated two years earlier that simply described 
Bureau initiatives and goals.  The document did not include 
specific measures of performance.  It contained broad 
statements such as “One fundamental initiative is to perform 
investigation which yield favorable results and utilize 
investigation staff time in an efficient and cost effective manner.”  
There is no description of “favorable results” in terms of 
outcomes or for clarity to Bureau employees.  While the memo 
contains information about savings, these savings are not 
related to automobile insurance fraud. 
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The memo also concludes that “It is not appropriate, nor is it 
practical to stipulate ‘numbers’ to determine the ‘success’ of 
overall goals and objectives.”  Clearly, this memo is not 
indicative of ongoing performance measurement for Bureau 
operation.  However, we did note that the Bureau Annual Report 
used numbers to cite Bureau accomplishment that could be 
included in a formal performance measurement system. 
 
To further support performance that achieves goals, objectives 
and missions, management should include a formal risk 
assessment process into its operation. 
 
This process identifies risks, evaluates their potential impact, 
and analyzes their likelihood of occurrence.  It allows 
management to determine how much risk the entity should 
accept and to set priorities accordingly.  For State agencies and 
authorities, the organization should have prepared a 
documented risk assessment pursuant to the Internal Control 
Act of 1999.  Relevant risks include both internal and external 
events, as well as circumstances that could adversely affect an 
entity’s ability to achieve its objectives.  Once risks are 
identified, management must consider their significance and the 
likelihood of their occurrence to determine precisely how they 
should be managed.  Management may initiate plans, 
programs, or actions for addressing specific risks; or it may 
decide to accept a risk because of cost or other considerations.  
We were advised that the Bureau has not done such a risk 
assessment.   
 

Recommendations 
 
1. Prepare and report on formal performance measures    

that can be used by management to assess the Bureau’s 
progress toward its mission. 

  
 (Responding to our draft report, Department officials 

state, “The Bureau does have performance measures for 
all of its activities.” They also stated, “a requirement for 
definitive performance measures reflecting specific 
numbers/timeframes do not lend themselves to criminal 
investigative activity, particularly when interfacing with 
the court system.”) 
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Recommendations (Cont’d) 

 
 Auditor’s Comments:  Based on this response, we 

requested documentation to support that the Department 
had performance measures, however, we were advised 
that they are not in writing, but they will be in the future. 

 
2. Perform a risk assessment of the Insurance Frauds 

Bureau. 
 
 (Responding to the draft report, Department officials 

indicated that risk assessments as required by the 
Internal Control Act are either performed or updated each 
year.  They added that “Within the Frauds Bureau risk 
assessment is continually performed as part of ongoing 
management responsibilities.  Although this may not be 
formalized and documented as such, the realignment of 
staff and assignment to various Frauds Bureau units and 
interface with government entities is a reflection of that 
management process.”) 

 
 Auditor’s Comments:  We acknowledge that the 

Department is aware of the benefits of performing a risk 
assessment.  However, the Department still needs to 
document all aspects of its risk assessment process. 
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DATABASE OF REPORTS OF SUSPECTED 
FRAUD 

 
he information presented in every IFB, regardless of its 
source, is entered into a computer system known as the IFB 

database.  Managed for the Bureau by the Department’s data 
processing services unit (DP Unit), this database was designed 
to help combat automobile insurance fraud.  The database is 
supposed to contain the names and addresses of all reported 
persons and entities as well as the details of any previous 
fraudulent activity of which they may be suspected.  Such 
historic information can be a determining factor in the decision 
to conduct an investigation, make a referral, or simply reference 
the IFB (meaning that no further action will be taken without 
another referral). After it is assigned a number, each incoming 
report can be compared electronically with all previous reports 
to identify similarities and spot trends.  Finally, each report is 
supposed to be reviewed by a Supervising Investigator who will 
decide whether to open a fraud investigation case or simply 
maintain the referenced record in the database.   

 
The Department reported that about 300 insurers were 
connected to the IFB database by the end of 2001, according to 
the latest information available.  It also noted that the Bureau 
had received 26,028 IFBs in that year, but it did not report how 
many of these had been received electronically.  (Based on 
information the Department provided to us for this audit, we 
determined that about 15 percent of the IFBs were submitted 
electronically in 2001.) It did state that the ultimate goal was to 
have 100-percent electronic reporting, thereby eliminating the 
practice of receiving so many paper documents each year.  
 
We identified several weaknesses in documentation for the IFB 
database, including the lack of a data dictionary, systems 
documentation, and user manual.  To help us identify the 
information listed in the different database fields, we sought to 
review those items, which the Information Systems Audit and 
Control Foundation’s Control Objectives for Information and 
Related Technology (COBIT) indicate should be prepared as 
part of a system’s initial development process. This 
documentation would help assure management that the system 
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is performing as designed, and would document its workings for 
those who must maintain and use it.   
 
However, we were advised that no original documentation is 
available for this system because it was developed in-house 
more than seven years ago. The programmer responsible for 
maintaining the database provided us with a working draft of 
documentation he was developing, indicating that it might not be 
complete.  A user guide for external data entry by insurance 
company employees was provided; but there is no parallel guide 
for internal users, who have more screens and features 
available to them.  Such a lack of user documentation can lead 
to incorrect data entry, incorrectly processed transactions, 
incorrect use of or interpretation of output, or ineffective use of 
the software’s features.  The absence of a data dictionary 
explaining the purpose and use of each data field makes it 
difficult for anyone to understand the contents of the data files, 
and interpretation may be subject to the programmer’s 
recollection.  If the programmer is no longer employed by the 
Department, it may not be possible to interpret accumulated 
data. 

 
In response to our request for a data dictionary or similar 
document to use to select our sample and to read the 
information in the electronic files provided, we were advised 
there is no data dictionary or alternate document.  We were also 
told that the system could generate a list of data items (fields), 
but that it would not include a description beyond the field name.  
 
Information in the IFB database has been “edited” on entry (i.e., 
to be accepted by the program, the data entered must meet 
specific criteria). However, most edits are documented only 
within the program code.  Because the system documentation 
was inadequate, we met with the Department’s DP Manager 
and the IFB database programmer to review the edits 
programmed for the system, and to view the actual program 
code for screens used during the original entry of an IFB.  

 
We found that edit tests in the IFB database range from simple 
– a test to ensure that a field requiring a data entry is “non-
blank” – to more-complex – testing the zip code field to ensure 
that it is either five numeric digits long or is blank, signifying that 
it is unknown.  Even more complex is a requirement that the 
City and State fields must be filled in whenever the subject of an 
IFB is a person with a street address.  Some edits test the data 
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for conformity with a table of valid entries (e.g., Y or N for yes or 
no; or the correct two-character State abbreviation).  

 
As explained to us, the edits appear to be logical in terms of the 
data’s use.  However, it is possible that the controls over some 
fields could be improved, resulting in better and more-uniform 
data entry that makes it easier to match newly received IFBs to 
prior reports.  Specifically, it may be possible to validate address 
components (locations) and vehicle information (property) more 
effectively.  
 
The IFB database currently validates zip codes only to ensure 
that there are five numeric digits or that the field is entirely 
blank.  However, not all five-digit combinations are valid and the 
edit would be more effective if the zip codes could be validated 
against a table of valid codes, and to verify that the correct zip 
code has been entered with the City and State entries.  
Commercially available address validation software used by 
commercial mailers and the U.S. Postal Service can ensure that 
addresses are always entered in a standard format.  If such 
software were added to the system, address components in the 
database would be more uniform, thus allowing better matching.  

 
In the IFB database, Vehicle Identification Numbers (VINs) are 
considered valid if they contain a total of 17 characters.  
However, there is a logical pattern to these numbers that would 
permit more-detailed validation - for example, the make, model, 
and year of manufacture are coded into the VIN.  This system 
does not test the make, model, or color fields against tables of 
valid entries, even though the combinations of valid data for 
these fields are limited.  As a result, it is possible to spell car 
manufacturer names, colors, etc., in any number of ways.  By 
creating drop-down tables and edits, it may be possible to 
control data entry more effectively and thus improve the quality 
of information in these fields. Improvements in edit controls 
could enable the user to validate data as they are entered into 
address and vehicle identification fields.   

 
A key feature of the IFB database is the manner in which it can 
match individual IFBs to others already in the system, but 
differences and inaccuracies in the data make this process 
more difficult.  Improvements in the entry formats for address 
and vehicle identification data might facilitate matching and thus 
help Bureau investigators review IFBs more effectively.  
 



 

 18 

While we achieved our stated audit objective to determine 
whether the Department established a database to combat 
automobile insurance fraud, and we identified an opportunity to 
enhance the effectiveness of the database, we did not make 
conclusions on the overall accuracy or completeness of the 
database.  We had considered making such an assessment, but 
the Department did not provide sufficient records and access 
capability for us to adequately make conclusions about 
database accuracy and completeness. 
 

User Reports  
he Department’s DP Manager advised us that the IFB 
database produces eight reports for the Bureau, and told us 

we could obtain copies of these reports from one of the 
Bureau’s supervisors. However, the supervisor was unaware 
such reports existed. After several other attempts to get a copy 
of the reports, the Bureau staff member who prepares the 
reports provided copies of the reports, but did not know why 
they were prepared.  We noted that the Bureau could not readily 
determine the recipients or users of eight periodic reports 
generated by the system.  The Bureau’s acting director later 
advised us that he uses these periodic reports and would 
document his claim, but he did not.  

 
The Information Systems Controls Manual published by the U.S. 
General Accounting Office recommends that output users 
complete a user satisfaction questionnaire that includes 
questions about the importance and usefulness of the output 
reports.  The questionnaire might ask whether the report is 
really needed, whether the information technology department is 
meeting users’ needs, and whether an excessive number of 
reports is being produced. The Bureau should use such a 
survey tool to determine whether its users’ reporting needs have 
changed. 
 

Hotline Unit 
ne source of data for the IFB database is the Fraud Hotline 
(Hotline), which is maintained by the Bureau to receive 

consumers’ telephone reports of suspected fraud.  Prior to July 
2002, the Hotline Unit was based in Albany and referred 
allegations of fraud to the Bureau office in New York City for 
assignment.  The Hotline Unit staff consisted of one complaint 
officer.  When he was not at his desk, calls were handled by a 
voice mail system that recorded messages. The 2001 Bureau 
Annual Report noted that major campaigns to reach a wider 
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audience had resulted in more calls to the Hotline, increasing 
the weekly volume from fewer than 20 calls to more than 60.   
 
We noted that there were no written procedures delineating the 
steps involved in receiving the Hotline calls or recording them, 
or referring the resulting reports.  According to the complaint 
officer, reports received were recorded manually on a complaint 
form and then were submitted to the New York City office.  
However, reports generated through Hotline calls were not 
screened by a supervisor in the Albany office before they were 
sent to the New York City office.  In terms of deciding whether 
they required a formal investigation, they were treated like any 
other report.  
 
The complaint officer asserted that the Hotline Unit routinely 
referred only fraud complaints to the Bureau.  He said he 
referred non-fraud complaints to other agencies/sources that he 
believed could address them more effectively, but this statement 
could not be supported because there was no documentation 
indicating where the non-fraud complaints were referred.  

 
The Bureau did not maintain recordings of calls received during 
periods when the complaint officer is not at his desk -- e.g., at 
lunchtime and any hours before and after his scheduled 
workday.  In addition, the Bureau did not reconcile the number 
of calls received by the Hotline Unit with the number of calls 
referred to each Bureau office to ensure that all received 
complaints are accounted for.  Furthermore, the Hotline Unit 
lacks written guidelines that would address the criteria and the 
elements to be considered in screening a complaint and 
determining whether it should be referred to the Bureau, other 
sources, or other agencies.  
 
As previously mentioned the Hotline Unit did not have written 
procedures and there was less assurance that each complaint 
was properly handled.  We also found that when the Hotline Unit 
refers a complaint to the New York City office, it does not check 
to determine that the office has taken any action. If action has 
been taken then the Hotline Unit could record that information to 
document how the complaint was handled.  In addition, after 
writing down the complaint from the voice mail system, the 
complaint officer erases the recording without receiving an 
independent supervisory review or a response from the Bureau 
the complaint was handled properly.  
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The Executive Council on Integrity and Efficiency of the 
President’s Council on Integrity and Efficiency (PCIE) has 
issued a qualitative standard for investigative organizations:  
 

“Store investigative data in a manner allowing 
effective retrieval, cross-referencing, and 
analysis.”   

 
To achieve this standard, the Bureau should establish a 
comprehensive central complaint and investigation system. In 
addition to facilitating pattern and trend analysis, the system 
could help management allocate resources for different types of 
investigations, identify training needs, and make other decisions 
related to the fulfillment of the Bureau’s detection and 
prevention mandate.  
 
To ensure that each complaint is assessed properly, Hotline 
Unit staff should be trained in interviewing techniques so they 
can obtain as much relevant information from the complainant 
as possible.  The complaint officer assigned to the Albany 
Hotline Unit was not an investigator; his technical experience 
was not related to investigative matters, of which interviewing is 
a major component.   
 
Between our May 7, 2002, visit to the Bureau’s Albany office 
and our meeting with Department officials and Bureau 
management on September 26, 2002, the Hotline was moved 
from Albany to New York City in July. At the latter meeting, the 
officials said they would supply us with the procedures for the 
new location, a description of the current status of the Hotline 
operation, and the qualifications of the new Hotline staff. The 
new Hotline “procedures” state that the objective is “To ensure 
proper record keeping for calls received on the fraud hotline.” 
Our review determined that these procedures briefly address 
some clerical concerns but do not deal with any substantive 
issues - e.g., the current status of the Hotline operation, the 
number of staff assigned, or their qualifications.  The 
“procedures” are undated and do not indicate to whom they 
were issued. Department officials explained “The procedures 
were written after the meeting and have been in effect since the 
hotline was moved to NYC in July. They have been distributed 
to the hotline personnel and Frauds Bureau Management.” We 
concluded that the meeting referred to was our September 26, 
2002, meeting and that no procedures existed before that date.  
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Recommendations 

 
3. Require the Bureau’s Data Processing Unit to develop 

and maintain a complete set of documentation for the IFB 
database that can support future system operations and 
maintenance.  This set should include items such as a 
data dictionary, screen definitions, program definitions, 
system edit tables, and approved program code. 

 
 (In response to the draft report, Department officials 

indicate they have take steps to update the overall 
application and the goal is to construct a “browser-based 
model for IFB reporting.”  They added that once the 
browser-based approach is adopted all insurers should 
be able to file IFBs electronically.) 

  
 Auditor’s Comments: We agree that the steps taken and 

those planned should provide the Bureau with a complete 
set of documentation of the IFB database for future 
system operation and maintenance.  However, this was 
in process during our fieldwork in 2002 and the response 
did not mention a completion date.   The Department 
needs to establish a date for the completion of the 
system documentation and update. 

 
4. Improve system edits for the IFB database, including 

those regarding address and vehicle identification data. 
 
 (In response to the draft report, Department officials 

indicated they are reviewing all current editing 
tools/software for possible use.) 

 
5. Determine whether reporting needs have changed, thus 

eliminating the justification for generating output reports. 
 
 (Responding to our draft report, Department officials 

indicated that all of the reports are necessary and the 
lack of knowledge about the eight reports or why they 
were prepared stemmed from the auditors’ 
“nomenclature” when the reports were requested.) 
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Recommendations (Cont’d) 
 
 Auditor’s Comments:  The response is inaccurate.  Our 

request for the eight reports was very clear using the 
report titles provided by the DP Unit.  In addition, as 
stated in the report the Bureau’s acting director claimed 
that he used these reports and would document such 
use, but he never did.   Thus, Department officials did not 
demonstrate as the response states that “All statistical 
reports generated are necessary for management goals 
and objectives.” 

 
6.  Develop detailed written procedures for the current 

Hotline operations, including staff assignment, staff 
qualifications, staff duties, supervisory roles, etc. 

 
 (In response to our draft report, Department officials 

indicate they have taken further actions towards 
implementing the recommendation.) 

 
 Auditor’s Comments:  We are pleased that the Department 

has implemented a process to account for Hotline calls.  
However, Department officials need to expedite the 
completion of updates to the Frauds Bureau manual. 
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DISPOSITION OF REPORTS OF SUSPECTED 
FRAUD 

 
or all IFBs recorded in the database between January 1, 
1999, and September 7, 2001.  We requested the following 

8 fields of information: log number, category code, original date, 
county, electronic file, case number, assigned date, and 
National Association of Insurance Companies (NAIC) number. 
We received a file containing 46,257 records of IFBs submitted 
to the Bureau.  We selected a statistical sample of 270 IFBs 
with a confidence level of 90 percent and sampling precision of 
5 percent.   

 
We reviewed the first 100 randomly selected IFBs, but did not 
examine the remaining because it was apparent from our 
meetings with the responsible supervisors that they could 
provide us with neither documentation nor explanations of how 
the Department decided whether to open an investigation or 
simply reference it.  In fact, Department officials provided very 
little information available to us and took a long time when they 
did provide it. Based on our review of 100 IFBs, we are 90-
percent confident that the reasons have not been documented 
for all 46,257 IFB’s as to whether or not to open an investigation 
or simply reference it.  
 
We also found that no written procedures had been established, 
either separately or in the Bureau’s Manual, that the staff was to 
follow when handling IFBs.  Bureau representatives explained 
that they rely on the expertise of supervisory staff to handle the 
IFBs they receive. Consequently, we found that the criteria used 
for processing the IFBs vary according to the individual.  
Supervisory staff located in the New York City office told us that 
they rely solely on their own expertise to decide whether to refer 
the IFB or open an investigation. The Albany supervisor claimed 
to use a $1,000 loss threshold to open an investigation, in 
addition to his expertise, when making his decisions. The 
Department has established no procedures for dealing with the 
manner in which: 

 
• the clerical unit processes an incoming IFB; 
 

F
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• a supervisor should decide whether or not to open an 
investigation; or 

 
• that decision should be documented. 

 
One feature of the system is the ability to match new reports 
with information in the database.  This historical information 
could be a factor when deciding how to process an IFB report.  
We noted from the IFBs reviewed that there was evidence of 
prior referrals.  We requested and the Bureau provided 
additional information concerning referrals for the first 100 IFBs.  
However, the information provided was not sufficient and we 
therefore were unable to determine how effectively the matching 
worked.  In one instance (sample order number 25), we were 
provided with documentation for a total of 151 cross-references 
(a reference to another case, IFB referral, person, or 
automobile) but 123 pages of allegedly related information had 
been redacted. Bureau officials later provided us with some 
limited information about the IFBs with the five highest number 
of references.  However, their explanations were formulaic and 
not specific.  For example, in response to the two IFBs with the 
largest number of references (151 and 111) that had not been 
opened for investigation, the reply stated “There are a number 
of reasons for a log number to have a significant number of 
references without opening a case. The following reasons were 
provided:  
 

• In many cases, the only shared information is a surname, 
e.g., Smith, Jones, Williams, Cruz, etc., that is so 
common that it has a high probability of appearing on a 
significant number of IFBs. 

 
• The name of the same attorney or law firm is provided, 

rather than the name of a suspect. 
 
• The address is a large housing complex containing 

hundreds of apartments, and there is a strong possibility 
that many people with the same name reside. 

 
• The IFB provides vague or limited information. 
 
• Insurers use fraud indicators to determine if a claim is 

suspicious. Some companies, especially in claims 
involving no-fault, will submit an IFB if even only one 
indicator is triggered.  
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• The Supervising Investigator evaluates the information 
that is common to the IFBs and using his knowledge and 
experience determines whether to open a case.”  

 
Department officials later indicated that an investigation might 
cover more than one IFB, but at present the IFB database can 
flag just one report for one case. We were also advised that the 
Bureau had requested a change in the program that would 
make it possible to link other associated IFBs to individual case 
records, but as of December 19, 2002, the program had not 
been changed. 
 
Department officials advised us that they have begun 
implementing a process whereby the decision to open an 
investigation or make a referral will be assigned a specific code.  
As of December 19, 2002, this process had not been 
implemented. 
 

Recommendations 
 

7. Formally document the process by which a specific code 
will be assigned to each decision about whether to open 
an investigation or make a referral. 

 
8. Document all decisions about opening investigations or 

making referrals based on IFBs. 
 
 (In response to Recommendations 7 and 8, Department 

officials indicate that in July 2002 they started to use a 
stamp to delineate the reason for supervisory decision 
relating to IFB reviews.  They added that the stamp has 
different categories e.g. insufficient information, referral 
to other agencies used to tie the code for the categories 
to the overall database.  They also state this was 
discussed with the auditors.) 

 
 Auditor’s Comments:  We disagree that the stamp was in 

use as indicated in the Department’s response.  As 
stated in our report, Department officials advised us that 
they were in the process of implementing a procedure 
that would document the decision related to IFB reviews, 
however, as of the closing conference on December 19, 
2002, the process had not been implemented. 
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Recommendations (Cont’d) 
 
9. Revise the Bureau’s Manual to include the specific 

procedures that various levels of Bureau staff must follow 
to process IFBs received from insurance companies.  
The procedures should cover the entire process, from the 
point when the IFB is received to the decision to open an 
investigation or make a referral. 

 
 (Responding to our draft report, Department officials 

indicate that the updated operations manual will include 
specific procedures for all of the data entry requirements 
concerning IFB data input.) 

 
 Auditor’s Comments:  We urge Department officials to 

complete the update of the operations manual to ensure 
that all employees have an accurate and up-to-date 
reference. 
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CASE RECORD REVIEW 

 
o determine how the Bureau employees review the cases 
they were assigned, a statistical sample of 244 cases was 

selected from a total population of 2,357 cases from the period 
January 1, 1999 through September 7, 2001, we began with the 
first 20 of the 244 cases we identified. It took the Department 
three months to provide these records.  As a result of this very 
slow response, we stopped our review after completing an 
examination of the 13 closed case files received. 

 
However, our review was sufficient to disclose deficiencies as 
follows: 

 
• The required investigative plan (plan) was not on file 

for any of the cases. Without such a plan, which 
outlines the action(s) to be taken by the investigators, 
there is no documented evidence that an independent 
reviewer could evaluate to determine whether all 
required steps had been taken to complete the 
investigations effectively. 

 
• The Insurance Frauds Bureau Chronological Report 

Insert (Report), which was found in 12 of the case 
folders, did not explain or document the reason(s) for 
time gaps that ranged from 31 to 1,022 calendar 
days. Thus the supervisory staff’s ability to oversee 
the effectiveness of investigators’ case-management 
time is limited.    

 
• Bureau investigators took between 11 and 1,124 

calendar days to complete investigations of the 13 
cases. The PCIE’s second qualitative standard for 
investigative organizations requires that investigations 
be completed “in a timely manner.”  

 
• There was no evidence in the case folders that 

supervisory reviews were performed periodically to 
verify that the cases were progressing in an efficient, 
effective, and legal manner.  Moreover, in two cases 
the dates listed in the Report were not listed 
sequentially, leading us to conclude that they had not 
been entered in the order in which they occurred.  

T
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This would have been noticed during a periodic 
supervisory review, but there was no indication such 
irregularity had been found. In 10 of the 12 cases that 
contained a Report, we found at least one set of 
undated supervisor initials without any other 
comments. One of the 13 cases had no evidence of 
supervisory approval at all; the file did not even 
contain a Report.  

 
• There was no documented justification for, in one 

case, reducing a “civil penalty of $5,482.00” to $482. 
 
The Bureau’s Manual does not require the completion of a 
checklist that could be used for documenting a supervisory 
review and verifying that all required forms were completed and 
on file before the investigations were closed.  Such a checklist 
could also quickly show an investigator the status of the case.   
In addition, the Manual is silent about how an IFB should be 
processed, and it does not identify the specific form(s) that 
should be used to document certain investigative actions. The 
lack of a checklist to indicate that all required documents were 
prepared and to explain time gaps in the investigation, as well 
as the lack of documentation for all actions taken during the 
investigation (e.g., reduction of civil penalty), could have caused 
some of the Bureau’s fraud-prevention problems. 

 
Based on the information provided to us for IFBs and for the 
case records, we also noted some differences between the 
number of case records maintained for the audit period.  The 
three distinct sets of files we received from the Bureau were: 
 

• all IFBs received from January 1, 1999, to September 
30, 2001, 

 
• all cases opened from January 1, 1999, to September 

30, 2001, and 
 

• all cases opened prior to January 1, 1999, that were 
still open as of that date. 

 
We tried to reconcile the IFBs received from the period January 
1, 1999, to September 30, 2001, that became cases (1,178 
records with a case number) with the 1,160 records in the 
second file.  We were led to believe that these files should be 
identical. 
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We found that the IFB file contains 22 records with case 
numbers that do not match records in the case record file.  
Conversely, the case record file contains four records that do 
not match the IFBs bearing case numbers. These exceptions 
were detailed in an Excel file provided to the Bureau. 
 
Department officials told us they did not review these 
differences because they were so few.  They also indicated that 
the timing of certain activities were documented could be a 
factor. However, they pointed out that they do not perform 
periodic reconciliations.  They should not dismiss the need to 
determine the reasons for the difference disclosed by our match 
and should periodically perform their own file comparison. 
 

Recommendations 
 
10. Require Insurance Frauds Bureau investigators to follow 

the Bureau’s Manual regarding the preparation of an 
investigative plan for the cases.  

 
 (Department officials agree with our recommendation and 

indicate that the updated Frauds Bureau manual will 
require investigative planning and related 
documentation.) 

 
11. Establish expected time frames for completing an 

investigation, and use them to assess the timeliness of 
progress in an investigation.  Require investigators to 
document reason(s) for time gaps in their case notes. 

 
 (Department officials disagree with this recommendation 

and restate their opposition to the establishment of time 
frames for overall criminal investigations and its use of a 
driver in supervisor assessments.  They added that a 
process oriented approach instead of one that is results 
oriented may lead to a premature closing of a case or 
investigation simply to meet time frame mandates.) 
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Recommendations (Cont’d) 
 
 Auditor’s Comments:  Our review of closed cases 

disclosed time gaps in investigator case management 
ranging from 31 to 1,022 calendar days and no evidence 
of supervisory review.  Therefore, it is appropriate that 
the Bureau should have time frames that can be used to 
periodically measure progress and to determine whether 
the investigator is taking appropriate action.  The use of 
time frames when properly managed should not result in 
the improper closing of any case that is reviewed by a 
supervisor because the investigator should have an 
investigation plan and document his activities.  
Furthermore, the use of time frames does not prohibit the 
investigator or the supervisor from exercising his/her 
professional judgment. 

 
12. Revise the Bureau’s Manual to reflect the professional 

standards for investigative organizations outlined by the 
Executive Council on Integrity and Efficiency of the 
President’s Council on Integrity and Efficiency regarding 
the storage and retrieval of data, and the completion of 
investigations in a timely manner. 

 
 (Responding to the draft report Department officials 

disagree with the recommendation on the basis that the 
professional standards outlined in The President’s 
Council on Integrity and Efficiency (PCIE) are not 
appropriate for the Frauds Bureau given the nature of 
criminal investigative activity.) 

 
 Auditor’s Comments:  Throughout the response, the 

opposition to implementing any type of performance 
measures refers to the “nature of criminal investigative 
activity” in the work done by the Frauds Bureau.  
However, there is no evidence to support that these 
cases do not lend themselves to periodic reviews or 
assessments to ensure that actions are taken in a timely 
manner.  Furthermore, not all of the cases handled by the 
Bureau are of a “criminal” nature.   We recommended the 
Department use the PCIE standards regarding the 
storage and retrieval of data and the completion of 
investigations in a timely manner because, we did not 
see these “very basic” standards in the Frauds Bureau 
operations manual. 
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Recommendations (Cont’d) 
 
13. Revise the Bureau’s Manual to include the specific forms 

needed to document investigators’ compliance with 
required investigative procedures.  Design a checklist of 
all documents that must be included in the investigation 
case record before the supervisor reviews it. 

 
 (Responding to the draft report, Department officials 

agree with our recommendation and indicated that the 
updated manual will include investigative planning and 
related documentation.) 

 
14. Periodically reconcile the files containing IFBs and case 

records to determine whether all of the reports are 
accounted for. 

 
 (Department officials agreed with our findings.  However, 

they do not plan to implement the recommendation 
because they are willing to accept the risk of not 
performing the activity and use staff where greater risks 
exist.) 

 
 Auditor’s Comments:  Although the reconciliation we did 

resulted in small differences, the Department has not 
made any effort to determine the reasons for the 
differences.  As a result they have dismissed the 
potential that IFBs and/or case records are unaccounted 
for.  We believe they should reconsider their position and 
perform a periodic reconciliation to make sure that the 
differences, if any, are accounted for.) 
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FRAUD PREVENTION PLANS AND ANNUAL 
REPORTS 

 
he Second Amendment to Regulation 95 requires all 
insurers that write at least 3,000 policies in New York State 

each year to submit to the Department a Fraud Prevention Plan 
that includes the establishment of a Special Investigations Unit, 
which is responsible for investigation of the insurer’s fraud 
prevention activities under the Fraud Prevention Plan. The 2001 
Bureau Annual Report states that all required plans have been 
submitted; it says that 145 plans representing 416 insurers were 
active at the end of 2001.  The Department also reported that an 
additional 37 plans representing 58 insurers had been 
withdrawn because the insurers’ business volume had fallen 
below the threshold. 
 
Bureau officials originally advised us, at a November 27, 2001 
meeting, that they did not determine which companies were 
required to file a Fraud Prevention Plan.  For that reason, we 
tried to determine the number of insurers required to file a Plan.  
We merged information from the Department of Motor Vehicles 
(DMV) Revenue Listing with data for the insurers from our audit 
sample of IFBs to create a list of insurers subject to the Plan 
requirement based on the number of policies.  We then 
compared the company names on this list with those on the 
Department’s list of approved Fraud Prevention Plans and found 
that the names of 6 insurers were not on the Bureau’s Fraud 
Prevention Plan listing. At a later meeting, Department officials 
advised us that their own in-house examinations generate a list 
of companies that are supposed to file, and that their staff do 
verify the names of companies that are required to file.  We 
requested documentation of this process and the list of 
companies, but neither one was provided. 

 
Automobile insurance companies are also required to submit 
annual reports of their fraud prevention activities.  We compared 
the names of insurance companies on the list of approved 
Fraud Prevention Plans with our list of companies that filed 
annual reports with the Bureau for the years 1999 and 2000.  
We found seven insurance companies on the Fraud Prevention 
Plan list that were not on the list of annual reports, and we found 
eight insurance companies that submitted annual reports but 

T
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were not on the Fraud Prevention Plan list. In response to our 
preliminary findings, the Department provided additional 
information.  Our review showed that three of the seven 
companies were still on the Fraud Prevention Plan list but not 
on the list of annual reports and one of the eight companies that 
submitted annual reports was still not on the Fraud Prevention 
Plan list. 
 
We randomly selected a sample of 21 of the 145 Fraud 
Prevention Plans on a list provided by the Department as of 
November 27, 2001. We found that the files contained the 
original Fraud Prevention Plans, as well as subsequent 
correspondence exchanged between the Bureau and the 
companies.  However, the Bureau did not provide any 
administrative monitoring tool as evidence of supervisory review 
or approval.  The monitoring process involves receiving the 
original submission from the insurance company and reviewing 
it for accuracy and completeness.  The first submission is 
generally returned for additional or clarifying information; but 
because the checklist used for the review is seldom dated, it is 
difficult, if not impossible, to match it with the appropriate 
submission.  There is also no process for monitoring the 
subsequent filings of annual reports. 

 
Until 2002, the Department had not attempted to monitor the 
insurance companies’ compliance with the Second Amendment 
to Regulation 95 (establishment of a Special Investigation Unit 
responsible for investigation of insurer’s fraud prevention 
activities under the Fraud Prevention Plan.)  In that year, the 
Department developed a Request for Proposal for an outside 
vendor that would conduct on-site audits for that purpose.  The 
vendor would also audit contractors hired by an insurer to 
provide such services but these contractors are not licensed by 
the Department.  According to the 2001 Bureau Annual Report, 
the audits would consist partly of reviews of all major segments 
of the Preventive Fraud Plans; random reviews of closed claims; 
reviews of fraud detection and procedures manuals; and 
examinations of in-service training programs for investigative, 
underwriting, and claims staff for identification and evaluation of 
suspected fraud.  The contract for these audits was awarded to 
an independent accounting firm.  According to the 2001 Bureau 
Annual Report, this firm was expected to conduct between six 
and ten audits in the first year as a pilot project.  Once firm 
guidelines were established for the audits, the Department 
anticipated that each Fraud Prevention Plan would be audited 
every two years.  We requested a copy of the vendor’s contract. 
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The Department did not fulfill our request indicating it was not a 
State contract.  As an alternative, we asked to speak with 
representatives of the vendor and were told that a meeting 
would be arranged. However, no meeting was scheduled as of 
March 31, 2003. 
 
Department officials have advised us that they follow a process 
for verifying that all insurance companies subject to the 
requirements have filed a Fraud Prevention Plan and that the 
Bureau works with the Department’s regulatory bureaus (Life, 
Property, and Health) to ensure that the companies comply.  As 
of March 31, 2003 the Department had not provided 
documentation necessary to support the verification procedures 
and methods the Department uses to ensure company 
compliance.  In response to our preliminary findings, we 
received a brief explanation of what the regulatory bureaus do, 
but nothing in regards to how the Bureau uses this information. 
 

Recommendations 
 
15. Require the Insurance Frauds Bureau to review and 

reconcile the comparison data provided in submission 
lists for Fraud Prevention Plans and annual reports. 

 
16. Require the Insurance Frauds Bureau to develop a 

system for determining independently which insurance 
companies are required to file a Fraud Prevention Plan 
and for monitoring the companies’ subsequent 
submissions of annual reports. 

 
17. Require the Insurance Frauds Bureau to develop and 

implement a monitoring tool capable of verifying that all 
checklists used to review submission of Fraud Prevention 
Plans and annual reports have been dated and signed. 

 
 (In response to our draft report, Department officials 

disagreed with our conclusion regarding the number of 
Fraud Prevention Plans (Plan) required and filed, and the 
statement in our draft report that some insurers use 
outside contractors not licensed by the Department.  
They also indicated “…it is unfortunate that the auditors 
have not thoroughly reviewed the information provided by 
the Frauds Bureau that demonstrated the Plan 
exceptions they “found” were not correct.”) 
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Recommendations (Cont’d) 
 

 
 Auditor’s Comments:  Contrary to the Department’s 

response, the statement concerning the outside 
contractors was extracted from the Department’s 2001 
Annual Report to the Governor and the Legislature dated 
January 15, 2002.  In a report section titled “Fraud 
Prevention Plan Implementation” the Department 
describes the steps it has taken to implement the 
provisions of Regulation 95 as follows  “…we developed 
a Request for Proposal (RFP) for an outside vendor to 
conduct on-site audits to monitor insurers’ compliance 
with the Regulation.  The vendor will also audit any 
outside contractor (not licensed by the Department) hired 
by an insurer to provide such services as permitted by 
the Regulation.”  We have revised our report to reflect the 
Department’s response.  We used this information in our 
report to show that although the Department did not 
verify the insurers were in compliance with the 
Regulation they did take action to hire a vendor.  As 
stated in our report, Department officials did not provide 
the auditors with a copy of the contract or arrange a 
meeting of the auditors and the vendor to discuss the 
scope of work. 

 
 Regarding insurers required to file a Plan, Section 86. 6 

of the Second Amendment to Regulation 95 states 
“Every insurer writing private or commercial automobile 
insurance, workers’ compensation insurance, or 
individual, group or blanket accident and health 
insurance policies issued or issued for delivery in this 
state, which writes three thousand or more of such 
policies in any given year shall develop and file with the 
superintendent a plan for the detection, investigation and 
prevention of fraudulent insurance activities. 

 
 Furthermore, as indicated in our report, the Department 

had not compiled a list of insurers required to file a Fraud 
Prevention Plan (Plan).  During the audit we developed a 
list and gave it to the Department as part of our 
preliminary findings.  They provided a response, and 
where appropriate, the list was adjusted to reflect the 
additional information provided. The remaining 
differences are those where the Department could not 
document the reason a Plan was not filed. 
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Recommendations (Cont’d) 
 
18. Document the audit work done by the public accounting 

firm as a record that reviews were done of the insurers 
Preventive Fraud Plans. 

 
 (Department officials indicated that our recommendation 

was implemented and they have decided not to continue 
to review the Plans using this method.) 
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REVIEW OF AUTOMOBILE INSURANCE 
COMPANIES AND OTHER GOVERNMENTAL 
ENTITIES AFFECTED BY FRAUD 

 
overnment agencies and members of the public may file 
IFBs with the Bureau. However, such reporting is not an 

option for insurance companies licensed to do business in New 
York State (licensees); they are required to do so. Most 
companies follow an effective pre-screening process before 
they present their suspicions to the Bureau. Of the total of 
147,880,968 insurance claims filed for all types of insurance in 
the State for calendar year 1999, company officials considered 
619,065 to be problematic but submitted just 27,683 reports of 
suspected fraud (0.02 percent of the total) to the Bureau. 
 
A Spring 2001 report that Bureau officials provided to us states 
that the Bureau will continue to work with the industry to 
increase fraud detection on all levels.  This report also commits 
the Bureau to maintaining communication with the insurance 
companies’ Special Investigations Units, a practice that would 
lead to greater productivity in identifying and reporting insurance 
fraud. We sought to learn the views of a sample of insurance 
companies about the Bureau’s efforts to coordinate and 
cooperate with them.  We also tried to determine how the 
company officials viewed the Bureau’s investigative techniques. 

 
In the 2001 Bureau Annual Report, the Department states that 
the Bureau is an active participant in several task forces and 
working groups designed to encourage cooperation among 
fraud-fighting agencies in the State. It also states that it has 
pooled resources to conduct multi-agency operations to a 
greater degree than at any other time. We interviewed Bureau 
management to identify programs it has set up and policies and 
procedures it has established to provide ongoing interface with 
other governmental agencies that are affected by automobile 
insurance fraud.  We also contacted other states’ insurance 
fraud agencies to learn about programs they have to combat 
automobile insurance fraud. 
 

G
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We found that there is no effective interface between the 
Department and the insurance companies.  We noted that 
companies submitting IFBs receive no follow-up from the 
Bureau if a report is not opened for investigation (as in most 
cases). Until its current use of an outside vendor to conduct 
audits of insurers’ Fraud Prevention Plans, the Department had 
not reviewed the operations of the insurance companies at all. 
We could not examine the vendor’s projected or actual audit 
work because the Department did not provide either the contract 
or details of any meeting with a responsible representative of 
the vendor.  The Department pointed out that the contract was 
not a State contract.  We were advised that the project had 
started in 2002, but no documentation was provided. 
 
We selected a judgmental sample of 20 insurance companies 
from the list, provided by the Bureau, of 145 companies with 
approved Fraud Plans as of November 27, 2001.   We selected 
13 companies that were part of our sample of Fraud Prevention 
Plans, and we added two large insurance companies and five 
small insurance companies not already selected. Of the 
selected sample of 20 insurance companies, we were able to 
arrange visits to 9 companies and hold teleconferences with 
employees of 2 others.  We asked a series of 12 questions 
about how the Bureau interfaces with individual companies.  
Our survey dealt with such topics as the Department’s 
guidance, methods of submitting IFBs to the Bureau, insurance 
company follow-up of referrals made to the Bureau, insurance 
companies’ continued investigations and knowledge of Bureau 
actions, and the practice of notifying the Bureau if a claim is 
settled. 
 
In general, we found that most of the insurance companies (6 of 
10 applicable responses) had received no additional guidance 
after the initial training on how to process an IFB, a situation that 
the Department must correct with improved guidance and 
training opportunities.  We were told that most of the companies 
(8 of 11) still submitted IFBs to the Bureau by mail or fax, not 
electronically.  The format of the report form was not a problem, 
according to the electronic submitters; we found instead that the 
eight nonparticipants had avoided electronic submissions either 
because their computer system was not compatible with the 
Department’s or because their computers were not set up for 
the process.  The Department needs to advise company 
personnel on how to update their computer operations so that 
electronic submission will be both possible and desirable.  
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Electronic compatibility between the Bureau and the companies 
would make the monitoring process more thorough and 
effective. 
 
When we asked the insurance companies whether they had 
followed up on IFBs they forwarded to the Bureau, we were 
advised that most (6 of 11) did not do so.  We also asked 
representatives of these companies whether they had continued 
their investigations of the suspected fraud claims after referring 
them to the Bureau, regardless of any action taken by the 
Bureau.  All 11 companies responded that they had continued 
with their own fraud investigations, regardless of what Bureau 
did; and indicated that they did not notify the Bureau if they 
themselves had settled a claim after referring it. Apparently, the 
insurance companies’ investigations were independent from and 
unrelated to any undertaken by the Bureau. 
 
In a related matter, most of the insurance companies (6 of 11) 
responded that they did not know whether their IFBs had been 
received; the remaining 5 said the opposite.  We further asked 
whether the Bureau had informed them about any changes to 
IFBs they had submitted.  Most of the companies we surveyed 
(8 of 11) said the Bureau had not informed them about any 
changes to their IFBs.  An even-larger proportion (10 of 11 
companies) also said they did not know how many of their IFBs 
the Bureau had opened for investigation. 
 
Five of the 9 companies that responded to our inquiry about 
staff told us they had assigned 1 or 2 investigators to the New 
York City metropolitan area; 1 had assigned 3; 1 had assigned 
7; another had assigned 11; and another 35.  However, among 
the 5 companies that provided us with caseload information, the 
average caseload per investigator varied greatly – from 30 
cases to 120 cases. 
 
We also selected a judgmental sample of 50 insurance 
companies from the list of 145 companies, provided by the 
Bureau, with approved Fraud Plans as of November 27, 2001.  
The sample was selected systematically i.e., picking every fifth 
number from the list provided by Bureau. We surveyed the 50 
companies to determine how many IFBs they had submitted in 
contrast to the number the Bureau reported receiving for 
calendar years 1999, 2000, and 2001 (up to September 7, 
2001). We received responses from 29 of the companies, 
generating the following results: 
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• Eleven companies reported that they had submitted 
more IFBs than the Bureau reported.  The differences 
in the number of IFB submissions per company 
ranged from a low of 23 to a high of 2,308. 

• Sixteen companies reported submitting fewer IFBs 
than the Bureau reported.  The differences per 
company ranged from a low of 1 to a high of 29. 

 
• Two companies reported they had submitted the 

same number of IFBs as the Bureau reported. 
 
The Bureau should develop a systematic way of informing each 
insurance company that its IFB has been received, whether it 
has been changed, and whether it was investigated or referred 
elsewhere.  If the purpose of the Bureau is to help stop 
insurance fraud, it is essential that insurance companies report 
every instance of suspected wrongdoing.  This information can 
be helpful in spotting trends, if it was fed into a database. 
 
We were advised that Bureau management actively participates 
in several task forces and working groups designed to 
encourage cooperation among fraud-fighting agencies in the 
State. We were not provided with any documentation of their 
efforts.  We asked about policies and procedures that may 
serve as an on-going interface with other governmental 
agencies affected by fraud, but were advised that they do not 
exist. 
 
To determine how other state insurance agencies operate, we 
distributed surveys to related agencies in ten other randomly 
selected states and visited similar offices in New Jersey and 
Connecticut.  We received responses from three of the state 
agencies we surveyed, as well as information from the New 
York Division of State Police.  We also visited the new 
automobile insurance fraud unit of the New York City Police 
Department and performed an Internet search to gather 
information on automobile insurance fraud activities in several 
other large states. 
 
A report by the Coalition Against Insurance Fraud (CAIF) 
entitled A Statistical Study of State Insurance Fraud Bureaus, A 
Quantitative Analysis – 1995 to 2000 showed that the structure 
and operations of fraud bureaus differ greatly from state to 
state.  For example, Connecticut’s effort is maintained by a total 
staff of just three people – the director, an assistant, and a 



 

43 

secretary.  It does no investigative work and returns any 
referrals that are not sufficiently detailed.  All accepted IFBs are 
referred to the appropriate jurisdiction for prosecution.  
According to the CAIF report, Connecticut’s total budget for the 
year 2000 was $400,000, while New Jersey led all the other 
states in expenditures related to insurance fraud, with a budget 
of $25,800,000 for the year 2000. New York’s applicable budget 
was listed in the CAIF report as “data not available.” 
 
Massachusetts is the only state in the country that has 
established an entirely independent operation, in contrast to 
New York, which has established its bureau within the State 
Insurance Department, and New Jersey, which operates out of 
the Office of the Attorney General. 

 
Recommendations 

 
19. Require the Insurance Frauds Bureau to design a system 

that will exchange information with insurance companies 
about when their IFBs have been received, changed, 
investigated, and/or referred. 

 
 (Department officials replied to the draft report that all 

companies filing an IFB electronically get an automatic 
electronic acknowledgement.  In addition, the investigator 
contacts the insurer when an IFB is the foundation of an 
investigation.) 

 
 Auditor’s Comments: During our audit just 15 percent of 

the insurers filed their IFBs electronically which meant 
the other 85 percent did not receive an 
acknowledgement.  The Department’s reply indicates that 
two-thirds of the insurers file electronically which leaves 
one-third with no acknowledgement.  The Department did 
not respond to the part of the recommendation that 
insurers be advised whether the IFBs were “…changed, 
investigated and/or referred.”  Therefore, the Department 
still needs to implement our recommendation to provide 
better information to the insurers. 
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Recommendations (Cont’d) 
 
20. Require Insurance Frauds Bureau staff to contact 

insurance fraud agencies in other states to learn about 
their insurance fraud programs and to identify best 
practices that might be adaptable to New York State. 

 
 (Department officials replied that the Frauds Bureau staff 

is already doing what we recommended.) 
 
 Auditor’s Comments: Participating in activities related to 

fraud programs sponsored by other agencies and states 
is appropriate. The Department should be proactive in 
identifying best practices that could be applied in New 
York State. 
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