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Executive Summary

Workers’ Compensation Board
Comparison Of Workers’ Compensation Fraud
Detection And Prosecution Systems In New York And
Other States

All employers in New York State are required by law to have workers’
compensation insurance, in which injured workers are paid for lost wages and
associated medical expenses.  During 1995, the premiums paid for this
insurance in New York totaled almost $3.7 billion, more than twice the amount
paid in 1986.  The cost of these premiums is generally passed on to consumers
in the form of higher prices, and some employers have indicated that high
workers’ compensation insurance premiums make New York a less attractive
place for business.  The high cost of workers’ compensation insurance has
many causes, including fraudulent claims, as it is estimated by industry experts
that 10 to 20 percent of all claims may be fraudulent.

We compared the workers’ compensation fraud detection and prosecution
systems in New York and 32 other states, for the period January 1, 1993
through December 31, 1996, in order to address the following question:

! Are there practices from other states that can be used by New York to
improve its detection and prosecution of workers’ compensation fraud?

We found that many of the practices used in New York to detect and prosecute
workers’ compensation fraud are also used in other states.  However, we also
identified practices from other states that could potentially be used to improve
the anti-fraud efforts in New York.

In the past, New York and other states devoted little effort to trying to detect
workers’ compensation fraud, as district attorneys often would not prosecute
such cases, concentrating instead on crimes considered more serious.  With the
steep increase in workers’ compensation insurance premiums, New York and
other states have taken actions to reduce workers’ compensation costs, and
these actions include anti-fraud measures.  We examined these anti-fraud
measures and found many similarities between New York and other states.  For
example, like other states, New York requires insurers to investigate and report
suspected workers’ compensation fraud, has established government units to
investigate such fraud, and has made workers’ compensation fraud a more
serious crime by reclassifying it as a felony.  (See pp. 6-8)

We also identified potentially useful anti-fraud measures in other states that
have not been adopted in New York.  For example, unlike New York, other



Comments of Board
Officials

states have developed centralized databases of workers’ compensation claims;
such databases can be analyzed to identify patterns of fraud and abuse that
would otherwise escape detection.  In addition, unlike New York, other states
allow government agencies to share information that can be used to improve
fraud detection capabilities, and allow their fraud investigators to make use of
certain police powers such as using search warrants.  We also identified other
practices that could be used to improve New York’s ability to prevent, detect,
and prosecute workers’ compensation fraud.  (See pp. 8-13)

At the time of our study, New York was in the process of recruiting staff for
its anti-fraud units.  We compared the likely size of New York’s anti-fraud
units to the size of the units in other states, and found that the number of
anti-fraud staff in New York will probably be higher than in most of the other
states.  We also analyzed the composition of the fraud units in the other states
and found that the staff in those states tended to be former police investigators,
other former public investigators, and former workers’ compensation claims
handlers with many years of experience in their prior fields.  We also noted
that the fraud units in the other states concentrated on claimant fraud and
devoted relatively little attention to frauds committed by medical providers or
employers, even though these types of frauds typically involve far more money
than claimant fraud.  We caution New York officials not to overlook provider
and employer fraud.  (See pp. 13-17)

To ensure that New York’s efforts to combat workers’ compensation fraud are
as effective as possible, we have raised a number of questions for New York
policy makers to consider.  Should potentially useful features of the anti-fraud
efforts in other states be adopted in New York?  Should the process used to set
workers’ compensation insurance rates  be modified so that insurers have
incentives to implement fraud control measures?  Should performance measures
be developed for evaluating the effectiveness of New York’s efforts to prevent,
detect and prosecute workers’ compensation fraud?  These, as well as other
questions contained in our report, need to be addressed by the State’s policy
makers. (See pp.17-18)

Workers’ Compensation Board officials indicated that the report will be
helpful to them in their mission to detect and prosecute fraud.
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Introduction

Workers’ compensation insurance reimburses injured workers for lost wages
and associated medical expenses.  New York State’s Workers’ Compensation
Law requires employers to have insurance coverage for the cost of these wages
and medical expenses.  The Workers’ Compensation Board (Board) is
responsible for ensuring that all employers in New York State have this
insurance coverage.  The Board is also responsible for monitoring payments to
injured employees and adjudicating disputed claims.

Employers in New York may obtain workers’ compensation coverage through
private carriers, the State Insurance Fund, or self-insurance.  The State
Insurance Fund is a nonprofit agency of the State that underwrites workers’
compensation and disabilities benefits insurance coverage.  Many private
carriers will not underwrite coverage for companies in hazardous industries or
businesses.  The State Insurance Fund is the insurer of last resort for such
high-risk employers, and a competitive insurer for other segments of the
market.

According to the Board’s records, the workers’ compensation insurance claims
paid by private carriers and the State Insurance Fund for 1996 totaled nearly
$2.5 billion, including medical claims and indemnity claims.  The State
Insurance Fund accounts for about 37 percent of the claims paid in New York
and other insurance carriers account for about 41 percent.  The remaining 22
percent of the claims are paid by self-insured entities, which include political
subdivisions (11 percent) and private companies (11 percent).

Throughout the nation, workers’ compensation costs have been escalating.  In
the last decade, workers’ compensation costs in New York State have also
risen.  During 1995, the premiums paid in New York totaled almost $3.7
billion,  more than twice the amount paid in 1986.  The insurance industry
estimates fraudulent claims account for 10 to 20 percent of all workers’
compensation costs.

We conducted a study of workers’ compensation fraud detection and
prosecution systems in New York and other states for the period January 1,
1993 through December 31, 1996.  The objectives of our study were to
determine how New York State compared to other states in detecting and
prosecuting workers’ compensation fraud, and to identify the more effective
methods used to detect and prosecute such fraud.  This report is therefore
intended to provide policymakers with information to help assess which
methods may be potentially useful in New York to improve the detection and
prosecution of workers’ compensation fraud.
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Response of
Workers’
Compensation
Board Officials to
Study

To accomplish our objectives, we reviewed laws, reports, articles and studies
concerning workers’ compensation fraud detection and prosecution.  We also
surveyed other states to gather information about their workers’ compensation
fraud detection and prosecution systems, resources and caseload statistics.  A
total  of 32 states responded to at least part of our survey.  In addition, we
surveyed prosecutors who are known to aggressively prosecute workers’
compensation fraud cases, workers’ compensation insurance carriers including
the State Insurance Fund, and self-insured employers to gather their opinions
about fraud detection and prosecution system features.  We also interviewed
Board officials, as well as officials from the State Insurance Department’s
Insurance Fraud Bureau and the State Attorney General’s Office.

A draft of this report was provided to Workers’ Compensation Board officials
for their review and comment.  Their comments have been considered in
preparing this report and are included as Appendix B.
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Workers’ Compensation Costs and the Impact
of Fraud

During the late 1980s and early 1990s, workers’ compensation costs increased
dramatically in many states.  For example, California’s workers’ compensation
insurance premiums increased from about $5 billion in 1985 to over $11
billion in 1993.  In Pennsylvania, workers’ compensation insurance premiums
tripled in the early 1990s.  According to the Business Council of New York,
New York’s workers’ compensation premiums, which totaled almost $3.7
billion in 1995, increased by about 108 percent between 1986 and 1995.

High workers’ compensation costs became a significant concern to business
communities and policymakers throughout the nation.  Pennsylvania and Texas
undertook workers’ compensation reform, as business and insurance representa-
tives were able to convince legislators that the high costs were due in part to
fraudulent claims and could result in the loss of jobs in those states because of
the businesses’ decreasing ability to absorb the costs and still remain
competitive.  New York’s business leaders have also said the high cost of
workers’ compensation is putting them at a competitive disadvantage compared
to states with lower workers’ compensation costs.  Some business leaders have
cited high workers’ compensation costs as a reason why they would expand
their operations in states other than New York.

While the high cost of workers’ compensation is caused by a number of factors,
fraud has been cited as at least part of the cause.  The true cost of workers’
compensation fraud is unclear because there is a lack of centralized systems to
track and report on fraud that has been previously detected, and law
enforcement agencies do not routinely track insurance fraud crime statistics.
While the extent of workers’ compensation fraud is difficult to quantify, some
industry experts believe that such fraud has increased to a level that requires
attention, accounting for between 10 and 20 percent of the workers’
compensation claims paid.  In New York, this would translate to between $250
million and $500 million a year.  Moreover, the cost of fraud is not absorbed
by the insurers, but is passed on to the employers and ultimately to the
consumers through higher costs of goods and services.   

Despite the lack of precise data, states’ policymakers agree that workers’
compensation reform is needed, and that such reform should include activities
related to the identification and prosecution of fraud.  Historically, New York
and other states have devoted little effort to the detection and prosecution of
workers’ compensation fraud.  Workers’ compensation fraud was not even
classified as a felony in New York and several other states until recently.
Further, in New York, district attorneys would not prosecute workers’
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compensation fraud cases referred to them because they devoted their limited
resources to more serious and violent crimes.  Consequently, workers’
compensation agencies, insurance carriers and employers had little incentive
to investigate instances of suspected fraud and refer potential fraud cases to
prosecutors.  Prior to 1995 in New York, even the Workers’ Compensation
Board did not investigate instances of suspected workers’ compensation fraud.
Rather, the Board referred such cases to the employers’ insurance carriers.
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Workers’ Compensation Fraud Reform Efforts

Many states have reacted to the dramatic increases in workers’ compensation
insurance premiums by enacting various workers’ compensation reform efforts,
including some aimed at fraud detection and prosecution.  Some of the first
states to implement reforms include California, Florida, Oregon, Massachusetts,
Texas and Pennsylvania.  In the states that implemented reforms the earliest,
improvements are already being realized.

For example, in the early 1990s California’s workers’ compensation insurance
premiums were among the nation’s highest, yet California’s payments to
injured workers for lost wages were among the lowest.  Since the reforms,
California’s workers’ compensation costs declined from a high of $11 billion
in 1993 to $8 billion in 1996, and payments to injured workers for lost wages
increased.  In addition, in the first year after anti-fraud legislation, the number
of workers’ compensation claims filed in California fell by 18 percent.

Texas overhauled its workers’ compensation system in 1989.  In 1988,
insurance underwriters in Texas paid $3.2 billion in workers’ compensation
benefits.  In 1994, insurance underwriters in Texas paid only $750 million.  In
the early 1990s, Pennsylvania’s workers’ compensation system was reported to
be out of control.  A survey of chief executive officers of Pennsylvania
companies by a big eight accounting firm found that workers’ compensation
was the most cited reason for dissatisfaction with Pennsylvania’s business
climate.  As a result, changes were made to the workers’ compensation system.
An official of the Pennsylvania Chamber of Business has said that since reform
bills were passed in 1993 and 1996, businesses have become less pessimistic
about the business climate in Pennsylvania and feel the workers’ compensation
changes were a step in the right direction.  While the anti-fraud initiatives in
these states are not responsible for all of the improvements, it is reasonable to
conclude that they played some role in achieving the improvements.

Because states’ anti-fraud systems vary, we wanted to determine how New
York’s anti-fraud initiatives compare with initiatives in other states and which
systems are the most effective.  We therefore conducted a survey of workers’
compensation fraud units in other states.  A total of 32 states responded to our
survey, and we made comparisons between New York and these 32 states in
their activities for preventing, detecting and prosecuting fraud.  We found that
many states have made significant strides in establishing and improving their
capability to detect, investigate and prosecute workers’ compensation fraud.
However, the newness of the reforms and the lack of performance measures for
them prevent us from determining the relative effectiveness of the different
systems.  Therefore, we are providing information about the systems in the
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Similarities Between
New York and
Other States

other states, including how these systems are similar to or different from the
systems in New York.  This information may be useful to New York officials
as they work to implement and improve their anti-fraud systems.

In response to the high cost of workers’ compensation in New York, in 1996
the Governor and the Legislature enacted major reforms of the workers’
compensation system.  The reforms included the following provisions, as well
as other provisions, that were aimed at fraud detection and prosecution:

! An Inspector General’s Office was established for the Workers’
Compensation Board to investigate fraud and refer cases to the
Attorney General’s Office and other prosecutorial authorities.

! The protection of existing insurance fraud statutes was extended to
self-insured businesses. 

! Every insurer writing 3,000 or more auto, workers’ compensation,
health or accident insurance policies was required to file a fraud
prevention plan with the Superintendent of Insurance and establish a
full-time Special Investigations Unit.

! A certification statement was required to be printed above the
endorsement on workers’ compensation checks.  This statement
requires the recipient to certify that he or she is entitled to the
payment, thereby facilitating the prosecution of fraud.

In addition to the reforms, New York State agencies involved in workers’
compensation enacted their own changes to improve the detection and
prosecution of workers’ compensation cases suspected of fraud.  For example,
in August 1996, the Attorney General established a workers’ compensation
strike force consisting of four assistant attorneys general and three investigators
to handle referrals from the new Workers’ Compensation Fraud Inspector
General.  The Workers’ Compensation Board also made several improvements
to its anti-fraud activities including:

! requiring administrative law judges to undergo civil service testing and
attend training in identifying fraud, and

! establishing a pilot program in an 11-county area to track and
investigate questionable claims and to refer cases of suspected fraud
to prosecuting agencies.
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Based on the reforms recently enacted, we conclude that New York’s system
includes many of the most common features found in other state systems.  For
example, workers’ compensation fraud is now a felony in New York and 18
other states.  Such a law is a basic requirement in fighting fraud because
prosecutors are generally not willing to prosecute cases involving crimes that
are not a felony.  Also, 25 states including New York have fraud units that
investigate potential frauds and refer cases for prosecution.

In addition, New York and 16 other states have passed laws that require
insurance carriers to report suspected fraud cases for investigation.  Some of
the actions taken by New York with respect to insurance carriers have gone
farther than the actions taken by most of the other states.  For example, New
York is one of only six states that requires insurers to staff special investigation
units, and one of only four states that requires insurers to prepare fraud
detection plans.

Insurance carriers are significant players in the fight against fraud, as they can
detect cases of suspected fraud early and refer them to investigators.  However,
the insurers may not have put significant effort into detecting and fighting
fraud so far, because the cost of fraud is included when insurance rates are set
by the Insurance Department.  As a result, the costs of fraud are passed on to
the employers through higher premiums.  Some of the officials we interviewed
felt that it may be necessary to modify the insurance rate-setting system so that
it creates incentives to the employers and insurance carriers to control fraud.
Some states use a more competitive rate-setting system than the rate system
used in New York.  New York officials may want to consider whether rate
reform could prompt insurers to be more active in combating fraud.

We also identified similarities in the states’ fraud prevention efforts.  Fraud
prevention efforts are considered important because studies show that some
people are deterred from committing fraud if they believe that they will be
caught.   Additionally, it may be more cost-effective to prevent fraud in the
first place, because it is often costly to investigate and prosecute fraud cases
due to their complexity.  The responses we received from the other states
indicate that a variety of methods are used in trying to prevent workers’
compensation fraud.  For example, virtually all of the fraud units publicize
their activities to employers, insurance companies and the public.  The intent
of the publicity is to create public awareness about how fraud adds to the cost
of workers’ compensation insurance and is passed on to consumers.  Some
insurance carriers report that their advertising campaigns and other publicity
stating that they will prosecute fraud are a major deterrent to fraud.

We note that New York has recently put greater emphasis on prevention
activities.  For example, the Workers’ Compensation Board has publicized the
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Features in Other
States That Could
Be Used in New
York

greater effort that it now places on fraud cases through its pilot program in 11
counties.  Additionally, the pilot program recently obtained its first felony
arrest on a workers’ compensation fraud case.  The Chairman of the Workers’
Compensation Board and the Attorney General held a joint press conference
to announce the arrest.  News coverage of the press conference publicized the
efforts of the pilot project and, perhaps most importantly, the potential that
others who commit similar acts will be caught.

We believe New York officials should be commended for their anti-fraud
initiatives.  However, as described in the following section of this report, we
also identified initiatives from other states that could enhance New York’s
efforts to prevent, detect and prosecute workers’ compensation fraud.

One of the most significant differences between New York and certain other
states relates to the way workers’ compensation recipients are required to
certify that they are entitled to benefits.  Officials in New York told us that
written proof of a lie by the party committing a fraud is needed to successfully
prosecute a fraud case.  In the past, this evidence was often very difficult to
obtain in workers’ compensation fraud cases, because persons could receive
workers’ compensation payments without signing any documents certifying that
they were entitled to the funds.  The lack of such a certification made it
difficult to prove the intent to commit fraud.

To make it easier to gather evidence of fraud, nine states (including New
York) require persons receiving workers’ compensation benefits to certify that
they are entitled to the money under penalty of perjury.  However, we
identified differences in the specific methods used by these states.

New York’s legislation requires that a certification statement be printed above
the endorsement on the workers’ compensation checks to claimants and health
care providers stating that the recipient is entitled to the payment and there has
been no change in the circumstances affecting the entitlement.  As of
December 31, 1996, this procedure had not yet been implemented, and
therefore had not been challenged in court.  Some of the officials we
interviewed believe judges may rule that the evidence provided by this type
of certification is not adequate for a conviction of fraud.  For example,
according to these officials:

! Health care providers that deposit checks with a stamped endorsement
could argue that it would be a hardship to expect them to personally
sign and verify the accuracy of each check.
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! Claimants with poor language and reading skills could argue that they
did not understand the meaning of the certification.

There are also advantages to New York’s certification process.  The main
advantage is that it achieves broad coverage without extra effort, when the
checks are signed.  Therefore, the only additional cost involved is to modify
the check stock.  Another advantage of New York’s certification process is that
it could deter recipients who believe they would be caught if they committed
a fraud.

The certification procedures used by Rhode Island and Massachusetts may be
stronger than the procedures used by New York, as follows: 

! In Rhode Island, workers’ compensation claimants are required to
periodically sign and submit a form declaring that they either did or
did not receive outside earnings during the period that they received
workers’ compensation benefits.  If the claimants did receive earnings,
they are required to report the gross amount and when the money was
earned.  If a claimant does not submit an earnings report, the claim-
ant’s rights to workers’ compensation could be suspended and the
claimant could be required to forfeit some of the compensation benefits
that were previously received.  Rhode Island law also requires that the
back of workers’ compensation checks contain an affirmation by the
claimant that he or she has made no false claims or statements or
concealed any material fact in order to receive the benefits.  Rhode
Island officials told us that they experienced a significant reduction in
the number of checks cashed after implementing these procedures.

! In Massachusetts, the workers’ compensation recipients are also
required to submit earnings reports periodically, affirming that they did
not receive earnings at the same time as they received workers’
compensation benefits.  Failure to report any earnings may subject the
claimant to criminal penalties and may result in the suspension of the
claimant’s weekly benefits.

A potential drawback of the methods used by Rhode Island and Massachusetts
is that extra costs are incurred by insurers in sending out the forms and
monitoring whether the recipients have met the requirement.  Because the cost
of fraud is difficult to estimate, it is also difficult to determine whether a more
expensive certification process is cost-beneficial.

In a prior study of the techniques used by different states to combat workers’
compensation fraud, the Minnesota Department of Labor and Industry
concluded that three police powers were essential for conducting investigations
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and preparing cases for prosecution: the power of arrest, the power to use
search warrants, and the power to use unmarked cars.  Officials from fraud
units in New York told us that because the name and address of a vehicle’s
owner can be obtained from the State Department of Motor Vehicles, they also
need the power to use untraceable license plates.  They believe that untrace-
able plates are necessary to protect the safety of investigators and their
families.  The Attorney General’s Office and the Insurance Department Fraud
Bureau (IFB) have these three powers, as do the fraud units in some of the
states that responded to our survey (see the following table).  However, the
Workers’ Compensation Fraud Inspector General (IG) has none of these
powers.

Police Powers Available to Fraud Units

Power New York Fraud Units Other States

IFB IG Yes No

Arrest yes no 4 21

Search Warrant yes (1) no 6 19

Unmarked Cars yes no 19 6

(1) The IFB cannot execute search warrants as peace officers.  However, they
can execute them with the assistance of a police officer.

We also found differences between New York and other states in the extent to
which different government agencies share information to improve fraud
detection capabilities.  For example, claimants are not allowed to collect
workers’ compensation benefits while they are working and cannot receive
more than 100 percent of their income from both unemployment and workers’
compensation benefits.  The fraud units in some states share information with
other agencies to check whether claimants are collecting more benefits than
they are entitled to receive.  In fact, the fraud units in five states have statutory
access to information maintained in the records of state revenue agencies, and
the fraud units in four states have statutory access to information maintained
in the records of state human service agencies.  In addition, upon request, the
fraud units in five states can get access to information maintained by state
revenue agencies, and the fraud units in eight states can get access to
information maintained by state human service agencies.

In contrast, New York officials do not have agreements to share such
information.  Officials from New York City, a self-insured municipality, told
us that they attempted to obtain income information from the New York State
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Department of Taxation and Finance about employees who were receiving
workers’ compensation.  City officials told us they were informed they could
not have access to this information unless the law was changed, and that the
Tax Department would oppose any such legislation.

Another area where we noted a significant difference between New York and
other states is in the use of a centralized database of workers’ compensation
claims.  Nineteen states have such a centralized claims database, and one of
these states also uses fraud detection software to analyze the claims for
indications of fraudulent activity.  In contrast, New York does not have a
centralized claims database.  A database of this kind is important for fraud
detection purposes because it enables administrators to analyze large volumes
of claims.  Without automated database capabilities, it is unlikely that patterns
of fraud will be detected.  For example, a medical provider could claim that
it delivered services to hundreds of claimants a day, even though it is not
possible to provide this many services.  Because the provider’s bills would be
processed by numerous insurance carriers and self-insured employers, the
magnitude of the provider’s claims would not be apparent to any single insurer.

We note that the New York City Transit Authority (TA), a self-insured public
authority, has already established a computerized database of over 95,000
workers’ compensation claims dating back to 1986.  The database has enabled
TA officials to detect and prosecute fraud cases, including cases in which
employees were terminated, a law firm was disbarred, a medical center was
closed and at least four of the center’s physicians lost their medical licenses
for a year, and several providers resigned their privileges to participate in the
workers’ compensation program and made restitution or provided assistance in
identifying others involved in fraudulent activities.  These results suggest that
a statewide claims database can significantly enhance a state’s capability to
analyze claims and detect potentially fraudulent cases.  TA officials feel that
the database is a necessary tool because of their large number of claims.

Many of the persons that we interviewed believe the use of audit software is
very important for analyzing claims.  Officials from the Workers’ Compensa-
tion Board, the Insurance Department Fraud Bureau, and the State Insurance
Fund all have great interest in developing a computerized claims analysis
capability.  State Insurance Fund officials are investigating the possibility of
using a certain kind of software to analyze medical and hospital bills to
determine whether providers are overbilling through activities such as the
“unbundling of codes” (breaking a medical procedure down into a number of
separate procedures and billing for them individually to produce higher bills)
or the overuse of certain periodic services and prescription drugs.  In response
to our survey, State Insurance Fund officials indicated that they felt that both
a statewide database of all claims and audit software to examine the claims for
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Staffing Levels and
Staff Deployment in
Fraud Units

signs of potential fraud were very important.  Additionally, officials from eight
of the ten self-insured organizations that we surveyed felt that a statewide
database of claims was either important or very important.  Since the Workers’
Compensation Board already maintains information relating to all workers’
compensation claims, the Board may be in the best position to maintain a
statewide database of claims.

We further note that in many health insurance plans, insurers send claimants
copies of the medical bills paid on the claimants’ behalf so that the claimants
can identify bills for services that were never delivered.  However, officials in
New York’s workers’ compensation system told us that such a procedure would
not necessarily encourage claimants to come forward even if they discovered
false bills, because claimants who are attempting to have their condition ruled
as a permanent partial disability rely on their provider for evidence of their
disability.

In 19 sta tes including New York, fraud units are authorized by statute.
However, the fraud units in nine states receive dedicated funding, while some
of the fraud units in New York (the Insurance Department Fraud Bureau and
the Workers’ Compensation Fraud Inspector General) do not.  Dedicated
funding means that the budget is set in legislation, which provides greater
protection against funding cuts or diversion of the funding to other programs.

We also identified several deterrent features that New York does not use.  For
example, Minnesota prints a fraud warning on all standard workers’ compensa-
tion forms indicating that fraud is a crime and what the potential penalties are
for committing fraud, while California requires any advertising soliciting
workers’ compensation cases to disclose that filing a false or fraudulent claim
is a felony.  These types of warnings appear to be an inexpensive way to make
those who would commit fraud think twice about the consequences of getting
caught.  New York officials told us that they are in the process of implement-
ing similar fraud warnings.  The fraud warning language to be added to
employer, employee and provider forms has been approved and will be added
to the forms.

The Fraud Division of the California Department of Insurance was established
in 1979 and has quadrupled in size in the four years ended in 1996.  A
consultant who reviewed the Fraud Division recommended that the Division
develop and use performance measurements to evaluate its effectiveness.
While we are not aware of any performance measurement systems relating to
workers’ compensation fraud investigation, we believe such a system should be
a part of any state’s anti-fraud activities.
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We compared the level of fraud unit staff in New York and the 20 other states
that provided this information.  Because New York is in the process of adding
staff to its fraud units as a result of the recent reforms, we compared the
potential level in New York’s units to the actual level in the other states.  At
the time of our study, New York’s total staff, excluding prosecutors, was six
(three investigators at the Attorney General’s Office devoted part time to
workers’ compensation cases, and three investigators at the Workers’
Compensation Fraud Inspector General’s Office).  This total could increase to
as many as 28, as the Workers’ Compensation Fraud Inspector General’s Office
could add up to 12 investigators and the Insurance Department Fraud Bureau
is expected to commit ten investigators to workers’ compensation cases.  The
staff size of the other states’ fraud units ranges from 1 to 127 and averages
about 14.  The distribution of the fraud unit staffing is as shown in the
following table:

Distribution of Fraud Unit Staff Size for
 Responding States

Total Staff of Fraud Unit Number of States

Up to 5 11

6 - 10 5

11- 25 3

26 - 100 1

over 100 1

Total 21

It is not possible to determine what the optimum staff size for New York
should be, because the extent of the fraud problem is unknown and there are
no standards to assess the performance of fraud units.  The following table
shows how the staff size in New York compares with the staff size in other
populous states:
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Fraud Units in Populous States

State Fraud Unit
Staff Size

California (1) -

Florida 33

Georgia 7

Illinois (1) -

Massachusetts (2) 21.5

Michigan (3) 0

New Jersey 8

North Carolina (2) 3

Ohio 127

Pennsylvania (3) 0

Texas 13

New York 7 to 28

(1) The fraud units in these states did not reply to our question-
naire.  

(2) The staff size for these states is understated because additional
fraud units in these states did not respond to our questionnaire.

(3) These states reported that they do not have a workers’
compensation fraud unit.

If the number of staff in New York’s fraud units does increase to 28, it will be
larger than the number of staff in three states (Texas, New Jersey and Georgia),
similar to the number of staff in Florida, and significantly smaller than the
number of staff in Ohio.

We also obtained information on fraud unit staff experience.  For the states
that responded to these questions in our survey, the most common backgrounds
of fraud unit staff and their years of experience follow:
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Summary of Fraud Unit Background
and Experience for Responding States

Number of Years of
Staff Experience

Background States Range  State Staff
Avg. per States Avg. per

Police Investigator 15 1-21 3.9 14 16

Work Comp Claim
Mgr or Adjuster 9 1-5 1.8 8 10

Other Public
Investigator 8 1-6 2.9 7 10

Private Investigator 3 1-3 1.7 2 1

For example, fraud unit staff in 15 states had been police investigators; the
fraud unit in one of these states had as many as 21 former police investigators;
there was an average of 3.9 former police investigators in each state; and the
former police investigators in 14 of these states averaged 16 years a person as
police investigators.  We conclude that the fraud units in most states rely
heaviest on persons with a background in police investigation, other public
investigation or workers’ compensation case handling.  Moreover, the fraud
units use staff with a significant amount of experience.

New York’s fraud units will have to decide how to deploy their staff resources.
According to officials in California, which has implemented a fairly large
fraud unit, fraud units need to implement a balanced approach to address each
type of fraud: claimant, employer, attorney, health care provider or insurer.
However, there are no formulas for how to deploy staff among the different
types of cases.  As shown by the following table, most of the cases completed
by the states responding to our survey involved claimant fraud:
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Questions to Be
Considered

Type of Case of States 
Number Completed

Percent of Cases

Claimant 21 85

Employer 14 8

Health Care Provider 11 3

Insurance Agent 6 2

Attorney 8 1

Other 6 1

Other Provider 2 0

Total 21 100

Moreover, in some states, claimant fraud was the only type of case that was
completed.  Some fraud units may not have completed other types of cases
because they are new and have not had enough time.  However, there may also
be a risk that fraud units could devote too large a portion of staff  resources to
claimant fraud cases and not enough to the other types of fraud.  According to
industry experts, claimant fraud is the most prevalent type of fraud; in
addition, claimant fraud may be easier to detect than some of the other types.
However, it is important to adequately address employer and provider fraud
cases because they are typically for much greater dollar amounts than claimant
frauds.  Therefore, New York’s fraud units may need to plan the level of
resources that should be devoted to each type of fraud.  Without such a plan,
some types of fraud may not be adequately addressed.

Our study determined that New York’s anti-fraud system has many of the
features that are found in effect in other states.  However, there are several
features in the other states that could potentially be used in New York.
Because the cost of fraud is unknown and there are no performance measures
to determine the effectiveness of the anti-fraud features, we cannot recommend
specific changes that should be made to New York’s anti-fraud systems.
However, to ensure that New York’s anti-fraud systems are as effective as
possible, we suggest that policymakers consider the following questions:
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1. Should performance measures be developed for evaluating the
effectiveness of New York State’s efforts to prevent, detect and
prosecute workers’ compensation fraud?

2. Should the process used by New York State to set workers’ compensa-
tion insurance rates be modified to provide insurers with incentives to
implement fraud control measures?

3. Should Workers’ Compensation Board officials monitor the outcome
of court cases involving workers’ compensation fraud to determine
whether the check endorsement certification provides adequate
evidence of an intent to commit fraud?

4. Should all of New York’s workers’ compensation fraud units have the
power of arrest, the power to issue search warrants, and the power to
use cars with license plates that cannot be traced?

5. Should information sharing agreements be implemented among
government agencies in New York to facilitate the detection of
workers’ compensation fraud?

6. Should New York State develop a centralized database of workers’
compensation claims?

7. Should New York’s fraud units receive dedicated funding?

8. Should New York State use the types of warnings used in other states
to deter workers’ compensation fraud?

9. Should New York’s fraud units formally plan their deployment of staff
resources to ensure that all types of workers’ compensation fraud,
including employer and provider fraud, are adequately addressed?
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