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Fraud involves using deception to dishonestly make a personal gain for oneself and, or create a loss for
another. Fraud drains resources, affects public services, and perhaps of more concern, may fund other
criminal activity. Fraud is a major and growing threat to public safety and prosperity, in Minnesota.

With that in mind, on May 14”‘, 2013, Senator Metzen, Chair of the Senate Commerce Committee,
appointed Senator Jensen and Senator Gazelka as co-chairs of a working group on insurance fraud issues
facing Minnesota citizens. The working group was to report back to the commerce committee with
recommendations for the 2014 session. This document fulfills that request.

Legislators were recruited by the working group co-chairs from the Senate and House Commerce, Public
Safety and Judiciary committees. Industry and consumer stakeholders were solicited through open
invitation. Eleven legislators and over seventy industry professionals, law enforcement officials,
consumer groups and associations, health provider professionals, government organizations, and
individuals participated.

At the first meeting, held on June 18", members were asked to put together their top three fraud issues
and possible solutions. A matrix was developed from submitted issues and a regular meeting schedule
was established. The group met the third Thursday of each month starting in September of 2013.

The submissions were divided into topics and early discussions revolved around the suggestions the
group would be able to pass into law during the 2014 session. Although the range of submissions was
broad, including workers compensation, life, and property insurance, the working group narrowed the
scope of the conversations. Most of the conversations were focused on suggestions in the no-fault auto
insurance system.

No-Fault Auto Insurance was enacted in the 1970’s to help control the rapid growth of bodily injury
related claims and legal costs that often drive auto insurance premium increases. Solutions targeted
needed changes to help reduce the rising costs and changes to the current law that were attracting
abuses and would deter fraudulent activity. There were no conversations by the group to repeal the no-
fault system.

We heard testimony that many of the issues taking place in the current no-fault insurance system are not
technically fraudulent or illegal actions under current regulations, but are certainly abuses. They require
reforms to provide equal rights and protections to everyone, most importantly the consumer. Need for
reform in this area is not new to the Legislature, but attempts at reform have not been successful. This
working group did not review current proposed legislation, but asked members to identify solutions we
can come to agreement on and develop legislative solutions for the 2014 session. We acknowledge there
are remaining issues that need to be addressed.

Our final recommendation honors the incredible work done by the members of the working group. The
participating legislators feel strongly there has been positive, motivated energy created by good people
coming together with open minds, rolling up their sleeves and putting in the time and effort to find
workable solutions to real problems. The establishment of a standing sub-committee would continue the
work already started by the current working group.

The fight against fraud needs to be taken up by all of us. We need to do more of what we know works well,
like sharing information to prevent fraud; and we need to find new approaches to new threats such as
those posed by the increased use of, and dependence on, technology. Most of all, we need to do this
together.
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This provision provides for a unique type of no-fault medical appeal and has not been used since it’s
passage. This law duplicates the longstanding arbitration law used in our no-fault system and contains
many ambiguous and potentially conflicting provisions, which opens the door to unwanted system abuses.

We recommend 72A.327 be repealed.

There is increasing evidence of exorbitant and unfair price markups on prescription drugs in Minnesota
under no-fault coverage. Fraudsters dispense re-packaged drugs with different drug id numbers in the
doctor’s office at mark ups up to 1,000 percent of what those prescriptions cost at a local pharmacy.
Consumers are impacted because their no-fault benefits are being depleted to cover these inflated drug
costs, when they could pay much less by going to the pharmacy.

We recommend that no-fault coverage should limit reimbursement to the established average wholesale
price, plus a dispensing fee.

One of the most disturbing trends in insurance fraud is the migration to our state of medical providers
and others from other states who have come here specifically to abuse our No Fault Auto Insurance
system.

We recommend that the state adopt regulation to allow the deauthorization of providers found to be
guilty of fraudulent activities from being able to receive payment for the fraudulent medical services.

Recent court decisions have expanded the arbitration remedy to allow vendors, and medical providers, to
bring claims in arbitration and to consolidate hundreds of individual claims, under the statutory limit of
$10,000, without limitation on the total dollar amount. In some cases, these claims add up to 1 million
dollars or more.

We recommend limiting the ability consolidation of claims in no-fault arbitration, while allowing for
additional recourse in district court.

There is a Minnesota law that allows the release of accident report information to third parties. The data
is then sold to providers who contact the victim attempting to solicit them for treatment.

We recommend a restriction on accident report disclosure to the general public by limiting the amount
and type of data that can be released to somebody other than those listed on the report and to repeal
the section of state statutes that allows the purchase of accident report data by third-parties.
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Current PIP levels are not adequate to respond to lost resources by injured families.

We recommend the disability and income loss benefits increase from $250 to $500 per week, funeral
benefits increase from $2,000 to $5,000, and survivors economic loss benefits increase from $200 to
$500 per week.

The ability to use technology to track information and to analyze that information has changed over time
and our laws have not kept up with those changes. An insurer that suspects fraud may see what appears
to be a small dollar fraud, but using proper technology and exchanging information on suspected fraud,
would uncover larger organized fraud rings that have kept up with changes in technology. Criminals seize
on industry isolation. Insurer to insurer and law enforcement protection leads to better cooperation and
timely exchange of information. Without the liability protection, insurers are reluctant to disclose
potential criminal fraud for fear of bad faith or malicious prosecution. Nearly 30 states have strong
information sharing protection laws.

We recommend changes in statue 60A.652 that make clear that insurance support organizations, can
share information with prosecutors and law enforcement and receive the protections from liability.

With criminal prosecution doubtful, a civil remedy would assure that justice is achieved against those
committing fraud.

We recommend the Commerce Department be authorized to bring civil penalty not exceeding $25,000
for each act of insurance fraud and order restitution to an insurer or self-insured employer of any
insurance proceeds paid relating to a fraudulent insurance claim. The Commissioner shall consider the
nature, circumstances, extent, gravity, and number of violations, the degree of culpability of the violator,
prior offenses and repeated violations, and any other matter the Commissioner considers appropriate
and relevant. Also, if an administrative penalty is not paid after all rights of appeal have been waived the
Commissioner may bring a civil action in a court of competent jurisdiction to collect the penalty,
including expenses and litigation costs, reasonable attorney’s fees and interest.

This would not affect an insurer’s right to take any independent action to seek recovery against a person.

We recommend the establishment of a formal task force to examine solutions to the verification of
insurance issues we face in Minnesota.
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Under the current system, there is nothing to prohibit providers from holding medical service claims until
they sending large batches of claims to insurers all at once. This complicates the process of
reimbursement and payment of providers, which can lead to hardship for victims. The system would
benefit from a more streamlined approach.

We recommend establishing a defined timeline for the submission of claims by providers.

The recommendations in this report are just the beginning of the work the group has committed to
completing. There are several other topics not on the matrix important including property insurance and
work comp. Members of the working group have committed to looking into and finding solutions for all of
these issues.

We recommend the chair of the Commerce committee establish a standing sub-committee to continue
the work of the working group. There were several conversations regarding the development of smaller
sub-groups that would continue to work over the interim similar to the work done during this interim and
work through the sub-committee to make recommendations and formulate legislation for future sessions.
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