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ASSEMBL Y, No. 3921 

STATE OF NEW JERSEY
 

INTRODUCED MAY 18, 1987
 

By Assemblymen LOVEYS, RA:F']~ERTY, Zecker, Kelly and Colburn
 

AN ACT concerning the Division of Insurance Fraud Prevention 

and amending P. L. 1983, c. 320. 

1 BE IT ENACTED by the Senate and General Assembly of the State 

2 of New Jersey: 

1 1. Section 5 of P. L. 1983, c. 320 (C. 17 :33A-5) is amended to 

2 read as follows: 

3 5. a. If a person or practitioner is found by a court of competent 

4 jurisdiction, pursuant to a claim initiated hy the commissioner, to 

;) have violated any provision of this act, the person or practitioner 

6 shall be subject to a civil penalty not to exceed [$2,500.00] $5,000.00 

7 for the first violation, [$5,000.00] $10,000.00 for the second viola­

8 tion and [$10,000.00] $15,000.00 for each subsequent violation. The 

~) penalty shall he paid to the commissioner to be used in accordance 

10 with subsection b. of this section. The court lllay also award court 

11 costs and reasonable attorney fees to the commissioner. 

12 Nothing in this subsection shall be construed to prohibit, in the 

13 case of a first offense, the commissioner and the person or prac­

14 titioner alleged to be guilty of a violation of this act from entering 

15 into a written agreement in which the person or practitioner does 

16 not admit or deny the charges but consents to payment of the civil 

17 penalty. A consent agreement may not be used in a subsequent 

18 civil or criminal proceeding relating to any violation of this act, 

H) nor shall notification thereof be made to a licensing authority as 

20 required pursuant to subsection c. of section 10 of this act. 

21 b. The New .Tersey Automobile Full Insurance Underwriting 

22 Association Auxiliary Fund (hereinafter referred to as the 
EXPLANATION-Maller	 encloscd in hold.faced hrackets [thus] in the ahove bill 

is not enacted and is intcnded to be omilled in thc law. 
Maller printed in italics thus is new mailer. 

Maller enclosed in asterisks or stars has been adopted as follows: 
"-Assembly commillee amendment adopted June 22, 1987. 
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23 "fund") is established as a nonlapsing, revolving fund into which 

24 shall be deposited all revenues from the civil penalties imposed pur­

25 suaut to this section. Interest received on moneys in the fund shall 

26 be credited to the fund. The fund shall be administered by the Com­

27 missioner of Insurance ancl shall he ~sed to help defray the operat­

28 ing expenses of the New Jersey Automobile Full Insurance Under­

29 writing Association created pursuant to P. L. 1983, c. 65 (C. 

30 17 :30E-1 et seq.). 

1 2. Section 8 of P. L. 1983, c. 320 (C. 17 :33A-8) IS amended to 

2 read as follows: 

3 8. a. There is established in the Department of Insurance the 

4 Division of Insurance Fraud Prevention. The division shall assist 

5 the comnlissioner in administratively investigating allegations of 

6 insurance fraud :mcl in developing and implementing programs 

7 to prevent insmance fraud and abuse. The division shall promptly 

8 notify the Attorney General of :my claim which involves criminal 

9 activity. 'Vhen so required hy the commissioner and the Attorney 

10 General, the division shall cooperate with the Attorney General in 

11 the imTestigation and prosecution of criminal violations. 

12 b. The commissioner shall appoint the full-time supervisory and 

13 investigative personnel of the division, including' the director, who 

14 shall holll their employment at the pleasure of the commissioner 

15 without rC'?:ard to the provisions of Title [11] l1A of the [Revised 

16 Statutes] New J erscy Stattltes and shall receive such salaries as 

17 the commissioner from time to time designates, and who shall he 

18 qualified hy training and experience to perform the duties of their 

19 position. 

20 c. ·When so requested by the commissioner, the Attorney General 

21 may assign one or more deputy attorneys general to assist the 

22 division in the performance of its duties. 

23 d. The commissioner shall also appoint the clerical and other 

24 staff necessary for the division to flllfill its responsibilities under 

25 this act. The personnel shall be employed subject to the provisions 

26 of Title [11] llA of the [Revised Statutes] New Jersey Statutes, 

27 and other applicable statutes. 

28 e. The commissioner shall appoint an insurance fraud advisory 

29 board consisting of eight representatives from insurers doing busi­

30 ness in this State. The mem1)ers of the board shall serve for two 

31 year terms and until their successors are appointed and qualified. 

32 The members of the board shall receive no compensation. The 

33 board shall advise the commissioner with respect to the implemen­

34 tation of this act, when so requested by the commissioner. 



35 f. The Director of the Division of Budget and Accounting in 

36 the Department of the Treasury shall, on or lJefore September 

37 1 in each year, nsccrtain aEd certify {o j ~lC commissioner the total 

38 amount of expenses il1curr8fl by the State ill connection with the 

39 administration of this act durin,:, the preccc:inG' fiscal year, which 

40 expenses shan indnc1e, in adc1iti011 to Hl8 clirect cost of penlOnal 

41 service, the eost of maintenance nnd operation) the cost of retire­

42 ment contriblltions made fllHl tho ',\~ol'kGl's' ('oml1ensation paid for 

43 and on account of persCl1llel, rentals for srlace occupied in State 

44 owned or State Jeased l'1liJdinrs and rJl otber direct and indirect 

45 costs of the [)(1 ministration thereof. 

46 g. '1'he commissionor shan, on or before October lPi in each 

47 year, apportion the mr:ount ~:;o certified to him among all of the 

48 companies YTitin:~: the Cl::lSD or clas.·c3 of insunmce described in 

49 [R. S. 17 :17-1] 8uLtitlc .j of Title 1'7 (If tllC Revised Statutes (C. 

50 17:17-1 et sell.). and 811btitle :; of Title 17B of the New Jersey 

51 Statutes (n. FB :1'7-1 et seq.), \yithil~ this State in the proportion 

52 that the net r;remiums receiYedl)y euch of them for such insurance 

53 written or renewed O~l risks ,vithin this State during the calen(lar 

54 year immediately preceding, as reported to him, Leal'S to the sum 

:15 total of all sucll net rreminms received by all companies writing 

56 that insurance witLin the Stale c1urin2 the year, as reported, except 

57 that no one eumpally sllaD Ie assessed for more than 5% of the 

58 amount a~)portioncJ. 'Lhe commissioner sball certify the sum ap­

59 portioned to euell company on or Leforo .0~ ovember 15 next ensuing, 

60 and to the Division of Taxation in the Department of the Treasury. 

61 Each company slinD pay the amol1nt so certified as apportioned to 

62 it to the suia Di\'1sion of rraxation on or Lefore December 31 next 

63 ensuing', awl tLe SUlll paid slwll ::0 raid iU10 the State Treasury in 

64 reimLursement to the State for the exvenses paid. 

65 "Net premiums rc(;cived" means gro~-;s premiums written, less 

66 return premiums thereon and dividends credited or paid to policy­

67 holders. 

68 h. The total appropl'ic'.tions re~overahle under this section 

69 for the operation of the division shall not exceed $500,000.00 

70 during its first full fiscal year of operation. [During' sUIJsequent 

71 fiscal years, the a}J}Jropriations sEhjeet to recovery under this sec­

72 tion shall not increase by rnor o than the amount by which State 

73 expendibres shall increase for that fiscal year, expressed as a 

74 percent per annum.] 

1 *[3. Section S of P. L. J C)i',::l, c. :120 (C. 17 :33A-9) is amended to 

2 read as follows: 



5

10

15

20

25

30

35

40

45

4
 

3 9. a. Any insurance company or producer who believes that 

4 a violation of this act has been or is being made shall, within 

30 days after discovery of the alleged violation of this act send 

6 to the division, on a form prescribed by the commissioner, the 

7 information reqnested and such additional information relative to 

8 the claim and the parties claiming loss or damages as the division 

9 may require. The division shall review the reports and select those 

claims as may require further investigation. It shall then cause 

11 an independent examination or evaluation of the facts surround­

12 ing the claim to be made to determine the extent, if any, to which 

13 fraud, deceit, or intentional misrepresentation of any kind exists 

14 in the submission or processing of the claim. 

h. No person shall be subject to civil liability for libel, viola­

16 tion of privacy or otherwise by virtue of the filing of reports or 

17 furnishing of other information, in g'ood faith and without malice, 

18 required by this section or required by the division as a result of 

19 the authority conferred upon it by law. 

c. The commissioner may, by regulation, require lllsurance 

21 companies licensed to do business in this State to keep such records 

22 and other information as he deems necessary for the effective en­

23 forcement of this act. 

24 d. The provisions of subsections a. and b. of this section shall 

apply to: 

26 (1) Any corporation, association, partnership, reciprocal ex­

27 change, interinsurer, Lloyd's insurer, fraternal benefit society or 

28 other person engaged in the business of insurance pursuant to Sub­

29 title;'] of Title 17 of the Revised Statues (C. 17:17-1 et seq.), or 

Subtitle.3 of Title 17B of the New Jersey Statutes (C. 17B:17-1 

31 et seq.); 

32 (2) Any medical service corporation operating pursuant to P. L. 

33 1940, c. 74 (C. 17 :48A-1 et seq.); 

34 (8) Any hospital service corporation operating pursuant to P. L. 

1938, c. 336 (C. 17 :48-1 et seq.); 

36 (4) Any health service corporation operating pursuant to P. L. 

37 1985, c. 236 (C. 17:48E-1 et seq.); 

38 (5) Any dental service corporation operating pursuant to P. L. 

39 1968, c. 305 (C. 17 :48C-1 et seq.); 

(6) Any dental plan organization operating pursuant to P. L. 

41 1979, c. 478 (C. 17:48D-1 et seq.); 

42 (7) Any automobile ins1trance plan operating pursuant to P. L. 

43 1970, c. 215 (C. 17 :29D-1); 

44 (8) The New Jersey Ins1lrance Underwriting Association oper­

ating pursuant to P. L.1968, c.129 (C. 17:37A-1 et seq.); 
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46 (9) TJ,'e N eu: J ersev Aufo/iwlJile Full lnsumnce Underwriting 

47 Association orerating IJ1lrsu(fnt to P. L. 1983, c. 65 (C. 17:30E-l 

43 et seq.),. and 

49 (10) Any rish retention DTOUp or purchasing group operating 

50 lJUrsuant to the" Liability Risk Retention Act of 1986," 15 U. S. C. 

51 ~ 3.901 et seq.T' 

1 ~'3. Section 3 of P. L. 1083, c. 3:20 (C. 17 :33A-3) is amended to 

2 read as follows: 

3 3. As Hsed in this act:
 

4 [aJ "Attornry Genera}" means the A ttorney General of New
 

5 .T el'sey or Lis dC'si:~natecl representatives.
 

G [h.] "Commissi011er" means the Commissioner of Insurance.
 

7 [c.] "Dil'cctor" means the Director of the Division of Insurance
 

8 Fraud Preyention ir: the DelJartm(mt of Insurance.
 

9 lti.] "Division" means ttl(' Division of Insurance Fraud Preveu­

10 tion established by this act.
 

11 [e.]" Hospital" means any genoral hcspital, mental hospital,
 

12 convalescCl~t home, nursing home or any other institutiou, whether
 

13 operated for profit or not, which maintains or operates facilities
 

14 for health care. 

15 "Insurance company" 1neans: 

16 a. Any corporation, association, partnership, reciprocal ex­

17 change, interinsurer, Lloyd's insurer, fraternal benefit society or
 

18 other person engaged in the business of insurance pursuant to
 

19 Subtitle 3 of Title 1'i' of the Revised Statutes (C. 17:17-1 et seq.),
 

20 or Subtitle!J of Title liB 0/ the New Jersey Statutes (C. 17B:17-1
 

21 et seq.),.
 

22 b. Any medical ser1/ice corporation operating pursuant to P. L.
 

23 1940, c. 1'4 (C. 17 :48.11-1 et seq.),.
 

24 c. Any hospital ser1/ice corporation operating pursuant to P. L.
 

25 1938, c. 366 (C. 17 :48-1 et seq.),.
 

26 d. Any health service corporation operating pursuant to P. L.
 

27 1985, c. 236 (C. 17 :48E-l et seq.),.
 

28 e. Any dental set"vice corpora!.ion operating pursuant to P. L.
 

29 1968, c. 305 (C. 17 :48C-1 et seq.);
 

30 f. Any dental plan organization operating pursuant to P. L.
 

31 1979, c. 41'8 (C. 17 :48D-1 et seq.);
 

32 g. Any automolJile insurance plan opemting pursuant to P. L.
 

33 1970, c. 215 (C. 17 :29D-l);
 

34 h. The N ew Jersey Insurance Underwriting Association operat­

35 ing pursuant to P. L. 196'8, c. 129 (C. 17:37A-1 et seq.);
 

36 i. The New Jersey Automobile F1./ll Insurance Underwriting
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37 Association operating pursuant to P. L. 1983, c. 65 (C. 17:30E-1 

38 et seq.); and
 

39 j. Any risk retention group or purchasing gr01lp operating pur­


40 suant to the" Liability Risk Retention Act of 1986," 15 U. S. C.
 

41 ~ 3901 et seq.
 

42 [f.] "Person" means a person as defined in R. S. 1 :1-2, and
 

43 shall include, unless the context otherwise requires, a practitioner.
 

44 [g.] "Practitioner" means a licensee of this State authorized to
 

45 practice medicine and surgery, psychology, chiropractic, or law or
 

46 any other licensee of this State whose services are compensated,
 

47 directly or indirectly, by insurance proceeds, or a licensee similarly
 

48 licensed in other states and nations or the practitioner of any non­


49 meuical treatment rendered in accordance with a recognized re­


50 ligious method of healing.
 

51 [h.] "Producer" means an agent, broker, or solicitor licensed to
 

52 transact the business of insurance in this State.
 

53 [i.]" Statement" includes, but it not limited to, any writing,
 

54 notice, expression, statement, proof of loss, bill of lading, receipt,
 

55 invoice, account, estimate of property damage, bill for services,
 

56 diagnosis, prescription, hospital or physician record, X-ray, test
 

57 result or other evidence of loss, injury or expense. *
 

1 4. This act shall take effect immediately. 

INSURANCE-GENERAL 

Increases funding and penalties of the Division of Insurance Fraud 

Prevention. 
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40 (10) A ny risk rctcntion prollp or 1l1lrchasing group opcrating 

50 pursuant to fllc "LialJilitJj Risk Retcntion Act of 1986," 15 U. S. C. 
f, 51 § 3901 et scq. 

1 4. This act shall take eft'ect immediately. 

STATEMENT 

The Division of Insurance Fraud Prevention was established in 

the Insurance Department in 1983. Charged with investigating 

allegations of insurance fraud and developing and implementing 

programs to prevent insurance fraud and abuse, the division is 

funded through a special assessment imposed annually on all prop­

erty and casualty insurers. The amount assessed on each insurer 

is based upon its share of the total net premiums in each market 

during the preceding calendar year and is subject to a restriction 

that no single insurer can be assessed more than 5% of the total 

annual assessment. Furthermore, any increase in each subsequent 

annual assessment is linked to the State budget in such a way that 

appropriations for the division cannot exceed the percentage in­

crease in fiscal year State expenditures. 

Under current funding procedures, no consideration is given to 

the amount. of insurance fraud occurring or being alleged. Ex­

perience has shown the need to increase the funding for the divi­

sion. Removing the current restriction imposed by the linkage 

between the State budget and tlle division's appropriations would 

enable the division to be funded more adequately and in a manner 

more responsive to the degree of insurance fraud being confronted. 

This Lill would also broaden the funding base for the division by 

extending its assessments to include life and health insurers. Never­

theless, this proposal would retain the current 5% cap on such an 

annual assessment against any single insurer. 

Other provisions in this bill clarify the entities that are required 

to report alleged violations of the Insurance Fraud Prevention Act 

and increase the fines for violations under the act. 

INSURANCE-GENERAL 

Increases funding and penalties of the Division of Insurance Fraud 

Prevention. 



ASSEMBLY INSURANCE COMMITTEE 

STATEMENT TO 

ASSEMBL Y, No. 3921 
with Assembly committee amendment 

STATE OF NEW JERSEY
 

DATED: JUNE 22, 1987 

This bill, amending the law which created the Division of Insurance 

Fraud Prevention in the Department of Insurance, would increase the 

funding for the division by assessing life and health insurance com­

panies as well as property and casualty companies. In addition, the 

bill deletes the present provision of law which limits the total amount of 

the assessment of all companies; as the law now stands, the total assess­

ments made to companies under the act may not increase by more than 

the amount by 'which State expenditures increase for that fiscal year. 

The removal of this restriction 'would allo'w the assessments to be larger 

than at present, although the existing 570 cap on assessments to indi­

vidual companies would remain. 

Penalties for \'iolation of the act would be increased to $5,000.00 for 

the first violation (increased from $2,500.00), $10,000.00 for the second 

violation (increased from $5,000.00), and $15,000.00 for each subsequent 

violation (increased from $10,000.00). 

The primary purpose of this legislation is to increase funding for the 

Division of Insurance Fraud Preventioll, because the Department of 

Insurance believes that the present funding level is inadequate. Funds 

'are raised by assessments on insurers in proportion to the insurers' 

market shares; in the case of property and casualty insurers, at least, 

the assessments are eventually passed back to insureds through the 

ratemaking process, as they become part of the insurers' general ex­

penses. Penalties assessed under the act are placed in the New Jersey 

Automobile Full Insurance Underwriting Association Auxiliary Fund, 

and are used to defray operating expenses of the joint underwriting 

association. 

The Assembly Insurance Committee has made a technical amendment 

to the bill. 
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SENATE REVENUE, FINANCE AND APPROPRJ ATIONS
 
CO:M~nTTEE
 

ST..:~TE~IEl\T TO
 

ASSEMBL Y, No. 3921 
[OFFICIAL COpy REPRIKT] 

STATE OF NEW JERSEY
 
DATED: DECEMBER 17, 1987 

The Senate ReyellUe, Finance and Apln'opriations Committee re­

ported AssemLly Bill 1\0. 3S21 UCR faYorably. 

AssemblY Bill Xo. 3S21 (JeR makes yarious changes regarding thlc' 

"New Jersey Insurance FraUl~ Prcycntion ~.\ct." The Diyision of In­

surance Framl Pren~ntion in the Department of Insurance is financed 

by assessing property ancl casualty companies in the subsequent fiscal 

year for the di\-ision's operating costs; costs are apportioned based on 

companies market slwre, but 110 one company may be apportioned morc 

than ;)~~ of the tolal cost. The hill nllo,,";,; for increased funding for 

tbe diYisioll by deleting the proyisioll of cnrrent la,,- ,,-bieb }woYide'i 

that tbe total assessment made to companies to finance tbe program 

may not increase by more than the amuunt by ",,,bieb State expenditures 

increase for tbat fiscal year. The hill also proyides for assessment of 

life and health insurance COmlJanies, in addition to property and 

casualty companies, for (be diYision's expen:,es. Life and bealth in­

surance companies are also brought under the reporting requirements 

of the act. 

Tbe bill also increases penalties for Yiolation of insurance fraud 

provisions; the penalty for the first Yiolation increases from $2,600.00 

to $6,000.00, tbe pe1wlty for the second violation increases from $5,000.OU 

to $10,000.00, and the penalty for the third and subsequent violations 

increases from $10,000.00 to $15,000.00. Penalties assessed under the 

act are placed in the New Jersey Automobile Full Insurance Under­

writing Association Auxiliary Fund, and are use to defray operating' 

expenses of tbe joint underwriting association. 

Assembly Bill No. 3921 is identical to Senate Bill No. 3181 OCR. 

FISCAL IMPACT: 

This bill will all0'" for an increase in funding for tbe Division of 

Insurance Fraud Prevention, \\-hieh is proyided by assessments against 

insurance companies. In fiscal year 1~)8G, $477,253.00 \"as deposited in 

the insurance assessment fraud prcYention account, to fund division 

operations for tbe prior fiscal year. 

The bill will also result in an undetermined increase III insurance 

fraud penalty collections, which are placed in the New Jersey Auto­

mobile Full Insurance Underwriting Association Auxiliary Fund. 
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