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SUMMARY

The New York Court of Appeals held that no-fault insurers may withhold reimbursement for medical
services provided by fraudulently incorporated medical corporations. It upheld an insurance regulation
excluding providers that fail to satisfy applicable licensing requirements, while distinguishing willful
and material fraud from technical corporate violations. The court answered a certified question from
the United States Court of Appeals for the Second Circuit in the negative and declined to resolve
related fraud or unjust-enrichment claims.
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PROCEDURAL POSTURE The New York Court of Appeals decided a question certified by the
United States Court of Appeals for the Second Circuit concerning
whether fraudulently incorporated medical corporations are entitled to
reimbursement under New York's no-fault insurance laws.

STANDARD OF REVIEW The court reviewed the validity and application of the Superintendent
of Insurance's regulation under the principle that an agency
interpretation is upheld if it is not irrational or unreasonable and does
not conflict with clear statutory language.
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QUESTIONS PRESENTED

1. Whether a medical corporation fraudulently incorporated in violation of New York's professional-
corporation and licensing laws is entitled to reimbursement from no-fault insurers for medical services
rendered by licensed practitioners.

2. Whether the Superintendent of Insurance's regulation excluding unlicensed or fraudulently licensed
providers from reimbursement is valid and enforceable.

3. Whether the court should decide State Farm's potential fraud and unjust-enrichment claims for payments
made before or after the regulation's effective date.

HOLDINGS

1. A medical corporation fraudulently incorporated through willful and materially false filings is not
entitled to reimbursement from no-fault insurers, even when the actual medical care was rendered by
licensed practitioners within the scope of their licenses.

2. The Superintendent of Insurance acted within his authority in promulgating the regulation excluding
fraudulently licensed medical corporations from no-fault reimbursement.

3. No-fault insurers may look beyond facially valid licensing documents to investigate willful and material
violations of licensing and ownership requirements, but may delay payment for investigation only upon
good cause; technical violations alone are insufficient.

4. The court declined to decide whether State Farm had pleaded sufficient facts to support fraud or unjust-
enrichment claims, and held that no such claim would lie for payments made before the regulation
became effective on April 4, 2002.

KEY QUOTATIONS

“We hold that on the strength of this regulation, carriers may look beyond the face of licensing documents to
identify willful and material failure to abide by state and local law.” (321)

“Technical violations will not do.” (322)

“certified question answered in the negative.” (323)

FACTUAL BACKGROUND

State Farm alleged that nonphysicians evaded New York's prohibition on lay ownership of medical service
corporations by paying physicians to serve as nominal owners. The nonphysicians allegedly operated the
corporations through management companies that received inflated fees, thereby diverting the corporations'



profits. State Farm did not allege that patients received unnecessary or improper medical care; the alleged fraud
concerned the corporations' ownership and licensing structure.

PROCEDURAL HISTORY

State Farm filed an action in the United States District Court for the Eastern District of New York seeking
declaratory, equitable, fraud, and unjust-enrichment relief against medical corporations and individuals. The
District Court dismissed the complaint, concluding that licensing and incorporation violations did not extinguish
State Farm's payment obligation where licensed practitioners had provided care. The Second Circuit certified the
reimbursement question to the New York Court of Appeals, which accepted the certification and answered it in
the negative.
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