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David Mordkoff, Esq. 
Sherilyn Pastor, Esq. 
MCCARTER & ENGLISH, LLP 
Worldwide Plaza 
825 Eighth Avenue 
New York, NY 10019 
(212) 609-6800

Attorneys for Plaintiffs, 
Magellan Health, Inc., Merit Health Insurance Company,  
and Magellan Rx Management, LLC.  

UNITED STATES DISTRICT COURT 
FOR THE EASTERN DISTRICT OF NEW YORK 

MAGELLAN HEALTH, INC.,  
MERIT HEALTH INSURANCE COMPANY, 
and MAGELLAN RX MANAGEMENT, LLC,

Plaintiffs, 

v. 

ZURICH AMERICAN INSURANCE 
COMPANY, 

Defendant. 

:
:
:
:
:
:
:
:
: 
: 

CIVIL ACTION NO. __________________ 

COMPLAINT AND JURY DEMAND 

COMPLAINT 

Plaintiffs Magellan Health, Inc. (“Magellan Health”), Merit Health Insurance Company 

(“Merit Health”), and Magellan Rx Management, LLC (“Magellan Rx”) (collectively referred to 

herein as “Plaintiffs” or “Magellan”), by and through their undersigned attorneys, for their 

complaint against Defendant Zurich American Insurance Company (“Zurich” or “Insurer”), allege 

as follows:   

NATURE OF THE ACTION 

1. Magellan seeks damages resulting from Zurich’s breach of its contractual 

obligations to provide coverage under the Commercial Crime Policy number FID 9037497-13 (the 

Case 1:21-cv-03044   Document 1   Filed 05/27/21   Page 1 of 13 PageID #: 1

f 

 

Find authenticated court documents without watermarks at docketalarm.com. 

https://www.docketalarm.com/


2 
ME1 36617349v.1

“Policy”) that Zurich sold to Magellan.  Contrary to its obligations and promises, Zurich has failed 

and refused to reimburse Plaintiffs’ in excess of $6.6 million in losses resulting from certain New 

York pharmacies’ computer fraud.  The pharmacies caused the fraudulent transfer of money to 

themselves by entering override codes through a computer to bypass various system edits that 

would otherwise have caused Magellan’s computer system to reject their false reimbursement 

requests (the “Loss”).  

2. Magellan also seeks a declaratory judgment adjudicating the respective rights, 

duties and obligations of Magellan and Zurich under the Policy.    

JURISDICTION & VENUE 

3. This Court’s jurisdiction is based upon 28 U.S.C. § 1332, as the parties are of 

diverse citizenship and the amount in controversy exceeds the sum of $75,000, exclusive of interest 

and costs. 

4. Upon information and belief, Defendant Zurich is a corporation organized under 

the laws of the State of New York, with its principal place of business at 1299 Zurich Way, 

Schaumburg, Illinois.  Zurich is licensed to do business and is doing business in New York.  It is 

licensed or authorized to issue insurance policies and it issues policies in this State, including with 

Magellan. 

5. Zurich is subject to jurisdiction in New York by having acted for the purpose of 

realizing pecuniary benefit in this State, and by contracting to insure persons, property and/or risks 

located within New York.   

6. Indeed, the Policy sold to Magellan expressly states:   
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7. The Policy directs notice, other than notice of loss, be submitted to Zurich’s New 

York offices. 

8. The Policy “covers loss sustained by the Insured[s] resulting directly from an 

Occurrence taking place anywhere in the world,” including in and throughout New York. 

9. Zurich delivered the Policy to Magellan through Magellan’s broker in New York. 

10. Plaintiff Magellan Health is a corporation organized and existing under the laws of 

the State of Delaware with a principal place of business at 4801 E. Washington Street, Phoenix, 

Arizona.   

11. Plaintiff Merit Health is a corporation organized and existing under the laws of the 

State of Arizona with a principal place of business at 4801 E. Washington Street, Phoenix, Arizona.  

Merit Health is an indirect wholly-owned subsidiary of Magellan Health.   

12. Plaintiff Magellan Rx is a corporation organized and existing under the laws of the 

State of Delaware with a principal place of business at 8621 Robert Fulton Drive, Columbia, 

Maryland.  Magellan Rx is an indirect wholly-owned subsidiary of Magellan Health. 

13.   Magellan does business in New York, and the underlying fraudulent pharmacy 

scheme that is the subject of this action and cause of Magellan’s losses arose in New York. 

14. Venue is properly in this district pursuant to 28 U.S.C. § 1391 because a substantial 

number of the events or omissions giving rise to the claim occurred in this district, and Zurich, 

upon information and belief, does business in this district. 

15. Fraudulent claims resulting in the Loss were submitted to Magellan by pharmacies 

located in Queens Village, New York and Jamaica, New York.  The owners of those pharmacies, 

who are residents of Forest Hills, New York, have been indicted by the United States Attorney for 
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this district for engaging in a multi-million health care fraud and money laundering scheme which 

included the conduct that caused the Loss. 

THE INSURANCE POLICY 

16. The Policy that Zurich sold Magellan Health provides coverage for the policy 

period from April 20, 2020 through April 20, 2021.   

17. Plaintiffs are Insureds under the Policy. 

18. The Policy has a $15,000,000 limit, subject to a $250,000 deductible, for Computer 

Fraud. 

19. The Policy’s “Computer Fraud” Insuring Agreement provides, in pertinent part, 

that “[Zurich] will pay for loss of . . . Money . . .  resulting directly from the use of any computer 

to fraudulently cause a transfer of Money . . .  from inside the Premises or Banking Premises to . . . 

a person . . . or place outside those Premises.” 

20. The Policy defines “Money” as including “currency, coins and bank notes in current 

use and having a face value.” 

21. The Policy defines “Premises” as “the interior of that portion of any building 

[Magellan] occupies in conducting its business.”  

22. The Policy defines “Banking Premises” as “the interior of that portion of any 

building occupied by a banking institution or similar safe depository.” 

23. The Policy therefore affords Computer Fraud coverage when there is: 

a) A loss of money; 

b) Resulting directly from the use of a computer;  

c) To fraudulently cause a transfer of money from the inside of an insured’s 

premises or that of its bank to a place outside those premises or to another. 
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24. Magellan expended substantial premiums to purchase the Policy and has fully 

performed and complied with all of the terms and conditions of the Policy.  

25. A true and complete copy of the Policy is attached as Exhibit A.    

THE COMPUTER FRAUD 

26. Magellan is a leading, diversified specialty health care management organization.  

It manages some of the fastest growing, most complex areas of health, including complete 

pharmacy benefits. 

27. Prior to January 1, 2021, Merit Health was the sponsor of a Medicare Part D plan 

called Magellan Rx Medicare Basic (the “Plan”).   

28. A plan sponsor, such as Merit Health for a Medicare Part D plan or a self-funded 

employer, typically contracts with a pharmacy benefit manager (“PBM”), to manage various 

aspects of the pharmacy benefit it offers to its plan beneficiaries.  Magellan Rx served as the PBM 

to the Plan. 

29. PBMs like Magellan Rx provide various services, including managing a network 

of pharmacies and point-of-sale claims processing with those pharmacies. 

30. When a plan beneficiary presents a prescription to a pharmacy, the pharmacy enters 

various information – including, among other things, the individual’s member identification 

number, the National Drug Code of the drug prescribed, and the quantity of drug to be dispensed.  

The pharmacy then submits that information to the PBM electronically through its computer so 

that the PBM can process the claim.   

31. Between approximately April 23, 2020 and May 20, 2020, four New York 

pharmacies, including pharmacies located in Queens Village, New York and Jamaica, New York, 

(the “NY Pharmacies”) used computer systems to fraudulently cause Magellan to transfer millions 
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