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Pinnacle Actuarial Resources, Inc. (Pinnacle) was retained by the Florida Office of Insurance Regulation
(OIR) to conduct an independent actuarial study to estimate the cost savings that have resulted from
Florida House Bill 119 (HB 119), which introduced a series of automobile insurance reforms for the
Personal Injury Protection (PIP) coverage. In addition, Pinnacle was retained to develop estimated
premium impacts if PIP coverage requirements were repealed and replaced with various levels of
Bodily Injury Liability (Bl) and/or Medical Payments (MP) levels, and also if the compulsory
requirement for purchasing automobile insurance were repealed.

This report is being provided to the OIR for its use and the use of makers of public policy in evaluating
the savings resulting from HB 119, and also in the evaluation premium impacts if certain insurance
requirements are repealed. Specifically, the OIR must submit this report to the Governor, the President
of the Senate and the Speaker of the House of Representatives. Permission is hereby granted for this
distribution on the condition that the entire report, including the exhibits, is distributed rather than
any excerpt. We are available to answer any questions that may arise regarding this report.

Any third parties receiving the report should recognize that the furnishing of this report is not a
substitute for their own due diligence and should place no reliance on this report or the data contained
herein that would result in the creation of any duty or liability by Pinnacle to the third party.

Our conclusions are predicated on a number of assumptions as to future conditions and events. These
assumptions, which are documented in subsequent sections of the report, must be understood in
order to place our conclusions in their appropriate context. In addition, our work is subject to inherent
limitations, which are also discussed in this report.

Listed in the next section are the data sources Pinnacle has relied on in our analysis. We have relied on
the accuracy of these data sources in our calculations. If it is subsequently discovered that the
underlying data or information is erroneous, then our calculations would need to be revised
accordingly.

We have also relied on a number of assumptions about the implementation of various provisions of HB
119, the repeal of certain aspects of the insurance requirements and other assumptions regarding the
calculations contained herein. Those assumptions are described in detail later in this report.



We have relied on a significant amount of publicly available data and information without audit or
verification. However, we did review as many elements of the data and information as practical for
reasonableness and consistency with our knowledge of the insurance industry. It is possible that the
historical data used to develop our estimates may not be predictive of future loss and loss adjustment
expense (LAE) experience in Florida. We have not anticipated any extraordinary changes to the legal,
social or economic environment which might affect the number or cost of automobile insurance claims
beyond those contemplated in HB 119 or in the repeal of certain insurance requirements.

Pinnacle is not qualified to provide formal legal interpretation of state legislation or proposed changes
to state legislation. The elements of this report that require legal interpretation should be recognized
as reasonable interpretations of the available statutes, regulations and administrative rules. State
governments and courts are also constantly in the process of changing and reinterpreting these
statutes.

In our analysis, we have relied on data from the following sources:

1. Florida Department of Highway Safety and Motor Vehicles. “2011 Florida Traffic Crash
Statistics”

2. Florida Department of Highway Safety and Motor Vehicles. “Traffic Crash Facts Annual Report
2012”

3. Florida Department of Highway Safety and Motor Vehicles. “Traffic Crash Facts Annual Report
2013”

4. Florida Department of Highway Safety and Motor Vehicles. “Traffic Crash Facts Annual Report
2014”

5. Mitchell International, Inc. (Mitchell) Medical Bill Information by Region and Claimant: 2011 —
2014

6. Insurance Research Council (IRC). “2014 Auto Injury Insurance Claims: Countrywide Patterns in
Treatment, Cost and Compensation”

7. OIR. “HB 119 Data Call — Compiled Results” December 29, 2014

8. OIR. “PIP Data Call — Other Sources”

9. National Association of Insurance Commissioners (NAIC), Insurance Services Offices (I1SO),
Independent Statistical Services (ISS), National Insurance Statistical Services (NISS) Fast Track
Private Passenger Auto Loss Data — 1%t Quarter, 2016

10. NAIC ISO, ISS, NISS Fast Track Private Passenger Auto Loss Data — 1%t Quarter, 2006

11. Property Casualty Insurers Association of America and Personal Insurance Federation of Florida,
“Results from Recent Industry Survey on Florida Attorney Fees”, November 11, 2011

12. Earned premium and earned exposure by ZIP Code, 2014 and 2015. ISS, NISS, ISO.
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13. A.M. Best annual statement data, 2004 — 2015

14.1SS. “2015 Compilation of Automobile Experience, All Coverages, Florida”

15. United States Census Bureau, 2010 Data

16. Claim personnel surveys conducted by Pinnacle

17. Insurance Research Council. “Uninsured Motorists — 2014 Edition” August 2014

18. Kaiser Family Foundation. “Health Insurance Coverage of the Total Population” 2014

As part of the analysis, Pinnacle sent a survey to the top ten private passenger automobile insurance
companies in Florida to obtain their insights on the impact of the HB 119 reforms. The claim survey
sought specific information related to each of the individual reforms. Pinnacle received six responses
to the survey, and this information was considered as part of the estimate of the overall HB 119
savings.
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Florida House Bill 119

The first analysis completed was an analysis of the impact of HB 119. HB 119 was implemented in 2012
in response to PIP costs that were increasing at a significant rate. Based on data from the OIR PIP data
call, which represented about 80% of the auto insurance market, the number of PIP claims opened or
recorded in 2010 was over 386,000, a 28% aggregate increase over the claim count level in 2006.
During this same time period, dollars paid for PIP claims by insurers included in the data call increased
66% from approximately $1.5 billion to $2.5 billion.

Pinnacle completed an extensive analysis of the data sources described above regarding the impacts of
HB 119 on PIP coverage benefits and payments in Florida. We also conducted a survey of the top ten
private passenger automobile insurers in the state. In addition, we held discussions with OIR staff.
Sixteen provisions of HB 119 were evaluated, and each of these provisions is discussed in detail in the
following sections of the report. The overall conclusion is the HB 119 reforms produced an estimated
aggregate savings since enactment in PIP claim costs of 17.5%, and an estimated statewide average
savings in PIP premiums of 15.1%.

For many of the sixteen provisions of HB 119, we did not have available detailed claim data to measure
the impacts precisely and had to rely on claim survey information which may have been based in part
on judgement. Therefore, we have also estimated the overall cost savings from HB 119 based on
industry Fast Track claim frequency and severity data. Specifically, we examined the arising claim
frequency and paid claim severity for PIP coverage in Florida for the year ending December 31, 2014
compared to the year ended December 31, 2012 (last year prior to the HB 119 reforms). The arising
claim frequency is based on the number of reported claims. This best shows the immediate impacts of
HB 119. We used arising claim frequency because the paid claim frequency is on a calendar year basis
rather than accident year, and can be distorted by older claims from prior accident years.

The analysis showed a 10.2% reduction in PIP arising claim frequency and a 10.9% reduction in claim
severity, for a combined reduction in total Florida PIP loss costs of 20.0%. This compares to
countrywide PIP experience excluding Florida, which showed an overall increase of 4.1% during this
period. This results in an estimated reduction in loss costs based on the HB 119 reforms of 23.2%
relative to what the costs would have likely been if no reform had been passed. Pinnacle’s 2012 study
for the OIR (“Impact Analysis of HB 119” — August 20, 2012) projected an overall reduction in loss costs
of 16.3% to 28.7% with a central estimated savings of 22.7%.

However, since 2014, we have seen a small erosion in the cost savings from this legislation. The most
recent Fast Track data for the year ending March 31, 2016 shows an increase of 5.0% in claim severity
compared to the year ending December 31, 2014 and an increase in arising claim frequency of 2.3%,
for a combined increase in PIP loss costs of 7.5%. This compares to a 4.7% increase in PIP costs
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countrywide excluding Florida. This latest Fast Track data also shows a significant increase in Florida’s
PIP paid claim frequency. In the responses to our claim survey and in follow up conversations with
individual companies, we believe that this latest paid claim frequency may be distorted by payments
on older claims. We, therefore, are placing primary reliance on the arising claim frequency figures
which are more stable and show only a 2.3% increase in claim frequency since 2014. We also note that
one of the companies surveyed said that their PIP claim costs are now above the 2012 level (i.e., all of
the savings have been eroded).

The savings estimates in this report are generally stated in terms of the impact on PIP losses. The
impact on losses are not equivalent to premium savings because a portion of insurance company
expenses are for general overhead costs and do not decrease proportionally with loss costs. Based on
the 2015 A.M. Best’s Aggregates and Averages, Private Passenger Automobile Liability general and
other acquisition expenses represent 14.0% of the industry-wide written premium (this percentage
does not include agents’ commissions, premium taxes and other premium-related expenses). To
estimate the PIP premium savings corresponding to the cost savings shown in the report, it is
necessary to reduce the cost savings by a factor of 0.86. Thus, a 17.5% loss savings equates to a 15.1%
premium savings.

Estimated premium savings do not equate to the changes in insurance company premiums charged
after the implementation of HB 119. To the extent that insurance company PIP premiums were
inadequate prior to the implementation of HB 119, it is likely that insurers offset the savings from HB
119 against the otherwise indicated PIP rates. Also, it should be recognized that PIP coverage amounts
to only 20% of the total personal automobile premium paid for a full coverage policy, so the estimated
total premium impact is smaller than the PIP premium impact.

PIP Repeal

The next analysis completed was an analysis of the impact of repealing the requirement to purchase
PIP coverage and replacing it with a traditional tort liability system. Pinnacle conducted an
independent actuarial study to determine the estimated premium impact and the impact on the
Florida Health Care system of the repeal. We have determined which current PIP insurance costs will
be absorbed by other insurance programs versus which costs will go unreimbursed.

If no fault insurance is repealed in Florida, we estimate an overall reduction in premiums of 9.6% on
the liability coverage package or $81 per car annually for the average driver. This assumes that the
current PIP coverage will be eliminated with the repeal of no fault. Drivers electing to replace no fault
coverage with $2,500 first party MP coverage will save an estimated 4.9% or $41 per car annually on
the liability premium. For drivers electing to buy $5,000 in MP coverage, the liability premium would
decrease by 1.0%, or approximately $9.
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For all coverages combined, the estimated premium decrease is 6.7% without MP coverage. For
insureds that select $2,500 in MP coverage, the estimated premium decrease is 3.4%. For insureds
electing $5,000 in MP coverage, the estimated premium decrease is 0.7%.

The estimated impact on the health care system is shown below.

Table 1: Impact of No Fault Repeal on Health Care System

Current PIP Loss Covered By: Amount Percent Of Current PIP Coverage
BI $1,094,392,142
UM $205,090,811
MPC - not at fault $50,725,794
MPC - at fault $294,547,971
Auto Insurance System subtotal $1,644,756,717 73.75%
Health Care Providers $32,781,464 1.47%
Health Care Insurance $469,711,546 21.06%
Injured Claimant $82,890,273 3.72%

Additional detail on the premium impacts is included in the report below, including premium impacts
based on a mix of demographic characteristics and impacts by county.

Repeal of Requirement to Purchase Insurance

The last analysis completed was an analysis of premium impacts if the requirement to purchase auto
insurance was repealed in addition to the repeal of no fault insurance. Based on our analysis, we
estimate that the overall impact on premiums would be a decrease in the PIP repeal savings of 0.2% to
0.4%. However, if more stringent enforcement of the Financial Responsibility Law were implemented,
we demonstrate scenarios that could increase the PIP repeal savings by 2.1% to 2.3%.
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Florida House Bill 119

In the 1971 legislative session, Florida adopted a no fault automobile insurance plan which took effect
on January 1, 1972. A no fault plan is designed to quickly provide benefits for a person injured in an
automobile accident, regardless of fault. A no fault plan provides payment for medical, wage loss and
death benefits, while limiting the insured’s right to sue for non-economic losses such as pain and
suffering.

In 1974, the Florida Supreme Court opined in Lasky vs. State Farm Insurance Company [296 So.2d 9
(Fla. 1974)] that the no-fault law was intended to:

» assure that persons injured in vehicular accidents would be directly compensated by their own
insurer, even if the injured party was at fault, thus avoiding dire financial circumstances with
the “possibility of swelling the public relief rolls;”

* lessen court congestion and delays in court calendars by limiting the number of lawsuits;

* lower automobile insurance premiums; and

* end the inequities of recovery under the traditional tort system.

The first party (policyholder) benefit coverage is known as PIP, so the terms “no fault” and “PIP
coverage” are used interchangeably to denote an automobile insurance program that allows
policyholders to recover financial loss resulting from an automobile injury from their own insurer.

Prior to 2012, there were many concerns over inflated claims, fraud and abuse of the PIP system, and
increasing premium and the number of law suits filed under the no fault system. From 2008 to 2012,
anecdotal data as well as insurers’ own experience demonstrated a significant deterioration in the
claim experience of PIP coverage. This deterioration lead to the passage of HB 119, which was designed
to control the rising PIP costs.

Analysis of Repealing Personal Injury Protection Coverage Requirements

The Florida no fault law provides a verbal threshold wherein auto accident victims who are hurt in or
by a covered vehicle cannot recover non-economic losses (“pain and suffering”) from lawsuits unless
the accident results in:

e Significant and permanent loss of an important bodily function;

e Permanent injury within a reasonable degree of medical probability, other than scarring or
disfigurement;

e Significant and permanent scarring or disfigurement; or,

e Death.
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The mandatory PIP coverage consists of:

e A minimum coverage amount of $10,000 per person;
e Coverage of 80% of medical expenses;

e Coverage of 60% of lost income;

e Coverage for replacement services; and

e Up to $5,000 in death benefits.

The Florida law provides a coinsurance requirement for PIP claimants such that the claimant is
responsible for 20% of medical expense and 40% of lost income. Claimants may pursue a tort recovery
for unrecovered economic damages within the first $10,000 and for loss amounts greater than
$10,000.

In Special Session A of the 2003 Legislative Session, a PIP sunset provision was passed. Effective
October 1, 2007, PIP was repealed unless the Legislature reenacted the law prior to such date. While
the sunset provision did take effect on October 1, 2007, the Legislature reenacted the no-fault law,
effective January 1, 2008, with several changes designed to help control medical costs.

Analysis of Repealing Requirements for Purchasing Insurance

Currently, owners of automobiles in Florida must purchase at least $10,000 in Property Damage
Liability (PD) coverage and PIP coverage. Higher limits of coverage for PD are available, and other
coverages can also be purchased as well. Every state in the United States has a mandatory auto
insurance requirement with the exception of New Hampshire. The amount of coverage required to be
purchased varies from state to state.

In New Hampshire, even though there is no requirement to purchase insurance, auto owners must be
able to demonstrate that they can meet the New Hampshire Financial Responsibility laws in the event
of an accident. For most auto owners, this requirement is met by purchasing insurance.

Page | 8
e Pinnacle Actuarial Resources, Inc.



Summary of Florida House Bill 119
The following is a description of HB 119 taken from the Florida Senate’s 2012 Summary of Legislation
passed.

HB 119 revises the Florida Motor Vehicle No-Fault Law. The bill primarily amends laws governing PIP
benefits under the No-Fault law and laws related to PIP motor-vehicle insurance fraud. The major
changes enacted by the bill are as follows:

PIP Medical Benefits

The bill revises the provision of PIP medical benefits under the Florida Motor Vehicle No-Fault Law
effective January 1, 2013. Individuals seeking PIP medical benefits are required to receive initial services
and care within 14 days after the motor vehicle accident. Initial services and care are only reimbursable
if lawfully provided, supervised, ordered or prescribed by a licensed physician, licensed osteopathic
physician, licensed chiropractic physician, licensed dentist, or must be rendered in a hospital, a facility
that owns or is owned by a hospital, or a licensed emergency transportation and treatment provider.
Follow up services and care require a referral from such providers and must be consistent with the
underlying medical diagnosis rendered when the individual received initial services and care.

The bill applies two different coverage limits for PIP medical benefits based upon the severity of the
medical condition of the individual. An individual may receive up to $10,000 in medical benefits for
services and care if a physician, osteopathic physician, dentist, physician’s assistant or advanced
registered nurse practitioner has determined that the injured person had an emergency medical
condition. An emergency medical condition is defined as a medical condition manifesting itself by acute
symptoms of sufficient severity that the absence of immediate medical attention could reasonably be
expected to result in serious jeopardy to patient health, serious impairment to bodily functions, or
serious dysfunction of a body organ or part. For an individual who is not diagnosed with an emergency
medical condition, the PIP medical benefit limit is $2,500. Massage and acupuncture are not
reimbursable, regardless of the type of provider rendering such services.

PIP Death Benefit
PIP now offers $5,000 in death benefits in addition to $10,000 in medical and disability benefits. Prior to

HB 119, the death benefit was the remainder of the unused PIP benefits, subject to a limit of $5,000.
The increased death benefit was effective January 1, 2013.
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PIP Medical Fee Schedule

The bill revises provisions related to the PIP medical fee schedule in an effort to resolve alleged
ambiguities in the schedule that have led to conflicts and litigation between claimants and insurers. The
bill clarified that the reimbursement levels for care provided by ambulatory surgical centers and clinical
laboratories and for durable medical equipment are 200 percent of the appropriate Medicare Part B
schedule. The Medicare fee schedule in effect on March 1 will be the applicable fee schedule for the
remainder of that year until the subsequent update. Insurers are authorized to use Medicare coding
policies and payment methodologies of the Centers for Medicare and Medicare Services, including
applicable modifiers, when applying the fee schedule if they do not constitute a utilization limit. The bill
also requires insurers to include notice of the fee schedule in their policies. These provisions are
effective January 1, 2013.

Attorney Fees

The bill amends provisions related to attorney fee awards in No-Fault disputes. The bill prohibits the
application of attorney fee multipliers. The offer of judgment statute, s. 768.79, F.S., is applied to No-
Fault cases, providing statutory authority for insurers to recover fees if the plaintiff’s recovery does not
exceed the insurer’s settlement offer by a statutorily specified percentage. The bill maintains current
law allowing a party that obtains a favorable judgment from an insurer to recover reasonable attorney
fees from the insurer. The bill also requires that the attorney fees awarded must comply with prevailing
professional standards, not overstate or inflate the number of hours reasonably necessary for a case of
comparable skill or complexity, and represent legal services that are reasonable to achieve the result
obtained.

Investigation and Payment of Claims

Provisions relating to the investigation of PIP claims by insurers are revised effective January 1, 2013.
Insurers are authorized to take an examination under oath (EUO) of an insured. Compliance is a
condition precedent for receiving benefits (the insurer owes zero benefits if the insured does not
comply). An insurer that unreasonably requests EUOs as a general business practice, as determined by
the Office of Insurance Regulation (OIR), is subject to s. 626.9541, F.S. of the Unfair Insurance Trade
Practices Act. The bill also provides that if a person unreasonably fails to appear for an independent
medical examination (IME), the carrier is no longer responsible for benefits. Refusal or failure to appear
for two IMEs raises a rebuttable presumption that the refusal or failure was unreasonable.

Changes are made to the statutory process for the payment of PIP benefits, primarily to assist claimants
in their claim submissions, effective January 1, 2013. A claimant whose claim is denied due to an error in
the claim is given 15 additional days to correct the erroneous claim and resubmit it in a timely manner.
The insurer must maintain a log of all PIP benefits paid on behalf of the insured and must provide the log
to the insured upon his or her request if litigation has initiated. If a dispute between insurers and
insureds occurs, the insurer must provide notice within 15 days of the exhaustion of PIP benefits.
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Insurers must reimburse Medicaid within 30 days. The electronic submission of records is authorized
effective December 1, 2012.

Prevention of PIP-Related Insurance Fraud

House Bill 119 contains numerous provisions designed to curtail PIP fraud. The bill defines insurance
fraud as knowingly presenting a PIP claim to an insurer for payment or other benefits on behalf of a
person or entity that committed fraud when applying for health care clinic licensure, seeking an
exemption from clinic licensure, or demonstrating compliance with the Health Care Clinic Law. Claims
that are unlawful under the patient brokering law (s. 817.505, F.S.) are not reimbursable under the No-
Fault Law. A health care practitioner found guilty of insurance fraud under s. 817.234, F.S., loses his or
her license for 5 years and may not receive PIP reimbursement for 10 years. Insurers are provided an
additional 60 days (90 total) to investigate suspected fraudulent claims, however, an insurer that
ultimately pays the claim must also pay an interest penalty.

All entities seeking reimbursement under the No-Fault Law must obtain health care clinic licensure
except for hospitals, ambulatory surgical centers, entities owned or wholly owned by a hospital, clinical
facilities affiliated with an accredited medical school and practices wholly owned by a physician, dentist,
or chiropractic physician or by such physicians and specified family members.

The bill creates standards for evaluating whether an entity claiming it is exempt from the requirement to
obtain clinic licensure is actually wholly owned by a physician.

The bill defines failure to pay PIP claims within the time limits of s. 627.736(4)(b), F.S., as an unfair and
deceptive practice. The OIR may order restitution to the insured or provider, but is not limited in its
other administrative penalties, which may include suspending the insurer’s certificate of authority.

Law enforcement is required to complete a long-form crash report when there is an indication of pain or
discomfort by any party to a crash. All crash reports completed by law enforcement must identify the
vehicle in which each party was a driver or passenger. For all crashes that do not require a law
enforcement report, the vehicle driver must submit a report on the crash to the Department of Highway
Safety and Motor Vehicles within 10 days of the crash.

The bill creates a non-profit direct support organization, the Automobile Insurance Fraud Strike Force,
which can accept private donations for the purposes of preventing, investigating, and prosecuting motor
vehicle insurance fraud. Monies raised by the Strike Force may fund the salaries of insurance fraud
investigators, prosecutors, and support personnel so long as such grants or expenditures do not
interfere with prosecutorial independence. Funds may not be used to advertise using the likeness or
name of any elected official or for lobbying.
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Mandatory Rate Filings and Data Call

The Office of Insurance Regulation was required to contract with a consulting firm to calculate the
expected savings from the act, which was required to be presented to the Governor and Legislature by
September 15, 2012. By October 1, 2012, each insurer that writes private passenger automobile
personal injury protection insurance was required to submit a rate filing. If the insurer requests a rate
that does not provide at least a 10 percent reduction of its current rate, it was required to explain in
detail its reasons for failing to achieve those savings. A second rate filing was required to be made by
January 1, 2014. If the insurer requests a rate that does not provide at least a 25 percent reduction of
the rate that was in effect on July 1, 2012, it was required to explain in detail its reasons for failing to
achieve those savings. The Office of Insurance Regulation was required to order an insurer to stop
writing new PIP policies if the insurer requested a rate in excess of the statutorily required rate
reduction and fails to provide a detailed explanation for that failure. The Office of Insurance Regulation
was also required to perform a comprehensive PIP data call and publish the results by January 1, 2015.
The data call was to analyze the impact of the act’s reforms on the PIP insurance market.
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Findings

In order to address the cost savings in a comprehensive and orderly way, we have reviewed the
provisions of HB 119 in sixteen major categories. The following chart summarizes our estimates of the
impacts of the sixteen changes. For each reform, Pinnacle determined the estimated minimum, central
and maximum impact for each individual item. It should be noted that one of the changes in the
statute resulted in estimated increases in costs rather than savings (Separation of Death Benefits). This
item is shown as a positive number as opposed to the negative numbers associated with the items
estimated to have produced savings. Following the chart is a detailed explanation of each item and the
rationale for our anticipated savings or increased cost.

Table 2: Estimated Savings from HB 119

Minimum Central Maximum

Iltem # Item Description Lines Impact Impact Impact
1 Expansion of Florida Traffic Crash Report Long Form 130-154 -1.0% -2.0% -3.0%
2 Clinics must be Licensed 331-334 0.0% 0.0% 0.0%
3 Establish Automobile Insurance Fraud Strike Force 478-613 0.0% -0.3% -0.5%
4 Separation of Death Benefit 668-669 & 777-781 0.1% 0.2% 0.4%
5 Initial Services within 14 Days 677-679 -1.0% -2.0% -5.0%
6 Limitation on Non-Emergency Conditions 750-754 -1.0% -4.0% -6.0%
7 Exclusion of Massage Therapy & Acupuncture 755-776 -3.0% -5.3% -7.0%
8 Repay Medicaid within 30 Days 821-823 0.0% 0.0% 0.0%
9 Submission of Revised Claim within 15 Days 852-860 0.0% 0.0% 0.0%
10 Additional 60 Days for Fraud Investigation 964-975 0.0% 0.0% 0.0%
11 Report All Claims Denied for Fraud to Division of Insurance Fraud 975-977 0.0% 0.0% 0.0%
12 Fix Medicare Fee Schedule 1049-1057 -2.0% -3.0% -4.0%
13 Insureds Must Comply with Policy Conditions/Examination Under Oath 1428-1439 -0.5% -0.7% -1.0%
14 Insureds Refusal to Submit/Failure to Appear at 2 Medical Exams 1522-1525 -0.1% -0.2% -0.5%
15 Attorney Fees Calculated w/o Contingency Fee Multiplier 1543-1545 -0.2% -0.2% -0.2%
16 Loss of License to Practice for 5 Years/Reimbursement for PIP 10 Years 1746-1751 0.0% 0.0% 0.0%

Overall Anticipated Impact on Losses -8.7% -17.5% -26.8%
General and Other Acquisition Expenses 14.0% 14.0% 14.0%
PIP Premium Savings -7.5% -15.1% -23.0%

In addition to the evaluation of the individual reform elements, we have also reviewed overall claim
frequency and claim severity information for PIP in Florida as a reasonability check on the cost savings
estimates. Specifically, we examined the arising claim frequency and paid claim severity for PIP
coverage in Florida for the year ending December 31, 2014 compared to the year ended December 31,
2012 (last year prior to the HB 119 reforms). This best shows the immediate impacts of HB 119. We
used arising claim frequency because the paid claim frequency is on a calendar year basis rather than
accident year, and can be distorted by older claims from prior accident years.

The analysis showed a 10.2% reduction in PIP arising claim frequency and a 10.9% reduction in claim
severity, for a combined reduction in total Florida PIP loss costs of 20.0%. This compares to
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countrywide PIP experience excluding Florida, which showed an overall increase of 4.1% during this
period. So the estimated impact of the HB 119 reforms is a 23.2% reduction in PIP loss costs relative to
what the costs would have likely been if no reform had been passed. Pinnacle’s 2012 study for the OIR
projected an overall reduction in loss costs of 16.3% to 28.7% with a central estimated savings of
22.7%.

However, since 2014, we have seen a small erosion in the cost savings from this legislation. The most
recent Fast Track data for the year ending March 31, 2016 shows an increase of 5.0% in claim severity
compared to the year ending December 31, 2014 and an increase in arising claim frequency of 2.3% for
a combined increase in PIP loss costs of 7.5%. This compares to a 4.7% increase in PIP costs
countrywide excluding Florida. This latest Fast Track data also shows a significant increase in Florida’s
PIP paid claim frequency. In the responses to our claim survey and in follow up conversations with
individual companies, we believe that this latest paid claim frequency may be distorted by payments
on older claims. We, therefore, are placing primary reliance on the arising claim frequency figures
which are more stable and show only a 2.3% increase in claim frequency since 2014. We also note that
one of the companies surveyed said that their PIP claim costs are now above the 2012 level (i.e., all of
the savings have been eroded).

The cost estimates in this report are generally stated in terms of the impact on claim dollars paid on
behalf of the claimant. The impact on claim dollars cannot be used interchangeably with premium
savings. This is because a portion of premium is for general overhead (rent, utilities, etc.) and will not
decrease proportionately to the claim dollars. Based on the 2013 - 2015 A.M. Best’s Aggregates and
Averages, Private Passenger Automobile Liability general and other acquisition expenses represent
14.0% of the industry-wide auto liability premiums (this 14.0% is the ratio of general expenses to
earned premiums plus other acquisition expenses to written premiums, and excludes agents’
commissions, premium taxes and other premium-related expenses). To estimate the premium savings
corresponding to the cost savings shown in this report, it is necessary to reduce the cost savings by a
factor of 0.86. Thus a 17.5% cost savings equates to 15.1% premium savings.

The savings calculated assume that PIP rates at the time of the implementation of HB 119 were
adequate. To the extent that PIP rates were inadequate, it is likely that insurers would have offset the
savings from HB 119 against the otherwise indicated PIP rates. We also emphasize that the savings
estimates above are statewide averages for PIP coverage only. It is likely that actual savings vary by
geographic region. Also, it should be recognized that PIP coverage amounts to only approximately
18.6% of the total personal auto premium paid for a full coverage policy.

Below we discuss each of the reform elements individually.

Page |14
e Pinnacle Actuarial Resources, Inc.



1. Expansion of Florida Traffic Crash Report Long Form (Lines 130 — 154 of HB 119)

This portion of the statute expanded the circumstances under which the Florida Traffic Crash Report
Long Form (Long Form) must be completed. One of the concerns which this section addressed was the
possibility that the driver and/or passengers of the vehicles involved in a traffic accident may be
misreported. This included “phantom passengers” and “jump-ins” who might then receive fictitious

treatment for their injuries.

In order to determine the impact of the Long Form, we reviewed statistics showing the ratio of injured
passengers per accident and injured passengers per injured driver as well as the number of claimants
per claim. The data for injured passengers was taken from Florida Highway Crash Statistics. As shown
in Exhibit 3, Page 1, this data shows a decline of 4.2% in the average number of passengers injured per
driver during 2010 - 2012 (prior to the HB 119 reforms) compared to 2013 - 2014. We also examined
data from Mitchell regarding the average number of claimants per claim (see Exhibit 3, page 2). This
data showed a decrease in the average number of claimants per driver from 2010 - 2012 to 2013 -
2014 of 2.6%.

We also surveyed the top ten private passenger automobile insurers in the state. The companies were
generally positive on the impact of this reform, with four of the six responding insurers indicating some
positive impact from this change in possibly cutting down the occurrence of staged accidents and
“jump-ins.”

We relied primarily on the Mitchell decline in the number of claimants per claim and conclude that the
savings from this reform was likely in the 1.0% to 3.0% range.
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2. Clinics Must be Licensed (Lines 331 - 334)
This portion of the reform stipulates that an entity providing PIP services shall be deemed a clinic and
must be licensed in order to receive reimbursement under PIP. All entities seeking reimbursement
under the no fault Law must obtain health care clinic licensure except for:

e hospitals,

e ambulatory surgical centers,

e entities owned or wholly-owned by a hospital,

e clinical facilities affiliated with an accredited medical school, and

e practices wholly-owned by a physician, dentist, or chiropractic physician or by such physicians
and specified family members.

The bill also created standards for evaluating whether an entity claiming it is exempt from the
requirement to obtain clinic licensure is actually wholly-owned by a physician or other defined medical
service provider.

This statutory change addressed concerns that, prior to this change, clinics co