Reenact Florida’s Auto No-Fault Law, But First Fix the Big PIP Dent

Florida’s expensive automobile insurance system runs rough and misfires, but it’s not time to
junk the no-fault model the state adopted in 1971. However, a deft recalibration of the $10,000
Personal Injury Protection (PIP) coverage would bring the rights of the injured into balance with
the ability of insurance carriers to make a reasonable profit. According to a November 2005
report by the Florida Senate Committee on Banking and Insurance, recent auto insurance reforms

haven’t resolved all the problems in Florida’s no-fault system.

PIP was set up to provide those injured in an accident with immediate access to $10,000 of
medical benefits. In exchange for prompt payment of PIP benefits, the at-fault party and his/her

liability insurance company receive a set-off for PIP benefits paid or payable.

No-fault does not need to be scrapped. In fact, it works fairly well. As the Florida Legislature
contemplates reenactment of the state’s no-fault law in its upcoming session, it will find a fairly
competitive auto insurance market. Coverage is readily available. Ninety-six percent of vehicles
in Florida are covered. Nonetheless, Florida policyholders did absorb significant premium
increases, particularly for PIP coverage, from 1999 through 2003. In 2003, the Legislature
enacted some reforms. This was followed by rate decreases or very small increases in 2004 and
2005. The National Association of Insurance Commissioners ranks Florida 14™ using 2002 data,
when calculating average premiums per insured vehicle for combined coverage - $931.15 — and

13" for average expenditures per insured vehicle - $870.35.

Inadequacy of Motor Vehicle Coverage



On the claims side, however, when Florida policyholders are injured in an accident they suffer
because inflation has substantially eroded the PIP benefit level. In addition to a $10,000 set-off,
people injured in an accident are required to prove they have sustained a permanent injury before
they can recover damages from the at-fault party for pain, suffering, inability to lead a normal
life, mental anguish, etc. This tort exemption represents a serious obstacle (See FL Statute

627.737).

Auto insurers, accounting for 62 percent of Florida’s private passenger auto market, reported in a
2006 Legislature survey that 26 percent of PIP claimants exceeded the maximum $10,000 level

and that the average PIP payment per claimant was $4,906. If the average cost of medical claims
per accident is only about $4,900, and the policyholder is paying premiums based on the $10,000

PIP amount, then the policyholder is receiving only 49% of the coverage he or she pays for.

In addition, the tort exemption discourages injured policyholders from pursuing claims against
at-fault persons and their liability insurance. The barrier is financial, says attorney Steven
Wittmer. “I can’t get policyholders’ medical expenses reimbursed because PIP already has paid
those, Wittmer says. “So, for further legal action, to pursue a claim for other damages and
injuries under Bodily Injury requires an injured person to obtain a medical opinion that says the
injury is permanent. You have to hire a medical expert. Usually $4,906 won’t buy enough
medical care to get to that determination. Today, that $10,000 does not nearly pay for as much as

it did 26 years ago.”

According to the Florida Senate Committee on Banking and Insurance report, the PIP threshold
should really be $25,000. Inflation has substantially eroded the PIP benefit level enacted 26 years
ago. The January 1979 level of $10,000 was worth only $3,982, as of September 2005, based on
the increase in the Consumer Price Index (CPI) since that time. Considered a different way, the

$10,000 PIP limit would be $25,110 in September 2005, if increased at the CPI rate.



No-Fault Needs Tweaking

Under no-fault, victims and their medical providers are compensated for medical care much
quicker than they would be under a traditional tort system. However, the efficiencies from no-
fault due to less litigation and expense in proving fault have not been fully realized because of
the expense of investigating and litigating the cost and use of medical services reimbursed by

PIP. Reforms in 2003 have been somewhat effective in reducing such litigation.

Insurance industry data show that PIP loss costs leveled off in 2004 and early 2005, but have
outpaced the costs of other no-fault states for the past five years. This reduction is directly
attributed to the 2003 legislative reforms. In addition to these reforms insurance companies can
by law terminate PIP benefits when a medical doctor declares further medical care is not

necessary.

With low PIP costs, recent legislative reforms to curb fraud and the ability to terminate benefits,
the insurance industry is well protected. Now it’s time to increase the benefit level for consumers

to keep pace with the 21* century!
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