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Executive Summary:  

Usage-based insurance (UBI) is a term which refers generally to insurance that is offered and priced 
based on an insured’s actual use and behaviors. It can encompass a variety of activities, from telematics-based 
solutions, which adjust pricing based on distance, duration, times of operation, and/or behavior of the insured 
to episodic-based solutions where insureds have coverage only for very discrete periods of time (i.e., a policy 
covering a ten minute scooter trip). These solutions are heavily dependent on data shared from the insured to 
the insurer, either through added “dongles,” through embedded telematics devices, or through smartphone 
applications1. 

Though usage-based insurance is a new phenomenon, it is important for insurance professionals to be 
aware of its growing prominence in the market and its appeal to new types of consumers. As of June 2019, 
the Insurance Information Institute (III) reported that 9 out of the 10 top auto insurance providers have 
telematics-based insurance programs, with between 10 and 11 million polices in place (out of a total of 
approximately 200 million auto insurance policies in the U.S.)2. Subsequent to the publication of the III article, 
GEICO announced entry into the auto insurance UBI push with its new smartphone app called DriveEasy.3  

As growth in connected vehicles and smartphones continues, the expansion of UBI is expected to 
continue, with Global Market Insights reporting in January 2019 that compounded annual growth for UBI 
solutions is projected at 17% between 2018 and 2024, with the commercial vehicle segment growing at an 
even higher rate, 18%4. That projection may be even more aggressive today. Such programs are not limited to 
auto insurance policies. Tel Aviv-based startup VOOM has raised $7 million from investors to provide UBI 
solutions for everything from commercial drones to e-scooters, powersports risks and motorboats5.  

Consumers are attracted to these solutions for several reasons. First, the on-demand components of 
UBI appeal to new types of consumers who are active in the growing sharing/gig economy, who are attracted 
to the idea of paying only for the coverage that they use rather than maintaining more comprehensive coverage 
which may not apply depending on their behaviors. Additionally, telematics-based UBI can provide incentives 
to insureds, rewarding them for safe behavior with discounts ranging from 5% at the time of enrollment to as 
high as 40% for the safest drivers.6 Their use of the telematics policies also allows insurers to gain data to help 
them better anticipate and project claims, while at the same time the evolution of UBI technology allows 
insureds to review their own driving patterns at the trip level and adjust their behavior accordingly7.  

It should be noted, however, that the expansion of UBI policies raises important questions about when 
coverage begins and ends, which might evolve along with technological solutions. Additionally, attempts by 
insurers to compel insureds to adopt telematics that might also increase the price of their insurance solutions, 

 
1 Alvarado, J. “Understanding the 3 Types of Usage-Based Insurance.” Zendrive. December 14, 2018. 
https://zendrive.com/blog/3-types-of-usage-based-insurance/  
2 Sams, J. “State Farm Moves Auto Telematics into ‘Real Time’.” Claims Journal. June 14, 2019. 
https://www.claimsjournal.com/news/national/2019/06/14/291470.htm 
3 Insurance Journal. “GEICO Gets Progressive, Joins Auto Insurers Offering Telematics.” Insurance Journal. August 5, 2019. 
https://www.insurancejournal.com/news/national/2019/08/05/534817.htm  
4 Smith, R. “Usage-based insurance set for major growth-report.” Insurance Business Magazine. January 18, 2019. 
https://www.insurancebusinessmag.com/us/news/technology/usagebased-insurance-set-for-major-growth--report-122609.aspx 
5 Insurance Journal. “VOOM Raises $5M to Expand On-Demand Insurance for Episodic Mobility Usage.” Insurance Journal. May 
24, 2019. https://www.insurancejournal.com/news/international/2019/05/24/527419.htm 
6 Hunt, J. “The 7 Best Usage-Based Insurance Options of 2019.” Zendrive. December 14, 2018. 
https://www.thebalance.com/best-usage-based-insurance-4160472 
7 Sams, J. “State Farm Moves Auto Telematics into ‘Real Time’.” Claims Journal. June 14, 2019. 
https://www.claimsjournal.com/news/national/2019/06/14/291470.htm 

https://zendrive.com/blog/3-types-of-usage-based-insurance/
https://www.claimsjournal.com/news/national/2019/06/14/291470.htm
https://www.insurancejournal.com/news/national/2019/08/05/534817.htm
https://www.insurancebusinessmag.com/us/news/technology/usagebased-insurance-set-for-major-growth--report-122609.aspx
https://www.insurancejournal.com/news/international/2019/05/24/527419.htm
https://www.claimsjournal.com/news/national/2019/06/14/291470.htm
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or that might prove discriminatory (i.e. higher UBI premiums for drivers in high crime areas) may be met with 
opposition by insureds and regulators. 

While most existing UBI examples are from the auto industry and its use of driving telematics, and 
driving statistics are one of the earliest and most ubiquitous examples, they are not the only potential 
application of UBI. Other UBI applications are possible, and some that are already available could have a 
much greater impact on the excess and surplus lines marketplace. One example with greater implications is 
the UBI product from The Jones Agency, Inc. The agency has launched a pay-as-you go product for 
contractors that provides liability insurance on a per-project basis. They advertise a smartphone experience 
with immediately available certificates for the project. Commercial liability insurance for contractors is a major 
area of focus for many E&S insurers. These and other UBI applications, such as the use of active sensors (i.e. 
water or temperature) on property or wearable technology (i.e. FitBit), should be expected to be launched in 
the marketplace as technology progresses. 

Insurance professionals should be aware of the potential benefits and pitfalls of UBI. Increasing 
consumer demand may leave insurers who do not embrace the technology wrong-footed by competitors who 
adapt more quickly to innovative policy structures. At the same time, the data gathered from telematics-based 
solutions may provide important tools to better structuring policies, pricing, and claims programs. Regulatory 
professionals should be careful that restrictions on consumer data usage and consumer protections are 
studiously followed as companies field UBI programs. 
 

Implications:  
 

• As society becomes more connected, the options for UBI will continue to increase whether it be 
through traditional dongles on motor vehicles or via embedded technology in the products we buy or 
apps we use. 

• UBI telematics more accurately prices insurance as it ties the premium to the actual risk vs. general 
characteristics. 

• UBI telematics could result in a safer society as users are able to see the direct & immediate impact of 
their behavior on their insurance premium. 

• Fleet operators using telematics will become more effective as they begin to design routes based on data 
such as congestion, construction, gas, etc. Avoiding certain routes based on congestion or time of day 
will improve efficiency and the bottom line. 

• UBI telematics will need to evolve as it traditionally associates discounts to the vehicle, not the operator. 
In the case of auto insurance, in order to better align interests, UBI will need to evolve to the behaviors 
of the user, not the vehicle (i.e. drivers are assigned rates). 

• UBI should also have some carryover and relation to the Internet-of-Things to allow for tracking of 
occupancy and vacancy frequency when setting rates for property insurance policies. 

• UBI and/or on-demand insurance offers the ability to protect individuals against accidents that are not 
typically covered under traditional auto and homeowners’ policies. 

• Unless it is the goal to drive more premium to the E&S segment, departments of insurance will need to 
adapt to carrier and consumer desires to purchase policies based on the user. 

• By establishing premium and rates based on the user’s actions, carriers will face less scrutiny from 
regulators and trade groups who argue against the correlation between accident frequency and credit 
scoring, education levels, gender, income, employment, etc.  
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• As non-driving characteristics today, such as credit, education, homeownership, gender, etc., are used 
to establish auto premiums, UBI carriers will analyze the behavior patterns of drivers to establish rates 
for other policies such as home, health, and life. 

• While most UBI products are targeted toward consumers, it is more than likely that these products will 
eventually cross into the commercial space. 

• There will need to be a standard source for this data for smaller carriers to compete. An ISO type of 
rates will be needed.  
 

Opportunities:  
 

• UBI offers the ability to tailor an insurance product more to the actual risk data of the individual 
customer or for the actual exposure term. 

• UBI could increase perceived affordability of insurance overall by reducing the entry cost. A lower term 
insurance product will have a higher rate but represent a significant reduction in initial investment to 
obtain. 

• A more specific product with more specific wording/forms can be created reducing policy complexity. 
Example: A general contractor has a roofing project in one week and an office framing project in three 
weeks. If these were split into two separate policies, it would not be necessary for the first policy for 
the first project to address the framing exposures, and it would not be necessary for the second policy 
for the second project to address the roofing exposures.  

• UBI could mitigates “unknown” exposure risks. On annual policies, the scenario might arise where the 
insured adds an exposure mid-term and may neglect to inform their agent.  That exposure might not 
ever be underwritten, even though it would have created an additional premium opportunity if known. 

• UBI provides for additional fine-tuning of rate and exposure tolerance by region using telematics 
overlaid onto location data, allowing rate to be targeted to areas of risk concentration. 

• Policy placement is “active” purchasing rather than “passive”.  When the insured sees the need for the 
insurance policy, they make the purchase, rather than relying on a renewal cycle. With “active” 
purchasing, there is a lower cost for the insurance industry in rewrites, cancellations and missed 
payments. There could also be less premium since there is no coverage in the “off” periods or the cost 
of being “on” could increase. 

• The data supplied by the insured is “fresh,” and constantly “refreshed,” rather than the data having to 
remain viable for an entire calendar year. 

• Loss adjustment expense can be significantly reduced if the telematics are being recorded before and 
immediately after the cause of the loss. For example, telematics data on the entry points of a building 
can provide evidence that the building has been vacant for more than 30 days since no entry points 
were used, reducing loss payment due to a water damage claim. 

• Usage-based data collected from a prior term or period of coverage may indicate existing damage, or 
unmitigated risk conditions on the subject of the insurance, affecting rate or coverage considerations 
for the next term.  

• A potential beneficial side-effect of usage-based insurance for the wholesale industry is that the data 
gleaned from the usage-based placements might create a hyper-focused differentiation between risks in 
the same classes of business. Traditional risk differentiation was limited to classification differences or 
by using past claim data. UBI could create risk differentiation within the same class by using the 
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monitoring data during “use.” Armed with the new data, the standard markets might move risks from 
their market space to the wholesale market even though it is a class they traditionally write and there 
has yet to be a claim. 
 

Threats:  
 

• As with most new technologies, UBI has privacy implications regarding how the data is used and stored, 
which carriers will need to address on a state by state basis until there is a uniform standard. 

• Drawing on privacy concerns, UBI products, whether a dongle, embedded device, or smartphone app, 
could implicate the user in a crime they did not commit simply because they were present. Further UBI 
device data could be used to suggest to a jury that an individual’s actions caused an accident resulting 
in multiple deaths. 

• There is uncertainty around the interpretation of collected data, how that data is integrated into 
new/existing pricing structures and how the carrier will maintain profitability; a carrier focused on 
securing only the lowest risk drivers at the lowest premiums could face solvency issues if the pricing is 
not calculated correctly. 

• There is no uniform standard in the calculation of premiums based on UBI, as a result it will be difficult 
for consumers to compare products/pricing from carrier to carrier. 

• Implementation of a UBI program comes with significant costs as these programs rely heavily on 
technology. As programs evolve carriers will need to continue to commit capital. 

• Due to the proprietary nature of UBI data, new entrants may be limited as rates are established based 
on the carrier’s own data, and not industry organizations such as ISO. 

• UBI products today are limited to very few segments, mainly personal auto. 

• While UBI/on-demand products address ways to limit premiums for liability lines, first party damage 
(i.e. comp/collision or hull) need to be covered 24/7 due to exposure to weather or theft. 

• Huge amounts of data will need to be stored and analyzed requiring companies to invest in storage and 
data analysts.  
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