
Usage-Based Insurance
REPORT SUMMARY

Usage-based insurance (UBI) is offered and priced based on an insured’s actual use behavior. It can encompass a variety 
of  activities, including solutions that adjust pricing based on distance, duration, or behavior of  the insured to episodic-
based solutions with coverage for discrete periods of  time.

IMPLICATIONS
• More accurately prices insurance as it ties premium to 

actual risk vs. general characteristics 
• Huge amounts of  data need to be stored and analyzed 

requiring investment in storage and analysts
• Could result in safer society as users are able to see the 

impact of  behavior on insurance premiums
• Telematics will need to evolve to the behaviors of  the 

user, not the vehicle 
• Allows premiums and rates to be based on behaviors 

rather than more generic characteristics such as credit, 
education, gender, etc.

• While most UBI products are targeted toward 
consumers, it is likely 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

HEAT MAP RESULTS

MONITORING Probability of Impact
MONITORING Severity of Impact
MONITORING until Impact on Industry

OPPORTUNITIES
• Offers ability to tailor product to the actual risk data of  the 

individual customer or for actual exposure term
• Increase perceived affordability of  insurance overall by 

reducing the entry cost; lower term insurance product will 
have higher rate but represent a significant reduction in 
initial investment

• Provide 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. 

• Data supplied by insured is constantly refreshed rather than 
the set for an entire year

• Loss adjustment expense can be significantly reduced if  
telematics are being recorded immediately before and after 
cause of  the loss

• Currently targeted toward consumers but likely that these 
products will eventually cross into the commercial space

THREATS
• UBI presents privacy implications that will need to be 

addressed
• UBI products could implicate the user in a crime simply 

because they were present
• Uncertainty around the interpretation of  collected data, 

how data is integrated into pricing and how carriers will 
maintain profitability 

• No uniform standard in the calculation of  UBI 
premiums will make it difficult for consumers to 
compare products/pricing from carrier to carrier

• Implementation comes with significant cost as programs 
rely heavily on technology

• New entrants may be limited as rates are established 
based on the carrier’s own proprietary data, and not 
industry organizations
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IMPLICATIONS
• The return premiums have been less than 

the reduced movement (risk), which may 
cause insureds to shop during their next 
renewal.

• There are far fewer reported cases of  
return premiums in the commercial 
markets, but this may change.

• UBI and non-UBI models have had few 
events to test them. Time will tell how 
they work and respond.

OPPORTUNITIES
• UBI may gain visibility as insurance 

option.  For example, as insureds reduce 
their work commute and leisure driving, 
UBI personal auto products may become 
a more attractive option than traditional 
auto insurance. With the right marketing, 
many disillusioned insureds may be 
tempted by UBI auto insurance products.

• Some markets such as event cancellation 
and health care are suffering from 
increased risk profiles. UBI solutions 
could be utilized to better suit individual 
insured needs.

THREATS
• Even if  UBI is proven to be a great 

consumer-friendly solution for insureds 
(lower auto premiums etc.), UBI auto 
insurers may benefit less from COVID-19 
than non-UBI auto insurers. For example, 
COVID-19 period UBI premium reductions 
could be less than the equivalent non-UBI 
return premiums, which might not be offset 
by the free advertisement and future new 
business UBI carriers receive. A ‘better’ 
product does not always win or become 
mainstream.
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