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Christopher Sirota

Product Development and Research Manager
545 Washington Boulevard (22-6)
Jersey City, New Jersey 07310-1686

(201) 469-2693

June 17, 2008
California Department of Insurance 

45 Fremont Street, 22nd Floor Hearing Room

San Francisco, CA 94105

Attention: Sara Urakawa
RE: May 23, 2008 Notice of Workshop Regarding "Pay-As-You-Drive" Automobile Insurance
REG-2008-00020

Ms. Urakawa:

In response to your request for input and comments from interested parties regarding Pay-As-You-Drive Insurance (REG-2008-00020) Applied Informatix, a division of Insurance Services Office Inc.(ISO), has enclosed its comments. 
Applied Informatix is involved in an internal research and development project to assess the predictive value of telematics data. We plan to install telematics devices on a portion of the ISO fleet and evaluate the data, the needed supporting analytics, and other services that may be provided.  The initiative will help ISO develop and deliver advanced telematics solutions for potential use in rating, underwriting, and claims-management. 
Please contact me at 201-469-2693 if you have any questions. 
Sincerely,

Christopher Sirota

Product Development 
and Research Manager

cc:
These comments are submitted by Applied Informatix, a Division of Insurance Services Office, Inc. The mission of Applied Informatix is to gather and analyze data from installed telematics equipment in vehicles and to assess the predictive value of the data. 

We have used the format of the workshop notice in submitting these comments, responding to each of the questions posed. 

	CDI Notice Questions
	ISO Applied Informatix Comments

	
	

	Rating issues 

Appropriate mileage brackets for PAYD (pay per mile, 10 miles, 100 miles) 
Separate program options for PAYD 
How could PAYD be incorporated into existing automobile programs? 
Statutory good driver issues. If PAYD is offered through a separate program and has its own class plan, how would an insurer group make sure that every good driver is placed with the insurer that offers the lowest rates as required by Insurance Code section 1861.16? 
	To encourage insurer use of any new PAYD program, especially one that involves an onboard telematics device, insurers should have as much flexibility as possible regarding the rating aspects and other program elements. Further, the entire program should be voluntary for the industry- allowing each insurer to make the decision as to whether or not to offer such a program. 



	
	

	Mileage verification issues 

Appropriate technology (GPS, wireless transmission of odometer information, others, manual collection of odometer readings) 

	Telematics or GPS based technology (wireless vehicle data) collection is superior to manual collection of odometers readings, for security and consistency.  Telematics transmission virtually eliminates the possibility of altered odometer readings and provides a consistent, steady flow of information. GPS-based mileage is proven to be accurate enough to substitute for the actual odometer reading.  There are several studies that identify the accuracy of using GPS to calculate mileage.  In addition, commercial fleets have been successfully using GPS-mileage for years to report fuel taxes, and all telematics service providers offer these reports. 



	
	

	Verification timetable (real time, monthly, quarterly, annually) 

	Real-time transmission may add cost to the system, and increase complexity. Further, there is an increased possibility of technical glitches. It is more efficient to capture mileage on a schedule, perhaps weekly or monthly, and perhaps bill on a ledger type approach, similar to a phone bill. Annual verification will probably not add enough "lift", or predictive value, to justify implementation expense. 



	
	

	Privacy and security issues 

What data would be required? 


	At a minimum, miles driven over the time period reviewed is a necessity. Telematics devices are able to capture significant additional data, however, such as when and where the vehicle is driven, speed of vehicle, hard braking, acceleration, seat-belt usage and other driving safety related factors.



	How would the data be collected?
	As previously stated, a most efficient way to collect the data would be through Telematics devices.



	How would the data be used? 


	The data would be used in the rate calculation. It also could be made available in the aggregate for other purposes, such as traffic safety, infrastructure analysis, master planning and other non-insurance related purposes.

	How would electronically transmitted data be secured?
	The data would be secured in the same method used to secure other electronically transmitted data (EZ Pass transmissions for toll purposes, for example).



	Who would have access to the data? 


	Each individual insured should have access to his or her own data. Further, If insurers contracted to have the data collected by a central vendor, the vendor would have access to the data, subject to confidentiality agreements similar to those applicable to statistical agents. Absent a vendor, each individual insurer would have access to the data. We believe the decision to use a vendor should be left to each individual insurer, and no specific vendor should be mandated by the Department.


	What incentives may be necessary or desirable? 

Insurer incentives to offer PAYD programs 
	Tax credits for insurers investing in the program should be considered.

If insurers invest in the expense and effort of installing onboard telematics devices, insurers should be allowed to collect and use more data than simply miles driven.  If GPS is used, then time, date, location and driving characteristics could also be available. Studies have shown that not all miles are the "same" when it comes to crash risk or insurance risk. Insurers should be allowed to use various combinations of these data elements to develop unique programs. 

Further, in order for the program to work effectively, insurers need to be able to collect enough money at the time of policy issuance to avoid "underpayment" of premium. Thus it becomes imperative that insurers have all tools available to more accurately estimate miles driven at policy issuance. The current regulation, which limits insurer's ability to estimate mileage, should be modified as part of the PAYD regulatory process.

Without accurate "up-front" mileage estimates, and corresponding premium collection, insurers face the possibility of underestimating miles driven and then trying to "catch-up" with additional premium billing throughout the policy period. Further, insureds could "game" the system by significantly underestimating their own miles and then cancelling the policy when additional premium is billed.

	Consumer incentives to participate in PAYD programs 
	The most obvious incentive would be a flat discount offered to consumers to participate in the program. Further, consumers would also have a more readily accessible "miles driven" log that could help them cut down on gasoline expenses. Consumers could also be given the opportunity of further discounts for improving driving behavior, such as reduced speed, driving less during "peak" accident times, wearing seat belts, etc.   This would require allowing for the collection of more than mileage data, which might be offered on an opt-in basis utilizing the same onboard telematics device.



	Pros and cons of requiring disclosure of mileage brackets (and mileage factors) to consumers (on web site, through agent contact, email, direct mail, other)? 
	Disclosing the mileage brackets to consumers would provide additional incentive for consumers to alter their driving behavior. Further, a potential method of operating a PAYD program could be to upload data from the vehicle to an interactive portal, where the consumer could immediately see the premium impact of the actual miles driven and/or other vehicle data factors.

	
	

	Optional versus mandatory participation by insurer and/or insured 


	Regulations should provide for optional participation with incentives for both insurers and consumers. This would improve the likely acceptance of the new program.

	
	

	Phased implementation possibilities.
	Telematics-based programs take time to roll-out and installations take time as well, so implementation will naturally be a slow process. 
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