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Roll Call 

 
Joel Ario, Chair Pennsylvania Ralph S. Tyler, III Maryland 
Mike Kreidler, Vice Chair Washington Nonnie Burnes Massachusetts 
Jim L. Ridling Alabama Glenn Wilson Minnesota 
Steve Poizner California Morris J. Chavez New Mexico 
Thomas R. Sullivan Connecticut Eric Dinallo New York 
Karen Weldin-Stewart Delaware Ramón Cruz-Colón Puerto Rico 
Thomas E. Hampton District of Columbia  Joseph Torti, III Rhode Island 
Kevin McCarty Florida Kent Michie Utah 
Michael McRaith Illinois Sean Dilweg Wisconsin 
 
 

Agenda 
 
 
1. Discuss Follow-up Activities Related to the Climate Risk Disclosure Survey 
 
 
 
2. Discuss Possible Climate Change and Global Warming Summit 
 
 
 
3. Presentation on Pay As You Drive Insurance 
 
 
 
4. Overview of Green Product Opportunities 
 
 
 
5. Any Other Matters Brought Before the Task Force 
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Discuss Follow-up Activities Related to the 
Climate Risk Disclosure Survey 



 



 

 

Logistic Considerations of Filing the Climate Risk Disclosure Survey 
 
 

Location 
 

It is anticipated that the Climate Risk Disclosure Survey will be posted to the Consumer 
Information Source (CIS) section of the NAIC’s website. The NAIC’s CIS is available to 
the general public and provides select information about insurance companies. Using the 
input fields in the left-hand column of this page, you can access key information about 
insurance companies that currently include closed insurance complaints, licensing 
information and key financial data. 
 
The CIS can be accessed by going to the NAIC’s main webpage (www.naic.org) and 
selecting Consumer Information Source (CIS) on the left hand side of the page. Once on 
the CIS page, there is a query field on the right hand side that can be used to find an 
insurer group’s climate survey.  
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Filing  
 

The Climate Risk Disclosure Survey filing options currently being considered include 
sending the survey by e-mail to the NAIC or having it submitted through the NAIC 
System for Electronic Form Filing (SERFF). Many insurers are already familiar with 
using SERFF. Specifically, there are currently 20 states that mandate filing electronically 
through SERFF. Filing through SERFF would allow for the survey questions that require 
yes/no responses to be captured in a database that could be used to aggregate statistics 
(such as how many insurer groups report having a climate change policy). Also being 
considered is the use of an interactive PDF, where responses could be typed into fields 
following each question. 
 
The NAIC is currently studying the financial and technologic needs for each of these 
filing options. More information will be shared as it becomes available.  
 
As of December 31, 2008, 276 insurer groups and individual entities (not reported in a 
group) met the $500 million mandatory reporting threshold. As of December 31, 2008, 
370 insurer groups and individual entities (not reported in a group) met the $300 million 
mandatory reporting threshold.   
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12/12/08 

Insurer Climate Risk Disclosure Survey 
Discussion 
 
The goal of the Insurer Climate Risk Disclosure Survey is to provide regulators, shareholders and the public with substantive 
information about the risks posed by climate change to insurers and the actions insurers are taking in response to their 
understanding of climate change risks. Disclosure of climate change risks is important because of the potential impact of 
climate change on insurer solvency and insurance availability and affordability across all major categories of insurance: 
property casualty, life and health. The Insurer Climate Risk Disclosure Survey contains a set of questions to help regulators 
assess insurers’ risk assessment and management efforts and follow up with questions as necessary, subject to applicable 
examination and confidentiality provisions. It will also provide additional information for consumers to incorporate into 
their purchasing decisions. The proposed disclosure builds upon existing climate risk disclosure mechanisms, but has an 
increased focus on issues related to insurer solvency and insurance availability and affordability. The objective is for initial 
disclosure by some insurers for Financial Reporting Year 2009. 
 
Application and Instructions 
 

i. Insurers are required to submit the Climate Risk Disclosure Survey to the domestic regulator by May 1 each year. 
Surveys are intended to be submitted to the domestic regulator of insurer group’s lead state (i.e. the regulator 
overseeing the insurer within the group that reports the largest direct written premium volume.) 

 
ii. Disclosures can be mandatory or voluntary, depending on the premium amounts and financial reporting year. 

Please note, the direct written premium amounts listed in the table below are for each insurer group—not each 
entity within a group. 

 
Financial Reporting Year Mandatory Disclosure Voluntary Disclosure 
   
2009 Premium over $500M All Others 
2010 and thereafter Premium over $300M All Others 

 
iii. Narrative responses are acceptable. Where an insurer’s response to other disclosure mechanisms (such as the 

Carbon Disclosure Project or Global Reporting Initiative) explicitly addresses the subject matter of a question in 
this survey, the insurer may reference and attach their most recent response to that external mechanism in lieu of 
providing a duplicative response. 

 
iv. Insurers are required to answer all questions in good faith and with meaningful responses. However, there is no 

requirement to provide information that is immaterial to an assessment of financial soundness (insurers may 
choose to disclose such information voluntarily, with no implication that such information is in fact material). 

 
v. Insurers are not required to: 

 
a. Provide quantitative information, 

 
b. Provide information that they in good faith believe is commercially sensitive or proprietary, 

 
c. Provide forward-looking information. If an insurer chooses to provide forward-looking information, the 

insurer may disclaim any responsibility for the accuracy of such forward-looking information. Provided the 
insurer supplies such information in good faith, it may condition its response with a waiver of any claim 
under any theory of law based on the inaccuracy of such information. 

 
vi. Companies are required to respond to the eight questions listed below. 
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Public Disclosure 
 
Survey responses are public information. The NAIC shall coordinate a user-friendly central access point for the survey 
document and insurer responses. 
 
Climate Change and Global Warming (EX) Task Force Review  
 
The Task Force shall review survey responses annually. In the event the Task Force is dissolved, the NAIC shall designate a 
new body to carry out the review functions of the Task Force. 
 
 

Insurer Climate Risk Disclosure Survey Questions 
 

Questions Comparable CDP Questions 
1. Does the company have a plan to assess, reduce or mitigate its emissions in 

its operations or organizations? If yes, please summarize. 
CDP 
Performance 
Question 21 
 

2. Does the company have a climate change policy with respect to risk 
management and investment management? If yes, please summarize. If no, 
how do you account for climate change in your risk management? 

 

 

3. Describe your company’s process for identifying climate change-related 
risks and assessing the degree that they could affect your business, 
including financial implications. 

 

CDP 
Risks and Opportunities 
Questions 1-3 

4. Summarize the current or anticipated risks that climate change poses to 
your company. Explain the ways that these risks could affect your 
business. Include identification of the geographical areas affected by these 
risks. 

 

CDP 
Risks and Opportunities 
Questions 1-3 

5. Has the company considered the impact of climate change on its 
investment portfolio? Has it altered its investment strategy in response to 
these considerations? If so, please summarize steps you have taken. 

CDP 
Risks and Opportunities 
Question 3: “Other Risks” 
Question 6: “Other Opportunities” 
 

6. Summarize steps the company has taken to encourage policyholders to 
reduce the losses caused by climate change-influenced events. 

CDP 
Risks and Opportunities 
Questions 4-6 
 

7. Discuss steps, if any, the company has taken to engage key constituencies 
on the topic of climate change. 

 

CDP 
Governance 
Question 24, 26, 27 
 

8. Describe actions your company is taking to manage the risks climate 
change poses to your business including, in general terms, the use of 
computer modeling. 

 

CDP 
Risks and Opportunities 
Questions 1-3 

 
 
W:\Mar09\TF\Climate\Climate Risk Disclosure Survey 02.doc 
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Discuss Possible Climate Change and 
Global Warming Summit 
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Presentation on Pay As You Drive Insurance  



 



Pay As You Drive: Pay As You Drive: 
The Future of AutoThe Future of AutoThe Future of Auto The Future of Auto 

InsuranceInsurance

Todd Litman
Victoria Transport Policy Institute

Presented

Pay-As-You-Drive Insurance

NAIC Annual MeetingNAIC Annual Meeting
12 June 2009



Current PricingCurrent PricingCurrent PricingCurrent Pricing

V hi l i i llVehicle insurance is generally 
considered a fixed cost with 
respect to vehicle use. 

Pay-As-You-Drive (PAYD) 
pricing converts insurance topricing converts insurance to 
a variable cost with respect to 
vehicle travel, so premiums 
are directly related to annualare directly related to annual 
mileage.



“Pay“Pay--AsAs--YouYou--Drive”Drive”PayPay AsAs YouYou DriveDrive

Also called 
• “Distance-Based”

• “Per-Mile”

“Mileage Based”• “Mileage-Based”

• “Cent-Per-Mile”

• “Variabilization”



PAYD PremiumsPAYD PremiumsPAYD PremiumsPAYD Premiums

Changes the unit of exposure fromChanges the unit of exposure from 
the vehicle-year to the vehicle-mile.

All existing rating factors are included 
so a motorist who currently pays 
$400 l i ld$400 annual premiums would pay 
about 3¢ per vehicle-mile, and one 
who currently pays $1,800 would pay y p y $ , p y
15¢ per mile.



How it worksHow it worksHow it worksHow it works

Motorist prepays for expected mileage At the end• Motorist prepays for expected mileage. At the end 
of the term, pays balance or receives rebate.

I hi l t l i d t• Insurer measures vehicle travel using odometer 
readings, in-vehicle instruments or GPS systems.

• Insurance companies could charge a lower rate 
for pre-paid than for post-paid vehicle-miles.

• Minimum annual mileage purchase (e.g., 3,000 
miles) guarantees recovery of basic costs.



Can be optionalCan be optionalCan be optionalCan be optional

Motorists could choose 
whether to pay 

i b thpremiums by the 
vehicle-year or by the 
vehicle mile just asvehicle-mile, just as 
consumers can choose 
telephone or Internettelephone or Internet 
rate packages.



PAYD Reduces RiskPAYD Reduces RiskPAYD Reduces RiskPAYD Reduces Risk

A vehicle has a 
small chance of 
being in a crashbeing in a crash 
when driven



PAYD Reduces RiskPAYD Reduces RiskPAYD Reduces RiskPAYD Reduces Risk

And virtually noAnd virtually no 
chance of causing a 
crash when parkedcrash when parked



U S Crash RatesU S Crash RatesU.S. Crash RatesU.S. Crash Rates
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Mileage and CrashesMileage and CrashesMileage and CrashesMileage and Crashes
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Offsetting FactorsOffsetting FactorsOffsetting FactorsOffsetting Factors

Higher-annual-mileage motorists 
tend to have lower per-miletend to have lower per mile 
crash rates, and lower-annual-
mileage motorists tend to have 
hi h il h t b thigher per-mile crash rates, but 
these factors can be reflected in 
premium structures.

Edlin 2003



Mileage As A Rating FactorMileage As A Rating FactorMileage As A Rating FactorMileage As A Rating Factor

Mileage cannot be used instead ofMileage cannot be used instead of 
other rating factors by charging 
all motorists the same per-mileall motorists the same per-mile 
fee, but accuracy improves 
significantly if annual mileage issignificantly if annual mileage is 
incorporated in addition to 
existing factors. Any other price g y p
structure overcharges low-mileage 
motorists and undercharges high-
mileage motorists.



PAYD Returns Savings To MotoristsPAYD Returns Savings To MotoristsPAYD Returns Savings To MotoristsPAYD Returns Savings To Motorists

Motorist Reduces Mileage

Reduced CrashesReduced Crashes

Insurance Cost Savings

Dubner and Levitt 2008



Price ImpactsPrice Impacts

PAYD is equivalent to 
a 50-80% fuel price 
increase, yet it is not 
a new fee at all, just 
a different way to 
pay insurance 
premiums.



Average Automobile CostsAverage Automobile CostsAverage Automobile Costs Average Automobile Costs 

Insurance isInsurance is 
typically the third 
largest vehicle 

ftexpense, after 
depreciation and 
fuel.

Based on AAA data with reduced 
depreciation to reflect total lifecycle costs



PAYD SavingsPAYD SavingsPAYD SavingsPAYD Savings

l hA typical motorist with 
a 60-mile daily 
commute would save $8 00

$10.00
Insurance

F lcommute would save 
an additional $5.00 
each day they use

$6.00

$8.00 Fuel

each day they use 
public transit or 
carpool rather than $2.00

$4.00

drive alone. $0.00
Current
Pricing

With PAYD
Pricing



Travel ImpactsTravel ImpactsTravel ImpactsTravel Impacts

St d d fStandard measures of 
consumer responses to 

hi l ti tvehicle operating costs 
(elasticity of demand) 
i di t PAYD ldindicates PAYD would 
reduce average annual 

il 8 12%mileage 8-12% per 
participating vehicle.

Bordoff 2008
Edlin 2003



Why PAYD?Why PAYD?Why PAYD?Why PAYD?

• Increases actuarial accuracy• Increases actuarial accuracy
• Increases road safety
• Energy savings and emission reductions• Energy savings and emission reductions 

(including greenhouse gases)
Cons me sa ings and choice• Consumer savings and choice

• Increases insurance affordability
• Reduced uninsured driving
• Congestion reduction
• Road and parking facility cost savings Bordoff 2008

Litman 2005



Comparing BenefitsComparing BenefitsComparing BenefitsComparing Benefits
Planning 

Objectives
Expand 

Roadways
Efficient and Alt. 

Fuel Vehicles
Pay-As-You-

DriveObjectives Roadways Fuel Vehicles Drive

Actuarial accuracy (fairness)

Consumer savings (affordability)g ( y)

Increase traffic safety

Congestion reductions

Roadway cost savings

Parking cost savings

Energy conservation

Pollution reduction

Smart growth (land use objectives)Smart growth (land use objectives)

Public fitness & health



Redefines Insurance AffordabilityRedefines Insurance AffordabilityRedefines Insurance AffordabilityRedefines Insurance Affordability

PAYD offers consumers a new 
opportunity to save money when 
they reduce their annual mileage. 
It redefines “insurance 
affordability” to mean that drivers 
choose the risk exposure they can 
afford. 

PAYD reduces total crashes andPAYD reduces total crashes and 
claim costs. PAYD discounts pay for 
themselves: motorists who drive 
less save because of less exposureless save because of less exposure. 



Positive Safety ImpactsPositive Safety ImpactsPositive Safety ImpactsPositive Safety Impacts
Can provide significant safetyCan provide significant safety 
benefits by giving motorists 
an incentive to reduce their 

hi l il d ivehicle mileage, reducing 
total traffic volumes.

Higher-risk-per-mile motorists 
have a greater incentive to 
reduce their mileage, which 
should lead to an extra 
increase in road safetyincrease in road safety.

Bordoff 2008
Edlin 2003



Consumer ImpactsConsumer ImpactsConsumer ImpactsConsumer Impacts

I ti• Is a consumer option.

• Considerable consumer 
demand for mileage-
based insurance.

• Provides consumer 
savings.

• Increase insurance 
affordability.



Consumer DemandConsumer DemandConsumer DemandConsumer Demand

• Market demand depends on the type of product.

• Market for instrumented pricing is smaller than the 
market for odometer-based pricing due to lower 
cost and privacy concerns.

• Motorists who drive a vehicle less than about 
10,000 annual miles can expect significant savings 
and so should be motivated to choose PAYD Thisand so should be motivated to choose PAYD. This 
represents nearly half of all vehicles.



Insurance Company BenefitsInsurance Company BenefitsInsurance Company BenefitsInsurance Company Benefits

• Opens new markets. One 
third or more of motorists 
would consider this productwould consider this product.

• Makes vehicle insurance 
more affordable.

• Minimal risk if implemented a s p e e ted
on a trial basis.



Industry DynamicsIndustry DynamicsIndustry DynamicsIndustry Dynamics

• If offered as a consumer option, 
lower-mileage motorists will choose 
PAYD As more motorists choosePAYD. As more motorists choose 
this option, PAYD should become 
more competitive compared with 
fixed insurance premiumsfixed insurance premiums.

• The market should gradually shift 
toward PAYD.



Insurance Regulatory ObjectivesInsurance Regulatory ObjectivesInsurance Regulatory ObjectivesInsurance Regulatory Objectives

• Increases actuarial accuracy 
and fairness

• Increases insurance 
affordabilityy

• Increases road safety
• Consumer savings and• Consumer savings and 

options

Litman 2005



Current ImplementationCurrent ImplementationCurrent ImplementationCurrent Implementation
• MileMeter – Introduced in TexasMileMeter Introduced in Texas 

• Progressive Insurance – MyRate available in several states

• California Department of Insurance PAYD policy• California Department of Insurance PAYD policy.

• Puget Sound pilot project (regional, state and federal funds)

• Twelve of 33 state climate action plans explicitly recommend• Twelve of 33 state climate action plans explicitly recommend 
PAYD insurance implementation (AZ, CA, CO, MD, ME, MN, 
NH, NM, NC, RI, VA, and VT).

• “Pay-Per-K” - Nedbank (South Africa), three years old.

• European odometer-based PAYD programs.



Market TransformationMarket TransformationMarket TransformationMarket Transformation
• Improve ways to p y

incorporate mileage directly 
into premiums.

• Create incentives that• Create incentives that 
encourage insurers to offer 
PAYD premiums.

• Require insurers to offer 
PAYD pricing.

bl h• Establish minimum 
standards for what can be 
considered “green” 
iinsurance.

Bordoff 2008
Litman 2008



Overcoming ObstaclesOvercoming ObstaclesOvercoming ObstaclesOvercoming Obstacles

• Address misconceptions. 

• Pilot projects to 
demonstrate feasibility and 
benefitsbenefits.

• Test vehicle mileage 
tracking methods.g



For More InformationFor More InformationFor More InformationFor More Information
• Jason E. Bordoff (2008) Pay-As-You-Drive Car Insurance, Brookings Institution 

• CDI (2008), Insurance Commissioner Poizner Sets Framework For Environmentally–Friendly Automobile 
Insurance, California Department of Insurance. 

• Cents Per Mile For Car Insurance (www.centspermilenow.org). 

• Stephen J Dubner and Steven D Levitt (2008) “Freakonomics: Not-So-Free Ride ” New York Times• Stephen J. Dubner and Steven D. Levitt (2008), Freakonomics: Not-So-Free Ride,  New York Times. 

• Aaron S. Edlin (2003), “Per-Mile Premiums for Auto Insurance,” Economics for an Imperfect World.

• Environmental Defense PAYD Website (www.actionnetwork.org/campaign/payd).

T dd Li (1997) “Di B d V hi l I TDM S ” T i Q l V l• Todd Litman (1997), “Distance-Based Vehicle Insurance as a TDM Strategy,” Transportation Quarterly, Vol. 
51, No. 3, Summer 1997, pp. 119-138; at www.vtpi.org/dbvi.pdf. 

• Todd Litman (2005), “Pay-As-You-Drive Pricing and Insurance Regulatory Objectives,” Journal of Insurance 
Regulation, Vol. 23, No. 3, Spring; at www.vtpi.org/jir_payd.pdf.

• Todd Litman (2008), Pay-As-You-Drive  Insurance: Recommendations for Implementation, Victoria 
Transport Policy Institute; at www.vtpi.org/payd_rec.pdf.

• METRO (2007), Pay-as-You-Drive (PAYD) Insurance Pilot Project, King County Metro 

• Ian W.H. Parry (2005), Is Pay-As-You-Drive Insurance a Better Way to Reduce Gasoline than Gasoline 
Taxes?, Resources for the Future.
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Current PricingCurrent PricingCurrent PricingCurrent Pricing

V hi l i i llVehicle insurance is generally 
considered a fixed cost with 
respect to vehicle use. 

Pay-As-You-Drive (PAYD) 
pricing converts insurance topricing converts insurance to 
a variable cost with respect to 
vehicle travel, so premiums 
are directly related to annualare directly related to annual 
mileage.



“Pay“Pay--AsAs--YouYou--Drive”Drive”PayPay AsAs YouYou DriveDrive

Also called 
• “Distance-Based”

• “Per-Mile”

“Mileage Based”• “Mileage-Based”

• “Cent-Per-Mile”

• “Variabilization”



PAYD PremiumsPAYD PremiumsPAYD PremiumsPAYD Premiums

Changes the unit of exposure fromChanges the unit of exposure from 
the vehicle-year to the vehicle-mile.

All existing rating factors are included 
so a motorist who currently pays 
$400 l i ld$400 annual premiums would pay 
about 3¢ per vehicle-mile, and one 
who currently pays $1,800 would pay y p y $ , p y
15¢ per mile.



How it worksHow it worksHow it worksHow it works

Motorist prepays for expected mileage At the end• Motorist prepays for expected mileage. At the end 
of the term, pays balance or receives rebate.

I hi l t l i d t• Insurer measures vehicle travel using odometer 
readings, in-vehicle instruments or GPS systems.

• Insurance companies could charge a lower rate 
for pre-paid than for post-paid vehicle-miles.

• Minimum annual mileage purchase (e.g., 3,000 
miles) guarantees recovery of basic costs.



Can be optionalCan be optionalCan be optionalCan be optional

Motorists could choose 
whether to pay 

i b thpremiums by the 
vehicle-year or by the 
vehicle mile just asvehicle-mile, just as 
consumers can choose 
telephone or Internettelephone or Internet 
rate packages.



PAYD Reduces RiskPAYD Reduces RiskPAYD Reduces RiskPAYD Reduces Risk

A vehicle has a 
small chance of 
being in a crashbeing in a crash 
when driven



PAYD Reduces RiskPAYD Reduces RiskPAYD Reduces RiskPAYD Reduces Risk

And virtually noAnd virtually no 
chance of causing a 
crash when parkedcrash when parked



U S Crash RatesU S Crash RatesU.S. Crash RatesU.S. Crash Rates
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Mileage and CrashesMileage and CrashesMileage and CrashesMileage and Crashes
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Offsetting FactorsOffsetting FactorsOffsetting FactorsOffsetting Factors

Higher-annual-mileage motorists 
tend to have lower per-miletend to have lower per mile 
crash rates, and lower-annual-
mileage motorists tend to have 
hi h il h t b thigher per-mile crash rates, but 
these factors can be reflected in 
premium structures.

Edlin 2003



Mileage As A Rating FactorMileage As A Rating FactorMileage As A Rating FactorMileage As A Rating Factor

Mileage cannot be used instead ofMileage cannot be used instead of 
other rating factors by charging 
all motorists the same per-mileall motorists the same per-mile 
fee, but accuracy improves 
significantly if annual mileage issignificantly if annual mileage is 
incorporated in addition to 
existing factors. Any other price g y p
structure overcharges low-mileage 
motorists and undercharges high-
mileage motorists.



PAYD Returns Savings To MotoristsPAYD Returns Savings To MotoristsPAYD Returns Savings To MotoristsPAYD Returns Savings To Motorists

Motorist Reduces Mileage

Reduced CrashesReduced Crashes

Insurance Cost Savings

Dubner and Levitt 2008



Price ImpactsPrice Impacts

PAYD is equivalent to 
a 50-80% fuel price 
increase, yet it is not 
a new fee at all, just 
a different way to 
pay insurance 
premiums.



Average Automobile CostsAverage Automobile CostsAverage Automobile Costs Average Automobile Costs 

Insurance isInsurance is 
typically the third 
largest vehicle 

ftexpense, after 
depreciation and 
fuel.

Based on AAA data with reduced 
depreciation to reflect total lifecycle costs



PAYD SavingsPAYD SavingsPAYD SavingsPAYD Savings

l hA typical motorist with 
a 60-mile daily 
commute would save $8 00

$10.00
Insurance

F lcommute would save 
an additional $5.00 
each day they use

$6.00

$8.00 Fuel

each day they use 
public transit or 
carpool rather than $2.00

$4.00

drive alone. $0.00
Current
Pricing

With PAYD
Pricing



Travel ImpactsTravel ImpactsTravel ImpactsTravel Impacts

St d d fStandard measures of 
consumer responses to 

hi l ti tvehicle operating costs 
(elasticity of demand) 
i di t PAYD ldindicates PAYD would 
reduce average annual 

il 8 12%mileage 8-12% per 
participating vehicle.

Bordoff 2008
Edlin 2003



Why PAYD?Why PAYD?Why PAYD?Why PAYD?

• Increases actuarial accuracy• Increases actuarial accuracy
• Increases road safety
• Energy savings and emission reductions• Energy savings and emission reductions 

(including greenhouse gases)
Cons me sa ings and choice• Consumer savings and choice

• Increases insurance affordability
• Reduced uninsured driving
• Congestion reduction
• Road and parking facility cost savings Bordoff 2008

Litman 2005



Comparing BenefitsComparing BenefitsComparing BenefitsComparing Benefits
Planning 

Objectives
Expand 

Roadways
Efficient and Alt. 

Fuel Vehicles
Pay-As-You-

DriveObjectives Roadways Fuel Vehicles Drive

Actuarial accuracy (fairness)

Consumer savings (affordability)g ( y)

Increase traffic safety

Congestion reductions

Roadway cost savings

Parking cost savings

Energy conservation

Pollution reduction

Smart growth (land use objectives)Smart growth (land use objectives)

Public fitness & health



Redefines Insurance AffordabilityRedefines Insurance AffordabilityRedefines Insurance AffordabilityRedefines Insurance Affordability

PAYD offers consumers a new 
opportunity to save money when 
they reduce their annual mileage. 
It redefines “insurance 
affordability” to mean that drivers 
choose the risk exposure they can 
afford. 

PAYD reduces total crashes andPAYD reduces total crashes and 
claim costs. PAYD discounts pay for 
themselves: motorists who drive 
less save because of less exposureless save because of less exposure. 



Positive Safety ImpactsPositive Safety ImpactsPositive Safety ImpactsPositive Safety Impacts
Can provide significant safetyCan provide significant safety 
benefits by giving motorists 
an incentive to reduce their 

hi l il d ivehicle mileage, reducing 
total traffic volumes.

Higher-risk-per-mile motorists 
have a greater incentive to 
reduce their mileage, which 
should lead to an extra 
increase in road safetyincrease in road safety.

Bordoff 2008
Edlin 2003



Consumer ImpactsConsumer ImpactsConsumer ImpactsConsumer Impacts

I ti• Is a consumer option.

• Considerable consumer 
demand for mileage-
based insurance.

• Provides consumer 
savings.

• Increase insurance 
affordability.



Consumer DemandConsumer DemandConsumer DemandConsumer Demand

• Market demand depends on the type of product.

• Market for instrumented pricing is smaller than the 
market for odometer-based pricing due to lower 
cost and privacy concerns.

• Motorists who drive a vehicle less than about 
10,000 annual miles can expect significant savings 
and so should be motivated to choose PAYD Thisand so should be motivated to choose PAYD. This 
represents nearly half of all vehicles.



Insurance Company BenefitsInsurance Company BenefitsInsurance Company BenefitsInsurance Company Benefits

• Opens new markets. One 
third or more of motorists 
would consider this productwould consider this product.

• Makes vehicle insurance 
more affordable.

• Minimal risk if implemented a s p e e ted
on a trial basis.



Industry DynamicsIndustry DynamicsIndustry DynamicsIndustry Dynamics

• If offered as a consumer option, 
lower-mileage motorists will choose 
PAYD As more motorists choosePAYD. As more motorists choose 
this option, PAYD should become 
more competitive compared with 
fixed insurance premiumsfixed insurance premiums.

• The market should gradually shift 
toward PAYD.



Insurance Regulatory ObjectivesInsurance Regulatory ObjectivesInsurance Regulatory ObjectivesInsurance Regulatory Objectives

• Increases actuarial accuracy 
and fairness

• Increases insurance 
affordabilityy

• Increases road safety
• Consumer savings and• Consumer savings and 

options

Litman 2005



Current ImplementationCurrent ImplementationCurrent ImplementationCurrent Implementation
• MileMeter – Introduced in TexasMileMeter Introduced in Texas 

• Progressive Insurance – MyRate available in several states

• California Department of Insurance PAYD policy• California Department of Insurance PAYD policy.

• Puget Sound pilot project (regional, state and federal funds)

• Twelve of 33 state climate action plans explicitly recommend• Twelve of 33 state climate action plans explicitly recommend 
PAYD insurance implementation (AZ, CA, CO, MD, ME, MN, 
NH, NM, NC, RI, VA, and VT).

• “Pay-Per-K” - Nedbank (South Africa), three years old.

• European odometer-based PAYD programs.



Market TransformationMarket TransformationMarket TransformationMarket Transformation
• Improve ways to p y

incorporate mileage directly 
into premiums.

• Create incentives that• Create incentives that 
encourage insurers to offer 
PAYD premiums.

• Require insurers to offer 
PAYD pricing.

bl h• Establish minimum 
standards for what can be 
considered “green” 
iinsurance.

Bordoff 2008
Litman 2008



Overcoming ObstaclesOvercoming ObstaclesOvercoming ObstaclesOvercoming Obstacles

• Address misconceptions. 

• Pilot projects to 
demonstrate feasibility and 
benefitsbenefits.

• Test vehicle mileage 
tracking methods.g



For More InformationFor More InformationFor More InformationFor More Information
• Jason E. Bordoff (2008) Pay-As-You-Drive Car Insurance, Brookings Institution 

• CDI (2008), Insurance Commissioner Poizner Sets Framework For Environmentally–Friendly Automobile 
Insurance, California Department of Insurance. 

• Cents Per Mile For Car Insurance (www.centspermilenow.org). 

• Stephen J Dubner and Steven D Levitt (2008) “Freakonomics: Not-So-Free Ride ” New York Times• Stephen J. Dubner and Steven D. Levitt (2008), Freakonomics: Not-So-Free Ride,  New York Times. 

• Aaron S. Edlin (2003), “Per-Mile Premiums for Auto Insurance,” Economics for an Imperfect World.

• Environmental Defense PAYD Website (www.actionnetwork.org/campaign/payd).

T dd Li (1997) “Di B d V hi l I TDM S ” T i Q l V l• Todd Litman (1997), “Distance-Based Vehicle Insurance as a TDM Strategy,” Transportation Quarterly, Vol. 
51, No. 3, Summer 1997, pp. 119-138; at www.vtpi.org/dbvi.pdf. 

• Todd Litman (2005), “Pay-As-You-Drive Pricing and Insurance Regulatory Objectives,” Journal of Insurance 
Regulation, Vol. 23, No. 3, Spring; at www.vtpi.org/jir_payd.pdf.

• Todd Litman (2008), Pay-As-You-Drive  Insurance: Recommendations for Implementation, Victoria 
Transport Policy Institute; at www.vtpi.org/payd_rec.pdf.

• METRO (2007), Pay-as-You-Drive (PAYD) Insurance Pilot Project, King County Metro 

• Ian W.H. Parry (2005), Is Pay-As-You-Drive Insurance a Better Way to Reduce Gasoline than Gasoline 
Taxes?, Resources for the Future.
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