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AUTO INSURERS FAIL TO REWARD LOW MILEAGE DRIVERS

Consumers Support Use of Mileage in Auto Insurance Pricing, According to
National Survey

CFA Urges State Insurance Departments to Investigate and Remedy This
Insurer Failure That Especially Harms Lower Income and Older Drivers

Washington, DC — Today, the Consumer Federation of America (CFA) released research
showing that large auto insurers frequently fail to reward drivers with low mileage
despite a strong relationship between this mileage and insurance claims. In fact, three of
the five largest insurers often give low-mileage drivers no break at all. In a 2012
nationwide survey conducted by ORC International for CFA, 61 percent of respondents
said that it was fair for auto insurers to use mileage in pricing auto insurance.

“The failure of most large insurers to adequately reward low mileage especially
harms lower income and older drivers because they drive the least,” said Stephen
Brobeck, CFA’s Executive Director. “This lack of concern for mileage, along with an
emphasis on other non-driving factors such as occupation and income, help explain why
insurers charge many lower income drivers such high prices for minimal, state-required
liability coverage,” he added.

“If insurers were to properly reward consumers for less driving, that would not
only lessen their auto insurance costs, but also reduce the number of uninsured motorists,
accidents, air pollution, and the impact on global warming,” noted J. Robert Hunter,
CFA’s Director of Insurance and former Texas insurance commissioner.

Major Auto Insurers Routinely Fail to Reward Low Mileage

Using the websites of the nation’s five largest auto insurers — State Farm, Allstate,
Progressive, GEICO, and Farmers — CFA priced minimum, state-required liability
coverage in ten cities for a 30-year old single woman with a perfect driving record — no
accidents or moving violations ever. This woman was a bank teller with a high school
degree who rents a house in a moderate income ZIP Code (c. $30,000 median annual
income) and drives a 2005 Honda Civic. CFA compared prices quoted to this driver for
both 5,000 and 20,000 miles driven per year.



As can be seen in the appended table, except in California, which requires auto
insurers to use miles driven as a rating factor, three of the five insurers — Farmers,
Progressive, and Allstate — often or always quoted the same annual premium for 5,000
and 20,000 miles driven annually. In most cases, Farmers and Progressive did not even
ask consumers for their annual, estimated mileage in preparing the quotes. State Farm is
the only major insurer that consistently rewards drivers for low mileage.

Insurers acknowledge that mileage is not treated as an important factor in pricing.
To quote the Progressive Insurance website: “Many auto insurers ask customers to
estimate their annual mileage when applying for a new policy. These up-front estimates
generally have a minimal influence on the overall premium.” Yet, insurers acknowledge
the relationship between mileage and losses. In a May 6, 2015 earnings call, Allstate
President Matthew Winter noted that “this trend [of increased claims and losses] is
externally driven, primarily by miles driven.”

Research Clearly Establishes Strong Relationship Between Mileage and Insurer
Losses

All careful studies show a strong relationship between mileage and insurance
claims (though losses do not increase as rapidly as miles driven, in part because there are
fewer accidents per mile driven on highways than on other streets and roads). One of the
most recent and authoritative studies was released in 2009 by Quality Planning, a
company providing data to auto insurers. Its research, based on about 500,000 insurance
policies, found that the lowest annual mileage group (0-3,000 miles) had 44 percent
fewer claims than the average, while the highest annual mileage group (more than 20,000
miles) had 28 percent more claims.

A recent study undertaken by three academics — “The Use of Annual Mileage as a
Rating Variable” by Jean Lemaire, Sojung Park, and Kili Wang in a 2012 Wharton
School Working Paper — concluded that “annual mileage is an extremely powerful
predictor of the number of claims at-fault.” In an analysis of nearly three million car
years based on 2006 data from the Massachusetts Commonwealth Automobile Reinsurer,
MIT’s Joseph Ferreira and Eric Minikel learned that an increase in annual mileage from
10,000 to 30,000 increased claim frequency by 60 percent and claim costs by 43 percent.
And, in a study matching mileage readings collected during emission checks in the
Vancouver area with insurance claims records for more than 500,000 vehicle-years, Todd
Litman of the Victoria Transport Policy Institute found that increasing mileage from less
than 5,000 kilometers/year to 20,000-25,000 km/year doubled crash rates.

Lower Income Drivers Especially Harmed by Insurer Mileage Practices

Statistics in the U.S. Bureau of Labor Statistics Consumer Expenditure Survey
(CES) reveal that miles driven is strongly related to income. In the CES survey from the
2013 third quarter through the 2014 second quarter, all households spent an average of
$2,571 on gasoline and motor oil. But this figure was much lower for households in the
first and second income quintiles — $1,222 and $1,855 respectively — than for those in the



fourth and fifth income quintiles — $3,216 and $3,987. (This spending was also relatively
low for older persons. Households headed by those 65 years and older spent an average
of only $1,811 on gasoline and motor oil.)

These income-related mileage differences are reaffirmed by the few surveys
linking household income to miles driven. A 1997 paper by Elaine Murakami and
Jennifer Young, based on the 1995 National Personal Transportation Survey, found that
the 11 percent of drivers with low incomes drove far fewer miles than drivers with higher
incomes — 4,654 miles/year vs. 9,627 miles/year. And research by Jeffery Memmott
published in 2007, and based on the 2001 National Household Travel Survey, showed
that lower income households take fewer personal vehicle trips that average fewer miles
than those taken by higher income households.

“The high annual premiums for low mileage revealed by our research suggest that
low- and moderate-income drivers are greatly harmed by the refusal of many insurers to
reward this low mileage,” noted CFA’s Brobeck.

Insurer Complaint That They Cannot Accurately Determine Mileage Without An
Installed Device is Bogus

Some insurers, including Progressive, which promotes its Snapshot program, have
argued that the only way they can accurately determine mileage is by installing devices or
using built-in telematics service. This technology, which can measure not only miles
driven but also factors like speed and hard braking, does offer the possibility of much
more accurate driver risk assessment and driver feedback that can motivate safer driving.
On the other hand, it is relatively expensive, not available for old cars, and has been the
subject of driver complaints, for example, penalties for hard braking that encourage the
running of yellow lights and other dangerous driver behavior. Moreover, some drivers do
not wish insurers to have all this information, including the ability to track where they
drive and at what time.

In the past, insurers have confirmed the accuracy of mileage estimates by
recording odometer readings at the times of policy purchase, policy renewal, and accident
claims. These readings can be taken not only by company agents, but also by third
parties such as auto repair shops. In fact, CARFAX maintains a database on the
odometer readings of tens of millions of vehicles, which is based on information from
more than 90,000 sources — departments of motor vehicles, police and fire departments,
rental car companies, and auto repair shops. Those states requiring periodic safety and/or
emission inspections represent an especially useful source of odometer readings. All
these sources can be used to check and, if necessary, correct driver estimates.

“The complaint of some insurers that they cannot easily determine accurate
odometer readings is just an excuse,” said CFA’s Hunter. “Getting this information is
relatively easy, as some insurers have demonstrated. And how many insurers are
carefully checking on factors like education and occupation that they are increasingly
using in their rate-making?” he added.



State Insurance Departments Need to Address Mileage Issue More Seriously

As our price survey suggests, few states require, or even encourage, insurance
companies to emphasize the number of miles driven in pricing auto insurance. One
notable exception, as shown in our survey, is California, which requires auto insurers to
treat annual miles driven as the second most important factor in pricing (driving safety
record is first).

“Annual mileage is one of the few factors available in auto insurance pricing that
not only is strongly related to accident claims but also is deemed fair by most
Americans,” said CFA’s Hunter. “State legislators and regulators should insist that auto
insurers appropriately use mileage in their rate-making.”

The ORC International survey of 1,010 representative adult Americans was
conducted in June, 2012, by cellphone and landline. Its margin of error was plus or
minus three percentage points.

The Consumer Federation of America is an association of more than 250
nonprofit consumer groups that was established in 1968 to advance the consumer interest
through research, advocacy, and education. CFA researcher Michelle Styczynski
collected price data for this research.
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Appendix A. Annual premiums for minimum liability coverage charged to a typical
moderate-income person* who drives 5,000 and 20,000 miles per year.

Company Urban Area 5K Miles 20K Miles 5K/20K
State Farm  Baltimore, MD $2,080.00 $2,434.00 85%
Tampa, FL $1,546.00 $1,936.00 80%
Louisville, KY $512.00 $594.00 86%
Chicago, IL $566.00 $654.00 87%
Minneapolis, MN $838.00 $1,030.00 81%
Denver, CO $734.00 $862.00 85%
Houston, TX $1,128.00 $1,158.00 97%
Phoenix, AZ $538.00 $646.00 83%
Oakland, CA $498.00 $598.00 83%

Portland, OR $1,120.00
Company Urban Area 5K Miles

$1,336.00 84%
20K Miles 5K/20K

Progressive  Baltimore, MD $2,092.00 $2,092.00 100%
Tampa, FL $1,194.00 $1,194.00 100%
Louisville, KY $1,380.00 $1,380.00 100%
Chicago, IL $572.00 $572.00 100%
Minneapolis, MN $1,342.00 $1,342.00 100%
Denver, CO $734.00 $734.00 100%
Houston, TX $876.00 $876.00 100%
Phoenix, AZ $662.00 $662.00 100%
Oakland, CA $486.00 $666.00 73%
Portland, OR $1,474.00 $1,474.00 100%
Company Urban Area 5k Miles 20k Miles 5K/20K
Allstate Baltimore, MD $1,352.00 $1,352.00 100%
Tampa, FL $4,464.00 $4,464.00 100%
Louisville, KY $2,776.00 $2,776.00 100%
Chicago, IL $708.00 $708.00 100%
Minneapolis, MN $1,958.00 $1,958.00 100%
Denver, CO $1,338.00 $1,482.00 90%
Houston, TX $1,060.00 $1,244.00 85%
Phoenix, AZ $1,048.00 $1,152.00 91%
Oakland, CA $486.00 $674.00 72%
Portland, OR $1,240.00 $1,240.00 100%
Company Urban Area 5k Miles 20k Miles 5K/20K
Geico Baltimore, MD $1,258.00 $1,326.00 95%
Tampa, FL $1,756.00 $2,040.00 86%
Louisville, KY $460.00 $506.00 91%
Chicago, IL $634.00 $664.00 95%
Minneapolis, MN $1,944.00 $1,944.00 100%
Denver, CO $798.00 $838.00 95%
Houston, TX $782.00 $828.00 94%
Phoenix, AZ $694.00 $726.00 96%
Oakland, CA $440.00 $576.00 76%

Portland, OR $892.00 $932.00 96%



Company Urban Area 5k Miles 20k Miles 5K/20K

Farmers Baltimore, MD $3,094.00 $3,094.00 100%
Tampa, FL No Quote Providedf  No Quote Provided T --
Louisville, KY $2,366.007 $2,634.00 90%
Chicago, IL $4,060.00 $4,060.00 100%
Minneapolis, MN $3,418.00 $3,418.00 100%
Denver, CO $1,810.00 $1,810.00 100%
Houston, TX $1,586.00 $1,586.00 100%
Phoenix, AZ $1,708.00 $1,708.00 100%
Oakland, CA $662.00 $921.00 2%
Portland, OR $2,330.00 $2,330.00 100%

tFarmers transferred quote to 21st Century Insurance

*About the Driver:

30 year old single female

Licensed 14 years

No lapse in coverage

No accidents, moving violations, or license suspensions
Minimum, state-required liability coverage

High school diploma

Employed as a bank teller

Renting home in moderate-income ZIP code

No affinity group discounts



