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1. Summary

In the future, the driving experience may be radically different. Innovative technologies
will provide motorists with many new services - services that could change the nature of
driving, making it safer and reducing congestion. Government initiatives, particularly in
road pricing, could accelerate the deployment of this technology across the vehicle fleet

faster than any of us imagine.

This new technology could also have a major impact on the insurance industry. For
example, the nature of road risks may change, and there may be increased competition
with other sectors over who has the primary relationship with the industry’s customers.
If insurers decide to make use of the new data available as a result of the new
technology, insurance business processes might change substantially. For example, risks
may be assessed and insurance premiums set in entirely different ways, and insurers or
their representatives may be able to arrive on the scene of accidents within minutes to

provide direct assistance to their customers.

The UK Government is already asking questions about the role the insurance industry
may want to play in delivering this new driving experience and insurers are starting to
launch products that make use of the new technology in specific market segments. There
is potential for insurers to grasp this market opportunity and improve further their
customers’ experiences. There are also, however, some challenges to which insurers
may need to rise. Insurers want to consider these opportunities and risks carefully over
the coming months- failure to act early may mean that it is difficult to enter the market

at a later stage.

The Government has raised issues about a new motoring vision. It must demonstrate
real political commitment and set out a national implementation plan. Most importantly,
it must engage early with all the key sectors affected, including the insurance industry.
Insurers call on the Government to establish a Road Pricing Task force to consider these

issues in more detail.

Page 4



Motor insurance and new technology: shaping the future

2. Introduction

2.1 Background

As the number of vehicles and the average distance travelled in the UK each year
increases, congestion is forecast to become even more widespread, imposing costs on

motorists and businesses and hindering the UK’s productivity.

Traditionally, governments have monitored and managed traffic through infrastructure
developments - for example traffic counters, control centres and information services.
Given continuing growth in traffic and congestion, however, the Government is now
eager to introduce national road pricing as a tool to manage congestion. National road
pricing is likely to require equipping the vehicle fleet with innovative technology, known

collectively as ‘in-vehicle telematics’'.

The Government has recently sketched out how it might aim to deliver national road
pricing. In particular, the Government has expressed a strong interest in using the
market to provide road pricing based on telematics. Although the details remain vague,
any move towards national road pricing is likely to have a major impact on the growth in

telematics.

The Association of British Insurers commissioned Rapp Trans UK to undertake research to
assess the potential implications of the growth in telematics - with a particular focus on
national road pricing - on the insurance industry. In particular, the research identifies
the opportunities and risks for the industry and provides an important contribution to the

debate initiated by the Government on how to make road pricing a reality.

2.2 Structure of the report

The report is structured as follows:

e Section Two provides a possible vision of the driving experience of the future, and
demonstrates how this vision is slowly becoming a reality;

e Section Three assesses the potential impact of the new technology on the insurance
industry;

e Section Four considers the potential role of insurers in delivering the new technology;

e Section Five sets out some challenges for the Government if it wants to engage

effectively with the insurance industry; and

e Section Six proposes some next steps.
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3. The driving experience of the future

3.1 A vision of driving in the future
Imagine what driving might be like in the future. It might be something like this.
Planning the journey

John is planning a visit to his

mother and considers the
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transport possibilities - whether
to use the car, or to go by public
transport. There are several
considerations. Now that road
pricing has been introduced, he
must think more carefully about
the cost of the journey, including

the parking charge. The traffic

For live traffic updates 24 hours a day TiS

situation is also relevant. B 08700660115

Figure 1: Real-time traffic information on English
roads

One possibility is that John takes the train, and
books one of the mobility cars that are available at

the station.

John logs in to the travel information service on his
computer at home. He has access to all the choices,

and all the charges. Today he decides to make the

journey by car.

Figure 2: Cars available for
short-term hire

Setting off

John gets in his vehicle. He inserts his personal driver’'s smartcard into the reader. He is
asked to look into the retinal scanner, which verifies his identity. The in-vehicle
equipment automatically logs on to the central system. It provides the vehicle identity
and checks on-line that the vehicle is licensed and insured, whether an MOT certificate is
required and, if so, whether it is current. Meanwhile the on-board diagnostics check the

vehicle over - everything is fine.
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John keys in his destination and sets off. His dynamic route
guidance system requests up-to-date information on the
current traffic information, updates the map base and
calculates the best route. There is a major show opening today

close to the usual route, so John is advised to take a different

route. He accepts the advice and continues on his journey.

Figure 3: Route guidance

During the journey

During the journey, John is kept up-to-date with information. He is warned about an
incident ahead. Shortly afterwards, the dynamic route guidance announces a change of

route to avoid the congestion.

John is travelling off-peak, so his road user charge for the journey is less than it would

be if he had travelled during the peak periods.

John’s vehicle is fitted with the latest speed management application. John chooses to set
the device to ensure that he does not exceed the speed limit. In this mode, the speed
limiter will check on the prevailing speed limit and limit the speed of the car accordingly.

The speed limit is also displayed on the dashboard.

On the motorway, John uses his driver assistance
service to the full. His vehicle has adaptive cruise
control, which enables him to follow vehicles at a
safe distance. He also has the latest lane control
system. If John’s vehicle strays out of the lane, he
gets an immediate vibration in his seat and an
audible warning. His automatic collision avoidance

system monitors the situation - it is ready to

apply the brakes should the vehicle in front stop

Figure 4: Automated driving

suddenly.

John’s mother lives in the centre of a town that
has an access control system. In order to enter the central area, vehicles must be
registered for access. John’s car is registered and so the bollard automatically retracts as

he approaches the town gate. He arrives safely at his destination.
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At the end of the month, John will receive a statement of road charges incurred,

including the journey to his mother. He can take account of this in planning future trips.
Responding to accidents
Journeys do not always go to plan, even with the availability of advanced technology.

Suppose there is an accident on a major dual carriageway. Getting the emergency
services to the site of the accident as quickly as possible is vital in dealing with
casualties. In this vision of the future, in-vehicle equipment will be able to notify
emergency services as soon as an accident has occurred, providing the road name,

direction and precise position.

Even if the accident is relatively minor, causing damage to the vehicles, the insurance
companies can be notified immediately and can offer support to their customer at the

roadside.

While the emergency services deal | ’ > I
with the people directly involved, —

the traffic also has to be managed.

Secondary accidents can easily
occur if this is not done quickly and :;‘;.,;
efficiently. In this vision, many ‘
roads are fitted with automatic
warning lights and lane closure

signs that warn approaching traffic

of the danger.

Figure 5: Automatic lane-closure

Deployment of these warnings triggers a broadcast message to enable drivers equipped

with advanced traffic information systems to be warned in time to avoid the incident.

In some cases, accident investigators may need more information. Cars fitted with
‘blackbox’ technology capture the speed, acceleration, use of brakes and information

from other sensors in the last moments before the accident.

The authorities are particularly interested in hazards associated with Heavy Goods
Vehicles (HGVs) involved in accidents. As well as the traditional hazard signs on such
vehicles, this information is automatically relayed to the control centre to warn the

emergency services of any special precautions they may need to take.
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Breakdown and recovery services are deployed more rapidly as the vehicle and insurance
details are held centrally and can be used to notify the appropriate breakdown or

recovery service.
Tracing stolen cars

Other problems may occur. Suppose a vehicle is stolen. In this vision of the future,
vehicles are fitted with tracking devices. When an owner notifies the service provider that
a vehicle has been stolen, the service provider will be able to locate the vehicle and
notify the authorities. This will be particularly relevant if the vehicle is a heavy goods

vehicle carrying a valuable load.

3.2 The reality around the world
Is this a far-fetched vision of the future of motoring? Is it ever likely to be achieved?

There are many examples of developments in in-vehicle telematics which suggest that
the technology to achieve some of these applications is feasible, and fledgling services

are emerging on the market. Here are some examples:
Automatic driving

America, Japan and the Netherlands have all undertaken major research programmes on
the feasibility of automated driving. Fleets of specially-adapted vehicles have been
demonstrated to the Intelligent Transport Systems (ITS) providers in each of these trials.
Of course, there are many problems still to solve if automated driving is to become a
reality for the motorist. Not least is the problem of driving in mixed traffic where some
vehicles are equipped and others are not. Automated driving offers huge benefits in
safety and efficient operation, but may initially require dedicated road space. It is hardly
feasible to offer such road space to such vehicles in the early stages. Consequently,
component features of automated driving, such as adaptive cruise-control, lane-control

and collision-avoidance are gradually being applied to the general vehicle fleet.
Vehicle-to-vehicle communication

Many countries and commercial organisations have undertaken research on two-way,
high-speed, high-capacity communication between vehicles and between roadside
infrastructure and vehicles. In America, the current focus is on inexpensive wireless
fidelity (WIFI) technologies to enable vehicles to communicate in a cooperative manner.
This avoids the need for roadside infrastructure. There are many new applications being
investigated to improve safety and efficiency, as well as for information and
entertainment purposes. Commercial applications based on advertising and mobile

internet access are also being developed and explored here in the UK.
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Emergency Call (e-Call)

The European Commission is promoting the e-Call initiative to encourage all countries to
adopt a common emergency call service. In the event of an accident, the vehicle would

provide location details automatically by means of mobile communications. A number of
countries including Norway, Sweden, Italy and Greece have committed to implementing

such a system.
Intelligent Speed Adaptation (ISA)

The UK and several other European countries have sponsored work on ISA. This
application has now been demonstrated successfully and is being considered for wider

deployment by some authorities..
Road pricing around the world

Germany and Switzerland have introduced
nationwide road pricing schemes for HGVs
where charges are based on distance

travelled on certain types of road. These =
ANHANGET
RENMOROU

schemes provide electronic in-vehicle RIMORCI

equipment which collects the data for =
——

calculating charges automatically. In

Germany, this equipment uses satellite-

Figure 6: Charging for road use in

positioning technology. In Japan, the ;
Switzerland

Government is encouraging the take-up of
electronic toll collection equipment to such an extent that over 40% of all vehicles are

now equipped to pay charges in this way.

3.3 Road pricing in the UK

In the UK, the Government has recently announced work on the development of policies

aimed at delivering national road pricing.
In June 2005, Alistair Darling, then Secretary of State for Transport, said:

"My Department will examine the detailed technical issues about how road pricing might
be introduced, including discussions with industry about future developments. And we
are asking everyone to help us to carry the debate forward and consider the choices
before us. Road pricing is not an easy option. There will be hard choices and difficulties
along the way. But we need to face up to all this now. Future generations will curse us if

we fail to deal with the problems we will face very soon”.
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In May 2006, Douglas Alexander, the new Secretary of State for Transport, confirmed the

Government’s policy on road pricing:

"Today I am making clear that a personal priority will be to advance the debate about a
national system of road pricing in this country - moving the debate from ‘why’ to ‘how’

we might make a national system work in practice”.

The message from the Government on road pricing is strong and consistent. It needs to

be taken seriously by those industries which might be affected.

The Government is interested in building road pricing on the market for telematics and is
looking for industries that are interested in making this vision a reality. A push from the
Government could change the face of telematics much faster than we might otherwise

anticipate.
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4, Impact of new technology on the insurance industry

What does the growth in telematics technology mean for the insurance industry? It is
likely to affect:
o Insurance business processes — how insurers ‘do’ their business;
o Access to the customer - potentially increasing competition with other sectors and
within the industry; and

o Motoring environment - in particular, the number and nature of accidents.

4.1 Impacts on insurance T

Customer lead

}

»  Assessrisk |4

business processes

Figure 7 provides an overview of

the insurance process.

The growth in telematics

Acceptable
risk?
Yes

Pricing

technology could lead to a vast

increase in the relevant and

reliable information available to i

insurers, which could lead to Underwriting

dramatic changes in almost every

part of the insurance process. For Serms ang.

conditions

Customer
accept quote?
Yes

example, insurers could use this
new data to assess risk in new and o

more accurate ways, to set

!

premiums differently, to respond in cooling off
perigd Claim notification
real-time to accidents involving i i
their customers, and t
usto S’ a d 0 ;)A;;?gst Data validation
revolutionise the claims process. i i
Assessing riSk Issue documents Vehicle repair
A key factor in the insurance Wiid-term , i .
adjustmen_l and InLL:gCZE‘S'm
proposition is the assessment of cancelations i
the accident risk of a prospective Renewal
process Settlement

customer. This is currently largely

based on information provided by Risk

management

the potential customer, and on

actuarial databases derived from historical information. For example, risk assessments
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are based on static information, such as where the proposed customer lives or the
customer’s age, which help build up a profile of the customer’s likely driving behaviour
and when and where the vehicle is used. In the future, the new information available
from telematics technology may enable insurers to move away from using risk proxies
and towards using actual determinants of risk, such as how and where the vehicle has
been driven, at what times of day, under what traffic conditions, and by whom, or where
it is parked during the day. Telematics systems could make this information available and
could collect it for long enough to associate it with claim information, such that risk
profiles for insurers with access to this data could change considerably. In particular,
driver behaviour and away-from-home parking locations are likely to become more

relevant as a measure of exposure to risk.
Pricing

The new technology also offers the possibility of greater differentiation in pricing.
Currently, prices are generally fixed for the year. In future, the price might depend on a

number of factors, such as:
o where the vehicle is driven, i.e. which locations;
o the actual distance travelled by the vehicle;
o when the vehicle is driven - i.e. peak hour or late night driving; and
o who is driving - different rates might apply per person.

The new information could lead to more targeted insurance products, aimed at particular
groups or usage patterns, for example offering discounts for avoiding peak hour and late
night driving, or for driving or parking in particular locations. Only people with suitably-
equipped vehicles would be able to purchase the new products, leading to new pricing
policies for people for whom the detailed-use data is not available. In particular, if
predominantly higher risk drivers opt-out of telematics, this could lead to these drivers

facing higher insurance premiums.
Responding to accidents or thefts in real-time

The use of telematics services would enable insurers to be notified of an accident or theft
much faster and more reliably, possibly within seconds of it happening. It would be
possible for insurers to be more closely involved in the immediate aftermath of an
accident, either to investigate the cause, to be more closely involved in the recovery
and/or repair of the vehicle, or to offer additional or improved services to the customers
concerned. This contrasts with the current situation in which a variety of companies may

be involved following an accident, including breakdown and post-accident recovery
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organisations. If insurers were able to get to accident sites quickly and efficiently, they
could provide the help and assistance their customer needs directly, potentially reducing

costs significantly.
Assessing liability after an accident

The new telematics services might also provide detailed information on the vehicle
movements immediately prior to the accident and thus aid in the investigation of who
was at fault for the accident. This information could be extremely valuable in assessing
liability. The knowledge that this information is being collected may also discourage
people from making false or exaggerated claims. This may be particularly helpful in

discouraging both ‘staged’ accidents and in assessing very low speed whiplash claims.

However, with widely deployed telematics systems, the issue of liability in accidents
might become more complex with the technology itself perhaps sometimes being at fault.
There have already been cases of people driving into a canal because the route guidance
system told them to cross, but did not mention that they should wait for the bridge to
close! Another incident involved a navigation system instructing a driver to perform a U-
turn on a motorway. One can imagine that people might tend to blame new vehicle
systems rather than their own behaviour. This might create complications for the

industry in assessing liability issues and settling claims.

Over time, insurers may be able to improve their understanding of some of the accident

causation factors and build this into their insurance proposition.
Vehicle repair

Insurance premiums currently take into account the make and model of the vehicle being
covered by the insurance. In the future, cars could be fitted with advanced technologies
that would introduce greater variation in the cost of repair or replacement. The task of
reinstalling telematics services might require specialist services, making the repair task

more complicated. This would need to be factored into the price of the insurance.
Potential for offering new services

Given the fact that the majority of households already have a contract with motor
insurers to provide motoring-related services, insurers would be well placed to offer
additional services to motorists. Location-based services are the generic term given to
services which are related to the location of the customer. Customers may be interested
in getting information on hotels, restaurants, shops, garages and other services for a
particular location. Payment of parking and road user charges might be offered as an

additional service.
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4.2 Access to the customer
Competition with other industries

The possibility of a large new market for telematics services has not gone unnoticed by
the industries already offering motoring services — vehicle manufacturers and component
suppliers, telematics service providers, telecommunications companies, and major IT
companies. It is likely therefore that insurers wishing to offer services in this market
would face strong competition. As the cost and time required for installing new
telematics systems is considerable, it is likely that providers of vehicle-related services
will attempt to provide a package of services to customers, thus reducing the overhead
costs of the equipment and increasing the benefits to the customer. Customers may then
be rather unwilling to change between suppliers of services, as this would mean de-

installation and re-installation of in-vehicle equipment.

There may therefore be a ‘race to the customer’, with different companies in different
industries competing to be the first to fit telematics into their customers’ vehicles. Once
the technology is fitted into the vehicle, that company may be able to control access to

that customer unless the customer is willing to change to another company’s technology.

As the motor insurance industry already provides services to 80% of households in the
UK, it may be well placed to provide some of the new vehicle-based telematics services.
Conversely, if motor insurers do not provide these services, companies from other
sectors may start offering insurance as part of their service provision, potentially
diminishing the direct relationship an insurer has with its customers. This may distance
insurers from their customers, although in some ways, this mirrors some insurers’ access
to their customers in the current environment, with insurers reliant on software houses

to give them access to customers and determine the data available.
Competition within the insurance industry

Given the highly competitive market for motor insurance, it is expected that insurers will
continue to compete strongly with each other on product offers and prices. The cost of
in-vehicle equipment and control centres to run telematics services is expected to be
high. It is likely that insurers will compete among each other to be the first to fit the new
technology into their customers’ cars, just as the insurance industry as a whole might
find itself competing with other industries. Once fitted, the new technology might
encourage customer loyalty. For first-movers in the industry, it would potentially give
them a competitive advantage by delivering the changes outlined above to their business

practices earlier.
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Who is piggy-backing?

If the insurers were to work with the Government on the delivery of a telematics-based
vision to support road pricing, some means of cost sharing would be required. This is
likely to be a complex issue, as both the Government and the insurers would prefer to be

treated as a value-added service and thus incur marginal costs.

4.3 Motoring environment

Road pricing and other telematics services are likely to encourage people to change their
behaviour. Road pricing, for example, will be specifically aimed at reducing congestion,
which could impact upon the number and severity of road accidents. The charges may
change the amount of driving and influence the pattern of use. Other telematics-based
services, such as collision-avoidance systems, will be specifically designed to improve

road safety.

Generally, drivers are likely to become more aware of their driving style if they know it is
being monitored. This may lead to less speeding and a reduction in unsafe practices,

especially if the information collected could be used in court proceedings.

Commercial drivers are most likely to be subject to monitoring of their behaviour - this
might be beneficial to the vehicle operators and lead to lower insurance premiums if they

can demonstrate good driving practices.

As new telematics services increase safety, accident risks should change. The number of
accidents could reduce, as technology prevents some types of accident, while those
accidents that do occur may be different from typical accidents today. The propensity of
certain individuals to be involved in accidents may also change. Overall, insurers will
need to consider the impact of the new technology on the number and severity of
accidents, and the risk factors that may lead to accidents, when undertaking risk

assessments and pricing.
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5. Potential role of insurers in delivering the new technology

5.1 Should insurers get involved?
The questions posed by this section of the report are:-

e what are the advantages and disadvantages of insurers getting involved in the

delivery of telematics systems?
e if insurers wish to get involved, how might they participate?

Given the importance of national road pricing in influencing the pace of emergence of the
telematics market, we have assumed that it is likely to happen. This provides a concrete

example against which to assess the various options available to insurers.

5.2 Using national road pricing as an example

As an example, we suppose that the Government decides to promote national road

pricing. This would:-
e include all vehicles in the UK; and
e be based on distance travelled, time and location.

We assume that the Government would be open to the possibility of additional telematics

services being provided on the same in-vehicle equipment platform.

What are the possibilities open to insurers? We have defined and analysed a number of
scenarios involving road pricing and other telematics applications. Each scenario looks at

the various roles played by the stakeholders in delivering the schemes.

5.3 Technologies for road pricing

Figure 8 illustrates the range of technologies likely to be required to deliver the potential

vision outlined in Section Two.

The basic requirements would be for:

o vehicle position;

o distance measurement;

o short-range communication;

o medium-range communication;

o vehicle/contract identification; and
o power.
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Figure 8: Technologies for telematics applications

There are several possibilities for the technologies to provide these functions. Vehicle

position would probably be provided by means of a satellite positioning system (e.g. GPS

or Galileo). Distance measurement is available electronically on newer vehicles, but may

need to be ‘certified’ if used for charging. The short-range communication provides

immediate verification of correct operation at an enforcement station. This would

probably be by means of microwave or infrared communication. Medium-range

communication (e.g. GPRS/GSM) provides two-way communication of charging data and

control information to and from a control centre.
These technologies consume considerable power
and would therefore need to be connected to the
vehicle battery. The services provided through
the in-vehicle hardware and software would be
associated with a service contract related to the
vehicle, or the operator of the vehicle. Hence the

need for secure vehicle or contract identification.

Initially, these technologies are likely to be

provided in a separate housing, normally called
the on-board unit, with additional antennae for
communications, referred to collectively as on-

board equipment.

Figure 9: On-board equipment as used for
road pricing in Germany

Eventually, the technologies will be fully integrated into the vehicle.
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5.4 Possible levels of involvement for insurers

While the focus may often be on the options for delivering the range of technical
equipment necessary to introduce national road pricing, the key issue from an insurance
perspective is not the technology itself, but who ‘owns’ the relationship with the

customer and who controls the data collected by the new technology.

Figure 10 provides an indication of the range of possibilities for the involvement of
insurers in the collection of vehicle use data. Such data is a common requirement

between road pricing schemes and insurance and therefore might form the basis of
determining the optimal level of engagement of insurers in the deployment of road

pricing and other telematics services.

The arrows indicate increasing levels of control of the vehicle use data on the one hand

and complexity of involvement on the other.

Possible levels of involvement for insurers

Insurers
coordinate management
and distribution
of vehicle use data

Insurers
commission
equipment for data
collection

Insurers
define common
industry data
requirements

Insurers
stimulate and foster
a market for

ejep jo |043u0)

buy data as it
becomes
available

Complexity of involvement >

ABI Conference - 20t Sep 2006 - Imagining the future - Slide 27 = b | ||::JI u::]b Trans

Figure 10: Possible levels of involvement for insurers
Insurers buy data as it becomes available

At the simplest level, insurers could see what systems are deployed and approach
operators of these systems to purchase vehicle use data. This would require minimal
commitment and investment. However, data availability would depend on the market

penetration of particular products and the continued use of the particular system by the
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insurer’s customer. Insurers who choose to purchase data in this way may find that they
have little bargaining power once their systems are dependent on the data. Since a
customer is unlikely to subscribe to more than one service, insurers would have to
negotiate data provision contracts with all the operators of in-vehicle equipment - this
may be complex and costly. Depending how road pricing services are deployed, there
may be no guarantee that the required vehicle use data would be available to insurers.
Individual insurers may be in a weak negotiating position over the quality and cost of the
data.

Insurers stimulate and foster a market for the required data

Individual insurers could specify the vehicle use data that they require and work with the
telematics and road pricing market to get these requirements built into systems and
services. The commercial arrangements could be defined at the outset and thus provide

more protection for the insurer concerned.
Insurers define common industry data requirements

If the insurance industry were to define common core data requirements, then the
collective purchasing power of the industry could be used to secure commercial
agreements with data providers. The availability of data would still depend on the extent
to which insurance customers were furnished with the appropriate equipment. Although
the core data would be to a common standard, insurers would be able to add special data

requirements. Insurers may only have access to data for their own customers.

There are similarities between this approach and the broker software used to provide
insurance quotes across a range of insurers. Certain common datasets are defined and

data shared with software companies who provide a brokering function.
Insurers commission equipment for data collection

A further level of involvement for insurers would be where they commission and operate
the data collection equipment. This might be done by a single insurer, or by a group of
insurers providing a common data collection service. This would provide a much greater

level of control over the vehicles for which data is collected and over the data itself.

Norwich Union was the first insurer to choose this option. Using GPS (Global Positioning
Satellite) technology, the company launched a product in 2005 that calculates monthly
insurance premiums based on how often, when and where the vehicle is driven. The cost
per mile is based on a number of factors - such as insurance history, the age and sex of
the policyholder as well as how the vehicle is being used. The insurer plans to increase
the scheme to around 100,000 users by the end of 2006.
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In August 2006, Royal and SunAlliance also chose this option, launching their More Th>n
DriveTime product. Drivers who sign up for this product receive a GPS device (DriveTime
unit) that will be delivered and installed in their vehicle free of charge. Once installed,
whenever the car starts, a message is sent to the insurer advising the time and place
that the journey commenced. A further message is sent when the engine is switched off
to confirm that the journey has ended. This product is targeted at young drivers to

encourage them not to drive between 11pm and 6am.

If insurers are operating the data collection equipment, they may want to consider
liaising with the Government over whether this might form a platform for national road
pricing. Issues to consider would include how much the Government is prepared to

financially support the collection of the data, and customer attitudes..
Insurers coordinate management and distribution of vehicle use data

The highest level of involvement is where the industry coordinates the collection,
management and distribution of the vehicle-use data across the industry. Business rules
and charges would be established to ensure compliance with data protection and
competition rules. Data on previous driving history might be made available as part of
the data distribution service. The industry could then collectively offer the ability to levy
road pricing to the Government, if it wanted to do so. This option is perhaps the least
realistic, and would need further investigation to ensure it could be compliant with

competition law.
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6. Challenges for the Government

The Government has invited industry to participate in the debate on road pricing. It will
take many years to realise, and require considerable investment by all those involved to
achieve national road pricing. If insurers are to consider the impact of telematics and
their requirements for data on vehicle use in relation to road pricing, the Government
needs to be clearer about how it intends to proceed before it can expect any large-scale

private sector investment.

We have identified the following challenges for the Government if it wants to encourage

the private sector to consider its possible roles in delivering a new motoring vision.

6.1 Clear political commitment to introduce road pricing

The Government’s intentions may currently be considered by insurers as either providing
a helpful initiative on which they can build, or as a risk, depending on the level of
involvement insurers want to have in the roll-out of road pricing and use of vehicle
telematics. Whatever role insurers want to play, they want to make decisions within a
stable environment. This means having a clear commitment from the Government on the
intention to introduce road pricing, supported by information on how this will be

achieved.

6.2 Engage early with key affected industry sectors

If the Government introduces road pricing, and in particular if this leads to vehicles
containing the new technology envisaged in this report, there could be a big impact on
the insurance industry. This impact would occur regardless of whether insurers play any
role in road pricing. The Government therefore needs to work in partnership with
affected industry sectors, including the insurance industry, to enable them to consider
the impact it will have on their industries. This would further help industries consider
whether they want to be involved in any way in the development of this technology. The
Government should therefore set up a Road Pricing Task Force containing all the key

sectors affected if it intends to introduce road pricing.

6.3 Clarify requirements for the road pricing system

It is clearly a monumental task to equip all UK vehicles with compatible equipment to
support road pricing. The Government has indicated that it needs assistance to achieve
such a massive deployment. However, it has not yet set out any basic requirements for

possible road pricing technology, or details about how it will assess whether private
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sector equipment meets the necessary standards. The Government should place a strong

emphasis on telling potential partners what they might be required to do.

6.4 Set out implementation plan

The Government needs to set out more details about how it envisages rolling-out road
pricing to enable the private sector to factor this into its planning. For example, how
might road pricing be phased in: by vehicle type or by region? Will it be voluntary or
mandatory? What is the proposed timescale? If national deployment is to be achieved, a
national implementation plan is required to provide information for interested industries

to make commercial investment decisions.

6.5 Identify desired business models

One of the key Government decisions will be how it designs the proposed business model
to deliver road pricing. If the Government decided to procure the national road pricing
service by means of a contract to a single supplier, as in Germany, then it may not be
possible for insurers to be involved. Other methods of deploying road pricing might
provide various opportunities. The Government has not yet committed to an
implementation programme. There is therefore some uncertainty about the plans which
is likely to undermine any private sector commitments. For the insurance industry to be
interested, they would need some way of engaging as a stakeholder with the
Government to discuss and agree the delivery process. The choice of business model and

proposed commercial arrangements would be crucial areas of discussion.

Any industry is likely to require some clarity on the nature of the ownership of the
process of delivering road pricing. If the Government seeks the involvement of industry,
then some form of partnership and joint responsibility must be defined and agreed.
Industry will not take on risk and commitments to investment without some share in the

ownership and management of the deployment process.
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7. Next Steps

It is clear that new vehicle technology will revolutionise the motoring experience and that

this will have a major impact on the insurance industry.

The new technology has the potential to improve further the insurance industry’s
relationship with its customers, by enabling insurers to offer new types of products and
to respond to customer needs in almost real-time, particularly after an accident.
However, the new technology also presents some risks to insurers that will need to be
managed, for example if other industries react faster and seek to gain control of the

relationship with the customer.

Insurers have a wide range of options in terms of involvement in the collection of vehicle
use data. Insurers need to consider what role they might want to play, and to what
extent they might work together to help shape the new technology so that it can most
effectively serve their customers’ needs. Telematics appears to offer insurers a real
market opportunity. However, action is necessary if that opportunity is not to be lost.

Failure to act early may mean that it is difficult to enter the market at a later stage.

The main challenge of delivering the new technology does, however, rest with the
Government if it is really committed to introducing national road pricing within the next
10-15 years. While it is clear that industry may be willing to help deliver new technology
into the vehicle fleet, ultimately the Government must set out in more detail how it might
want road pricing to operate and how it would like to roll the policy out nationwide. As a
first move, the Government should establish a Road Pricing Task Force, containing all the

key sectors affected, to begin considering some of these issues in more detail.
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Information about Rapp Trans (UK) Ltd

Rapp Trans UK is a leader in the field of Intelligent Transport Systems with particular
focus on Road User Charging and Tolling Systems, Electronic Fee Collection, Traffic
Management and of evaluation of road transport policies and projects. We aim to support
the effective delivery of transport policy objectives through the appropriate application of
new technologies.

Our experience of the practical, policy and technical issues associated with developing
transport policies is extensive. We work mainly with Government clients, system &
service suppliers and other consultancies. We have total commitment to providing high
quality services and aim to foster a strong working relationship with each client. Our
objective is to provide a responsive, flexible and appropriate service to satisfy our client's
needs.

Key Areas of Expertise

e Detailed understanding of UK and European charging policy and related technical and
procedural developments (including continuing and detailed support for the UK
Department for Transport and the European Commission activities in this area)

e Technical and operational knowledge of national HGV EFC systems (including those
recently introduced in Switzerland and Austria and currently in progress in the UK)

e Technical and operational knowledge of in-lane and free-flow tolling systems, with
particular expertise in electronic fee collection for tolling applications

e Detailed technical expertise in relevant technologies, components and EFC scheme
sub-systems (including DSRC and GNSS/CN on-board equipment, DSRC standards
and profiles, equipment conformity evaluation, vehicle detection, classification and
enforcement systems)

e Detailed technical and procedural expertise in in-vehicle integration issues associated
with deployment of on-board equipment for EFC, particularly in HGVs

e Detailed technical, procedural and contractual expertise relating to national and
international interoperability of charging systems

e Detailed knowledge and expertise in proposing and delivering projects funded under
European Framework programmes

Should you require more information about any of the issues discussed within this report,
please contact

Ken Perrett

Technical Director

Rapp Trans (UK) Ltd

6-8 Market Place

Reading

RG1 2EG

E: ken.perrett@rapp.uk.com
T: +44 (0) 118 925 5441
W: www.rapp.uk.com

Page 25


mailto:ken.perrett@rapp.uk.com
http://www.rapp.uk.com/

