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Pay-As-You-Drive Insurance

Work Plan for Potential GHG Reduction Measure

Lead Staff Contact: Chris Trostle (717-787-9494)

Summary:  Require Pay-as-you-Drive Insurance for all registered PA vehicles.
Other Involved Agencies: Pennsylvania Insurance Department, PennDOT (if the inspection network is used for odometer monitoring)

Possible New Measure(s): Pay-as-you-drive (PAYD) insurance would charge an extra cost for each mile traveled by a motorist, allowing motorists to pay for car insurance based on the distance that they travel.  Most states that have initiated these programs believe that a 10 to 15 percent reduction in vehicle miles traveled is possible while maintaining an overall neutral price impact on all insured motorists.  The cost could be set so that any level of vehicle mile reductions could occur.  The extra cost would send a signal to the motorist to reduce the amount of miles that they drive.  The actual distance the motorist drives is verified either through an electronic device installed in the vehicle or through an auditing program.  In Pennsylvania, inspection centers in PennDOTs vehicle safety inspection program could serve as official auditors for PAYD insurance.  This program could be initiated as a pilot project in order to measure performance and solve unforeseen problems.  The pilot program could be ramped up to a full-scale program if deemed effective.

Full participation by all motorists in the Commonwealth in a full-scale program is essential in order to reduce greenhouse gas emissions.  If motorists are allowed to choose between programs, they will cherry pick the type of insurance that gives them the greatest financial benefit.  In other words, the drivers that travel the least amount of miles each year will pick the PAYD and little opportunity would be created for lowering vehicle miles traveled.    
PAYD Insurance bases a vehicle’s insurance premiums directly on the number of miles a vehicle is driven during the policy term.  The insurance is not based solely on miles.  A motorist’s risk factor also enters into the equation so that a high-risk motorist pays a larger per mile premium than a lower risk motorist.  Mileage is either audited for the project term by a certified auditor or recorded electronically and sent directly by a wireless connection to the insurance company.  

Potential GHG Reduction: 4.8 MMT CO2e

The average cost for a driver in the United States to participate in a PAYD insurance policy would be about 6¢ per mile (in 2001 dollars).  At 6¢ per mile, the corresponding reduction in vehicle miles traveled for a vehicle would be about 10 percent.  

Studies have determined that a statewide program could cause up to a 15 percent decrease in vehicle miles traveled and a corresponding decrease in greenhouse gas emissions. Of course, the premium charged per mile of driving is the signal that will regulate behavior. A premium could be set to encourage any type of behavior. Most programs are aiming to achieve a 10 percent emission reduction, therefore, 48.3 MMT CO2e x 10%, or 4.8 MMT per year CO2e. A further downward adjustment is needed to account for the effects of the mass transit / smart growth measure.

· Baseline MM Tons Forecast for 2025 – 48.3 (emission from subject light-duty vehicles minus Pennsylvania Clean Vehicles)
· Projected 2025 reductions by pollutant (supply annual numbers if possible) – 4.8 MMT (based on a 10 percent reduction).  Some studies have determined that a statewide program could cause up to a 15 percent decrease in vehicle miles traveled and a corresponding decrease in greenhouse gas emissions.

It remains to be worked out how insurance companies would determine when a vehicle’s policy had expired.

Economic Cost: The average cost for a driver in the United States to participate in a PAYD insurance policy would be about 6¢ per mile (in 2001 dollars).

The Commonwealth would need to create a network of certified auditors for a full program, which could be part of the state inspection program.  Reasonable audit fees will need to be set.  Any costs to the Commonwealth to administer the program would need to be incorporated into either the audit fee or mileage premium.

A mandatory program could be fashioned in such a way that it is neutral in cost or even have a modest savings for motorists.  If insurance rates behaved unexpectedly, rates could be adjusted after the first year so that the program becomes cost neutral.  It is believed that more than half of all insured motorists, who drive less than the average number of vehicles miles traveled per motorist, would receive lower rates under PAYD automobile insurance.  The rest of the drivers, who drive more than the average number of miles traveled per motorist, will need to pay more to make the program cost neutral.  A modest savings for insurance premiums may result for policyholders if decreases in vehicle miles traveled cause a decrease in traffic accidents.

Implementation Steps: Existing law needs to be reviewed to determine if additional legislation or regulation is required in the Commonwealth to allow for a PAYD insurance program.  PAYD insurance could be developed first as a pilot project in order to allow time to solve startup problems and to show the program’s effectiveness.  The pilot program would use electronic mileage monitoring only.  Federal money was provided for a pilot program to purchase electronic mileage monitoring equipment in the Puget Sound Area through a Congestion Management Air Quality grant.  The program would then be expanded when problems are solved and if there is high demand for the program.  
High demand for a full PAYD insurance program could be determined by a survey or customer satisfaction reports from those enrolled in the pilot program.  The Commonwealth would need to create a network of certified auditors for a full program, which could be part of the state inspection program.  Reasonable audit fees will need to be set.  Any costs to the Commonwealth to administer the program would need to be incorporated into either the audit fee or mileage premium.  In order to achieve maximum reductions in CO2 emissions, all motorists would be required to have PAYD insurance for the full program. 

Potential Overlap:

· PA Clean Vehicles
· Smart Growth

· Public Transit

· Biofuels Incentive and In-State Production Act

· Low Rolling Resistance Tires

· Feebates

· Nitrogen Tire Inflation
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