Rhode Island Greenhouse Gas Process

Phase II

Second Meeting: Feebate Working Group

Tuesday, December 3, 2002

Facilitator: Dr. Jonathan Raab, Raab Associates, Ltd.

Consultant: Dr. Steve Bernow, Tellus Institute
Feebate Working Group Meeting 2: Summary

16 Working Group members and 3 from the facilitation/consulting team attended the meeting, which began at 1:00 p.m. and concluded at 3:30 pm.  See attached attendance sheet.

I. Documents Distributed

Before the Meeting

1. Agenda

2. Feebate Design Memo – Tellus Institute

3. Data Memo – Brown University

At the Meeting

1. Presentation on Feebate design – Tellus Institute

2. Presentation on Data – Brown University

3. Handout to Accompany Presentation on Data – Brown University

4. Presentation on Public Communication – Brown University

II. Welcome and Overview of the Day

Dr. Raab convened the meeting at 1:00 p.m. and reviewed the agenda for the afternoon. He enquired if any of the Group members had any changes to the meeting summary, of which there were none. 

III. Presentation of the Data

Kathleen Esposito and Atiyah Curmally presented the results of their analysis of the Department of Motor Vehicle’s (DMV) registration data (click here to view their presentation). Among other things they advocated not calling it a “Feebate” but a “Vehicle Efficiency Incentive Act”.

Their presentation spawned several comments, questions, and issues from the group.

· The “leakage” problem whereby vehicle purchasers (especially those with dual residencies) can dodge the Feebate by registering their vehicles outside the state resurfaced once again. 

· The group spent some time discussing whether the Feebate should have one tier or two. Several members expressed a clear preference for a single-tier system, but the Group also noted that a multiple tier system (e.g. with Sport Utility Vehicles (SUV’s) and station wagons in one tier and cars in the second) might prove more politically feasible. 

· How, if at all, should the Feebate program address safety issues? 

· Given that Rhode Island has a higher rate (25%) of compact cars than the rest of the United States (15%), will Rhode Island have greater difficulty reaching its reductions goals? Does this mean that the Group should enhance the incentives to have the planned impact? 

· Is the program fair to people who do not drive much but pay a large fee? Is it possible to know how many miles are driven by each class of car? 

· With respect to scenario 2, will we have problems basing the Feebate on car price, given the high prices of some of the less-efficient vehicles?

· Where applicable, the data and targets are based upon EPA combined fuel economy ratings. 

IV. Presentation and Discussion of Design Issues

Steve Bernow reviewed the key design issues associated with the Feebate.  

1. Upon which criteria should the Feebate be applied?

The possible criteria include CO2, mileage per gallon (which is correlated with CO2), or Criteria Air Pollutants (CAP’s). The Group observed that a legal challenge for an MPG-based Feebate would be a stronger candidate for legal challenge than the others, although a program that enhances fuel economy can also be shown to have important national security and climate change change-related benefits. There was also the consideration that diesel engines get very good mileage, but that they have other detrimental effects on air quality. This was not considered a major issue, as diesel engine comprise only a minuscule segment of the Rhode Island fleet. The group’s preference was to base the Feebate on MPG if the legal issues are not of great concern, with CO2 as a second preference. 

2. At which level should the Fees and Rebates be set?
Members first pondered whether the Feebate should be set high and scaled back or, for purposes easing its entry, set low and increased over time. Some suggested that the Group determine what level of incentives would be necessary to achieve the Stakeholder Group’s CO2 reductions goal. It was also suggested that the group consider changing the zero point of the program based on the prior year’s results or a rolling average. 

The concept of a “dead band” around the $0 mark was the subject of some debate. Some members felt that this would have advantages in making the program more politically palatable by reducing the number of car buyers affected by the program. This would also reduce administrative burden. Some noted that if a deadband were used, there would be no-cost options for at least some of the larger vehicles.  Other members advocated for a non-linear schedule around the zero point. Others pointed out that the histogram data assembled by Harold and his students indicates that a deadband would lose a large share of vehicles (and opportunities for improvement) and undermines the logic of the system.

In its examination of the proposed feebate levels, the group wondered whether $5,000, as laid out in the Option Data memo, was too high. Generally, the Group felt that this was high and recommended starting with $3,000 at the top levels, but consider increasing or decreasing this value over time to meet the targets. 

One member suggested that the Group simply incentivize efficient cars and not create penalties for inefficient vehicles. 

In moving forward, the Group directed Harold and his students to develop four other alternatives: 1) a deadband around $0, 2) a non-linear Feebate around $0, 3) a scenario involving both (1) and (2); and 4) a scenario based on prices and carbon. It also requested a consumer-based economic analysis for hybrids in the economic programs. 

3. Tiers: Multiple or Single?

Several members expressed a preference for keeping the program as simple as possible, suggesting a one- or two-tiered model, but no more tiers. The Group was leaning to using a single-tier system. Some noted that if a deadband were used in a single-tier system, there would be no-cost options for at least some of the larger vehicles.  The Group agreed that the program should exclude true commercial vehicles. 

4. Revenue Neutral?

Generally speaking, the group felt that the revenues of the program should be structured such that 80% would cover rebates and 20% would cover administrative costs (estimated at about $2 million) and a contingency fund to cover rebates not covered by fees in a given year. 

5. Miscellaneous items

The Group also agreed to the following design issues:

· Fuel efficiency data: Use the EPA’s combined (urban/hwy) fuel-efficiency rating. 
· Updating: The program should be updated yearly, automatically increasing the $0 point or deadband based on prior year or rolling average.  Also update the feebate scale (e.g. a $ per MPG) to better follow the GHG reduction path of the Plan.
· The system should be designed to ensure that more is collected than distributed to create a contingency fund (this plus Administration costs amounting to 20% of total collected was suggested) 
· Start Date: Aim to begin in January, 2004.
· Means for Applying: Assess the Feebate at the point of registration of that vehicle in Rhode Island. It was also suggested that a sales tax would not be an appropriate means for applying the Feebate because a sales tax would not capture vehicles registered in Rhode Island but purchased outside the state, in addition to the problem that incentives would diminish for trade-ins, since they reduce a vehicle’s tax exposure.  The Department of Motor Vehicles (DMV) would administer the program.
V. Public Communications Strategy and Legal Issues

Andrea Balazs, Catherine Mansell, and Maria Sinnamon (students at Brown University) provided the group with a talk on how to create a communications campaign to support the passage of Feebate legislation (click to view).  

Afterwards, Christopher D’Ovidio from CLF briefed the group on the legal issues surrounding the Feebate. He noted that Federal Corporate Average Fuel Economy (CAFE) Standards and the 1979 Clean Air Act could pre-empt state action in areas where the courts might determine that a Feebate was designed either to reduce dependency on foreign oil (pre-empted by CAFE) or to be regulating criteria pollutants (pre-empted by the Clean Air Act). He also noted that these issues have never been adjudicated (Maryland’s Feebate was overturned by a regulatory authority), so there is no real legal precedent to work from. The Group should, however, flag posting Feebates on auto stickers as this issue that arose in Maryland could be a potential pitfall for the Rhode Island program.  

VI. Next Steps

The Group developed the following To-Do list in preparation for the third and final Feebate Working Group meeting:  

To- Do:

1. Additional modeling (run scenarios by Bernow/Raab first)– Brown University

a. Deadband around $0,

b. Non-linear Feebate around $0, 

c. Scenario involving both a deadband and nonlinear feebate and 

d. Scenario based on prices and carbon ???

2. Consumer-based economic analysis for hybrids -- Tellus Institute.

3. Meeting summary – Raab Associates, Ltd.

4. Write up program design for all to review next time –Raab Associates and Tellus 

5. Get pre-emption papers – Raab Associates, from CLF.    

6. Investigate the labeling issue - AG’s Office                                 
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