The following version of the draft VEIA legislation reflects revisions suggested by the Rhode Island GHG Process Transportation and Land Use Work Group on February 25, 2004.  Unless otherwise indicated, the suggested revisions reflect the consensus of Work Group members.  We appreciate the opportunity to provide these suggestions and hope that they will be considered in the context in which they are provided, namely to create an effective program that minimizes the risk to Rhode Island and its citizens.

To provide some context, the major concern of the Work Group is that the structure of the program target focuses on total gasoline sales.  While this is an ideal target for a risk‑free program, it creates considerable uncertainty in the ability of consumers to satisfy program requirements since it automatically requires the offsetting of all VMT increases.  The suggestion submitted by Will Space and Harold Brown regarding limiting the number of incentive rate credits does help to alleviate concerns about an exponentially increasing incentive rate, but the Work Group had suggested another approach described in the attached redlined legislation.

The Work Group’s suggestion to solve this problem is to focus compliance on new vehicles alone by setting a new vehicle target that is applicable to the 6 percent of vehicles being annually replaced.  Like the gasoline sales target, this target can be set to achieve any level of emission reduction, including the full 10 percent reduction from 1990 currently included in the draft legislation.  In fact, the numeric values included in the following revisions include just such a target.  As Will Space stated, these targets do include a variety of assumptions and not all those can be forecasted with perfect foresight, but by making those assumptions and setting the targets to values achievable by new vehicle sales, the certainty of annual incentive rate increases is removed.  For comparison, the attached revisions include new vehicle sales targets that could achieve a 10 percent reduction from 1990 at an annual VMT growth rate of 1.0 percent, as well as alternatives that could achieve the target at zero percent and 0.5 percent VMT growth.

AN ACT

Relating to a Motor Vehicle Efficiency Incentive Program

It is enacted by the General Assembly as follows:

SECTION 1. Chapter 31-3 of the General Laws entitled “Registration of Vehicles” is hereby amended by adding thereto the following section:

31-3-4.1 Greenhouse gas emissions surcharge and credit. – 

(a) The General Assembly finds and declares 

(1) that the combustion of fossil fuels in the transportation sector, particularly in light duty vehicles, is a leading source of the greenhouse gases that are a primary cause of global warming, and that carbon dioxide is the most important of these gases;

(2) that global warming threatens the lives and property of Rhode Islanders as it contributes to rising sea levels, more frequent and intense storms, and increased prevalence of disease; 
(3) that the federal government has failed to take steps to reduce greenhouse gases;
(4) that the New England Governors and Eastern Canadian Premiers have pledged to reduce greenhouse gas emissions across the region to 10% below the 1990 level by 2020, that a Rhode Island Greenhouse Gas Stakeholder Process convened by the Rhode Island Department of Environmental Management and the Rhode Island State Energy Office with representatives from over 30 Stakeholder organizations has developed a Greenhouse Gas Action Plan that includes a Vehicle Efficiency Incentive Program to effectuate this pledge, and that these Stakeholders agreed that the state should implement a vehicle efficiency incentive program designed to contribute to the aforesaid goal of reduction by 2020 of greenhouse gas emissions from light-duty vehicles registered in Rhode Island.

(b) The purpose of this section is to cause a reduction in the greenhouse gas emissions of light-duty vehicles in Rhode Island by providing incentives for the purchase of low greenhouse gas-emitting light duty vehicles.

(c) The Division of Motor Vehicles, in conjunction with the Department of Environmental Management, is directed to develop, promulgate and enforce by June 1, 2005, Vehicle Efficiency Incentive Regulations that shall apply to the registration in Rhode Island of all new light duty vehicles of model year 2006 and later. 

(d) The following words have the meanings indicated: 

(1) “2020 emissions target” means an average new car emission rate of 0.36 pounds of carbon dioxide per mile.
[Note to be removed: This emission rate is equivalent to the 6.64 billion pound target for an annual average VMT growth rate of 1.2 percent.  A greater VMT growth rate will produce lesser reductions, a smaller VMT growth rate will produce greater reductions.  This continues to be a very aggressive program that is unlikely to differ substantially (in terms of a reduction goal) from the 6.64 version for the reasons specified in the cover note.  Alternative targets which are more attainable and likely to lead to substantially more acceptable fees are 0.49 pounds per mile (which corresponds to a new car fuel efficiency of 40.4 mpg and a VMT growth rate of 0.5 percent) and 0.59 pounds per mile (which corresponds to a new car fuel efficiency of 33.2 mpg and a VMT growth rate of zero percent.  All three alternatives assume (and offset) a cost of driving increase in VMT is accordance with an elasticity of -0.15 percent.]
(2) “Agency” means the United States Environmental Protection Agency. 

(3) “Carbon dioxide emissions rate” means the estimated average amount of carbon dioxide emitted for each mile of travel, to be determined as follows: The Department shall estimate the carbon dioxide emission rate for each vehicle model by dividing 19.6 pounds per gallon by the fuel economy. (For example, a vehicle with a fuel economy of 26.1 miles per gallon (MPG) has a carbon dioxide emission rate of 0.75 pounds per mile (PPM). Similarly, 23.1 MPG = 0.85 PPM and 30.2 MPG = 0.65 PPM)

(4) “Division” means the Division of Motor Vehicles.

(5)“Department” means the Department of Environmental Management.

(6) “Efficiency” means the number of miles that a vehicle travels before emitting one pound of carbon dioxide.

(7) "Fuel economy" has the meaning stated in § 4064 of the Internal Revenue Code for combined fuel economy, as determined and adjusted by the U. S. Environmental Protection Agency (EPA) to account for the difference between controlled laboratory conditions and actual road driving pursuant to 40 CFR § 600.

(8) “Greenhouse gas incentive credits” means the credits granted for the purchase of vehicles with high efficiency.

(9) “Greenhouse gas surcharges” means the surcharges imposed on vehicles with low efficiency.

(10) “Incentive Rate” means the dollar amount used to calculate surcharges and credits, expressed in dollars per pound of carbon dioxide per mile.

(11) “Light duty vehicles” (LDV) shall include passenger cars, light duty trucks, sport utility vehicles (SUV), minivans and pick-up trucks of less than 8,500 lb gross vehicle weight rating and any vehicle between 8,500 and 10,000 pounds gross vehicle weight rating that is designed primarily for personal transportation and has a capacity of up to 10 persons, but shall not include vehicles registered pursuant to § 31-1-3(c) ("Authorized emergency vehicle"), § 31-6-6 (“Vehicles exempt from registration fees”), or § 31-6-8 (Disabled Veterans) of this title.

(12) “Model year" has the meaning stated in § 4064 of the Internal Revenue Code. 

(13) “VEIA account” refers to the separate account in which surcharges collected under this act will be held.

(14) “Zero-point” means the carbon dioxide emission rate for which no fee will be imposed or credit granted.

(e) In conjunction with the fees imposed under § 31-6-1 of this title, a greenhouse gas surcharge or greenhouse gas incentive credit shall be imposed under this section based on the carbon dioxide emissions rate of the light duty vehicle.  Vehicles subject to this section, but without a fuel economy rating shall be assessed a surcharge or credit in accordance with § 31-3-4.1(k) of this title. The amounts of all surcharges and credits shall be rounded to the nearest one hundred ($100) dollars.

(f) For model year 2006, the zero-point shall be 0.75 pounds per mile and the incentive rate shall be $2400 per pound per mile.

(g) At the end of each calendar year, the Department shall determine the total annual carbon dioxide emissions for the year by multiplying the number of gallons of taxable gasoline sales by 19.6 pounds per gallon. Data shall be provided by the Division and the Division of Taxation to the Department as necessary for making this determination.

(h) Each year, beginning in calendar year 2006 for model year 2007, the Department shall determine a new zero-point and incentive rate for the next model year.

1) The zero point shall be determined as follows: At the end of each calendar year (2005, for example), the Department shall determine the average carbon dioxide emissions rate of vehicles registered under this act during the calendar year. (If this calculation is made by first calculating the average fuel economy, a harmonic average shall be used.) The tentative zero-point for the next model year (2007, for example) shall be determined by subtracting 0.05 pounds per mile from the average carbon dioxide emission rate for the current calendar year (2005, for example). The actual zero-point will be the lesser of the tentative zero-point or 0.75 pounds per mile. The Division shall provide data as necessary to the department, including the balance of the VEIA account.
[Note to be removed: As written, this clause will automatically decrease the stringency of the zero point after the first year.  While the rationale behind this approach is understandable, it seems more logical after absorbing whatever backlash will occur on program startup to not immediately back off stringency.  Therefore, rewriting the clause to set the zero point at the minimum of 0.75 or the calculated zero point may be appropriate.]
2) The incentive rate shall be determined as follows: At the end of each calendar year (2005, for example), the difference between the average new light duty vehicle carbon dioxide emission rate for the previous year (2004, for example) and the 2020 emissions target shall be divided by the number of years remaining through 2020 (16, for example), and this amount shall be subtracted from the average new light duty vehicle carbon dioxide emission rate for the previous year (2004, for example) to determine the annual emissions target for the current year (2005, for example). (For example, if the carbon dioxide emission rate for 2004 were 0.916 pounds per mile, the target for 2005 would be 0.88 pounds per mile.) If the emission rate for the current year (2005, for example) is greater than the target for the current year, the incentive rate for the current model year (2006, for example) will be multiplied by 1.20 to determine the incentive rate for the next model year (2007, for example). Similarly, if the emission rate is less than the target but greater than 0.95 times the target, the incentive rate shall not change, and if the emission rate is less than 0.95 times the target, the incentive rate shall be multiplied by 0.83.
[Note to be removed: The example in this section is based on the 0.36 pound per mile target.  If alternative targets are selected, the example incentive target will have to be changed.  For example, a target of 0.49 pounds per mile would require a change to 0.89 (from 0.88) and a target of 0.59 pounds per mile would require a change to 0.90 (from 0.88).  Also, a minority of the GHG Work Group favored setting a permanent (unchanging) incentive rate that would be phased in over a three year period.  However, the magnitude of this rate was undetermined.]
3) To maintain a consistent incentive to lower emissions, the calculated incentive rate shall be adjusted annually according to the consumer price index.

[Note to be removed: This was not a consensus opinion and was discussed primarily in the context of capping maximum fees and rebates as described in the next section.  However, the adjustment makes fundamental economic sense and might be considered as a stand‑alone provision.]
(i) A greenhouse gas surcharge shall be imposed on all new light duty vehicles of model year 2006 and later, registered after July 1, 2005, that have a carbon dioxide emissions rate that is greater than the zero point set by the Department for that model year. The greenhouse gas surcharge for a particular new light duty vehicle shall be an amount obtained by multiplying the incentive rate and the absolute difference between the zero point and the carbon dioxide emissions rate for that vehicle. (For example, if the incentive rate equals $2400 and the zero point equals 0.75 pounds per mile, a vehicle with a carbon dioxide emissions rate equal to 0.85 pounds per mile would be assessed a surcharge of $200.) Notwithstanding the results of this calculation, the surcharge imposed on any vehicle shall not exceed $3000 in 2006. In following years, the maximum surcharge shall be adjusted from $3000 in accordance with the consumer price index. This is a one-time surcharge imposed at the time new vehicles receive their first Rhode Island title under the provisions of § 31-3-2 of this title. 

[Note to be removed: The change from $240 to $200, is a consistency change so that the example is consistent with the nearest $100 rounding provision of section (e) above.  The $3000 cap was not a consensus opinion.  An equal number of Work Group members suggested no cap (as proposed) and one member supported a cap set equal to 10 percent of the Manufacturers Suggested Retail Price of the applicable vehicle.  Those members of the Work Group that supported a cap acknowledged that it would be more difficult to maintain revenue neutrality with a cap in place.]
(j) A greenhouse gas incentive credit shall be granted for all new light duty vehicles of model year 2006 and later, registered after July 1, 2005, that have a carbon dioxide emissions rate that is lower than the zero-point set by the Department for that model year. The greenhouse gas incentive credit for a particular new light duty vehicle shall be an amount obtained by multiplying the incentive rate and the absolute difference between the zero point and the carbon dioxide emission rate for that vehicle. (For example, if the incentive rate equals $2400 and the zero point equals 0.75 pounds per mile, a vehicle with a carbon dioxide emissions rate equal to 0.65 pounds per mile would be granted a credit of $200.) Notwithstanding the results of this calculation, the incentive credit granted for any vehicle shall not exceed $2000 in 2006. In following years, the maximum incentive credit shall be adjusted from $2000 in accordance with the consumer price index. This is a one-time credit granted at the time such vehicles receive their first Rhode Island title under the provisions of § 31-3-2 of this title 

[Note to be removed: The change from $240 to $200, is a consistency change so that the example is consistent with the nearest $100 rounding provision of section (e) above.  The $2000 cap was not a consensus opinion.  An equal number of Work Group members suggested no cap (as proposed) and one member supported a cap set equal to 10 percent of the Manufacturers Suggested Retail Price of the applicable vehicle.  Those members of the Work Group that supported a cap acknowledged that it would be more difficult to maintain revenue neutrality with a cap in place.]
(k) For those light duty vehicles for which fuel economy is not determined by Agency because the gross vehicle weight rating is greater than 8500 pounds, the surcharge shall be set at the maximum rate for the lowest fuel economy light duty truck that is evaluated the Agency. 

(l) For vehicles not fueled by gasoline, the carbon dioxide emission rate shall be multiplied by the full fuel-cycle greenhouse gas emissions of the non-gasoline fuel divided by the full fuel-cycle greenhouse gas emissions of gasoline as provided by Agency, and the result shall be used to calculate the surcharge or credit. 

(m) The collection of fees and the provision of credits from the Vehicle Efficiency Incentive Program will be administered by the Division or by their agents at the point of registration of a new light duty vehicle, under the provisions of § 31-3-2 of this title.   As an exception to the requirements of § 31-6-13, the proceeds collected under this section shall be deposited in a separate account maintained by the Division of Taxation of the Department of Administration and the balance in this account shall be reported monthly to the Department. 

 (n) The funds collected from the greenhouse gas emissions surcharge and deposited in the VEIA account shall be used to fund the greenhouse gas emissions credits granted under this section. Remaining funds shall be used to administer the program, to provide education pertaining to the Vehicle Efficiency Incentive Program, to provide supplemental funding for the Rhode Island Public Transit Authority, and to provide a reserve as a contingency fund. 

(o) Motor vehicle dealers and the Division shall prominently display in their places of business the information prescribed by the Department to inform consumers of the greenhouse gas emissions surcharge and credit program.  

(p) A motor vehicle dealer shall prominently display on any light duty vehicle of model year 2006 or later, on a form prescribed by the Department, to inform consumers of the surcharge or the credit for a specific light duty vehicle, and shall be in substantially the following form:

"For this vehicle, the greenhouse gas efficiency surcharge is $__________ or the greenhouse gas efficiency credit is $__________.”

(q) The Department of Administration’s State Energy Office may adopt regulations to implement an education program to inform consumers about the Rhode Island Vehicle Efficiency Incentive Program under this section.
(r) Annually, the Department and the Division shall prepare a joint report to the legislature presenting the status of the program relative to the targeted emission reductions, the number or and value of surcharges collected, the number of and value of credits granted, the current balance and disposition of any other funds removed from the VEIA account, and any suggestions for improvement or modification.
(s) If the federal government passes legislation or implements regulations that accomplish the goals of this legislation, then this legislation will sunset at such time as the federal program provides equally efficient vehicles to the Rhode Islanders.  A federal program that provides some, but not all, of the benefits of this legislation shall be addressed as part of the annual program report required under this section and will not be cause for sunset.
(t) Severability and Construction; If any provision of this section or its application to any person or circumstances is held invalid, the invalidity does not affect other provisions or applications of this of this section which can be given effect without the invalid provision or application, and to this end the provisions of this section are severable.  The provisions of this section shall be liberally construed to give effect to the purposes thereof.

(End of Bill)
Raab Associates, Ltd.
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