MEMORANDUM

To:

RI GHG Stakeholder Committee

From:
Steve Bernow, Tellus Institute
Program Design for LOCAL FUEL ECONOMY IMPROVEMENTS (FEEBATE) INITIATIVE

Tellus intends to develop draft legislation for a vehicle feebate system for the purchase of new passenger vehicles in Rhode Island.  Feebates are tax incentives for consumers to buy more fuel-efficient motor vehicles.  A feebate system is typically designed to combine elements of both a fee and a rebate for different categories of passenger vehicles.

Feebate legislation in Rhode Island can be designed in a variety of ways, and the choice should be based on the need to maximize effectiveness and equity at the lowest possible transaction costs for consumers, vehicle retailers and the state agencies charged with implementation.  Careful consideration should be given to simplicity and fairness in program design, compatibility and coordination with other local vehicle and tax-related programs, the likelihood of “leakage” and, most importantly, the potential for realizing significant emissions benefits.

Design Issues to Resolve:

1. Revenue neutrality

Many discussions of a feebate have framed it as revenue neutral; that is, the overall revenues collected as the fee (e.g., via sales tax increase) from vehicles whose fuel consumption that are above the gallons-per-mile target (for the fleet or class) would compensate for the revenue losses from the rebate (e.g., decreased sales tax). The stakeholders expressed the desire for revenue neutrality, but were open to some departures for acceptable uses.  Among the uses that could qualify are:

· the administrative costs of the program, 

· partial subsidies for improving state fleets, and

· contributions to other transportation needs.

If any of these are considered worthy of support via diversion of some portion the revenues, they key question is how to limit this amount.

Finally, if the program were successful, the zero-point would have to keep moving upwards each year, as might the size of the feebate itself.

The current sales tax rate in RI is 7% on new vehicles.  Our estimate is that the state gets roughly $40-45 million in revenues from motor vehicle sales and use (based on  http://www.budget.state.ri.us/ ).  If the feebate is designed to be revenue neutral, then there should be no net increase or decrease in the sales tax revenues.   

Let’s assume that the feebate is designed from 0-14%. That is, the worst emitting vehicles would end up paying a 14% rate and the best vehicles would pay 0% in sales taxes.  The feebate is generally calculated as follows

Feebate=(Vm)*(M-Mo),

where Mo is the zero point, which in the revenue neutral case is the average MPG of the new vehicle fleet, M is the actual MPG of the vehicle under consideration and Vm is the feebate rate expressed in $/mpg.

Here’s the simplest way to calculate the feebate.  Let’s assume that the most fuel-efficient vehicle sold in RI has 45mpg (weighted between highway and city driving) and the worst vehicle sold has a rating of 15 mpg.  Assuming that sales are uniform in the base year across vehicle type, we have an average fuel economy of 30 mpg (i.e., Mo=30).  If the average price of the new vehicle is $20,000, then the worst car would be charged with a fee of 14%*20,000 = $2800.  Since its fuel economy is 15mpg below the average, we get

Vm=$2800/15mpg=$187/mpg.

In our example, then, the feebate for any vehicle would be calculated as follows:

Feebate (in $) = 187 *(M-30)

Thus, a vehicle with a fuel economy of 33 mpg would receive a rebate of $187*3=$561, but one with a fuel economy of 22 mpg would end up paying a sales tax of $187*8=$1496.  

Of course, these simple calculations would have to be sales-weighted to get the correct weighted average fuel economy to ensure revenue neutrality.

2. Only GHGs vs.  GHGs and CAPs

Feebates could be designed to include only CO2 or both CO2 and criteria emissions (hydrocarbons, oxides of nitrogen, carbon monoxide).  If the latter, weights could be given to CAPs and GHGs, e.g., half of the feebate calculation would be based on fuel economy and the other half on tailpipe emissions of criteria pollutants. This makes the calculation slightly more complicated, but also rewards consumers of otherwise “clean” vehicles.

3. Should we have caps on feebates?

There are some cars out there that are extremely efficient and also fairly low priced (e.g., Honda Insight at about 65 mpg priced at around $17,000), such that their rebates end up being a significant fraction of their total costs (e.g., 38% for the Insight).  Will retailers then raise prices on these vehicles to capture larger profits?  Or is that necessarily a bad thing, since sales are likely to go up anyway?  

The more politically sensitive issue is when there are high fees associated with the gas guzzlers (say, a 12mpg pickup).  

4. Should the feebates be separated by weight class?

This could be a political issue as pointed out above, but it is also a design problem.  Under federal legislation, light-duty trucks, which include SUVs, minivans and pickups have to meet a fuel economy standard that is less stringent than cars.  If feebates were designed separately for cars and light trucks (i.e., with different zero points), then we may end up with a perverse situation where a car having better gas mileage than almost any light truck has a fee associated with it, but an SUV or minivan gets a rebate even though its fuel economy is worse than that of any car being sold that year.

It might be feasible to construct a hybrid approach that has a within-class and an across-class component.

5. Leakage, consumer equity, legal issues, etc.

A variety of design questions: 

· How to prevent buyers from moving across the border to purchase their vehicles?

· How to ensure fairness, i.e., would the poor be negatively impacted by feebates or can we assume that they would benefit since they tend to purchase lower weight and therefore more efficient vehicles?
· Several years ago, the U.S. Department of Transportation (DOT) challenged Maryland’s effort to enact a FeeBate program. DOT held that fuel economy incentive programs are preempted by federal statute. Although the FeeBate proposal was withdrawn, the Maryland Attorney General, while conceding that certain aspects of the proposed Maryland law violated the federal preemption, otherwise affirmed the state’s right to enact a FeeBate.  Presently, the legality of a feebate based on fuel efficiency is uncertain.  California’s vehicle fuel efficiency regulations are being challenged in federal courts; are there similar issues for RI or could they be resolved through appropriate design?  
· An important component of administration is the best methods of public outreach and labeling to ensure that the relevant information and its motivation and basis are understood generally and in the purchase decision.

Tasks:

1. Execute a detailed survey and review of existing feebate programs in other jurisdictions (e.g., Ontario, Canada, Austria) as well as past and proposed domestic legislation (e.g., California DRIVE+, Maryland, Massachusetts) to categorize design features.  This will include interviews with program managers and staff to ascertain details of program implementation, barriers, and stakeholder responses.  Also, other experts who have designed or helped design feebates will be consulted (e.g., John deCicco, David Greene, Mark Levine, etc.). Examples of the information gathered are shown below.

	Feature
	Program

	
	Ontario
	DRIVE SAFE (federal proposal)
	Austria
	DRIVE+
	Etc.

	Program status

Existing/Proposed?
	
	
	
	
	

	Years of Implementation
	
	
	
	
	

	Changes over time, if any
	
	
	
	
	

	Design elements

Across/ within size classes
	
	
	
	
	

	Revenue neutral/positive
	
	
	
	
	

	Maximum fee/rebate size
	
	
	
	
	

	Single or multi-pollutant
	
	
	
	
	

	Treatment of AFVs
	
	
	
	
	

	Linear/nonlinear
	
	
	
	
	

	Policy Framework

Enabling policies/legislation
	
	
	
	
	

	Public outreach/education programs
	
	
	
	
	

	Annual review policies, if any
	
	
	
	
	

	Fiscal implications

Administrative costs
	
	
	
	
	

	Revenues, if any
	
	
	
	
	

	Etc.
	
	
	
	
	


2. Review political considerations relating to the feebate.  In particular, consult with feebate proponents in other states who have done analyses, attempted legislation or conducted citizen surveys related to feebates and discuss with legal experts the implications of formulating state-led policies for motor vehicle emissions control.   Also consult with experts in other countries where feebates are already underway and document policy innovations they adopted to cross political (and, where relevant, legal) hurdles.

3. Select an appropriate feebate design and develop a framework, including organizations to be involved in program support and delivery, basic features to potential participants, provisional budget and timetable for program rollout and initial years of operations.

4. Write up of the program design and support materials, as required.

� Happily, Rhode Island citizens pay sales tax at the point of vehicle registration soon after but not at the time of purchase.  Thus cars purchased outside of the state would be subject to the feebate.
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