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Program Design Features for Feebate Initiative: Survey of Existing Feebate Programs

Feebates are an economic tool that can provide an incentive for the purchase of more fuel- efficient vehicles and thus reduce vehicular pollution. The word ‘feebate’ is a contraction of ‘fee’ and ‘rebate’. Under such a program, consumers are required to pay a fee for the purchase of any vehicle that has a below-average fuel economy rating; those who buy vehicles with an above-average rating receive a rebate. In the last decade several states in the United States, as well as countries around world, have taken an interest in feebates, primarily as a way to cut back on greenhouse gas pollution and criteria air pollutants (CAPs). This memorandum briefly discusses the important considerations in designing a feebate and then provides some detail on other states’ and countries’ experiences in trying to implement feebate schemes. 

1.
Design Issues

· Basis of feebate

The most straightforward basis for a vehicular feebate is fuel consumption. A “zero point” would be defined at the average fuel economy (say, according to CAFE regulations) and then vehicles would be evaluated based on whether they were above or below this point. Questions that might arise: 

· If based on CAFE, such a scheme would treat SUVs and cars differentially. How would AFVs be treated?

· Another basis could be treating emissions directly. In this case the question would be which emissions to target – GHGs or CAPs or both? 

· Within or Across Class Feebates

If environmental considerations are the sole criteria for evaluation, feebates should be designed to operate across all vehicle classes so there is always an incentive to choose the most efficient vehicle. However, to allow a greater degree of choice in vehicle size, feebates can be designed to operate within vehicle classes.  If, say, six vehicle classes are defined, then each would have a “zero point” and all vehicles in a class would be evaluated against its particular zero 

point. Obviously, such a system can lead to some perverse effects where vehicles in a more efficient class end up getting penalized disproportionately compared with vehicles in a less efficient one.

In the current political climate, there is a danger of any feebate program being labeled as an “SUV tax” (see Massachusetts’ experience), thus it would seem advisable to design a within-class feebate.

· Legality of Feebates

Feebates must be carefully designed to avoid legal pitfalls, as the experience of Maryland proves. In that case, the main challenge came due to the labeling requirements of Maryland’s law that mandated that all sellers display a sticker showing the tax (or rebate) on a vehicle and the fuel consumption basis of the tax.  This was deemed to preempt Federal CAFE regulations (see further details under the Maryland discussion.)

· Revenue Neutrality

Revenue neutrality can be quite important in determining public opinion about a feebate. Anything other than neutrality could be perceived negatively as yet another rise in taxes. Yet, in tough economic times state legislatures are often interested in fresh sources of revenue. (In at least one recent case feebate legislation was deemed not successful because it was revenue-neutral during a period when the state was actively looking for revenue-enhancing measures
.)  If a part of the revenues can be diverted to worthy programs (such as public outreach efforts to increase environmental awareness), the effect of a feebate can be further enhanced. In any case, it is hard to keep a feebate scheme completely revenue-neutral from year to year without adjusting the rate structure constantly to take into account the composition of the new vehicle fleet, and some amount of the revenue must necessarily be used for administrative costs. 

· Leakage

Unless a nationwide feebate is implemented, there would always exist a problem of leakage whereby consumers can avoid the fee by purchasing a vehicle in a neighboring state without a feebate. This could be especially important for a small state like Rhode Island if the fee or rebate were paid at the time of purchase.   Fortunately, this problem is easily avoided because the sales tax is paid at the time of first registration of the vehicle. 

2. 
State and International Experiences

In this section we describe the experiences of existing and proposed feebate legislation in other states in the U.S. as well as internationally.  

Ontario: Tax for Fuel Conservation

Year of Inception: 1991 (Amended the 1989 Tax on Fuel Inefficient Vehicles)

Description: Tax or rebate based on amount of fuel consumed by a vehicle. Amounts have not changed since early 1990s. The intent is to encourage purchase of fuel-efficient vehicles and reduce pollution. 

Loopholes: Minivans and light trucks are exempt from the tax. SUVs are taxed less than cars. All vehicles are compared on the basis of their (lower) highway fuel consumption rather than city consumption ratings. Most vehicles fall in the category of a maximum tax of $75 or a maximum rebate of $100, amounts not large enough to influence consumer behavior. There are no incentives for alternative-fuel, electric or hybrid vehicles. 

Revenue Neutrality? The program is not revenue-neutral (in spite of that being the original intention). It adds $300-400 million to the government budget. These monies are not earmarked for other vehicle efficiency related programs. 

Education/Outreach: There is no labeling requirement associated with the program, so no real attempt to inform the consumer. 

Policy Review: The 1991 legislation raised the 1989 tax rates, extended their coverage and included SUVs for the first time. But due to vehement opposition from the auto industry, Canadian Auto Workers Union and car dealers, several modifications were made including reducing the tax on SUVs by two-thirds and introducing a $100 rebate for the most efficient cars. As Ontario was experiencing a recession at the time, and the auto industry is a significant employer in the province, the economic climate was not favorable. In 1992, the Ontario Government set up a Fair Tax Commission to examine their overall tax system, including the Tax on Fuel Conservation. Their recommendations to make the feebate system more efficient and equitable were not implemented. In 1998, Ontario’s Environmental Commissioner made similar recommendations, which were also ignored. 

Table 1: Schedule of Ontario Feebate

	Rated Highway Fuel Consumption (L/100 kms)
	Passenger Vehicles                $ (Rebate)/Tax
	Sport Utility Vehicles

$ Tax

	Less than 6.0
	(100)
	0

	6.0-7.9
	75
	0

	8.0-8.9
	75
	75

	9.0-9.4
	250
	200

	9.5-12.0
	1200
	400

	12.2-15
	2400
	800

	15.1-18.0
	4400
	1600

	Over 18
	7000
	3200


In effect, 90% of vehicles sold fall into the 6-8.9L/100 kms (26-38mpg) class and thus pay a $75 fee. This is less than one-half of 1% of the cost of a typical $20,000 car. Only one class, less than 6.0 L/100kms (greater than 38 mpg) gets a rebate. SUVs are taxed differentially. Light trucks and vans are excluded. 

California: Demand-based Reductions In Vehicle Emissions (Plus improvements in fuel  economy) or DRIVE +

Inception: Proposed, 1990 (SB 1905). Reintroduced in 1991 (SB 431), 1992 (SB (1843) and 1993 (SB 378).

Description: Sales tax deduction for purchase of vehicles that have lower-than-average urban air pollutant emissions and CO2 emissions. Paid for by surcharges levied on purchases of vehicles that have higher-than-average emissions. Manufacturers would have to warranty their vehicles for reduced pollutant emissions for 50,000 miles to make the vehicles eligible for the rebate. 

Review: Annual review of incentives to take into account new vehicle models and changes in purchasing patterns, as well as to keep program funds in balance. 

Education/Outreach: To publicize the program new dealers would display stickers on all cars and light trucks, showing the size of the applicable DRIVE+ fee or rebate. The state would also launch an educational campaign to increase consumer awareness. 

Advantages: Applies to both cars and light trucks. There are incentives for alternative-fueled vehicles. The fee or rebate schedule varies continuously so that it targets fuel-efficiency of vehicles more precisely. The program is revenue-neutral. This was a comprehensive plan to address both GHGs and criteria air pollutants. 

Policy Review: Under the DRIVE + plan, sellers would collect the fees and send them to the California Department of Motor Vehicles. Consumers would then receive any rebates directly from the DMV. The feebate would amount to $200 for each mpg above or below the “zero point”. It was to be a revenue-neutral program. 

Obstacles: The original bill (SB 1905) was passed in 1990 with a 7 to 1 margin but subsequently vetoed by the then-outgoing-Governor Deukmejian. In the following three years the bill was repeatedly introduced but failed to pass in the legislature. 

Germany: Tax Differentials for Catalytic Converters and Unleaded Gasoline (NOT A FUEL ECONOMY-BASED FEEBATE)
Year of Inception: 1986

Description: Cash subsidies and grants and a tax repayment for installation of catalytic converters on vehicles, combined with taxes on leaded gasoline and cars without them.

The goal was to reduce damage to forests from vehicle emissions such as carbon monoxide, hydrocarbons and nitrogen oxides, as well as to promote catalytic converters as standard equipment on cars. 

Loopholes: None.

Revenue Neutrality? The program was revenue neutral, a fact that was credited with much of its success. 

Education/Outreach: 

Policy Review: Starting in 1986, the German government introduced a 0.04 DM tax differential between unleaded and leaded gasoline. This was subsequently raised to 0.10 DM, an amount large enough to influence consumer preferences. Unleaded gasoline now has a 90% share of the market, however the differential remains in place. This induces car owners with catalytic converters to stick with unleaded gas. The government also introduced policies to promote the use of catalytic converters by introducing a tax differential between low and high emission vehicles and exempting cars equipped with the converters from the car tax for a certain period. There was also a subsidy to convert older cars. The initial exemptions were high, up to 3000 DM, however these were reduced to DM 1,100 in 1988 and entirely abolished in 1991 to reflect the fact that by then 97% of cars had converted. The feebate element of the system was thus in effect between 1986 and 1992. The program was very successful and viewed as very equitable. Revenue-neutrality was a key element in this success. 

Maryland: The “Guzzler/Sipper” Bill (HB 685)

Year of Inception: 1993 (as part of the gas tax), to be phased in over two years. 

Repealed: The first Bush administration ruled that the law was preempted by the Federal CAFE law and thus the law was repealed. 

Description: Maryland became the first state in the U.S. to enact a feebate proposal through a gas guzzler tax that increases or decreases the 5% motor vehicle titling tax, based on whether the vehicle has a lower or higher than average fuel economy rating. 

Loopholes: The major drawback turned out to be a legal one. The labeling requirement made this legislation subject to challenge based on preemption of federal CAFE regulations. 

Revenue Neutrality? Not revenue neutral. Revenues generated were estimated to be at least $5 million a year (net of administrative costs) in 1993-94 and at least $25 million per year after full implementation in 1995. 

Education/Outreach: There is a labeling provision that requires the seller to prominently display the tax for a particular vehicle and its relationship to the vehicle’s fuel economy. It was this provision that was the basis of the Federal challenge to the law, the claim being that it violated federal preemption of automotive fuel economy regulation.

                Table 2: Feebate Schedule for Maryland

(Taxes or credits are added to or subtracted from the 5% Titling fee)

	Model Year
	Fuel economy
	Credit/(Tax)

	1993 and 1994
	<21 mpg
	5% +$100

	
	>35mpg
	5% - $50

	
	21-35 mpg
	5%

	1995 onwards
	<27 mpg
	5% +$50*(27-mpg)

	
	>35
	5% -$50*(mpg-35)

	
	27-35 mpg
	5%


Analysis of Repeal: The National Highway Traffic Safety Administration found that the 1975 Federal Energy and Conservation Act preempted Maryland’s law. The findings were that states cannot enact laws that conflict with federal regulations on fuel economy disclosures and Maryland could not tax vehicles based on fuel economy or require vehicles for sale to display a sticker stating the vehicle’s fuel efficiency and the resulting tax/credit imposed. In 1992 the Maryland Attorney General stated that the Maryland Act only partially conflicted with the Federal law. The opinion stated that the section requiring the sticker to be displayed did indeed violate federal statute, but Maryland could impose a fee/credit based on fuel efficiency. The opinion stated that federal law does not preempt Maryland from using the federal fuel mileage ratings to compute taxes owed in Maryland. The suggestion was made that the state could implement the gas guzzler/sipper tax if the sticker requirement was amended. The proposal has not been revived due to lack of political will in the state. 

The repeal of the Maryland legislation was a serious blow to feebate proposals all over the country. Many states became unwilling to go through what they perceived to be a difficult legal process (apart from the already difficult political process) required to pass such a law and make it stick. It continues to loom over the debate on feebates.

Massachusetts: An Act to Promote the Application of Scientific Principles and Technical Advances to Increase Automobile Efficiency and Reduce Global Warming 

Year of Inception: 1991 (HB 2086), 2001 (HB 3649)

Description: A sliding-scale tax that compares each vehicle to others within its size class and imposes a tax or rebate depending on relative performance within-class. The “zero point” of the feebate schedule would change as federal fuel efficiency ratings changed for each vehicle class. The 0-10% sliding scale would apply to the sales tax paid on new vehicles (which is currently 5%), with the most efficient vehicles (including electric and hybrid vehicles) paying nothing and the least efficient paying 10%. 

Loopholes: The program rewards consumers for picking the most efficient vehicle within a class, but not necessarily the most efficient vehicle overall. This can lead to some perverse results with some SUV owners receiving rebates while some small cars are taxed, even though cars may be overall more efficient than SUVs. 

Revenue Neutrality? Yes

Education/Outreach: There is a labeling requirement that would make the seller prominently display the tax rate expressed as a percentage of the vehicle price and with the message that the tax rate is a function of fuel economy. This could lead to possible problems with federal preemption. 

Policy Review: This bill has been introduced in the legislature by Rep. Marzilli, and he will do so again this year. In the last round of debate, the bill failed to win approval in great part because it was branded as an “SUV tax” (in spite of the within-class design of the feebate.) This highlights the importance of sending a clear message to the public regarding the goals of a feebate. There has also been the suggestion that certain groups such as farmers and businesses be exempt from the tax.

Arizona: 

Year of Inception: 1991 (HB 2425), 1993 (SB 1234)

Description: HB 2425 would have established feebates for six vehicle class sizes, with a separate schedule for AFVs. In 1993 a simplified version was proposed that would apply a flat $200 tax to any noncommercial vehicle with a fuel rating of  less than 21 mpg and a $200 tax credit for vehicles with a rating above 35 mpg. Vehicles with a 22-35 mpg rating were exempt from the program.

Loopholes: 

Revenue Neutrality? 

Education/Outreach: 

Policy Review: 

Wisconsin: Excess Gasoline Consumption Fee

Year of Inception: 1991 (AB 577)

Description: The owner of a new vehicles would pay a fee equal to twenty times the amount by which the vehicle’s combined fuel economy fell below the average fuel economy standard. There was no rebate clause as the funds were earmarked for an energy development and demonstration grant program.

Loopholes: 

Revenue Neutrality? No

Education/Outreach: 

Policy Review: 

Maine: 

Year of Inception: 1991 (LD 1709)

Description:  This program would replace the state’s current 5% sales tax on certain vehicles with one based on fuel efficiency. A variable sales tax (0-10%) would be placed on the purchase of all new vehicles, including vans and light trucks, based on fuel efficiency within class. Special consideration was also given to AFVs. 

Loopholes: 

Revenue Neutrality? 

Education/Outreach: 

Policy Review: The system of fees that were part of the program was introduced first, before any rebates. As a result, public opinion turned against the program and it was soon scrapped in entirety. 

Austria: Vehicle Registration Tax

Year of Inception: 
Description:  The Austrian motor vehicle registration tax – expressed as a % of the net purchase price – applies to passenger vehicles, and the percentage rate depends on the fuel efficiency of the vehicle. For the same fuel economy, the tax rate is higher for the diesel-driven car than for a gasoline-driven one. Electric vehicles are exempt. 

Loopholes: 

Revenue Neutrality? 

Education/Outreach: 

Policy Review: 

Table 3: Tax Schedule for Austria’s Vehicle Registration Tax

	Tax Base
	Class
	Tax Rate

	Motorcycles 
	Engine volume under 125 ccm
	0

	Motorcycles 
	Engine volume over 125 ccm
	(ccm-100)*0.02% of net price

	Diesel car
	< 10 liter/100 km
	((Liter diesel/100km)-2)*2% of net price

	Diesel car
	> or = 10 liter/100 km
	16% of net price

	Gas car
	< 11 liter/100 km
	((Liter gas/100km)-3)*2% of net price

	Gas car
	> or = 11 liter/100 km
	16% of net price


Conclusions: 

While the concept of feebates is attractive, and they make a lot of sense from an environmental perspective, various political and legal hurdles have bogged down feebate legislation at the state level in the U.S. In our conversations with experts
, some recurring themes emerged: Maryland’s unfortunate experience, the fact that feebates are politically unpopular because they are perceived to be new taxes, and that feebates are often perceived by the general public to be an “SUV tax”. Any decision to try to implement such a program must therefore face these challenges head-on. It is of crucial importance to begin a public outreach and education program well before the legislation is debated in committees, so as to circumvent popular misconceptions that might arise in the minds of the public. It is also important to find ways to deal with the powerful automobile lobby. 

The European experience is, of course, different in several ways because of differences in the polity. Yet, there is a lot to be learned from European countries like Austria about successful design and implementation of feebates.  The issue of revenue-neutrality, for instance, is dealt with in a much broader way. Rather than revenue-neutrality within the feebate program, one can also think of eco tax-shifting such that while taxes on vehicles are raised, taxes on income perhaps could be reduced. Also, a weight-based system of feebates could be used, and that would have the benefit of eliminating the federal preemption challenge. 

	              Programs

Features
	Ontario 
	California 
	Austria
	Germany 

	Wisconsin
	Maryland 


	Massachusetts


	Arizona
	Maine

	Status
	Implemented
	Proposed
	Implemented
	Implemented
	Proposed
	Repealed
	Proposed
	Proposed
	Repealed

	Year of Implementation
	1991
	1990
	
	1986
	1991
	1993
	1991, 2001
	1991
	1991

	Administrating Authority
	Ontario Ministry of Finance
	
	Ministry of Finance
	German Federal Govt and States
	State Govt
	State Govt
	State Govt.
	State Govt
	State Govt

	Updates
	Yes
	Yes
	No
	Yes
	No
	No
	No
	No
	No

	Across/within class
	Across
	Across
	
	Across
	Across
	Across
	Within
	Within
	Within

	Revenue Neutrality
	No
	Yes
	No
	Yes
	No
	No
	Yes
	No
	No

	Incentives for AFVs
	No
	Yes
	Yes
	No
	No
	No
	No
	No
	Yes

	Treatment of SUVs
	Taxed lower than cars
	Taxed equivalently
	
	
	Included
	Included
	Included
	
	Included

	Treatment of other light trucks
	Exempt
	Taxed equivalently
	
	
	Included
	Included
	Included
	
	Included

	Linear/nonlinear
	
	Linear
	Nonlinear
	
	
	
	
	
	

	Education/Outreach
	No
	Yes
	Yes
	Yes
	
	
	
	
	

	Labeling
	No
	Yes
	
	
	
	Yes
	Yes
	
	

	Periodic review of rate structure
	Yes, but no change made
	Yes
	Yes
	Yes
	
	No
	
	
	


� Based on personal communication with an environmental advocacy group.  Given the politically sensitive nature of the case, the identities of the organization and the state involved have been kept confidential.


� Our conversations included discussions with Frank Muller, John deCicco, Deborah Gordon, John Kumi, Therese Langer, David Greene, Nancy Goodman, Rep. James Marzilli and Irene Peters. We anticipate conversations with Kai Schlegelmilch, Julia Levin, Sue Jones and Chris Calwell prior to the stakeholder meeting. 
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