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Introduction: As part of Phase I of developing strategies for implementing Rhode Island’s Greenhouse Gas Action Plan, the concept of an incentive of fees and rebates to induce a shift towards the purchase of more fuel-efficient vehicles was identified as one of the more promising tools for achieving GHG emission reductions.  This approach is sometimes termed “feebate” (a contraction of ‘fee’ and ‘rebate’). Under such a program, consumers are required to pay a fee for the purchase of any vehicle that is below a targeted fuel economy rating, while those who buy vehicles above the targeted rating receive a rebate. The target can be changed over time to reflect the impacts of the program, and to ensure that the GHG reduction goals of the program are met (i.e., the Phase I GHG reduction targets of 125 thousand metric tons in 2020 of greenhouse gases expressed as carbon equivalent, for this program).  In the past 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). As part of the Rhode Island Greenhouse Gas Action Plan, this option is named the Vehicle Efficiency Incentive Program (VEIP).
This chapter summarizes the recommendations of the Rhode Island Greenhouse Gas Stakeholder Group (Stakeholder Group) on the design details of a Vehicle Efficiency Incentive (VEI) Program for Rhode Island, which is aimed at increasing the fuel-efficiency of light duty vehicles and achieving the GHG reductions identified in Phase I.   It outlines the key elements of the Vehicle Efficiency Incentive (VEI) Program for Rhode Island, based on Tellus Institute’s research and input from the Working Group meetings on November 15, 2002, December 3, 2002 and January 23, 2003. Data obtained by RIDEM from the Registry of Motor Vehicles was complied and analyzed by Brown University graduate students under the supervision of Professor Harold Ward, and then analyzed further by Tellus Institute to develop real-world examples of different VEIP designs.

This chapter also includes recommendations of the Stakeholders for incorporation in VEIP legislation and subsequent administration.  Appendix A provides supporting summary quantitative information for the recommendations from the analyses by Tellus Institute and Brown University.  Appendix B provides the memorandum from the Working Group to the Stakeholders on VEIP design.  Appendix C includes the translation of the Stakeholders’ recommendations into model legislation. 

Process:  At the outset of Phase II, the Stakeholders created a Feebate (now “Vehicle Efficiency Incentive Program”) Working Group. The VEIP Working Group held three meetings, facilitated by Dr. Jonathan Raab, Raab Associates, Ltd. over the course of four months. The VEIP Working Group engaged Tellus Institute to develop options for the VEIP program design features for discussion and recommendations to the Stakeholder Group.  At the Working Group meetings, Dr. Stephen Bernow of Tellus Institute presented to the Working Group a discussion of the objectives of the program, a summary of existing programs of this type, and each of its key design features (see http://righg.raabassociates.org/Articles/Tellus_FeebateMemo_Nov25.doc and Appendix A), and helped Dr. Raab to facilitate discussion of each design element. The VEIP Working Group debated the options for each design feature, and then either selected an option, accepted or modified a recommendation, or identified additional research required to aid development of consensus. 

In parallel with and feeding into the VEIP design discussion, Tellus Institute performed analyses of various design proposals to demonstrate how they would affect the magnitude and distribution of the fees and rebates across the database of 2001 model-year vehicles registered in 2002, and the revenues that would be generated and utilized by the program. These analyses helped to guide the VEIP Working Group participants in making key design decisions, including maximum levels of the fees and rebates and the ranges of vehicle mpg to which the incentives applied.  A summary of the results of these analyses is available on the VEIP section of the RIGHG website (http://righg.raabassociates.org/).

On February 12, a report on the work performed by the VEIP Working Group was presented to the Stakeholder Committee. Supported by a presentation from Steve Bernow and facilitated by Jonathan Raab, the Stakeholders reviewed the Report and discussed modifications to the decisions taken by the VEIP Working Group, and the choice amongst alternatives for the still unresolved design elements. They also requested additional analysis by Tellus Institute for its final meeting on March 21st.  For its March 21st meeting the Stakeholders were provided additional analyses by Tellus as well as input from key VEIP Working Group participants (also members of the Stakeholder Group).

Overview: The VEIP proposal put forward in this chapter represents a broad consensus among the Stakeholders on nearly all design features, and where there was dissent, or exceptions, these are noted below.  

All the Stakeholders but one agree that the VEIP design outlined in this Chapter represents a reasonable starting design to meet the GHG reduction targets for this program area established in the RI GHG Phase I Plan.  
Groups supporting the VEIP were: RI Department of Environmental Management, Brown University, RI Public Interest Research Group, RI State Energy Office, RI Division of Public Utilities and Carriers, Conservation Law Foundation, Rhode Island, Department of Transportation, Audubon Society of Rhode Island, New England Gas Company, Narragansett Electric, The Energy Council of Rhode Island (TEC-RI), Sustainability Coalition, Sierra Club and University of Rhode Island. The Business Roundtable asserted its opposition to the proposed VEIP in Rhode Island because it believes that the fee and rebate values are too high for an initial attempt to change behavior without impacting the economy, and since it does not address the volume of emissions from a vehicle, which is a function of miles driven as well as mpg. 

Vehicle Efficiency Incentive Program Design Features:

1. Vehicles Covered by the Program
The program will apply to all light duty vehicles, a category that encompasses  cars and light duty trucks (including SUVs, minivans and station wagons). The program will cover both conventional and alternative fueled vehicles.  State and municipal vehicles will be exempt from the VEIP, since their emissions could be reduced through other programs that aim at state purchasing requirements. Handicap and emergency vehicles will also be exempted.  Lease and rental vehicles will be included.
 


Light duty vehicles (LDV) shall include cars, light duty trucks, sport utility vehicles (SUV), minivans and pick-up trucks of less than 8,500 lb gross vehicle weight rating (vehicle weight plus rated cargo capacity) and any complete vehicle between 8,500 and 10,000 pounds GVWR that is designed primarily for personal transportation and has a capacity of up to 12 persons., but shall not include vehicles registered pursuant to 31-1-3(c) ("Authorized emergency vehicle"), 31-6-6 (“Vehicles exempt from registration fees”), and 31-6-8 (Disabled Veterans) of this title.

2. Basis for the Program

The program will be based on the federal (EPA) vehicle miles-per-gallon (mpg) combined highway/urban rating.
 It will not be tied to the sales price of the vehicle. For alternative fueled vehicles the mpg rating would be adjusted by the relative GHG content of the fuel to that of gasoline.
  

A “zero point” would be set at the sales weighted mean mpg rating of the most recent model year for which nearly complete registration data are available (see Section 5 below), and the owner of a given vehicle covered by the program would receive a rebate or pay a fee depending on whether its fuel economy lies above or below this zero point. The position of the zero point can change over time depending on a) changes in fleet average mpg, and b) decisions by the VEIP Administrator to accelerate or decelerate the program to meet the target for this program (see Section 9 below). 

3. Within or Across Class (Number of Tiers)

The program would be a single-tier system with no class differentiation. By designing the program to operate across all vehicle classes there is always an incentive to choose the more fuel-efficient vehicle, whether shifting within classes or between classes. Also, a single-tier system is consistent with the environmental rationale for feebates, and could avoid perverse incentives.  

4. Treatment of Commercial Vehicles
The Program would include all commercial vehicles, since from a GHG abatement standpoint both individuals and businesses should see incentives to purchase more fuel-efficient vehicles that meet their transportation service needs.
  

5. Structure of the Incentive Program              

The Fee/Rebate structure would entail a schedule that starts at zero fee or rebate at the mpg zero-point (the weighted average fuel economy of the fleet), and linearly increases to a maximum fee of  $2000 at 10 mpg and below and a maximum rebate of $3000 at 50 mpg and above.
 This structure is illustrated on the Appendix A for Model-year 2001 vehicles registered in Rhode Island in 2002.
   
6. Administration of the Program

The VEIP would apply to a model year for the first registration in RI of covered vehicles, and would continue to be applied to that and subsequent model years into the future for the first registration in Rhode Island.  It would be applied as close to the point of purchase as possible, and as simply as possible. 

For used vehicles purchased out of state the fee/rebate would be pro-rated downward by 10% per year (N/10, where N is the current year minus model-year) to reflect an average 10-year lifetime. 
 

Fees will be collected by the Division of Motor Vehicles and will accrue in a program fund at the Division of Taxation at the Department of Administration.  An annual report to the legislature on the progress of the VEIP will be provided.  The administration of the program will require some resources, which will accrue from the contingency funds collected as the difference in revenues between the fees and the rebates (see below in Section 7)

Since any state-level vehicle policy, whether based on vehicle standards or taxes/subsidies, inevitably introduce incentives for some sort of arbitrage, i.e., taking advantage of the difference of prices across state boundaries, ongoing monitoring and enforcement is required to minimize their impacts on the effectiveness of the VEIP.

7. Revenue-Neutrality

The program will be designed to be revenue-neutral, except for a provision for administrative costs, public education/outreach and contingencies. The scheme decided upon would allocate roughly 80% of the revenues for rebates and 20% for the other costs. This 20% could be revised downwards once the system is deemed to stable and there is less uncertainty about the size of the contingency fund required.  The legislation for the VEIP needs a mechanism to provide start-up costs in the first year, and a procedure to pay this back from the revenues raised by the VEIP.

8. Legality of the Program

In order to minimize the possibility of a federal pre-emption challenge, labeling requirements may need to be either eliminated or be made more general instead of referring specifically to federal fuel economy ratings (e.g. use terms such as ‘excessive use of energy’ or ‘efficient use of energy’ to describe a vehicle’s performance).  A description of the program and schedule of fees and rebates for all vehicle models could be posted in a prominent place at each dealership, instead of applying an individual mpg label to each vehicle. It may be feasible to place the vehicle-specific fee or rebate label on the vehicle. The preamble to the legislation should state clearly that the ultimate goal of the program is to reduce GHG emissions, to help protect public health and the environment for Rhode Islanders, and not regulate fuel economy per se.  The GHG Action Plan reduction targets for this program should be embodied in the legislation.

9. Annual Updates

The program will be updated periodically to ensure that it continues to be a successful program that helps meet the overall targets of the Rhode Island GHG Action Plan. These updates can take the following forms: 

a) Increase the zero point and plateau points each calendar year based on sales weighted average mpg of the previous model years registered in Rhode Island (through October 15, so there is time to calculate and implement).  “For example, if the VEIA began to be applied to 2005 model year vehicles, then on 15 October 2006, the mean mpg rating of RI registered 2005 model year vehicles would set the zero point for fees and rebates for the following twelve months.”  
b) If needed to keep on track to meet the GHG Action Plan targets, the Administrator would change the slopes of the fee and rebate schedules and their maximum levels every two years. The maximum increase or decrease in the fee and rebate during each such revision would be no more than 10%, unless the program administrator demonstrates that GHG reduction targets are not being met and a change of more than 10% is called for.  

10. Public Outreach 

Public outreach should be performed at two levels:

a) Prior to implementation of legislation, in the form of public educational workshops, training videos and pamphlets for legislators and stakeholder groups

b) During program implementation and on an ongoing basis, through mail-outs, television and radio advertising, and informational materials at motor vehicle dealerships and relevant state government offices.

Appendix A – Quantitative Analyses

Figure B.1 Illustration of proposed VEIP Schedule applied to Model-Year 2001 Vehicles Registered in Rhode Island in 2002
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Feebate design, no deadband, linear schedule between 10 and 50mpg
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Notes:

1.Zero point is at 22 mpg.
2.About 8% of new vehicle fleet are at zero-point, i.e., are unaffected by fee/rebate. 

3.Based on 2001 sales, under this schedule, fees would amount to about $16 million and rebates would amount to $13 million, leaving 20% of the fees collected (about $3 million) for administration and contingency funds. 

4.The rebate increases by $107 for each additional mpg above the zero-point, and the fee increases by $167/mpg for each additional mpg below the zero point. 
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Figure B.2: MPG Distribution for Model-Year 2001 Fleet
Appendix B

MEMORANDUM 

To:

Rhode Island Greenhouse Gas Stakeholder Committee

From:
            Rhode Island Greenhouse Gas Working Group                                        Date:

February 12, 2003

Vehicle Efficiency Incentive Program Design   

During Phase 1 of the Rhode Island GHG Action Plan process, incentives in the form of fees and rebates related to vehicle efficiency were identified as a useful means to reduce emissions of GHGs.  Sometimes termed “feebates,” such policy instruments provide incentives for the purchase of more fuel-efficient vehicles. (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 is below a targeted fuel economy rating; those who buy vehicles above the targeted rating receive a rebate. The target can be changed over time, to embody the goals of the program and to reflect the impacts of the feebate.  In the past 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 memo outlines the key elements of a Vehicle Efficiency Incentive (VEI) Program for Rhode Island, based on our research and input from the Working Group meetings on November 15, 2002, December 3, 2002 and January 23, 2003.  Tellus Institute developed the main elements of the program design, with support from Brown University, RIDEM and Raab Associates.  The Registry of Motor Vehicles provided RIDEM with a digital record for each of the approximately. 1.04 million vehicles that were registered in Rhode Island in October of 2002.  Data on the 2001 model year was extracted from each segment and analyzed by Brown University graduate students, providing the number of and the EPA efficiency of each model/make.  These were then analyzed further by Tellus Institute to develop real-world examples of different feebate schedules.

The Working Group reached a consensus on all VEI design issues but one (whether to use a deadband or not). The recommendations, which reflect the consensus of the Working Group, are described in shaded boxes throughout the memo. In the one instance, where consensus was not reached the two options are also show in the shaded box for the Stakeholder Group to review and decide.

[image: image9.wmf] 

Feebate design, no deadband, linear schedule between 10 and 50mpg

 

-

3000

 

-

2000

 

-

1000

 

0

 

1000

 

2000

 

3000

 

4000

 

9

 

11

 

13

 

15

 

17

 

19

 

21

 

2

3

 

25

 

27

 

29

 

31

 

33

 

35

 

37

 

39

 

41

 

43

 

45

 

47

 

49

 

51

 

53

 

55

 

57

 

59

 

61

 

63

 

65

 

67

 

Fuel Efficiency 

(mpg)

 

Fees/

 

Rebates

 

1. Vehicles Covered by the Program

Discussion 

The program will include all cars and light duty trucks (that EPA calls Light Duty Trucks 1-4) up to 10,000 lbs Gross Vehicle Weight. The Light-Duty Truck (LDT) 1 category includes compact SUVs (e.g. Chevrolet Tracker) and a few small pickup trucks (e.g. Toyota Tacoma). The next category, LDT2, includes most light pickups, all mini-vans and most SUVs (e.g. Ford Explorer). The LDT3 and LDT4 categories include full-sized pickups, light duty vans and larger SUVs (e.g. Dodge Durango). This categorization is consistent with EPA’s handling of definitions for Tier 2 emissions standards.

2. Basis for the Program

Discussion The program could be designed to address both criteria air pollutants and GHG emissions. However, for simplicity and since criteria pollutant emissions are already addressed by existing and improving standards, the proposed RI program will be aimed at GHG emissions only. The most straightforward basis for a feebate designed to reduce GHG emissions is fuel consumption – gallons per mile. However, the system would be easier for consumers to understand, and achieve the same ends if based on fuel economy, i.e., the mpg rating of a vehicle. In the likelihood that an mpg-based feebate would face legal challenges, the feebate could be expressed in terms of the equivalent carbon dioxide emissions per mile driven. EPA's combined fuel economy is defined as 55 percent of city mpg rating + 45 percent of highway mpg rating.

A “zero point” would be set at the (weighted) mean mpg rating of the current vehicle fleet (and may include a few mpg deadband on either side – see Section 5 below) and the owner of a given new vehicle would receive a rebate or pay a fee depending on whether its fuel economy lies above or below this zero point. The position of the zero point will depend on, among other things, the number of tiers and whether or not a revenue neutral design is chosen (see below). 

3. Within or Across Class Design (Number of Tiers)

Discussion

If environmental considerations are the sole criteria for evaluation, a feebate program should be designed to operate across all vehicle classes so there is always an incentive to choose the more fuel-efficient vehicle. Thus, a single-tier system is consistent with the environmental rationale for feebates.  

It might be politically expedient to design the feebate system with more than one tier. For example, a two-tier system could comprise a car class and a light truck class (which would include SUVs, minivans and both medium and large station wagons). This would address the belief of some that a one-tier system would unfairly penalize those who choose (or need) larger cars.  For example, Rhode Island could adopt a two-tier system with two vehicle classes – light duty cars and light trucks (which would include SUVs, minivans, pickups and medium station wagons). For each tier a separate zero point and feebate schedule would be designed.  Medium station wagons in this size class are included so as to “level the playing field.” This size class includes vehicles that would otherwise be in the car category, but whose cargo size is comparable with that of many SUVs, minivans and pickups.  

However, a two-tier system will contain perverse incentives, with the possibility that a car could end up paying a fee and a light truck could receive a rebate even though the car might have a better mpg rating than the light truck (See Annex C for such examples, e.g. a Toyota Tacoma might receive a rebate whereas a Ford Mustang having the same fuel economy rating could pay a fee). Indeed, some might argue that such a system (and not the one-tier) is unfair, and thus its apparent political expediency might be questionable.  This issue deserves special attention in public discourse, and education before and after the system is enacted.

4. Treatment of Commercial Vehicles

Discussion

To avoid penalizing the use of larger vehicles for legitimate business purposes (e.g., delivery vans and trucks), some or all commercial vehicles could be made exempt from the program. However, a basis for identifying these vehicles would have to be agreed upon. The exclusion of all commercial vehicles would pose a potential problem in Rhode Island where all light trucks are eligible to receive commercial plates, regardless of whether they are used for work-related activities. This would create a big loophole and could undermine the aims of the system.  Moreover, from an externalities viewpoint, it might be argued that there should be no exclusions, that is, individuals and businesses should factor in the true costs of having larger vehicles while making vehicle purchase decisions. If there are to be exclusions for commercial vehicles, the program could require that special application be made for variance. These applications would have to demonstrate how the vehicles were being used for commercial purposes. The administrative costs of handling such exemptions could be quite onerous and should be carefully evaluated before any variance provisions are considered. On balance the Working Group decided that all Commercial vehicles should be included in the VEI program. 

5. Structure of the Incentive Program              

Discussion

For purposes of illustration, an analysis of these schedules was conducted using data on the 2001 new vehicle sales in Rhode Island. For the single-tier programs, a zero point of 22 mpg was chosen as this was determined to be the weighted mean fuel economy of new vehicles sold in 2001. In addition, a deadband of +/- 1 mpg was chosen to show how option (a) might operate. In all cases, a maximum fee or rebate of $4000 was used, based on the recommendation of the Working Group. The consensus of the WG was that a maximum of $4000 strikes a balance between the desire to have an incentive/disincentive system significant enough to sway customer choices without changing vehicle costs too much.

These two options are illustrated on the following Figures.

Note that the constraints adopted by the Working Group -- $4000 maxima at 10 and 50 mpg – were found by Tellus (in modeling done subsequent to the final Working Group meeting) to create total revenues from fees well in excess of the rebates awarded, and thus violating another design principle of the Working Group – revenue neutrality but for 20% of revenues diverted to administration and contingency (see Section 7 below).  Annex A shows these two Figures adjusted to meet the 80/20 rebate and administrative requirement suggested in Section 7 using two methods.  The first keeps the maximum rebate at $4,000 but moves the start of this plateau back to about 41 mpg, while the second keeps the start of the rebate plateau maximum at 50mpg, but increases the rebate to about $6,000, both in order to distribute 80% of the fees collected as rebates.  

Annex B provides a table which shows a large number of the models sold in 2001 organized into 2 mpg bins.  Comparing the entries on this table to the Figures on the feebate schedules provides information on the options available for shifting purchases versus the associated changes in fees and rebates. 

Alternative Program Schedules
a. A linear schedule around a zero point of 22 mpg, reaching plateaus of $4000 at 10 mpg and 50 mpg.
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Notes: 

1. Zero point is at 22 mpg.

2. About 8% of new vehicle fleet are at zero-point, i.e., are unaffected by feebate.

3. Based on 2001 sales, under this schedule, fees would amount to about $32 million and rebates would amount to $17.3 million, leaving about $14.8 million for contingency funds.

4. Approximately 0.1% of fleet on each side will either pay or receive the cap amount of $4000. 

The slope of the rebate curve is $143/mpg.  The slope of the fee curve is $333/mpg. The slopes were derived from the other design constraints described above.

b. A feebate around a deadband from 21 to 23 mpg, reaching plateaus of $4000 at 10 mpg and 50 mpg.
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Notes: 

1. Zero point is at 22 mpg.

1. Deadband covers about 30% of new vehicle fleet.

2. Based on 2001 sales, under this schedule, fees would amount to about $26.2 million and rebates would amount to $13.9 million, leaving about $12.3 million for contingency funds.

3. Approximately 0.1% of fleet on each side will either pay or receive the cap amount of $4000.

4. The slope of the fee curve below 21 mpg is $364/mpg. The slope of the rebate curve above 23 mpg is $148/mpg. The slopes were derived from the other design constraints described above.

6. Administration of the Program

Discussion

There are at least two possible ways of administering the feebate, each with advantages and disadvantages.

The first is the approach recommended by the Working Group -- at the point of registration of all new vehicles in Rhode Island.  The feebate transaction would be close to the point of purchase and make it part of other routine new vehicle transactions, as desired by the Working Group.  The primary disadvantage with this system is that of leakage: vehicles could be purchased and registered out of state and then brought into Rhode Island and not be qualified as “new” vehicles upon change of registration.  If the likelihood of this happening were significant, the efficacy of the system could be undermined and Rhode Island vehicle sales could also be affected adversely, leading to diminished political support for the program.

The other way to administer the feebate would be to identify the feebate for all vehicles whose model year corresponds with the current year.  This approach avoids the disadvantage mentioned above, but could face the difficulty of accounting for the purchase of new vehicles whose model year is ahead of (or even behind) the current year.  Since manufacturers typically make subsequent model year vehicles available for sale before the end of the current year, specific measures would be needed to address this problem.  The administration of the program will require some resources, which will accrue from the contingency funds collected as the difference in revenues between the fees and the rebates (see below in Section 7)

7. Revenue-Neutrality


Discussion

The question of revenue neutrality can be quite important in affecting public opinion about a feebate. Any option 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 and carefully developed revenue-positive proposals may be received sympathetically
.  Moreover, there is evidence of some public sentiment for taxes that are targeted to specified worthy ends. 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 could be further enhanced. In any case, it is hard to keep a feebate scheme completely revenue-neutral from year to year, as it is difficult to predict the changing composition of the new vehicle fleet and the need for contingency funds. 

As noted earlier, the two schemes advanced by the Working Group for consideration by the Stakeholders will produce more than 20% revenues, and thus these could be seen as a revenue raising options or options that could provide revenues for worthy related programs. Two alternatives that impose the 80/20 approach are provided in Annex A. The first keeps the maximum rebate at $4,000 but moves the start of this plateau back to about 41 mpg, while the second keeps the start of the rebate plateau maximum at 50mpg, but increases the rebate to about $6,000, both in order to distribute 80% of the fees collected as rebates.  

8. Legality of the Program

Discussion

Much of the debate around the legality of feebates centers on the Maryland feebate legislation that was deemed subject to federal preemption by the National Highway Traffic Safety Administration (NHTSA) in 1992. In response, the Maryland Attorney general issued an opinion saying that while the consumer notice requirement of the legislation would be subject to preemption, the tax surcharge-tax credit aspect of it need not be. While the challenge never went to court, the legislation itself was withdrawn. 

There is currently a legal challenge to California’s ZEV Program by General Motors, Daimler-Chrylser and several California car dealers alleging the new Zero Emission Vehicle rules violate a federal law barring states from regulating fuel economy in any way.  The Stakeholder Group might want to look to the outcome of that case in making its final determination before suggesting legislative language for the RI program. 

9. Annual Updates

Discussion

Updating the feebate program is a necessary part of the evolution toward more fuel-efficient vehicles by 2020. These updates would address issues like the changing pattern of vehicle purchases, the level of the contingency funds and possible changes to the federal CAFE standard.  Updating does impose an administrative burden on the program and as such some amount of the revenues from the contingency funds would be set-aside for this purpose. 

While the maximum fee/rebate could be adjusted over time, it is important that the public not perceive this as a tax with an unlimited ceiling. To that end, it is advisable to set a maximum increase of 10% for each revision of the fee/rebate in Option (b). A caveat could be inserted, allowing the program administrator to override this 10% maximum if it is determined that the overall GHG reduction goals are not being met.

10. Public Outreach 


Discussion
Public outreach is a crucial element for the success of a vehicle efficiency incentive program. This can be in the form of education/awareness programs to better inform the public of the environmental impacts of their vehicle and driving choices and the aims and bases of the feebate system, as well as targeted outreach at the point of purchase of a vehicle. As mentioned previously, while labeling could serve an important educational role, any label would have to be carefully designed so as not to run afoul of federal preemption challenges. It is also advisable to undertake an educational campaign before any proposed legislation is debated in the legislature. An early attempt to get a clear message across can improve the chances that the public will understand the goals of the efficiency incentive program and perceive it favorably.

Annex A: Two Alternative Sets of Options 

A1. Maximum Rebate at $4,000
a. A linear schedule around a zero point of 22 mpg, reaching plateaus of $4,000 at 10 mpg and 41 mpg.
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Notes: 

1. Zero point is at 22 mpg.

2. About 8% of new vehicle fleet are at zero-point, i.e., are unaffected by feebate.

3. Based on 2001 sales, under this schedule, fees would amount to about $32 million and rebates would amount to $25.4 million, leaving about $6.68 million (about 20% of the fees collected) for contingency funds. 

The slope of the rebate curve is $211/mpg.  The slope of the fee curve is $333/mpg. The slopes were derived from the other design constraints described above.

b. A feebate around a deadband from 21 to 23 mpg, reaching plateaus of $4,000 at 10 mpg and 41 mpg.
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Notes: 

2. Zero point is at 22 mpg.

3. Deadband covers about 30% of new vehicle fleet.

5. Based on 2001 sales, under this schedule, fees would amount to about $26.2 million and rebates would amount to $20.7 million, leaving about $5.5 million (about 20% of the fees) for contingency funds.

6. The slope of the fee curve below 21 mpg is $364/mpg. The slope of the rebate curve above 23 mpg is $222/mpg. The slopes were derived from the other design constraints described above.

A2. Maximum Rebate at 50 MPG
a. A linear schedule around a zero point of 22 mpg, reaching different plateaus at 10 mpg and 50 mpg to maintain a 20% surplus of fees over rebates.
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Notes: 

1. Zero point is at 22 mpg.

2. Deadband covers about 30% of new vehicle fleet.

3. Based on 2001 sales, under this schedule, fees would amount to about $32 million and rebates would amount to $26 million, leaving about $6 million for contingency funds (about 20% of the fees).

4. Approximately 0.1% of fleet on each side will either pay the cap amount of $4,000 or receive the cap amount of $6,000.

5. The slope of the fee curve below 21 mpg is $333/mpg. The slope of the rebate curve above 23 mpg is $214/mpg. The slopes were derived from the other design constraints described above.

b. A feebate around a deadband from 21 to 23 mpg, reaching different plateaus at 10 mpg and 50 mpg to maintain a 20% surplus of fees over rebates.
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Notes: 

1. Zero point is at 22 mpg.

2. Deadband covers about 30% of new vehicle fleet.

3. Based on 2001 sales, under this schedule, fees would amount to about $26.2 million and rebates would amount to $20.8 million, leaving about $5.4 million for contingency funds (roughly 20% of the fees).

4. Approximately 0.1% of fleet on each side will either pay the cap amount of $4,000 or receive the cap amount of $6,000.

5. The slope of the fee curve below 21 mpg is $364/mpg. The slope of the rebate curve above 23 mpg is $222/mpg. The slopes were derived from the other design constraints described above.

Annex B: 2001 Autos Sold In 2 mpg Bins From 9 Mpg To 64 Mpg 

NB: This is a sample of about 50% of the vehicles sold in Rhode Island in 2001. Autos of a given make and model listed below could have multiple mpg’s due to transmission (manual, auto) and engine type/options (4 cyl./6 cyl., all wheel drive, etc.).  For most recent mpg data for all cars go to US DOE/EPA’s website www.fueleconomy.gov.  The weighted fuel economy is based on 55% city mileage and 45% highway mileage. 

	Fuel Economy
	Make
	Model
	Class
	# of Vehicles
	# In Bin

	 
	
	
	
	 
	

	9 to 10.9
	Amgen
	Hummer
	SUV
	2
	2

	11 to 12.9
	Ferrari
	360
	Two-seater
	1
	

	 
	Ford 
	Excursion
	SUV
	22
	23

	13 to 14.9
	GMC
	K1500 Yukon
	SUV
	26
	

	 
	Land
	Range Rover
	SUV
	9
	

	 
	Lincoln Navigator
	SUV
	13
	

	 
	Dodge 
	Durango
	SUV
	225
	

	 
	Dodge 
	Ram Pickup 1500
	Pickup truck 
	50
	

	 
	Dodge 
	Ram Van 1500
	Cargo van
	55
	

	 
	Dodge 
	Ram Van 3500
	Light duty Van 
	4
	

	 
	Ford 
	Expedition
	SUV
	3
	

	 
	Lexus 
	LX 470
	SUV
	30
	415

	15 to 16.9
	BMW
	X5
	SUV
	64
	

	 
	Chevrolet
	K1500 Suburban
	SUV
	223
	

	 
	Chevrolet
	K1500 Tahoe
	SUV
	236
	

	 
	Chevrolet
	G1500 Chevy Express
	Light duty Van 
	23
	

	 
	Chevrolet
	Silverado
	SUV
	18
	

	 
	Dodge 
	Dakota Pickup 
	Pickup truck 
	110
	

	 
	Ford 
	E250 Econoline
	Cargo Van
	125
	

	 
	GMC
	G150 Savana
	Cargo van
	23
	

	 
	Land Rover
	Discovery Series II
	SUV
	28
	

	 
	Mitsubishi
	Montero
	SUV
	66
	

	 
	Toyota
	Sequoia
	SUV
	90
	

	 
	Toyota 
	Tundra
	Pick up truck
	25
	

	 
	BMW 
	M5
	Compact car
	5
	

	 
	Chevrolet
	Astro
	Light duty van
	73
	

	 
	Chevrolet
	Blazer
	SUV
	543
	

	 
	Ford 
	Expedition
	SUV
	41
	

	 
	Ford 
	Explorer 4WD
	SUV
	271
	

	 
	Jeep 
	Grand Cherokee
	SUV
	568
	

	 
	GMC
	Safari
	SUV
	73
	2605

	17 to 18.9
	BMW
	X5
	SUV
	139
	

	 
	Ford 
	Ranger 
	Pickup truck 
	197
	

	 
	Jeep 
	Cherokee 4WD
	SUV
	187
	

	 
	Jeep 
	Wrangler
	SUV
	136
	

	 
	Nissan 
	Xterra
	SUV
	278
	

	 
	Toyota 
	Tundra
	Pickup truck 
	25
	

	 
	Chevrolet
	Blazer 2 WD
	SUV
	74
	

	 
	Ford 
	Explorer Sport
	SUV
	46
	

	 
	GMC
	Jimmy 2 WD
	SUV
	543
	1625

	19 to 20.9
	Chrysler
	Town and Country
	Minivan
	490
	

	 
	Dodge 
	Caravan
	Minivan
	142
	

	 
	Nissan 
	Quest
	Minivan
	37
	

	 
	Audi
	A6 Quattro
	Midsize car
	34
	

	 
	Chrysler
	Voyager
	Minivan
	76
	

	 
	Ford 
	Crown Victoria
	Large car
	158
	

	 
	Ford 
	Windstar
	Minivan
	332
	

	 
	Honda 
	Odyssey
	Minivan
	304
	

	 
	Hyundai
	Santa Fe
	SUV
	114
	

	 
	Kia
	Sportage
	SUV
	197
	

	 
	Lexus 
	RX 300
	Station wagon
	213
	

	 
	Lincoln 
	Town car
	Large car
	107
	

	 
	Mercedes-Benz
	E430
	Midsize car
	19
	

	 
	Mecury 
	Grand Marquis
	Large car
	253
	

	 
	Volkswagon
	Passat
	Compact car
	237
	2713

	21 to 22.9
	Audi 
	A4 Avant Quattro
	Station wagon
	12
	

	 
	Dodge 
	Intrepid
	Large car
	348
	

	 
	Ford 
	Mustang
	Subcompact car
	38
	

	 
	Ford 
	Taurus
	Large car
	705
	

	 
	Mazda
	Tribute
	SUV
	52
	

	 
	Mercury
	Sable
	Midsize car
	341
	

	 
	Oldsmobile
	Aurora
	Midsize car
	35
	

	 
	Toyota 
	Sienna
	Minivan
	81
	

	 
	BMW
	3251
	Compact car
	144
	

	 
	Chevrolet
	Venture
	Minivan
	157
	

	 
	Chrysler
	PT Cruiser
	SUV
	642
	

	 
	Infiniti
	I30
	Midsize car
	398
	

	 
	Mazda
	Millenia
	Compact car
	108
	

	 
	Oldsmobile
	Intrigue
	Midsize car
	58
	

	 
	Pontiac
	Grand Prix
	Midsize car
	87
	

	 
	Toyota
	Camry
	Midsize car
	1225
	

	 
	Toyota
	Highlander
	SUV
	142
	

	 
	Volkswagon
	Jetta
	Compact car
	55
	4628

	23 to 24.9
	Acura
	3.2 CL
	Compact car
	64
	

	 
	Buick
	Century
	Midsize car
	554
	

	 
	Chevrolet
	Impala
	Large car
	153
	

	 
	Dodge 
	Stratus
	Midsize car
	229
	

	 
	Honda 
	CR-V
	SUV
	129
	

	 
	Hyundai
	Sonata
	Midsize car
	166
	

	 
	Mitsubishi
	Eclipse
	Subcompact car
	108
	

	 
	Mitsubishi
	Galant
	Midsize car
	552
	

	 
	Nissan 
	Maxima
	Midsize car
	512
	

	 
	Pontiac
	Grand Prix
	Midsize car
	132
	

	 
	Subaru
	Outback
	Station wagon
	93
	

	 
	Volkswagon
	GTI
	Compact car
	237
	

	 
	Volkswagon
	Passat
	Midsize car
	50
	

	 
	Volvo
	S60
	Compact car
	280
	

	 
	Mazda
	626
	Midsize car
	247
	

	 
	Mercury
	Couger
	Compact car
	73
	

	 
	Pontiac
	GrandAm
	Compact car
	357
	

	 
	Subaru
	Forester
	SUV
	273
	

	 
	Toyota
	Avalon
	Large car
	1225
	

	 
	Volkswagon
	Jetta
	Compact car
	101
	

	 
	Volkswagon
	Passat Wagon
	Station wagon
	29
	5564

	25 to 26.9
	Kia
	Sephia
	Compact car
	243
	

	 
	Nissan 
	Altima
	Compact car
	752
	

	 
	Pontiac
	GrandAm
	Compact car
	141
	

	 
	Toyota
	RAV4
	SUV
	113
	

	 
	Volkswagon
	New Beetle
	Subcompact car
	23
	

	 
	Chevrolet
	Cavalier
	Compact car
	168
	

	 
	Volvo
	S40
	Compact car
	33
	

	 
	Volvo
	V40
	Station wagon
	7
	1480

	27 to 28.9
	Dodge 
	Neon
	Compact car
	472
	

	 
	Honda 
	Accord
	Midsize car
	424
	

	 
	Pontiac
	Sunfire
	Subcompact car
	39
	

	 
	Saturn
	L100/200
	Midsize car
	255
	

	 
	Toyota
	Camry
	Midsize car
	1225
	

	 
	Ford 
	Focus
	Compact car
	200
	

	 
	Hyundai
	Elantra
	Compact car
	570
	

	 
	Nissan 
	Sentra
	Compact car
	408
	3593

	29 to 30.9
	Ford 
	Escort
	Compact car
	208
	

	 
	Saturn
	SW
	Station wagon
	52
	

	 
	Saturn
	SC
	Subcompact car
	30
	

	 
	Hyundai
	Accent/Brio
	Compact car
	276
	566

	31 to 32.9
	Mitsubishi
	Mirage
	Compact car
	97
	

	 
	Saturn
	SL
	Compact car
	214
	

	 
	Suzuki
	Esteem
	Subcompact car
	36
	

	 
	Toyota
	Celica
	Subcompact car
	1181
	

	 
	Chevrolet
	Metro
	Subcompact car
	16
	1544

	33 to 34.9
	Chevrolet
	Prizm
	Compact car
	115
	

	 
	Honda 
	Civic
	Compact car
	570
	

	 
	Toyota
	Corolla
	Compact car
	1181
	1866

	35 to 36.9
	Toyota 
	Echo
	Compact car
	154
	154

	37 to 38.9
	Honda 
	Civic HX
	Subcompact car
	72
	

	 
	Volkswagon
	Golf
	Compact car
	237
	

	 
	Volkswagon
	Jetta
	Compact car
	78
	

	 
	Volkswagon
	New Beetle
	Subcompact car
	11
	398

	48
	Toyota
	Prius
	Compact car
	128
	128

	64
	Honda
	Insight
	Two-seater
	4
	4

	TOTAL
	
	
	
	27308
	27308


Annex C: Examples Of Perverse Effects Of A 2-Tiered Feebate System

A 2-tiered feebate system could be 

a. Linear for cars with no deadband and 25mpg zero point

b. Linear for light trucks with no deadband and 18 mpg zero point

c. A deadband of +/- 1 mpg around the zero point of 25 mpg for cars, with a linear schedule

d. A deadband of +/- 1 mpg around the zero point of 25 mpg for light trucks, with a linear schedule 

Note, however, some possible perverse situations that could become apparent in any of these:

Consider, for example, a car (Ford Mustang) and a light truck (Toyota Tacoma) that both have a fuel economy of 22 mpg:

In situations (a) and (b), the car will pay a fee of $1125 while the light truck will get a rebate of $1200

In (c) and (d), the car will pay a fee of $857 while the light truck will get a rebate of $1000

Appendix C:  Model Vehicle Efficiency Incentive Program Legislation

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 Sales or use tax fuel efficiency credit or surcharge. – 

(a) The General Assembly finds and declares 

(1) that the combustion of fossil fuels in the transportation sector, particularly in light dutyl vehicles, is a leading source of the greenhouse gases that are a primary cause of global warming, 

(2) that global warming threatens the lives and property of Rhode Islanders as it is contributes to rising sea levels, more frequent and intense storms, and increased prevalence of disease; 

(3) that the combustion of fossil fuels in the transportation sector, particularly in light duty vehicles, is one of the known sources of pollutants, like Nitrogen Oxides, that are converted in the atmosphere on summer days into unhealthy levels of ozone damaging the health of Rhode Islanders; specifically from 1999-2002 there were 63 days when ozone levels were so high that breathing the air was hazardous to the health of Rhode Islanders;

(4) that the combustion of fossil fuels in the transportation sector, particularly in light duty vehicles, results in the emission of Carbon Monoxide, a hazardous air pollutant that damages the public health;


(5) that vehicles use approximately 40% of fossil fuels consumed in Rhode Island; 

(6) that there currently exist cross-subsides from higher efficiency vehicles to lower efficiency vehicles that need to be balanced; 

(7) that a vehicle efficiency incentive program is a market-oriented policy that creates incentives for the purchase of fuel-efficient vehicles; 

(8) that the New England Governors and Eastern Canadian Premiers have pledged to reduce greenhouse gas emissions across the region to 1990 levels by 2010 and to 10% below the 1990 level by 2020, and 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 to targets for reduction of annual greenhouse gas emissions from light duty vehicles in Rhode Island that reaches 125 thousand metric tons greenhouse gases expressed as carbon equivalent, from a vehicle efficiency incentive program by 2020;

(b) The purpose of this section is to provide incentives for the purchase of fuel-efficient light duty vehicles in Rhode Island.

(c) The Division of Motor Vehicles is directed to develop and enforce by June 1, 2004, Vehicle Efficiency Incentive Regulations that shall apply to the registration in Rhode Island of all new and used private light duty vehicles of model year 2005 and thereafter.

(d) In this section, the following words have the meanings indicated.

1)  "Fuel economy" has the meaning stated in § 4064 of the Internal Revenue 

Code as determined and adjusted by the U. S. Environmental Protection 

Agency to account for the difference between controlled laboratory 

conditions and actual road driving pursuant to 40 CFR § 600 .

2)  “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 (vehicle weight plus rated cargo 

capacity) and any complete vehicle between 8,500 and 10,000 pounds GVWR 

that is designed primarily for personal transportation and has a capacity 

of up to 12 persons.

, but shall not include vehicles registered pursuant to 31-1-3(c) 

("Authorized emergency vehicle"), 31-6-6 (“Vehicles exempt from 

registration fees”), and 31-6-8 (Disabled Veterans) of this title.

3)  "Model type" and "model year" have the meaning stated in § 4064 of the 

Internal Revenue Code
(1) 

(2) 

(3) 

(4) 

(5) 

(e) In conjunction with the tax imposed under § 31-6-1 of this title, a fuel efficiency surcharge or fuel efficiency credit shall be imposed under this section based on the fuel economy rating of the model type of the light duty vehicle. 

 
(f After July 1, 2004, a fuel efficiency surcharge shall be imposed on all new and used light duty vehicles of model year 2005 and thereafter that have a fuel economy rating that is less than 22 miles per gallon.  This is a one-time surcharge imposed at the time such vehicles receive their first Rhode Island title under the provisions of § 31-3-2 of this titlelight duty.
The fuel efficiency surcharge for new light duty vehicles shall be an amount equal to the 
(1) product of multiplying:

(a) $167; and

(b) The miles per gallon that the fuel economy rating of the 

model type of the light duty vehicle is less than 22 miles per gallon.  

The fuel efficiency surcharge for used light duty  vehicles shall be an amount equal to the 

(2) product of multiplying:

(a) (1 - N/10), where N is the age of the used light duty vehicle in years; and 

(b) The surcharge amount calculated under the provisions of paragraph (1) of this subsection.



(3) The surcharge imposed under paragraph (1) (2) of this subsection may not exceed 
$2000.00.

(4) After July 1, 2004, a fuel efficiency credit shall be granted for all new and used light duty vehicles of model year 2005 and thereafter that have a fuel economy rating that is higher than 22 miles per gallon.  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. light dutylight dutyThe fuel efficiency credit shall be an amount equal to the product of multiplying:

(a) $107.00; and

(b) The miles per gallon that the fuel economy rating of the model type of the light duty vehicle is greater than 22 miles per gallon.

(5) The fuel efficiency credit for used light duty vehicles shall be an amount equal to the 

product of multiplying:

(a) (1 - N/10), where N is the age of the used light duty vehicle in years; and 

(b) The credit amount calculated under the provisions of paragraph (4) of this subsection.

(6) The credit granted under paragraph (4) of this subsection may not exceed $3000.00.  

(7) The Division of Motor Vehicles shall establish a separate credit and surcharge fee schedule for models powered by alternative fuels other than gasoline or diesel in such a way as to minimize fuel emissions and to promote fuel or efficiency.
  For alternative fueled vehicles, the rated fuel economy shall be multiplied by the full fuel cycle greenhouse gas emissions of gasoline or diesel divided by the full fuel cycle greenhouse gas emissions of the alternative fuel (expressed in gallons of gasoline or diesel equivalent) as provided by EPA.

 (g) The Vehicle Efficiency Incentive Program will be administered by the Division of Motor Vehicles at the point of registration of a light duty vehicle, under the provisions of § 31-3-2 of this title.  The proceeds collected under this section shall be deposited in a separate account maintained by the Division of Taxation of the Department of Administration. 

 (h) The proceeds collected from the fuel efficiency surcharge imposed under this section shall be used to fund the fuel efficiency credits granted under this section. All remaining funds shall be used to administer the program, to provide education pertaining to the Vehicle Efficiency Incentive Program and a contingency fund. 

(1) The Division of Motor Vehicles shall use data on past sales patterns of vehicle models in Rhode Island, and may make such assumptions as to future consumer behavior as the Division deems necessary; provided, that the Division shall bi-annually (or more frequently, if necessary) adjust the credit and surcharge rates so the total proceeds collected for all new and used light duty vehicles shall provide sufficient funds to administer the program over time, as stated this subsection. 

(2) Subject to paragraph (1) of this subsection, on July 15 of each year, the Division shall adjust mid-point efficiency (initially  22 mpg),  based on changes in the median weighted mpg of light duty vehicle of the model year two years prior that have been registered in Rhode Island (for example, by 15 July 2006, the Division will determine a new mid-point efficiency based on 2004 model year registrations) and shall bi-annually modify the credit and surcharge increments (which start in 2004 at $107/mpg and $167/mpg, respectively), and the surcharge and credit caps, such that these updates reflect the goal of reducing green house gas emissions, pursuant to subsection (a) of this title.  (The maximum increase in either the surcharge or credit cap during each such revision would be no more than 10%, unless Director of the Division demonstrates that GHG reduction targets are not being met and an increase of more than 10% is called for).

(i) Motor vehicle dealers and the Division shall prominently display in their places of business the information  prescribed by the Division to inform consumers of the fuel efficiency surcharge and fuel- efficiency credit program.  The notice shall state the provisions of this section applicable to the vehicle and shall be in substantially the following form for the first year of implementation:

”A fuel efficiency surcharge or fuel efficiency credit is required to be applied to purchases of certain light duty vehicles based on the fuel economy rating of the motor vehicle. The fuel economy rating is determined by a weighted average of the urban and the highway mileage ratings as determined by the Environmental Protection Agency and published in the Environmental Protection Agency's Gas Mileage Guide.  A fuel efficiency surcharge shall be applied to all light duty vehicles with a fuel economy rating of less than 22 miles per gallon. The surcharge is $__________ (as provided in Title 31 § 31-3-4.1 of the General Laws). A fuel efficiency credit shall be applied to all light duty cars with a fuel economy rating of more than 22 miles per gallon. The credit is $__________ (as provided in Title 31 § 31-3-4.1 of the General Laws). The credit on any light duty vehicle may not be greater than an amount of $3000.00 and the surcharge on any light duty vehicle may not be greater than an amount of $2000.00.”

(j) A motor vehicle dealer shall prominently display on any light duty vehicle of model year 2005 or thereafter, on a form prescribed by the Division, to inform consumers of the fuel efficiency surcharge and fuel efficiency credit for the specific light duty vehicle.  The notice shall state the amount of the credit or surcharge of this section applicable to the light duty vehicle and shall be in substantially the following form:

"For this vehicle, a Rhode Island Motor Vehicle Efficiency Incentive Program fuel efficiency surcharge is $__________ or the Rhode Island Motor Vehicle Efficiency Incentive Program fuel efficiency credit is $__________.”

(k) No later than June 1, 2004, the Division of Motor Vehicles shall adopt regulations to implement and operate the Vehicle Efficiency Incentive Program under this section and shall amend these regulations as necessary to effect the purposes of this section..

(l) 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.

 (m) Severability and Construction; 

(1) 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)

The program will be based on the federal (EPA) vehicle miles-per-gallon (mpg) combined highway/urban rating, with the maximum fee or rebate set at $4000. It will not be tied to the sales price of the vehicle. (For alternative fueled vehicles the mpg rating would be adjusted by the relative GHG content of the fuel to that of gasoline.)



































The program would be a single-tier system with no class differentiation.            


                                                                                                                                    


















































The Working Group was divided on which of the following two structures would work best: 


A linear schedule around the zero point (the weighted average fuel economy of the fleet), reaching fee and rebate plateaus of $4000 10 mpg and 50 mpg. respectively. (This was supported by the Conservation Law Foundation, Brown University, and RI-Department of Environmental Management) 


A deadband around the zero point (the weighted average fuel economy of the fleet), with a linear schedule subsequently that reaches plateaus of $4000 at 10 mpg and 50 mpg. The deadband would exclude vehicles around the mean from being charged a fee or from receiving a rebate. The size of the deadband would decide how many vehicles are excluded from the system.  A deadband of plus to minus one mpg around the current mean of 22 mpg was deemed reasonable as it excluded about one-third of vehicles purchased in 2001. (This was supported by University of Rhode Island, RI Energy Office, Statewide Planning, Sierra Club)*


* AAA abstained from the voting. 














The program will be designed to be revenue-neutral, except for a provision for administrative costs, public education/outreach and contingencies. The scheme decided upon would allocate roughly 80% of the revenues for rebates and 20% for the other costs. This 20% could be revised downwards once the system is deemed to stable and there is less uncertainty about the size of the contingency fund required. 





The program will be updated periodically to ensure that it continues to be a successful program that helps meet the overall targets of the Rhode Island GHG Action Plan. These updates can take the following forms: 





Increase the zero point and plateau points each year based on average Rhode Island new vehicle registrations in prior year (through October 15, so there is time to calculate and implement). 


If needed to keep on track to meet the GHG Action Plan targets, the Administrator would change the slope of the feebate and the maximum feebate levels every two years. The maximum increase in the feebate during each such revision would be no more than 10%, unless the program administrator demonstrates that GHG reduction targets are not being met and an increase of more than 10% is called for.  





In both options, previous years’ vehicle sales data would be used to maintain approximate revenue neutrality.  





Public outreach will be performed at two levels:


Before finalization of legislation, in the form of public educational workshops, training videos and pamphlets for legislators and stakeholder groups


During program implementation, through mail-outs, television and radio advertising, and informational materials at motor vehicle dealerships and relevant state government offices.





The Program would include all commercial vehicles. 





The feebate will be administered at the point of first registration of a new vehicle in Rhode Island, as close to the point of purchase as possible, and as simply as possible.


Fees will be collected by the Division of Motor Vehicles and will accrue in a program fund at the Division of Taxation at the Department of Administration.  An annual report to the legislature on the progress of the Feebate will be provided.   
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Labeling requirements may need to be either eliminated or be made more general instead of referring specifically to federal fuel economy ratings (e.g. use terms such as ‘excessive use of energy’ or ‘efficient use of energy’ to describe a vehicle’s performance). A schedule of fees and rebates for all vehicle models could be posted in a prominent place at each dealership, instead of applying an individual label to each vehicle. An alternative formulation of the tax/rebate scheme that depends on something other than the federal fuel economy ratings, say one that depends on carbon dioxide emissions, might have a better chance of standing up to preemption challenges.  In drafting the legislation, the authors must lend particular attention to the preamble, stating clearly that the ultimate goal of the program is to reduce GHG emissions, to help protect public health and the environment for Rhode Islanders, and not regulate fuel economy per se.





The program will apply to all light duty vehicles, a category that encompasses passengerlight duty cars and light duty trucks (including SUVs, minivans and station wagons.)


The program will cover both conventional and alternative fueled vehicles. 








� The lessor and lessee must determine how the fee will be allocated.


� EPA Proposed Rules: Control of Emissions of Air Pollution From 2004 and Later Model Year Heavy-Duty Highway Engines and Vehicles; Revision of Light-Duty Truck Definition, Federal Register, October 29, 1999 (Volume 64, Number 209), Page 58471-58566. 


� EPA's combined fuel economy is defined as 55 percent of city mpg rating + 45 percent of highway mpg rating.


� For alternative fueled vehicles the rated mpg should be multiplied by the full fuel cycle GHG emissions of gasoline divided by the full fuel cycle GHG emissions of the alternative fuel (expressed in gallons of gasoline equivalent).


� Narragansett Electric Company and New England Gas felt it could not agree to the inclusion of commercial vehicles until there were greater choices among truly commercial vehicles.


� Narragansett Electric, New England Gas, and the Business Roundtable cannot support covering commercial vehicles with this Act until there is sufficient vehicle choice among commercial vehicles.  The remaining Stakeholder organizations support the inclusion of commercial vehicles from the outset.


All stakeholders agree to this except Narragansett and New England Gas, which asserted they could not agree to until there were greater choices among automobiles used for commercial purposes.


� The rebate increases by $107 for each additional mpg above the zero-point, and the fee increases by $167/mpg for each additional mpg below the zero point.


� Appendix B also provides a table which shows a large number of the models sold in 2001 organized into 2 mpg bins.  Comparing the entries on this table to the Figures on the feebate schedules provides information on the options available for shifting purchases versus the associated changes in fees and rebates. 


� Two members (Business Roundtable and University of Rhode Island) proposed applying the incentives to new vehicles only. 





� EPA Proposed Rules: Control of Emissions of Air Pollution From 2004 and Later Model Year Heavy-Duty Highway Engines and Vehicles; Revision of Light-Duty Truck Definition, Federal Register, October 29, 1999 (Volume 64, Number 209), Page 58471-58566. 


� See, for instance Boston Globe (Janury 6, 2003) editorial “Curbing gas guzzlers.”  Note, however, that Governor Mitt Romney’s proposal to raise excise taxes for gas guzzlers would be revenue-neutral.  





PAGE  
5

_1110183224.doc


Feebate design, no deadband, linear schedule between 10 and 50mpg
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