Remaining Issues in Drafting a Feasible Vehicle Efficiency Incentive Act (VEIA) for Rhode Island

Harold Ward, Brown University

I have tried to identify here those significant aspects of VEIA that either have not been addressed in the design considered by the RI Greenhouse Gas Stakeholders at their 12 February 2003 meeting or as currently designed have serious flaws, in my opinion.   I have grouped these in categories, but not necessarily in order of importance.

Loopholes

Any state level vehicle policy, whether based on vehicle standards or taxes/subsidies, will inevitably introduce incentives for some sort of arbitrage, i.e., taking advantage of the difference of price across distance. This has been proven time and again, (e.g., in California, which has dealt with such challenges for over 30 years). Any VEIA design should be cognizant of the range of opportunities for such behavior from the start. But it is not likely that we can eliminate it entirely without convoluted and expensive safeguards and monitoring programs. 
Which vehicles will be subject to VEIA?  The current position is that only new vehicles will be subject to VEIA.  I believe this creates a powerful incentive to bring in slightly used inefficient vehicles from out-of-state, which would reduce the funding for efficiency subsidies and defeat the purpose of the Act.   

The initial idea still seems to me to be the right choice – i.e. that VEIA would apply to a model year, say 2005, for the first registration in RI, and would continue to be applied to that and subsequent model years into the future for the first registration in Rhode Island.  

The main objection to this approach came from the AAA representative, based on a concern for unfair treatment of those who imported a heavily used vehicle.  I suggest as a response to this concern that any used vehicle of the start-up (and subsequent) model year(s) would be charged a fee or given a rebate reduced by multiplication of the original fee/rebate by the ratio of the mileage when imported to the expected lifetime mileage of the vehicle.  Mileage can be read by the Registry at the time of VIN certification and the fee paid or the rebate received at the time of registration.   This will discourage the import of guzzlers and favor the import of sippers.  As a side benefit – this would certainly discourage the practice of rolling odometers back!  I suppose there should be some sort of time limit on this scheme.  Perhaps we should only be dealing with 3 – 5 model years, on a rolling basis.   If the system stayed in force for a longer time, we’d begin to face the equity issue of low income purchasers of older cars.

Registration of vehicles out-of-state by RI residents -  This has been a concern from day one.  The practice is already common, and those who wish to purchase inefficient vehicles will have an additional incentive to take this evasive action.   The problem is more general than VEIA implementation – addressing, as it does, the need to define residency and the obligations of residency.   Christopher D’Ovidio says that the Division of Taxation has some mechanism for collecting sales tax on cars registered elsewhere by RI residents – perhaps that mechanism could be strengthened. 
Export of efficient vehicles – Under current design, nothing stops someone from buying a hybrid in RI, securing the rebate, driving it across a state line and selling it for a significant profit.  While such actions will have a desirable effect of increasing the fleet efficiency in nearby states, they could put a drain on the funds available for rebate – particularly if out-of-state registration of inefficient vehicles is significant.  If export turns into a systematic and large-scale operation, some arrangements with neighboring states akin to the control of liquor and tobacco excise can be developed.  At any rate, the publicity of any large-scale purchase and export of hybrids may well be good for the program.
Leased and rented vehicles

Leases - We have not developed a policy for new cars leased by RI residents and registered here.  Surely leases must be covered, or there will be a strong incentive to lease inefficient vehicles.  Still, since the lessee doesn’t have full ownership and can’t recapture value on the sale of the vehicle, it doesn’t seem fair to charge the full fee on inefficient leased vehicles, unless the some of the fee could be recovered, should the lessee not purchase the vehicle.   And for leased sippers (if any), the lessee shouldn’t keep the full rebate.  Perhaps a pro-rata scheme as suggested above would be fair – but it would add to administrative complexity, unless that responsibility could be shifted to the lessor.   Christopher suggests that the fee/rebate could be shared between lessor and lessee. It seems simplest to have the lessor figure out the best burden/reward-sharing arrangement (and get government out of the way).  How, for instance, are manufacturers' rebates handled for leases? 

Rentals – If vehicles owned by rental agencies are subject to VEIA, I assume that few if any national companies would register their vehicles here, unless required to do so.  Apparently there is some system in place for the trucking industry that collects a percentage of road taxes based on mileage driven by that company in a particular state, and perhaps some variant on this scheme could be applied to vehicle rentals, wherever registered, for RI rentals.  I don’t see how we can equitably exempt these vehicles if we are going to include other vehicles used for commercial purposes.  Nothing we can really do about rental companies registering elsewhere, except to specify in the legislation that if rental cars spend more than some percentage of their time garaged in the state, they should be registered in state and subject to same law.

Notice and fee/subsidy administration

Notice – We all agree that the fee or the rebate needs to be known by the potential purchaser at the time the purchase is being contemplated.  How about a sticker on the car – a dismal color for fees and a cheerful color for rebates – that gives the amount of the fee/rebate?  The sticker might or might not show anything other than the amount – but could say something like – “subsidy for purchase of an environmentally-friendly vehicle” or “fee for the burden this vehicle will place on the environment”.   Christopher’s draft legislation proposes a similar labeling.  

Collection/dispensation of fees/rebates – I think this needs to happen where all other fee transactions happen – with the dealer.  For any new vehicle I’ve purchased, the dealer deals with the Registry, and takes in a check I made out to the Registry to pay the registration fee.  The VEIA fee could be paid in that same fashion – which requires the purchaser to write a check made out to the Registry at the time of purchase.  For the rebate, the dealer could simply reduce the price or could give the purchaser a cash rebate and collect from the Registry at the time of registration.  Of course, the fee / rebate should be excluded from the calculation of sales tax.

Fee structure – process of updating

The simpler the fee structure, the better the chance of passage of VEIA.  I think a deadband makes little sense, since it is a complication that requires explanation, and because it reduces incentives for small shifts in purchase choices by large numbers of purchases for which wide ranges of choices are available.  But if putting in a deadband is found to sweeten the concept for the General Assembly – losing that incentive would not be fatal.  I’d set an initial fee structure that would be predicted to leave a sizable contingency fund – because as we’ve said many times – we don’t know how to predict the impact of VEIA on purchasing choices – and also on export of hybrids.  And I don’t mind if – should funds be left at the end of the model year – the General Assembly scoops the residue.  That might be another incentive for passage.   

In response to concerns about the size of the fee/rebate – I’d rather see a bill pass with a top fee of $2K and a proportional reduction in maximum rebate than no VEIA at all – particularly if a mechanism is built in to adjust the scale.  It is important that we remember that Tellus had originally posited in Phase I a fuel economy effect in Rhode Island that would be 10% of a national CAFE, thus 25Ktonnes by 2020. The 125Ktonne target in the Action Plan was based on the assumption that a large enough feebate incentive would be sufficient to induce a substantial shift in purchases.  Now that we are considering lower fee/rebate caps, we need remember (and the legislation would need to reflect) that the system might not achieve that goal without being racheted up substantially.  
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