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Work Plan for Potential GHG Reduction Measure

Lead Staff Contact: Kelley Matty (717-787-9494)

Other Involved Agencies: Department of Revenue, PennDOT
Summary: Provide for additional fees and rebates for new vehicle purchases based on vehicle fuel economy, carbon emissions or other vehicle-related parameters
Possible New Measure(s):  Feebates usually comprise surcharges on the less publicly-desirable personal vehicle, which in a revenue-neutral program, are used to fund rebates on the more publicly-desirable personal vehicle.  In the past, consumers tended not to take higher gasoline costs (including higher taxes) into account when purchasing vehicles.  Proponents claim that feebates are generally a more efficient way of promoting greater fuel efficiency and other socially desirable outcomes than traditional taxes.  Feebates could be implemented through sales tax, titling fees or registration fees.  Feebates do not provide incentives affecting vehicle miles traveled.  The only purpose of the feebate is to create incentives for the production and purchase of more fuel efficient vehicles.
Examples of Feebate Programs and Proposals:
· Maryland:  In 1992, Maryland enacted a feebate program that would add a motor vehicle titling surcharge to vehicles with low fuel economy and a motor vehicle titling credit to vehicles with high fuel economy.  The program has not been implemented due to a preemption ruling by the National Highway Transportation Safety Administration (NHTSA).  The challenge and subsequent ruling came from Maryland’s requirement requiring auto dealers to label each car with a notice of the fuel efficiency surcharge or tax credit.  The NHTSA ruled that the 1975 Federal Energy and Conservation Act preempted the Maryland law, based on the argument that states cannot enact laws that conflict with the federal regulations on fuel economy disclosures or tax vehicles based on fuel economy2.  Maryland’s Attorney General reviewed the law and concluded that the federal law does not preempt the state from using the federal fuel mileage ratings to compute taxes owed in Maryland. The Attorney General suggested that the state could implement the feebate program by amending the sticker requirement to not conflict with federal disclosure requirements3.
· District of Columbia:  In 2004, the District of Columbia approved the Motor Vehicle Reform Act.  The law essentially raised the excise tax for “luxury” SUV’s from 7% to 8% and increased registration fees by $40 while eliminating the excise tax on clean fuel and electric vehicle purchase and reduced registration fees by a comparable amount4.  A “luxury” SUV is defined as one that is >5,000 lbs.  This measure is considered to be significant because it is an example of a measure similar to a feebate without federal preemption5.  Unfortunately there has been no study of the effects of the program
· California: AB 493 was introduced in early 2007 and failed to pass on a close vote in the California House.  The bill would have required the California Air Resources Board to create and implement a feebate program.

· Connecticut:  The legislature passed Special Act No. 05-6 in 2005 to study the effects of a graduated sales tax for vehicles based on greenhouse gas emissions6.  No study results have been published.
· Maine:  LD 305 proposed in 2005 would exempt 100% of the sales tax on the sale or lease of a new gasoline-electric hybrid.  Additionally, a 5% surcharge would be placed on the sale or lease of a vehicle that does not attain at least 27.5 MPG.  The measure did not pass7.
· North Carolina:  Bill 1038 was introduced in 2005 that would address emissions as a registration fee based upon miles traveled, emissions of pollutants and fuel consumption.  The bill was not acted upon8.

· Vermont:  Vermont’s State Action Plan of 2005 suggests a sliding scale based on sales tax.  The most efficient vehicles would be charged no sales tax whereas the most inefficient vehicles would be charged up to 10% sales tax. An average vehicle would be charged the existing state sales tax of 5%9.
State vs. National Program:  Manufacturers may not be as responsive to a localized program as they would to a national program.  The pitfall to this may be that fuel efficient vehicles may become scarce in a state only program.  

Possible “legal” obstacles to traditional feebate programs: To date only Maryland and the District of Columbia have enacted feebate laws1.  Legislation has been proposed in other states; the Maryland program was enacted but not implemented (see Maryland above).  Many programs and/or proposals languish due the legalities of tailoring a program that does not appear to conflict with the 1975 Federal Energy and Conservation Act as incorporated into the United States Code (U.S.C.) which direct the National Highway Traffic Safety Administration to establish the Corporate Average Fuel Economy (CAFE) standards (49 U.S.C., Subtitle VI, Part C, Chapter 329, § 32919).  The argument is that language in the aforementioned citation forbids states to adopt regulatory controls on greenhouse gas emissions from automobiles, reasoning that these standards could be met only by improvements in fuel economy (CAFE standards) thus making any state or local “laws or regulations relating to fuel economy” illegal.  This obstacle could be avoided if the feebate program were tailored around the federal fuel mileage so as not to create competing measurement and labeling regulations for manufacturers.  The only purpose of the feebate is to create incentives for the production and purchase of more fuel efficient vehicles.

Another objection that has been raised is the language of the Clean Air Act (CAA).  In general, the language in the CAA, as incorporated into U.S.C., prohibits states from adopting or enforcing any standard related to the control of emissions from new motor vehicles or new motor vehicle engines (42 U.S.C. Chapter 85, Subchapter II, Part A, §7543(a)) with special provisions for California and the ability of states to adopt California standards.  The relevance of this statement stems from the regulation of air pollutants.  EPA held that greenhouse gases did not fit the definition of air pollutant.  The U.S. Supreme Court found in April 2007 (Massachusetts vs. EPA) that the greenhouse gases were “air pollutants” by definition in the CAA and could be regulated.  In July 2008 the EPA issued an Advanced Notice of Proposed Ruling (ANPR) stating why, even though greenhouse gases have been deemed “air pollutants” by the Supreme Court there are concerns from them and other agencies as to the ability to adequately regulate these emissions, a job the EPA indicates is a task for Congress.  However, a feebate program is an incentive mechanism not an emission standard, so the preemption in the Clean Air Act may have little relevance.

Potential GHG Reduction: As there are no studies of the effects of any of the current feebate programs and no reliable information on the effectiveness of those proposed; it would be premature to estimate the potential reductions in GHG emissions or fuel use.  Reductions would depend on the extent to which the incentives and disincentives influenced customer behavior, including the value consumers place on initial cost and long-term fuel efficiency (reduced operating costs).
Economic Cost: The most accepted feebate programs are revenue neutral.  Fees and rebates must, however, be large enough to influence behavior; by their nature, they will advantage some consumers and disadvantage others.  Changes in vehicle purchasing behavior would also advantage some automobile companies and disadvantage others.  For instance, companies that produce the least fuel efficient vehicles would be at a disadvantage.
Implementation Steps: Feebate programs are usually applicable to passenger cars and light-duty trucks.  The feebate program should be designed by first deciding what the desired outcome is:  

· To alter public choice of vehicles from one class to another.

· To alter public choice of vehicle in the same class.

Much of the literature available discussing feebate designs agree that the policy enacted should not interfere with consumer freedom of choice.   This means that the feebate should be designed by vehicle class using the current class system under CAFE.  Each class of vehicle would then have a designated gallon per mile pivot point and a surcharge/rebate designated for values above and below.  
Take, for example, a pivot point of 24 miles per gallon (mpg). A vehicle that gets more than 24 mpg will be eligible for a rebate, while a vehicle falling below that level will be assessed a fee. How will this work in reality? As an example, assume a feebate of $1,000 per 0.01 gallons per mile (gpm, the inverse measurement of mpg) above or below the "pivot." Using a "pivot point" of 24 mpg, or 0.0417 gpm:

* A 6-cylinder Toyota Camry getting 23 mpg, which equals 0.0435 gpm, would be 0.0018 gpm above the pivot, meaning that the Camry would be assessed a fee of $180.

* A Toyota Prius getting 55 mpg, or 0.0182 gpm, would be 0.0235 gpm below the pivot, meaning that the buyer would receive a rebate of $2,350.

How will this affect the final sticker prices of the two cars? A standard 6-cylinder Toyota Camry has a retail price of $22,530. Adding $180, the final price of the Camry would be $22,710. The Prius has a retail price of $20,975, meaning that after the $2,350 rebate, its final cost would fall to $18,625, costing $4,085 less than the Camry10.
The pivot point needs to be reviewed regularly and carefully to maintain an incentive for consumers to purchase the publicly-desired vehicle, to avoid potential legal obstacles (see “possible legal obstacles” under “Possible New Measure(s)” section) and to maintain the cost-neutrality of the program.  
The impact on the transportation agencies should be studied.  Legislation would be needed as this would be a change to the taxing structure of new vehicle purchases, implemented by the Department of Revenue at Pa. Code Title 61, Chapter 31, §31-41-31.50.  Registration fees are established by Title 75, Part II, Chapter 19.
Sales tax is due and payable at the time of application for Certificate of Title or Registration upon the sale or use of a motor vehicle.  Titling fees are due at the time of application of title and registration fees are due annually.  A mechanism would have to be found to ensure the proper amount of tax is being paid for the type of vehicle; currently tax rates and fee amounts are uniform within a vehicle class.  

Potential Overlap:

· Pa Clean Vehicles, Pay as you Drive Insurance, Biofuels Incentive and In-State Production Act, Nitrogen Tire Inflation, Low Rolling Resistance Tires, Smart Growth, other transportation related initiatives
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