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Lower Auto Excise Taxes Add Incentives for Hybrid Vehicles

By Martin Sheehan

Exciting new hybrid vehicles offer the promising combination of the full-sized cars, trucks and SUVs that Ameri-
cans want with the higher fuel efficiency Americans need to reduce petroleum consumption, lower the nation’s de-
pendence on foreign oil and take advantage of lower tailpipe emissions that result from burning less fuel per mile.

Hybrid vehicle options have expanded beyond the first curiosities like the original two-seater Honda Insight to in-
clude comfortable sedans, and the all-wheel-drive trucks and SUVs preferred by many Maine families. Like most
new technologies, there is a premium charged for a hybrid over a similar conventional vehicle, but drivers have been
buying relatively low numbers of hybrids for reasons beyond the simple economics. These reasons include the ex-
perience of driving the latest technology, the real desire to use fewer gallons of fuel, the personal involvement in
lowering environmental pollution, and the “green” image that hybrid drivers enjoy!".

The economic advantages of hybrid vehicle ownership are real, and the calculations vary as the fuel prices increase
and decrease as the worldwide demand for petroleum fluctuates. A study of seven assorted new hybrid vehicles by
The Maine Heritage Policy Center shows fuel savings of between 143 and 258 gallons per year for hybrid drivers
traveling 15,000 miles annually versus a similar non-hybrid vehicle®. Whether gasoline prices are $2 or $4 or $6 a
gallon, the fuel cost savings are realized by hybrid drivers each time they fill up.

Another significant advantage for hybrid vehicle drivers is available through LD 974 “An Act To Decrease the Auto-
mobile Excise Tax and Promote Energy Efficiency.” While this proposal reduces Maine’s high Auto Excise Tax for
all newer vehicles, it includes enormous advantages for buyers of hybrid, high-tech and other high mileage (40+ mpg
highway) vehicles. To promote energy savings and make the purchase of a new hybrid or other high-mileage vehi-
cle a reality for thousands more Maine buyers, this proposal eliminates the Sales Tax at purchase and the first three
years of Auto Excise Taxes on these vehicles.

For example, the Toyota Prius is the best selling hybrid, with 701 new 2008 and 2009 models registered in Maine
through January 26, 2009"). The 2009 Prius base model has a Manufacturer’s Suggested Retail Price (MSRP) of
$24,095. (This MSRP is important, because it is the figure used to assess Maine’s Automobile Excise Tax.) Ac-
cording to Edmunds.com, the typical negotiated “True Market Value” price for this model in southern Maine is
$22,071". Assuming the purchaser negotiates a $4,000 trade-in value on their old car, the net transaction cost is
$18,071. Maine’s 5% Sales Tax is assessed on this amount, which adds $904 to the price paid for a gross cost of
$18,975. The buyer has used their trade-in as the down payment, and will finance the purchase for 60 months at
7.0% interest. According to Bankrate.com, this yields a monthly payment of $376..

The Auto Excise Tax due at registration means that another $578 must be paid within a few weeks of buying this
vehicle. The annual Auto Excise Taxes due at registration are declining amounts for the second through fifth years
of $422, $325, $241, and $157. The five-year total for the Sales and Auto Excise Taxes on this vehicle are $2,626...
which equals about seven monthly payments for this car owner.

LD 974 makes significant changes to these figures. Under the tax relief and hybrid/high-mileage incentives in this
proposal, the same 2009 Prius used for the previous example has the same MSRP of $24,095; the same “True Mar-
ket Value” of $22,071; and the buyer will still get $4,000 for their trade-in. Without any Sales Tax however, the
amount financed is reduced to $18,071 which results in a lower monthly payment of $358 [/ . In addition to saving
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$18 a month, the buyer pays no Auto Excise Taxes for the first three years, then reduced amounts of just $96 in years
four and five. For this Prius buyer, the savings over five years are $2,434 in Sales and Auto Excise Taxes... plus
1,289 gallons of gasoline (whatever that will cost in five years!).

With the passage of LD 974, similar savings will be in place for Maine buyers of the new Volkswagen diesel Jetta
sedans and wagons, the Ford Escape and Fusion hybrids, the Honda Civic and all-new Insight sedan hybrids, several
Toyota and Lexus hybrid cars and SUVs, plus hybrid pick-up trucks and full-size SUVs from Chevrolet and GMC.

In summation, the eight high-mileage and hybrid vehicles expense and fuel savings data detailed on the accompany-
ing two pages suggests a “ballpark estimate” of some 1,000 gallons of fuel saved in the first five years of driving one
of these vehicles versus a similar conventional car, truck or SUV. The proposed incentives in LD 974 will encourage
Maine drivers to replace their old cars with thousands of new high-mileage and hybrid vehicles to Maine roads; which
means that millions of gallons of gasoline and diesel fuel will not be purchased and burned in Maine.

Notes and Sources

[1] JD Power and Associates www.jdpower.com

[2] Analysis of fuel economy figures from the 2009 Fuel Economy Guide produced by the U.S. Department of Energy and addi-
tional updated figures for 2010 models from www.edmunds.com www.edmunds.com

[3] Report from Maine Bureau of Motor Vehicles, Vehicle Services Division, January 26, 2009.

[4] Manufacturers’ Suggested Retail Prices (MSRP) and “True Market Value” prices from www.edmunds.com

[5] Typical Monthly Payments based on negotiated price plus 5% Sales Tax; minus a trade-in value of $4,000; and this total
being borrowed on a 60-month loan at an even 7.0% interest rate, as calculated at www.bankrate.com

[6] Typical Monthly Payments based on negotiated price plus 5% Sales Tax; minus a trade-in value of $4,000; and this total
being borrowed on a 60-month loan at an even 7.0% interest rate, as calculated at www.bankrate.com

Martin Sheehan is director of communications at The Maine Heritage Policy Center, and can be reached at msheehan@mainepolicy.org.

Path to Prosperity is a special series of publications by The Maine Heritage Policy Center which focus on Maine’s overspend-
ing and the resulting tax burden that threaten long-term, stable, sustainable prosperity. All information is from sources consid-
ered reliable, but may be subject to inaccuracies, omissions, and modifications.

The Maine Heritage Policy Center is a 501 (c) 3 nonprofit, nonpartisan research and educational organization based in Port-
land. The Maine Heritage Policy Center formulates and promotes free market, conservative public policies in the areas of eco-
nomic growth, fiscal matters, health care, education, constitutional law and transparency— providing solutions that will benefit
all the people of Maine. Contributions to MHPC are tax deductible to the extent allowed by law.

© 2009 The Maine Heritage Policy Center. Material from this document may be copied and distributed with proper citation.

Editor and director of communications, Martin Sheehan, can be reached at msheehan@mainepolicy.org.
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