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House Bill 4736 (H-2) would amend Section 801 of the Michigan Vehicle Code, the section
that establishes registration taxes for most Michigan motor vehicles, including passenger
cars, vans, light trucks, large "commercial™ trucks, trailers, motorcycles, as well as a
number of special registration categories. The bill would make the following changes to
Section 801:

m Increase registration tax rates by 40% for the elected gross vehicle weight (GVW)
registration category, the registration category assigned to most commercial trucks (trucks
weighing more than 8,000 pounds and truck-tractors designed to pull trailers).

m Increase by 40% ad valorem (value-based) registration taxes rates levied on passenger
cars, vans, and light trucks.

m Create a new registration tax surcharge for electric-powered motor vehicles.
These changes would take effect October 1, 2016.

The estimated increase in gross Michigan Transportation Fund (MTF) revenue in the first
year of implementation (FY 2016-17) would be $393.0 million. We estimate that revenue
from the changes in the ad valorem tax rates would tend to grow as newer vehicles with
higher manufacturer's list prices were registered and older fully depreciated vehicles were
retired. Our estimate assumes a 3% annual revenue growth rate as a result of this change.

The changes identified above would increase revenue for credit to the MTF. MTF revenue
is distributed according to the provisions of Section 10 of 1951 PA 51, specifically 10% to
the Comprehensive Transportation Fund, with the balance distributed 39.1% to the State
Trunkline Fund, 39.1% to county road commissions, and 21.8% to cities and villages.

These revenue impacts are shown in Table A at the end of this analysis.
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BACKGROUND INFORMATION:

Vehicle registration taxes represent one of the two major sources of constitutionally
dedicated state transportation revenue — the other major source being motor fuel taxes.
Revenue from registration taxes, including vehicle title fees, totaled $973.7 million in FY
2013-14, and is estimated to generate $982.3 million for FY 2014-15. This revenue is
constitutionally dedicated to transportation and is credited to the Michigan Transportation
Fund (MTF) in accordance with the provisions of 1951 PA 51 (Act 51).

Vehicle registration taxes are established in the Michigan Vehicle Code (Public Act 300 of
1949). Sections 224 and 225 of the Michigan Vehicle Code provide for the registration of
motor vehicles and give authority for the vehicle registration program to the Michigan
Secretary of State. Registration taxes are assessed and collected when vehicle owners
obtain new registration license plates from the Secretary of State or renew registrations.

Vehicle registration taxes can be considered more of a "retail” tax as compared to the motor
fuel taxes. They are collected primarily at 131 Secretary of State branch offices, as well as
online or by mail. Section 205 of the Michigan Vehicle Code requires at least one branch
office in each county, as well as branch offices within certain cities, and a branch office in
the state Capitol complex.

There is not a single registration tax. There are in fact a number of different registration
taxes established in Section 801 of the Michigan Vehicle Code. A number of factors
determine the tax rate and the base on which the tax is applied, including the vehicle model
year, the list price of the vehicle, the weight of the vehicle, the use of the vehicle, and in
some cases, characteristics of the vehicle owner.

For a description of registration taxes under current law, see the memorandum Vehicle
Regqistration Taxes, Fiscal Focus: Vehicle Registration Primer, dated August 21, 2014, on
the House Fiscal Agency website.
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DETAILED ANALYSIS:

House Bill 4736 would amend Section 801 of the Michigan Vehicle Code, the section that
establishes registration taxes for most vehicle registration categories. House Bill 4736
would make substantive changes to only 2 of the 13 registration tax subdivisions
established under Section 801, Subsection 1: Subdivision k which establishes weight-based
tax rates for trucks greater than 8,000 pounds or truck-tractors towing a trailer or trailer
combination; and Subdivision p which established ad valorem tax rates for passenger cars,
vans, and light trucks. In addition, House Bill 4736 would add a new subsection,
Subsection 7, to establish a new registration tax surcharge for electric-powered vehicles.

Section 801(1)(k) — Trucks/Truck-Tractor-Trailer Combinations

This subdivision currently establishes a tax schedule based on elected gross vehicle weight
(GVW) for trucks 8,000 pounds or less towing a trailer or any combination of vehicles, and
for trucks 8,001 pounds or more, road tractors, and truck tractors.

Department records indicate that as of May 2015 there were 89,500 vehicles registered
under this subdivision.

Under this tax category, the vehicle owner elects the vehicle registration tax band based on
the highest estimated GVW of the truck or truck-tractor plus any loaded trailer or
combination of trailers. General delivery trucks are frequently registered at the 24,000-
pound GVW tax band. Standard interstate 5-axle truck-trailer combinations (3 axles on
the pulling unit, 2 axles on the trailer) are frequently registered at the 80,000-pound GVW
tax band. A truck-tractor and two-trailer combination used to haul gravel or other
aggregates might be registered at the highest weight bands, 160,000 pounds GVW or more.

House Bill 4736 (H-2) would increase the tax rates for vehicles registered under this
subdivision by 40% beginning October 1, 2016.

Note that the vehicles registered under this subdivision are assumed to be commercial
vehicles and are generally limited to operation within the state of Michigan. However, the
rates established in this subdivision are also used in apportioning Michigan registration
taxes to both Michigan-based and "foreign” vehicles in excess of 26,000 pounds GVW
engaged in interstate or cross-border commerce. These taxes are apportioned through the
state's participation in the International Registration Plan (IRP) authorized under Section
801g of the Michigan Vehicle Code.

Section 801(1)(p) — Passenger Cars, Vans, Light Trucks

This subdivision currently establishes the ad valorem tax schedule for most cars, vans, and
light trucks. The tax is based on the vehicle's original manufacture's list price. Department
records indicate that as of May 2015 there were 7.2 million vehicles registered under this
category.
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House Bill 4736 (H-2) would increase the ad valorem tax rates by 40% beginning October
1, 2016. The change would apply to all currently registered vehicles as well as to new
registrations.

The current average registration tax under this subdivision is approximately $100.00.
House Bill 4736 would effectively increase that average by $40.00, to $140.00. For a
vehicle with a manufacturer's list price of $30,000 — roughly the current average for new
cars — the first 12-month registration tax is currently $148.00; under House Bill 4736, the
first 12-month registration tax would be $207.00; an increase of $59.00.

Note that under current law, a first registration under the ad valorem tax schedule is based
on the tax rates shown in the schedule of Section 801(1)(p). The second (first renewal)
registration is 90% of the original registration; the third (second renewal) registration is
90% of the second registration; and the fourth (third renewal) and each subsequent
registration is 90% of the third registration. As a result, the actual tax paid in the fourth
and subsequent years is 73% of the 12-month tax base used to determine the initial
registration tax. This is sometimes described as a recognition of vehicle depreciation.

House Bill 4736 (H-2) would not change the recognition of "depreciation” established in
current law.

Section 801(7) — Increased Tax for Electric-Powered Vehicles

House Bill 4736 (H-2) would add a new subsection 7 to Section 801 to increase the
registration taxes for vehicles powered by electricity. For a hybrid vehicle with an empty
weigh of 8,000 pounds or less, the bill would impose a $30.00 registration surcharge. For
a hybrid vehicle with an empty weight greater than 8,000 pounds, the registration surcharge
would be $100.00.

For a nonhybrid electric vehicle with an empty weight of 8,000 pounds or less, the bill
would impose a $100.00 registration surcharge. For a nonhybrid electric vehicle with an
empty weight greater than 8,000 pounds, the registration surcharge would be $200.00.

The bill defines hybrid vehicle as a vehicle propelled at least in part by electricity and using
a battery storage system of at least 4 kilowatt hours, but also capable of using motor fuel
for propulsion.

The bill defines nonhybrid electric vehicle as a vehicle propelled solely by electrical energy
and not capable of using motor fuel for propulsion.

The bill also links the registration surcharges for electric-powered vehicles to changes in
the motor fuel tax on gasoline.
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ENACTING SECTIONS:

Enacting Section 1 — Effective Date
House Bill 4736 (H-2) would designate the bill's effective date as October 1, 2016.

Enacting Section 2 — Tie Bars
House Bill 4736 (H-2) is tie-barred to House Bills 4370, 4614, 4616, 4737, and 4738.

FISCAL IMPACT:

House Bill 4736 (H-2) would have the following fiscal impacts:

m Increase tax revenue for credit to the MTF by increasing elected GVW registration tax
rates for "commercial” trucks.

m Increase tax revenue for credit to the MTF by increasing ad valorem registration taxes
for cars, vans, and light trucks.

m Increase tax revenue for credit to the MTF by establishing a registration tax surcharge
for electric-powered vehicles.

m Increase Department of State programming and administrative costs by an indeterminate
amount.

Our estimate of the fiscal impact of the above changes is summarized in Table A.

Fiscal Analyst: William E. Hamilton

m This analysis was prepared by nonpartisan House Fiscal Agency staff for use by House members in their
deliberations, and does not constitute an official statement of legislative intent.
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Fiscal Impact - House Bill 4736 (H-2)
Ad valorem (current registrations) *

Ad valorem (new registrations) *
Elected GVW registration taxes **
International registration plan (IRP) ***
Electric vehicles ****

Total
Increase from current law baseline

Table A
House Bill 4736 (H-2)
Tentative Summary of Fiscal Impacts

* Ad valorem registrations are passenger cars, vans, light trucks.
** These are weight-based registrations for Michigan commercial trucks.

*** These are apportioned weight-based registrations interstate motor carriers.

FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21
Current law Change Change Change Change Change
$732,655,000  $293,062,000 $11,782,000 $12,135,000 $12,499,000 $12,874,000
37,394,000
81,427,000 32,570,000
70,000,000 28,000,000
1,700,000
$884,082,000
$392,726,000  $404,508,000  $416,643,000  $429,142,000  $442,016,000
**** This is a midpoint estimate based on Department of State figures for the number of registered electric vehicles.
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