[bookmark: _GoBack]




The taxation of registered motor vehicles in Connecticut

Draft   November 6, 2015


Lawrence C. Walters
Romney Institute of Public Management
Brigham Young University


Presentation November 17, 2015 


	


The cooperation of the following local assessors is gratefully acknowledged in providing both data and insights into assessment practices in Connecticut: Lucy Beit (Montville), Michael Bekech (Waterford), Melissa Bonin (Killingly), Damon Braasch (Middeltown), Joseph Dakers Sr. (West Hartford), Lauren Elliott (Greenwich), Mary Gardner (Groton), Lawrence LaBarbera (Windsor), John Philip (Hartford), Donna Ralston (Norwich), Donald Ross Jr. (Fairfield), Greg Stackpole (Stamford), and Walter Topliff (Bloomfield).  All responsibility for errors, omissions and misunderstandings remain the responsibility of the author. 
i

Table of Contents
Executive Summary	iii
Options	iv
Introduction	1
The Connecticut “Car Tax”	2
Discovery	2
Valuation	3
Tax rates	5
Billing and collection	6
Taxing motor vehicles in other states	7
Administrative challenges	10
Valuing specialized vehicles and mounted equipment	11
Treatment of antique cars	11
Vehicles sold or disposed of during the tax year	12
Vehicles relocated out of state	12
Registering Connecticut vehicles in other states	12
Options and observations	16
Concluding observations	21
References	23



List of Tables
1. Connecticut Registered Motor Vehicles and Assessed Value……………………………………3
2. Percentages used to calculate the supplemental motor vehicle tax……………………………….3
3. Cities with the largest revenue loss under the new state motor vehicle mill rate cap…………….6
4. State treatment of motor vehicles…………………………………………………………………8
List of Figures
1. Net motor vehicle assessed value as a percent of total net Grand List……………………………2
2. Net motor vehicle assessments as a percent of total net Grand List: 2013………………………..4
3. Motor vehicle exemptions as a percent of total motor vehicle assessed value……………………5
4. Motor vehicle tax on $20,000 Vehicle: Illustration……………………………………………….6
5. Number of registered motor vehicles……………………………………………………………..10
6. Connecticut registered motor vehicles and usage……………………………………………...…13
7. Vehicle registrations per capita…………………………………………………………………...14
8. Assessed values and mill rates…………………………………………………………………....15
List of Boxes
1. Excise tax example…………………………………………………………….…………………19
2. The equity of a fixed percentage assessment exemption ……………………………………….. 20
3. Replacing a fixed percentage assessment exemption with a fixed dollar exemption …...……….21


[bookmark: _Toc434256046]Executive Summary
· Registered motor vehicles represent 6.4% of the total net Grand List value in Connecticut. 
· The tax on motor vehicles currently yields over $650 million each year across the state, or nearly $183 per capita.
· The Connecticut motor vehicle property tax system can be summarized as follows:
· In 2013, there were 2.856 million registered vehicles in Connecticut with an aggregate gross taxable value of $23,690 million. Net motor vehicle assessments as a percent of total net Grand List value varies across cities from less than 3% to over 16%.
· Vehicles are valued at 70% of average retail value based on NADA data as of October 1 each year. Vehicles acquired after October 1 and before July 31 are valued on a supplemental valuation list.
· Variations in local mill rates result in very large differences in the tax obligation associated with vehicles of the same value based solely on the address of the owner.
· The new 32 mill state rate cap will result in about $67 million in lost revenue. About 74% of this amount will occur in 10 cities. The state has committed to replace the lost revenue with sales tax receipts. 
· Other states vary widely in their tax treatment of motor vehicles
· Eleven states levy an ad valorem tax on motor vehicles similar to Connecticut’s. Two other states levy an ad valorem tax on at least some vehicles.
· Twelve states levy an excise tax based on age-adjusted Manufacturer’s Suggested Retail Value when new.
· Nine other states have variations on these two approaches.
· The remaining 16 states levy no tax on motor vehicles beyond modest registration fees.
· Administration of the motor vehicle tax in Connecticut faces several significant challenges. As a result of the combination of these factors, the majority of resources in a local assessor’s office are devoted to maintaining motor vehicle accounts and values. 
· Assessors must estimate the average retail value for 2.856 million vehicles each year.
· About 70% of these values can be estimated using published NADA data.
· The remaining vehicles are often specialized or have specialized equipment for which valuation data is difficult to obtain.
· Vehicles sold during the year are often eligible for a prorated tax credit. Credits for approximately 360,000 vehicle sales each year must be processed manually. 
· Vehicles relocating out of state are also eligible for a prorated credit. All of these approximately 75,000 credits must be processed manually.
· There are claims that some Connecticut residents are registering their vehicles out of state to avoid the vehicle property tax. The evidence for this claim at this point is inconclusive. 
· There is a pronounced negative correlation between city mill rates and the total motor vehicle assessed value per capita. Towns with high mill rates also show a much lower number of vehicles per 100 population. This evidence is consistent with the broader claim that behaviors are changed by the current tax.
· Essentially any approach that attempts to both promote increased equity and remain revenue neutral will create large numbers of taxpayers with higher tax obligations enroute to reducing the tax bills for other vehicle owners. There are only a few courses of action available:
· Increase the taxes paid by some in order to achieve uniformity and equity statewide
· Continue the current course of capping the maximum tax rate (and therefore the amount of acceptable inequity) and either
· replace the lost revenue from state resources or
· provide local governments with an alternative revenue source under local control
· Abandon the tax on motor vehicles as a significant source of revenue and either replace the lost revenue or provide local governments with an alternative revenue source. 
· Mandate equity in motor vehicle taxation, phased in over a sufficient time period to allow local governments to adjust to lower revenues, higher taxes on the remaining property tax base or a combination of both
[bookmark: _Toc434256047]Options
The options that might be considered regarding the taxation of motor vehicles include:
· Option 0: The status quo
· Option 1a: A revenue-neutral statewide mill rate and “hold harmless” provision to replace the lost revenue in some cities. The required revenue-neutral mill rate would be about 28.1 mills. Significantly, 73 communities would see taxes on motor vehicles increase by an average of about 28.9%. At the same time, 96 communities would receive tax reductions of about 15.4% on average. There would be very little change in about 20% to 25% of cities.  
· Advantage: Greatly improved equity
· Disadvantage: Many taxpayers will see their motor vehicle tax increase substantially
· Option 1b: A statewide minimum mill rate with an additional local rate up to a maximum allowed rate. The revenue raised by the statewide rate would be used to replace the revenue lost by cities required to lower their mill rate on vehicles. The text provides a more detailed example.
· Advantage: Improved equity
· Disadvantage: Does not completely address equity concerns, and many taxpayers will see their motor vehicle tax increase substantially
· Option 2a: Replace the current ad valorem tax with a revenue-neutral excise tax based on vehicle MSRP and age. The rate would be set by the state and would be largely uniform, though some provision could be made for a local surtax if desired. 
· Advantage: Greatly improved equity; Substantial savings in administrative costs
· Disadvantage: Many taxpayers may see their motor vehicle tax increase substantially
· Option 2b: Replace the current ad valorem tax with an excise tax based on vehicle MSRP and age. The rate would be set by the local governments within bounds set by the state. 
· Advantage: Somewhat improved equity; Substantial savings in administrative costs
· Disadvantage: Does not completely address equity concerns; some taxpayers may see their motor vehicle tax increase 
· Option 3: Replace the current ad valorem tax with an excise tax based on vehicle weight. This moves the property tax toward a user charge.
· Advantage: Improved equity and substantial savings in administrative costs
· Disadvantage: Very substantial revenue losses
· Option 4: Replace the current 30% assessment exemption granted to all vehicle owners with a fixed dollar exemption per vehicle. This would equalize the benefits received from the assessment exemption across all vehicle owners. 
· Advantage: Substantially improved equity in benefits received from the assessment exemption; Reduction tax obligation for many vehicle owners; Revenue gains in some communities
· Disadvantage: Revenue losses in some communities; Substantial tax increases for owners of expensive vehicles
· Option 5: Repeal the ad valorem tax on motor vehicles without replacing the revenue. This option would need to be phased in to allow local governments to increase the tax on the remaining property base, reduce spending or both.
· Advantage: Greatly improved equity and substantial savings in administrative costs
· Disadvantage: $600 to $700 million in lost revenue for local governments
· Moving away from an ad valorem tax to an excise tax would greatly reduce the cost of administering the tax. In itself, such a change will not address the larger question of balancing equity and revenue needs. But reducing administrative costs is also worthy of state attention.







The taxation of registered motor vehicles in Connecticut
Lawrence C Walters
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The base for the Connecticut property tax is reported for several property categories. Based on the 2013 Grand Lists for Connecticut’s 169 assessing jurisdictions, just under 11.5% of the state property tax base is considered tangible personal property, or physical property that can be moved without damage to land or buildings. The state further divides tangible personal property into two categories: business personal property and motor vehicles. This paper is focused on the taxation of motor vehicles. The tax on business personal property is discussed in a separate paper.  
Under Connecticut law, all motor vehicles are subject to the property tax.  Vehicles registered with the State Commissioner of Motor Vehicles are valued and taxed directly as a separate class of property. All other motor vehicles garaged in Connecticut are taxed as personal property and are reported on the declaration of personal property submitted to the local assessor each year.  This discussion focuses on the policies, procedures and outcomes associated with the first group: vehicles registered in the state of Connecticut.[footnoteRef:1] [1:  Unregistered motor vehicles and snowmobiles constituted 0.93% of the total 2013 personal property valuation in the state.  ] 

Motor vehicles make up a significant share of the total property tax base in Connecticut. Figure 1 reports the trends for the most recent decade. At 6.5% of total net taxable property in the state, motor vehicles are a larger share of the total base that business personal property. In addition, the tax on motor vehicles represents a more significant cost for households and the large majority of businesses than does the business personal property tax. At current rates, the tax on motor vehicles yields over $650 million each year, or nearly $183 per capita.
The next section describes the motor vehicle tax in Connecticut in greater detail. Section 3 provides a more general discussion of motor vehicle taxes in other states. Section 4 returns to the tax in Connecticut with a discussion of the administrative challenges associated with the tax. Section 5 concludes with a set of options the state may choose to consider and a few concluding observations. 
Figure 1
 
Source: Office of Policy and Management, Total Grand Lists by Town, and calculations by the author
[bookmark: _Toc434256049]The Connecticut “Car Tax”
The implementation of any property tax involves several recurring steps regardless of the type of property. Motor vehicles are no exception. Tax administrators must be able to:
· Identify the property that will be taxed and the appropriate taxpayer who will incur the obligation
· Value the property in a fair and consistent manner as defined by law
· Apply the appropriate tax rate to determine the tax due 
· Notify taxpayers of their obligation
· Receive and appropriately respond to inquiries and appeals from taxpayers
· Effectively collect the tax
This list also serves to organize the discussion of the motor vehicle property tax in Connecticut.
[bookmark: _Toc434256050]Discovery
Discovery is the process used to identify taxable property, in this case motor vehicles, and associate that property with the individual or firm that will be responsible for paying the tax. Discovery of motor vehicles in Connecticut relies on cooperation between the state’s vehicle registration system and local assessors and tax collectors. When a vehicle is purchased and registered with the state, the tax assessor in the town where the taxpayer resides or conducts business is notified by the Department of Motor Vehicles. 
Vehicles (and equipment) that normally move from job site to job site are taxable in a jurisdiction if the vehicle remains in the jurisdiction for 3 months or longer. While it is the legal obligation of the vehicle owner to notify the local assessor, in practice “discovery” of such vehicles and equipment requires diligence on the part of the local assessor. It also requires documentation such as photographic evidence in order to overcome disputes from non-resident vehicle owners.
	Table 1: Connecticut Registered Motor 
  Vehicles and Assessed Value
	Year
	Total Registered
Motor Vehicles
(1,000s)
	Gross Assessed
Motor Vehicle Value
($millions)

	2003
	2,964
	18,815

	2004
	3,042
	20,320

	2005
	3,059
	21,356

	2006
	3,052
	21,592

	2007
	3,047
	22,067

	2008
	3,094
	20,984

	2009
	3,072
	21,048

	2010
	3,082
	21,910

	2011
	2,829
	23,221

	2012
	2,706
	23,101

	2013
	2,856
	23,690


Source: (Office of Highway Policy Information 2014a); Grand List by Town



Table 1 reports the number of registered motor vehicles in Connecticut and how this total has varied over the past decade. The data indicate that there are typically about three million registered motor vehicles in Connecticut, though this number dropped significantly in 2011. Motor vehicle assessed value on the other hand has increased each year for the past decade, except for the 2008 assessment year.
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Motor vehicles are valued for tax purposes at 70% of their average retail price. The average retail price is determined for most vehicles through the use of National Automobile Dealers Association (NADA) book values. Interviews with local assessors indicated that state-provided NADA data was adequate for about 70% of vehicles. The remaining 30% require local assessors to use other sources and assessor judgment to arrive at an estimate of average retail price. For example, the chassis of a truck may have specialized equipment mounted it. The chassis can often be valued using NADA data, but the equipment must also be valued and that information is not available from state sources. 
Assessments are made as of October 1 of each year for all vehicles registered on that date. Vehicles acquired after October 1 and before July 31st are also valued but on a prorated basis.  The state produces a supplemental list of vehicles registered after October 1 and before the end of July. Local assessors then apply the percentages shown in Table 2 to calculate the part-year property tax due for these “supplemental vehicles.” Due dates for both the regular tax and the supplemental tax are discussed below.
	Table 2: Percentages used to calculate the supplemental motor vehicle tax
	Month of acquisition
	Percent of assessed value
used to calculate tax

	October
	100.00%

	November
	91.7%

	December
	83.3%

	January
	75.0%

	February
	66.7%

	March
	58.3%

	April
	50.0%

	May
	41.7%

	June
	33.3%

	July
	25.0%


Source: (DMV 2015)



Figure 1 above reports the relative importance of motor vehicle values compared to the total net grand list for the state. Table 1 reports the total net motor vehicle assessed values for the most recent decade available. It is also helpful to recognize the variations that exist among local jurisdictions in the relative importance of motor vehicles for the local tax base. 
Figure 2 shows the distribution in local assessments by net motor vehicle assessed value as a percent of total net grand list for 2013. The average among all 169 jurisdictions was 7.8% of total taxable property value. In this case the average may not be very representative. The range was from a low of 2.48% of total value in Greenwich to a high of 16.84% in Windsor Locks.   But as the figure indicates, both these extremes are unusual. The most common share among the 169 towns falls between 8% and 10% of total value. This range includes 43% of all communities. The number of local governments above 10% falls off quickly, and Windsor Locks is very unusual. Below 8%, the number of communities tapers more gradually. This data confirms that any significant changes in the motor vehicle property tax will affect communities very differently.
Figure 2
 
Source: Grand Lists by Town and calculations by the author
Exemptions from the motor vehicle tax are available to qualified individuals such as honorably discharged veterans, or their surviving spouses. Several potential exemptions are local options.  Figure 3 reports the overall importance of motor vehicle tax exemptions as a percentage of total motor vehicle assessed values. The overall level of exemptions from the motor vehicle tax has been modest, and consequently the revenue impact of these exemptions has also been small. 







Figure 3

Source: Grand Lists by Town and calculations by the author
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As with the balance of the property tax system, the motor vehicle property tax rate is determined by local governments. Because of the existence of special districts, often the rate varies within a given community depending on the address of the property owner. Even without these within-community variations, there are substantial variations in tax rates across the state. Consequently, there have been in the past substantial variations in motor vehicle tax bills for similarly priced vehicles. 
In order to address this issue, the state legislature acted in 2015 and adopted a cap on the rate applied to motor vehicles. While 2014 rates went as high as 58.22 mills in Waterbury and 74.29 mills in Hartford, the state has set the maximum rate for motor vehicles at 32 mills beginning July 1, 2016. This maximum rate will be reduced again in subsequent years to 29.36 mills. Based on a comparison of 2014 mill rates, the state cap will affect motor vehicle property tax rates in 49 of the state’s 169 cities and towns in the next fiscal year, and an additional 31 cities thereafter. The legislature has committed to replace the revenue lost by cities with transfers from sales tax revenues. 
To illustrate the variations in existing tax rates and the impact the new rate cap will have, Figure 4 shows the range of tax amounts that would be due on a vehicle with an average retail value of $20,000.  The tax on such a vehicle which now ranges as high as $815 in Waterbury and $1,040 in Hartford will be reduced to a maximum of $448 beginning with the 2016-2017 fiscal year. Compared with the revenue resulting from applying the 2014 mill rates, the revenue loss to cities and towns will be over $67 million which the state has committed to reimburse from sales tax revenues.



Figure 4

Source: Calculations by the author
The ten cities likely to see the largest revenue loss from the new state cap are shown in Table 3, along with an estimate of lost revenue compared to their 2014 mill rate. These ten cities represent nearly 74% of the expected revenue loss and therefore will be the major recipients of increased state transfers. 
	Table 3: Cities with the largest revenue loss under the new state motor vehicle mill rate cap
	City
	Estimated
revenue loss
($millions)

	Hartford
	 12.38 

	Waterbury
	 10.31 

	Bridgeport
	 4.39 

	New Britain
	 4.37 

	East Hartford
	 3.59 

	New Haven
	 3.58 

	Torrington
	 2.91 

	Hamden
	 2.76 

	West Hartford
	 2.60 

	Manchester
	 2.46 

	Total
	 49.35


Source: Calculations by the author
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Cities typically mail out tax notices once a year. All property taxes are assessed as of October 1. Notices are mailed typically in June of the following year, and the tax is due on July 1. Taxes become delinquent on August 1. For vehicles acquired after October 1, the pro-rated supplemental motor vehicle tax is due January 1 and is delinquent after February 1. Legally, the city is not obligated to mail out individual tax notices and is required only to publish general notices that taxes are due. (CGS 12-145) Failure to receive a tax notice does not relieve the taxpayer of the tax obligation. 
Some jurisdictions allow payment of the tax in installments. For example, Waterbury allows taxpayers to pay in two installments if the amount due is over $200. The first installment is due in July and the second in January. For vehicles on the supplemental motor vehicle list, there is no provision for paying in installments. If the taxpayer elects to pay in installments, no reminder notice for the second installment is sent by the city. 
In the event that the taxpayer fails to pay the motor vehicle property tax, the Department of Motor Vehicles is notified by the city’s tax collection office. Vehicle registration renewals and any new registration of a vehicle is suspended until all property tax obligations have been met. A tax clearance form obtained from the local tax collector must be submitted to the Department of Motor Vehicles along with the registration application. All outstanding vehicle taxes associated with the taxpayer’s name and/or the vehicles’ identification number, including taxes not yet delinquent, must be paid in full in order to obtain a motor vehicle release form from the tax collector's office. 
Late payment is also subject to interest charges, generally at the rate of 1.5% per month from the original due date.  
Collection rates in Connecticut cities are generally quite high, averaging over 98% for the relevant tax year. The lowest collection rate in 2012 was reported to be 93.8% in Hartford. Delinquent taxes for a given year are nearly always collected in subsequent years.
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The academic literature on motor vehicle taxes is quite thin and tends to focus on the impact of tax levels on consumer purchasing decisions. Beck and Bennett (2003) examined the impact of taxes and license fees on new car registrations. They found that in states with taxes and fees based on the age or value of the car people tend to substitute older model vehicles for new cars. Pritchard and DeBoer (1995) also find vehicle taxes based on market value tend to reduce the number of registered vehicles in a state. Ott and Andrus (2000), on the other hand, find no relationship between vehicle purchasing decisions by consumers in high vehicle property tax states and low tax states. 
Barbour (2009) tested the hypothesis that vehicle taxes based on value would prompt people to buy older vehicles and consequently vehicles with higher emission levels. She found that while the value-based tax had a significant impact on the probability of buying a new vehicle in a given year, it had no relationship to the age of the vehicle purchased.
At a more macro level, Errecart et al. (2012) note that while there is a trend among states to reduce personal property taxes generally, many states continue to tax large household items like motor vehicles and personal watercraft. At the same time, a number of states have adopted an excise tax approach in lieu of an ad valorem property tax on motor vehicles. The result is a wide variation among states in how the taxation of motor vehicles is implemented. Table 4 provides a summary listing of states that have either a property tax on motor vehicles, or some other variation of a charge based on some measure of vehicle value. The table is complicated because state systems often have fairly unique features. Nonetheless, there are patterns and commonalities. 
First, there are a few states that levy an ad valorem tax on motor vehicles similar to Connecticut. Eleven mostly southern states fall into this category. Two other states levy a property tax on at least some motor vehicles. 
The second set of states levy a tax or fee based on the original Manufacturer’s Suggested Retail Price (MSRP), adjusted for age. Because there is no attempt to relate this age-adjusted value to actual market value, it is referred to as an excise tax. In some cases, a registration fee calculated in a similar manner is used in lieu of calling the charge a tax. And it is certainly the case that the rates vary significantly. The point is that this set of states have a charge that is tied to some measure of original value and which is then reduced each year according to a fixed schedule. Twelve states fall into this category. 
To illustrate how the excise tax approach works, consider the example of Indiana. Passenger vehicles registered in Indiana are classified into one of 17 categories based on MSRP. At the low end, Class 1 vehicles range from $0 to $1,499 in original cost. Class 17 includes all passenger vehicles with an MSRP of $42,500 or higher. (BMV 2015) 
Within each class, the excise tax is based on the model year of the vehicle, ranging from 1 to 10 years. For example, a vehicle with an MSRP of $20,000 when new would fall into Class 12 ($18,000 to $21,999). The “age” of the vehicle is based on the model year. Thus, if the vehicle is from the 2012 model year, the age of the vehicle in 2015 is three, regardless of when it was acquired. The excise tax for this vehicle is currently $189. At current rates, this value will decline each year based on a set schedule until age 10 years. The current tax for an age 10 vehicle in this class is $26.
In addition to the state levied excise tax, counties in Indiana are allowed to levy an additional surtax (either $20 or $25 dollars) and a wheel tax based on the gross weight of the vehicle and the type of vehicle. The website listed in the footnote provides additional details on the Indiana system. 
The point of this discussion is simply to illustrate the difference between an excise tax and an ad valorem tax. Clearly, rates will differ depending on the revenue needs of the governments involved.
Table 4: State treatment of motor vehicles
	State
	Motor vehicle registration fee
	Property tax

	States which assess ad valorem property tax on motor vehicles

	Alabama
	Yearly flat fee
	Yes

	Arkansas
	Flat fee based on weight
	Yes

	Connecticut
	$80 every 2 years
	Yes

	Kansas
	Flat fee
	Yes

	Kentucky
	Flat fee
	Yes

	Maine
	Flat fee
	Yes, if registration excise tax not paid. Registration excise tax is based on age and MSRP. Tax rate set by state.

	Mississippi
	Flat fee
	Yes

	Missouri
	Annual fee based on vehicle horsepower. Maximum is $54.75
	Yes

	North Carolina
	Flat fee
	Yes

	South Carolina
	Flat fee
	Yes

	Tennessee
	Flat fee
	Yes, if used by a commercial business

	Virginia
	Flat fee
	Yes

	West Virginia
	Flat fee
	Yes

	States which assess an excise tax or registration fee based on vehicle value

	Arizona
	Flat fee plus vehicle license tax (assessed value of 60% of the MSRP - reduced by 16.25% each year). Uniform fee per $100 of assessed value.
	No

	California
	Vehicle license fee based on purchase price of vehicle when acquired. Declines each year for first 11 years.
	No

	Colorado
	Based upon the year, weight, taxable value and month of registration. 

	No

	Indiana
	Flat fee
	Licensed motor vehicles subject to the Motor Vehicle Excise Tax are exempted from the personal property tax. Excise tax varies for passenger cars from $12 to $532 based on age and original price.

	Iowa
	$0.40 per 100 pounds of weight plus
1.00% of list price (vehicles less than 7 years old)
0.75% of list price (vehicles 8-9 years old)
0.50% of list prices (vehicles 10-11 years old)
Vehicles 12 years or older: $50/year
	No

	Louisiana
	Private passenger car - $20.00 minimum for 2 years (Based upon 0.1% percent of selling price)
Truck (including vans) - $40.00 for 4 years (up to 6000 lbs. GVW)
	No

	Massachusetts
	Biannual flat fee
	Vehicles not subject to annual state registration excise tax are taxable. Registration excise tax is based on MSRP and vehicle age. Rate is $25 per thousand.

	Michigan
	For model year prior to 1983, fee depends on the weight of the vehicle; after 1983, fee depends on the price of the vehicle; fees can vary from $30 to $148, fees decline by 10% each year until the fifth renewal. 
	Vehicles that have not paid the registration fee or are not registered are taxable.

	Minnesota
	Registration tax system for passenger vehicles based on value of vehicle. 
	No

	Nevada
	Flat fee
	Government Services Tax (GST) based on the value of vehicle. GST is based on MSRP and vehicle age. Rate is set by state

	Rhode Island
	Biannual fee based on weight
	Excise tax in lieu of property tax

	Wyoming
	$15 plus county registration that is calculated as a percentage of MSRP and the age of the vehicle. 
	No

	Other variations

	Alaska
	Biannual flat fee
	Local option to tax, exempt or impose registration fee in lieu of tax

	District of Columbia
	
	No, but some special equipment mounted on vehicles is taxable

	Florida
	Vehicle license tax based on weight
	No

	Georgia
	Annual flat fee
	Vehicles purchased on or after 1 March 2013 are exempt from annual ad valorem tax. Instead, the property tax as well as the sales and use taxes are replaced by a one-time title ad valorem tax

	Hawaii
	Annual fee based on weight up to a maximum of $150 plus county fee also based on weight
	Annual tax based on weight

	Idaho
	Flat fee that varies slightly with age
	Unregistered vehicles subject to property tax

	Maryland
	Biannual flat fee
	Unregistered vehicles and some classes of registered vehicles are taxable

	Texas
	Flat fee
	Leased vehicles for personal use are exempt, but may be subject to municipal property taxes at local option. Vehicles used to produce income are taxable

	Utah
	Annual fee based on weight
	Annual uniform age-based fee in lieu of property tax


Source: (LILP/GWU 2015; Teigen 2015)
Table 4 also describes a few other variations that exist among states. These variations include giving local governments options on whether or not, and how, to tax motor vehicles; basing the charge solely on the weight of the vehicle; limiting the ad valorem tax to commercial vehicles, etc. The variations are substantial, and not all states are included in Table 4. Those not included report charging motor vehicles only fixed and quite modest registration fees.
In evaluating the range of approaches taken by states, it seems clear that the variations are based at least in part on differences in state objectives. Those states that view motor vehicles as valuable assets that can be taxed as a source of general government revenue will employ either an ad valorem or excise tax approach. Those states that view motor vehicles in terms of the burden they place on roads are focused more on cost recovery and set their fees accordingly. A third group appears to be focused on simply recovering the cost of the vehicle registration system. Of course it is possible to mix these strategies, as in the case of Indiana. 
[bookmark: _Toc434256055]Administrative challenges
As noted previously, there are over 2.8 million motor vehicles registered in Connecticut. That equates to an average of nearly 17,000 for each assessing jurisdiction. Clearly, the average masks significant variations across the cities and towns. The median numbered of registered vehicles among the 169 jurisdictions is just under 11,900. The distribution is shown in Figure 5. 
Recognizing that the average retail value of each vehicle must be determined each year, the magnitude of the task becomes clearer. Even if valuing 70% of the vehicles can be largely automated using NADA data, the typical city is still left with the challenge of valuing thousands of vehicles each year. It is fair to say that the majority of resources in a local assessor’s office are devoted to managing and maintaining motor vehicle accounts and valuations. The task is rendered even more complex given some of the technical administrative challenges associated with the motor vehicle property tax described below.

Figure 5

Source: US Census (2014), Office of Highway Policy Information (2014a) and calculations by the author
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There are over 6,500 heavy trucks registered in Connecticut. Many of these have specialized equipment mounted on the truck. The truck chassis may appear in the NADA database, but the specialized equipment does not. Even commonly available light trucks may have specialized equipment mounted in or on the truck. Local assessors are required to value the complete vehicle each year. To be consistent with the way in which other vehicles are currently valued, assessor must estimate the average retail value of often very specialized equipment. 
Given the lack of information on such markets, it is likely that assessors simply depreciate the acquisition cost of the equipment at a fixed rate each year. While this is consistent with the way in which other business personal property is treated in Connecticut, it is probably not consistent with “average retail price.” Potential buyers of such equipment will consider condition, hours of use, maintenance history and other factors that are often unrelated to age. The challenges facing assessors in trying to accurately estimate the current value of the large range of highly specialized vehicles is substantial.
[bookmark: _Toc434256057]Treatment of antique cars (Lohman 2011)
All antique cars in Connecticut have an assessment limit of $500 regardless of actual market value. The definition of antique has been expanded over the years. When the limit was originally adopted in 1973, it applied only to vehicles 25 years and older, of historical interest, conforming to the manufacturer’s original specifications and not used for general transportation. (CGS §14-1(2)).
While these restrictions also apply for obtaining a specially designated license plate from the Department of Motor Vehicles, since 2008, a vehicle need not have the special plate to qualify for the assessment limit. Local assessors can require the owner of an antique car to that does not have a special plate to provide “reasonable documentation” that meets the statutory criteria for an antique vehicle. (PA 09-187 § 29) The statute does not specify what constitutes reasonable documentation. 
The requirements to obtain the special plate were changed in 1979 to include motor vehicles other than automobiles and to eliminate the restriction on use for general transportation. In 2005, the age requirement was reduced to 20 years because the NADA values used to determine assessed value stop at that age. 
The administrative challenge created by the state’s approach to antique vehicles revolve around discovery and documentation. Unless the vehicle is registered, the assessor generally must rely on the taxpayer to declare the vehicle as personal property, or on the chance discovery of the vehicle while conducting other business. Assessors are left on their own to determine what constitutes reasonable documentation.
[bookmark: _Toc434256058]Vehicles sold or disposed of during the tax year
State law provides that vehicle owners are entitled to a property tax credit if during the course of the tax year a vehicle is sold, totally damaged, or stolen and not recovered. The credit is the prorated portion of the tax depending on the month in which the sale or other disposal took place. In order to obtain the credit, the taxpayer must file documentation as required by the local assessor.  
Based on national statistics (NIADA 2014; Office of Highway Policy Information 2014a), used vehicle sales represent about 17% of the vehicle fleet each year. Assuming that Connecticut follows this national trend (and ignoring thefts and heavily damaged vehicles), this translates into about 487,000 used vehicle sales each year in Connecticut. Again assuming that Connecticut follows national seasonal fluctuation trends in vehicle sales, approximately 360,000 auto sales in Connecticut each year are eligible for a property tax credit in the percentage amount shown in Table 2. Depending on the size of the jurisdiction, each assessor’s office must therefore process anywhere from a few hundred to over 14,000 requests for a motor vehicle property tax credit each year. And each transaction requires the manual review and verification of the documentation provided.
[bookmark: _Toc434256059]Vehicles relocated out of state
State law also provides for a property tax credit if the vehicle owner moves out of state and registers their vehicle in their new place of residence. The most recent estimates from the US Census Bureau place out migration from Connecticut at about 2.7% of the population each year. (US Census Bureau 2015) If each of these households takes only one vehicle with them, the number of potential credit requests could exceed 75,000 each year. 
The documentation required to process such a credit request includes proof that the Connecticut vehicle plates were returned to the Department of Motor Vehicles, and evidence that the vehicle is registered in another state. Manually processing a given request may require only a few minutes, but when multiplied by the volume of applications, an assessor’s office can spend hundreds of hours each year responding to these requests. 
[bookmark: _Toc434256060]Registering Connecticut vehicles in other states
Interviews with several local assessors raised the issue that some Connecticut residents are registering their vehicles in other states in order to avoid the motor vehicle property tax in Connecticut. This issue has also been raised in the press. (Besthoff 2015a, 2015b) This is a difficult claim to evaluate. On the one hand, the trend in total motor vehicle assessed value has generally been increasing since 2003, with the exception of the recession years of 2008 and 2009 and a modest drop in 2012. 
On the other hand, vehicle registration and use statistics seem to tell a different story. The number of registered vehicles in Connecticut peaked in 2008 at 3,093,744 (OHPI, 2015 and earlier years). In fact, the number of registered vehicles in Connecticut was very close to this value for the period 2004 to 2010. During this seven year period, vehicle registrations fluctuated between 3.04 million and 3.09 million. 
Beginning in 2011, total registrations began to fall sharply. In that year, registrations were 8.2% lower than in the previous year. In 2012, registrations fell another 4.3%. Overall, the decline represented an 11.7% decline from the average of the seven preceding years. Registrations began to rebound slightly in 2013, but were still down 6.8% from the seven year average. 
The drop in registrations could be explained by a number of factors. Households and businesses may have been consolidating their vehicle use and reducing the number of vehicles owned. (The number of licensed drivers also fell during these years.)  Expanded public transportation options may have reduced the need for private vehicles. (The number of publicly owned buses registered in the state did increase sharply between 2010 and 2012.) And there may be other explanations as well. 
The pattern of usage statistics, however, does not support a claim that Connecticut households are driving less. Figure 6 reports three statistics, each indexed to their value in 2005. The values are all indexed to allow direct comparison of the trends in what would otherwise be numbers on very different scales. As discussed previously, the figure shows that the number vehicle registrations was very stable between 2004 and 2010, and then fell dramatically in 2011 and 2012 before rebounding somewhat in 2013. 
Aggregate fuel sales (gasoline and diesel) for highway use has declined steadily since 2005, but significantly, there was no radical change in the rate of decline beginning in 2011[footnoteRef:2]. The same is true for vehicle miles traveled. Miles traveled peaked in 2007, and has since declined at a fairly steady rate. Fuel sales and miles traveled data thus support a conclusion that drivers in Connecticut have not radically changed their driving behavior since 2010. The combined pattern seems to indicate both modest reductions in total driving and improved fleet fuel economy. There were no year-to-year dramatic changes in behavior. The only significant change was in the number of registered vehicles in the state. [2:  Fuel sales for 2004 is omitted because the data for that year appears to have an error. Reported Connecticut gasoline sales in 2004 were 16% higher than in any other year on record. ] 

Again, it should be stressed that this analysis does not demonstrate conclusively that some Connecticut residents are registering their vehicles in other states. It does demonstrate that the pattern of registrations has changed. 
The more relevant question is whether the observed changes are at least in part a behavioral response to the motor vehicle property tax. In this regard, two other pieces of analysis are relevant. First, the change in the relationship between population and vehicle registrations seems to suggest a behavioral change. Figure 7 reports the number of registered vehicles per capita in the state. The change in the level of registrations is clearly seen in the three most recent years. 


Figure 6

Source: Office of Highway Policy Information (2014a and earlier years)





Figure 7

Source: Office of Highway Policy Information (2014a), US Census and calculation by the author
The second relevant point is that there is a pronounced negative correlation (-0.56) between the mill rate in a city and the total motor vehicle assessed value per capita in that city. Figure 8 demonstrates this negative relationship graphically using the 2014 mill rate for each town and the total motor vehicle assessed valuation per capita. The figure shows that cities with high mill rates tend to have much lower total motor vehicle assessed values, while those cities with low mill rates are much more likely to have higher total motor vehicle values per person. 


Figure 8[footnoteRef:3] [3:  Figure 8 omits three cities with unusually high motor vehicle values per capita: Southington ($18,245), West Haven ($36,455) and Easton ($43,834).] 


Source: 2013 Grand Lists by Town, 2014 mill rates, US Census and calculations by the author
It is possible that cities with low mill rates are well off and citizens can afford more expensive cars, while cities with high mill rates tend to have lower valued vehicles on average. The more likely scenario is that there are simply fewer vehicles registered per capita in cities with high mill rates. 
· In the 10 cities with 2014 mill rates of 40 or higher, the average number of vehicles per 100 population was 59.4 in 2013.  
· In the rest of the state, the average was 85.2 vehicles per 100 population. (US Census Bureau 2014 and calculations by the author.) 
Even if vehicle owners are not registering their vehicles in other states, they may be registering them in other Connecticut towns with lower mill rates. 
The recent change in the pattern of registrations, the pronounced negative relationship between value per capita and town mill rates, and the lower number of registered vehicles per capita in towns with high mill rates are all consistent with the conclusion that Connecticut residents and businesses are responding to the motor vehicle property tax by changing their behavior. Principles of sound tax policy would suggest that such changes in behavior are unfortunate in that they represent significant economic inefficiency caused by the motor vehicle property tax policies.
[bookmark: _Toc434256061]Options and observations
Connecticut’s motor vehicle property tax is one of the more controversial components of the state’s property tax. With 2.8 million registered vehicles, the tax impacts nearly every household and business in the state. The disparities across the state in the amount of tax due on vehicles of the same value have been widely reported in the press. The legislature has debated a number of proposals to change the “car tax,” most recently enacting a statewide cap on the mill rate applied to motor vehicles. 
As demonstrated by the recent legislative action, any policy change to reduce the impact of the motor vehicle property tax has important revenue implications. The new statewide cap on the mill rate will require the state to reimburse a number of cities millions of dollars for lost revenue. The fact that the state government is facing its own fiscal challenges means that such continued reimbursements will be difficult to maintain. City governments are acutely aware of the insecurity created by state promises to increase transfers in a period of strong fiscal pressure on state coffers. 
There are other options that the state might wish to consider. This section discusses several options that have been proposed or that the state may wish to consider. What must be born in mind however is that revenue neutrality overall for cities and towns cannot be achieved without either supplementing the motor vehicle property tax from other sources or by increasing the tax burden in some communities. State mandated mill rates or statewide single rates will inevitably increase the tax burden in some communities unless the mill rate is set at the lowest current level in the state (less than 11 mills). A rate that low would be a substantial benefit for vehicle owners, but would seriously undermine local government finance in many communities. 
The greater the overall reduction in the motor vehicle property tax, the greater will be the need for cities to take some combination of three actions:
· Increase the mill rate on remaining property classes in order to replace the lost revenues
· Increase the revenue from other sources such as state transfers, regional revenue sharing or new tax sources
· Cut services and related spending
Option #0: Maintain the status quo
The state has recently imposed a cap on local mill rates for motor vehicles for the next fiscal year. The rate will be lowered even further in the following year. While this action does not eliminate tax inequities, it may reduce it to an acceptable level. It may be prudent to wait for these changes to take effect before considering more extreme measures.
Option #1a: Retain the current ad valorem system but impose a revenue neutral single statewide rate and “hold harmless” provisions for towns losing revenue.
In the context generated by the current statewide cap on the mill rate for motor vehicles, the estimated single rate that would generate the same amount of revenue would be about 28.1 mills.  The result would be that vehicle owners in 73 towns would pay higher taxes for their vehicles; on average about 28.9% higher. The increased revenue generated from these towns would be used to offset the lost revenue in other parts of the state.  
Owners in the remaining 96 communities would pay lower taxes; about 15.4% lower on average. These communities would be held harmless for the lost revenue with funds generated in the 73 communities with increased tax revenues. 
In 20% to 25% of the cities and towns, the change in tax bills for the community would be very modest (less than 5%). Given the numbers of winners and losers, and the magnitude of the losses and gains, this will continue to be a very controversial alternative.
Option #1b: Retain the current ad valorem system but impose a statewide single rate with an optional additional local rate (De Avila 2015)
Under this option the motor vehicle mill rate would have two components: a uniform state rate and a local rate. Each local jurisdiction would be allowed to set their own rate up to a maximum state-approved rate. For example, if the state uniform rate were set at 3 mills, and based on the 2013 Grand List, the state would raise about $70 million from the motor vehicle property tax. If the cap on local rates were set at 26.5 mills and local governments could elect any rate they choose up to that level, the overall maximum mill rate for motor vehicles would be 29.5 mills. 
Assuming that governments would choose the lower of either their current mill rate or 26.5 mills, local governments would see a shortfall in current revenue levels by about $70 million. This revenue shortfall would be replaced using the $70 million in the state fund.
To be clear, the $70 million collected by the state would be collected from all localities. The revenue generated would be used to compensate towns whose mill rate is currently above 29.5 and who would be required to lower their local rate to the state maximum of 26.5 mills. The total rate would be the combined state and local rate (29.5 mills maximum). Thus, there would be a net increase in taxes paid by vehicle owners in communities with current mill rates below 29.5. The relative size of the increase will depend on the current mill rate. Cities with very low mill rates (e.g., 11 mills) would see increases of 25% to 30%, but the average increase would be about 11%. About half the cities and towns would experience some increase in taxpayer obligations, but would see no change in their total revenue from the car tax. 
The other half of the cities would see the tax obligations of their vehicle owners decline by about 6% on average. Again, even though tax bills would decline, city revenue losses would be compensated using the pool generated by the state mill rate. 
Clearly, this option has multiple design parameters which could be modified and such modifications would affect the distribution of outcomes, both tax reductions and tax increases. The point is that under this option, the state generates the revenue to replace lost local revenues that result from reducing the motor vehicle mill rate by imposing a net tax increase in all other communities. As with option 1a, this approach is likely to be very controversial. 
Option #2a: Replace the current ad valorem tax with an excise tax
Under this option the current ad valorem tax on motor vehicles would be repealed and replaced with an annual excise tax based solely on the manufacturer’s suggested retail price (MSRP), and the age and type of vehicle. The base will be some predetermined percentage, say 70%, of the MSRP, regardless of actual acquisition cost. The annual change in taxable value is determined by the age of the vehicle. Both of these calculations would be carried out by the Department of Motor Vehicles. 
A fixed excise tax rate would be applied to all vehicles in the state. For ease of compliance and administration, the excise tax could be collected by the Department of Motor Vehicles when the registration is renewed. Since the state collects sales tax on new vehicle purchases, it might be reasonable to begin applying the excise tax at the first registration renewal, and each year thereafter, for new purchases. The rate is determined by the legislature and, under this option, is the same for all vehicles in the state in a given year. Knowing the value of the base from existing registration data, the rate is set at a level that will yield the desired level of revenue. 
The Box provides a numerical example of how the excise tax might work in Connecticut. The numbers are only illustrative of the approach because the actual distribution of vehicle ages and MSRPs for Connecticut is not known to the author. However, the data does exist in the state’s vehicle registration system. The data employed in the example are based on the actual fleet age distribution from another state and the best available information on the historical average MSRP. The total vehicle count is taken from Connecticut. 
The point of the example shown is to illustrate the differences between an excise tax and the current ad valorem property tax. With an excise tax, no effort is made to determine actual market value either at acquisition or annually thereafter. The initial value is determined by the published MSRP, and the MSRP is subsequently reduced by a fixed percentage each year. This calculation yields the base for the excise tax. 
The revenue could be collected by each local tax collector as the motor vehicle tax is now, but since the parameters of the tax are predetermined, it would likely reduce compliance costs for taxpayers and administrative costs for local jurisdictions if the tax were collected as part of the vehicle registration process. As is the case in Indiana, an optional local surtax could be added to the state tax if that is desirable. After collecting the tax, the state would forward the revenue to cities and towns based on the vehicle registration address.
The advantage of the excise tax approach is that it is based on a clearly stated functional relationship between original MSRP and vehicle age and does not require judgments regarding market value. Under this option as described, the tax rate would be uniform across the state. Administration of the tax after the transition period would likely be much simpler than the current system. 
The disadvantage of the excise tax approach is that because the rate is uniform across the state, and given the amount of revenue needed to approximate current revenue levels, the actual tax obligation of vehicle owners in jurisdictions with very low mill rates will likely increase.
	Box 1: Excise Tax Example
A state seeks to raise $675 million annually through an excise tax on motor vehicles. The tax will apply to all vehicles beginning with the first registration renewal. It is estimated that a rate of 2.41% will achieve the desired target, based on the following table of age and MSRP values.

Table B.1: Age and MSRP value of the existing vehicle fleet
	Vehicle
Age
	Average MSRP Value New
	Percent of fleet
	Number of vehicles
	2.41% Excise tax per vehicle
	Revenue estimate (millions)

	0
	
	
	
	0
	

	1
	 32,620 
	6.09%
	 174,107 
	 $550 
	 $95.76 

	2
	 31,760 
	6.92%
	 197,864 
	 $485 
	 $95.88 

	3
	 30,910 
	5.65%
	 161,550 
	 $427 
	 $68.97 

	4
	 30,660 
	4.69%
	 134,074 
	 $376 
	 $50.43 

	5
	 29,790 
	4.58%
	 130,860 
	 $331 
	 $43.37 

	6
	 28,970 
	4.07%
	 116,485 
	 $292 
	 $34.01 

	7
	 28,350 
	6.27%
	 179,308 
	 $257 
	 $46.13 

	8
	 28,800 
	7.07%
	 202,236 
	 $227 
	 $45.84 

	9
	 28,350 
	6.91%
	 197,426 
	 $200 
	 $39.43 

	10
	 27,850 
	6.69%
	 191,360 
	 $176 
	 $33.67 

	11
	 27,350 
	6.14%
	 175,495 
	 $155 
	 $27.21 

	12
	 26,850 
	5.72%
	 163,584 
	 $137 
	 $22.34 

	13
	 26,350 
	5.35%
	 152,822 
	 $120 
	 $18.39 

	14
	 25,850 
	5.03%
	 143,655 
	 $106 
	 $15.23 

	15
	 24,750 
	4.71%
	 134,594 
	 $93 
	 $12.57 

	16
	 21,050 
	4.00%
	 114,482 
	 $82 
	 $9.42 

	17
	 17,200 
	3.24%
	 92,544 
	 $73 
	 $6.71 

	18
	 16,900 
	2.90%
	 82,838 
	 $64 
	 $5.29 

	19
	 16,300 
	2.05%
	 58,639 
	 $56 
	 $3.30 

	20
	 15,500 
	1.91%
	 54,615 
	 $50 
	 $2.71 

	Total
	
	
	 2,858,538 
	
	 $676.68


Source: Calculations by the author


 
Option 2b: Replace the current ad valorem tax with an excise tax and allow local governments to set the rate 
Under this option, the base for the excise tax would be calculated by the Department of Motor Vehicles in the same manner as under Option 2a. But rather than a uniform rate across the state, local cities and towns would be allowed to set their own rates within the range approved by the legislature. Local governments would also collect the tax as is currently the case with the motor vehicle property tax. 
The advantage of this approach over Option 2a is that it retains a higher degree of local autonomy and control over the amount of revenue collected from local vehicle owners. As with Option 2a, another advantage is that the burden of estimating vehicle value is removed from local assessors and determining the base for the tax becomes fairly mechanical. 
An important disadvantage of this option is that while it preserves local autonomy, it also will likely preserve the extreme differences in effective tax rates currently seen across the states. To the extent that taxpayer behavior is influenced by the current vehicle property tax, it will likely also be influenced by an excise tax rate determined by local authorities. 

Option 3: Replace the current ad valorem tax with an excise tax based on vehicle weight
As noted in Table 4, some states take the position that the purpose of the revenue collected from motor vehicles is to partially recover the cost of constructing and maintaining the roads used by those vehicles. Similar to the tax on motor fuels, under this reasoning the tax on motor vehicles approaches a user charge. Since the damage done to roadways by vehicle use is largely a function of the vehicle’s weight, it makes sense to base the excise tax on the weight of the vehicle. 
The tax would likely not vary with the age of the vehicle. The tax rate would be much lower than the present ad valorem tax, especially for passenger vehicles and light trucks. It would be assessed and collected as part of the vehicle registration and re-registration process.
A similar approach is used to calculate the use tax for heavy trucks. The Federal Heavy Vehicle Use Tax (HVUT) is calculated on vehicles with a gross weight[footnoteRef:4] in excess of 55,000 pounds. The tax amount is $100 plus $22 per 1,000 pounds over 55,000 pounds for vehicles up to 75,000 pounds. For vehicles over 75,000 pounds, the tax is $550. (Office of Highway Policy Information 2014b) Option 3 would simply extend this reasoning to all vehicles, though the rates could be quite different.  [4:  The unloaded weight of the vehicle plus the weight of the maximum load customarily carried on the vehicle] 

The advantage of this approach is that it converts the tax to a user charge and makes assessment and collection much easier. The major disadvantage is that a narrowly focused user charge would likely result in much lower overall revenue levels. The lost revenue for local governments would very likely need to be replaced by some other source, either from the state or an alternative revenue source for local governments.  
Option 4: Replace the 30% assessment exemption with a fixed dollar exemption
At present, all motor vehicles are assessed at 70% of their average retail value, thus granting all vehicle owners an exemption of 30%. The resulting vehicle assessed values are then taxed at a uniform rate within each jurisdiction. The result is that all vehicle owners within a given jurisdiction pay the same tax rate. But this approach violates some approaches to equity. To illustrate this point, consider the example in Box 2. 
	Box 2: The equity of a fixed percentage assessment exemption
· Vehicle A has a current average retail market value of $60,000. With a 70% assessment ratio, the taxable value of this vehicle is $42,000.
· Vehicle B has a current average retail market value of $6,000. With the same assessment ratio, the taxable value of this vehicle is $4,200.
· Both vehicles are garaged in the same community and are taxed at 25 mills.
· The tax on Vehicle A will be $1,050, and the tax on Vehicle B will be $105.
· The 30% assessment exemption saves the owner of Vehicle A $450
· The same 30% assessment exemption saves the owner of Vehicle B only $45
The 30% assessment exemption thus grants a much larger benefit to the owners of more expensive vehicles. 


As the example illustrates, granting a fixed percentage exemption to all vehicle owners inevitably extends much greater benefits to owners of more expensive vehicles. 
If this outcome is considered either unfair or too expensive, one alternative is to replace the fixed percentage exemption with a fixed dollar exemption. Under this option, the 70% assessment ratio for motor vehicles would be repealed. It would be replaced with an exemption granted to each vehicle owner of a specific dollar amount. The taxable value of a vehicle would thus be the current average retail value less the state-specified dollar amount. 
To illustrate the approach, the example in Box 2 is updated with an exemption of $3,600 in Box 3. Because all vehicles receive the same dollar exemption, all owners receive the same dollar benefit. Further, if the current value of the vehicle is less than the dollar value of the exemption, there is no property tax due on the vehicle.
	Box 3: Replacing a fixed percentage assessment exemption with a fixed dollar exemption
The state-mandated exemption is $3,600 per vehicle. 
· Vehicle A has a current average retail market value of $60,000. With the exemption, the taxable value of this vehicle is $56,400.
· Vehicle B has a current average retail market value of $6,000. With the exemption, the taxable value of this vehicle is $2,400.
· Both vehicles are garaged in the same community and are taxed at 25 mills.
· The tax on Vehicle A will be $1,410, and the tax on Vehicle B will be $60.
· The exemption saves both owners $90
The fixed dollar exemption thus grants both owners equal benefits. 


Based on the currently available data, it appears that replacing the current 30% assessment exemption with a dollar exemption of $3,600 would be revenue neutral in terms of the statewide revenue collected. But again, this masks the likely impact on individual communities. 
Using the best available American Community Survey estimates for vehicle counts by town and 2013 Grand List values, it is estimated that 47 cities and towns will see revenue increases of $100,000 or more with this change in approach. At the same time, 34 communities will experience revenue declines in excess of $100,000. Because the exemption is essentially revenue neutral at the state level, the gains in some communities could be used to offset losses in other jurisdictions without additional state aid.
The larger impact will actually be on individual vehicle owners. Owners of expensive vehicles will see substantial tax increases even in cities with very low mill rates. Under the current system these owners enjoy exemptions valued in the tens and hundreds of thousands of dollars. Under this option, the exemptions on such vehicles would largely disappear. 
On the other hand, for vehicle owners of modestly priced vehicles, the value of the fixed dollar exemption will often be substantially higher than the current 30% exemption. For owners of vehicles at about the state average value, there will be little or no difference in their tax obligation. More precise simulations of this option should be readily possible using Department of Motor Vehicles data by town.
Option 5: Repeal the motor vehicle property tax
This option would simply do away with the motor vehicle property tax. The tax is very unpopular with vehicle owners. At least sixteen other states have abolished any tax on motor vehicles connected to the value of the vehicle.[footnoteRef:5] Abolishing the tax would remove any vehicle-related behavioral incentives that reduce the efficiency of the state’s economy. The action would be politically very popular with taxpayers. [5:  Utah has an annual fee in lieu of tax that is based solely on the age of the vehicle. Utah Dmv, 'Uniform Fees', (updated 17 December 2014), accessed October 2015 2015.] 

Of course, the disadvantage of this option is that it has striking revenue implications. Even with the state mill rate cap in place the motor vehicle property tax generates over $650 million each year, or about 7% of local government tax revenue. Cities and towns would either need to replace the revenues from some other source, cut services or a combination of both. 
[bookmark: _Toc434256062]Concluding observations
As unpopular as the current motor vehicle property tax may be, it generates significant revenues for local governments. On the other hand, the variations in local mill rates create substantial inequities in the taxes paid for similarly valued vehicles in different cities. The evidence suggests that these inequities, in combination with the actual level of the tax, actually distort taxpayer behaviors in ways that reduce the efficiency of the state’s economy. Finally, given the number of legislative proposals to change or eliminate the car tax and the amount of attention the issue receives in the press, it appears that there is political interest in making further changes to the current tax.
Finding an acceptable alternative is challenging. Essentially any approach that attempts to both promote increased equity and remain revenue neutral will create large numbers of taxpayers with higher tax obligations enroute to reducing the tax bills for other vehicle owners. It appears that there are only a few courses of action available:
1) Increase the taxes paid by some in order to achieve uniformity and equity statewide
2) Continue the current course of capping the maximum tax rate (and therefore the amount of acceptable inequity) and either
a. replace the lost revenue from state resources or
b. provide local governments with an alternative revenue source under local control
3) Abandon the tax on motor vehicles as a significant source of revenue and either
a. replace the lost revenue from state resources or
b. provide local governments with an alternative revenue source under local control
4) Mandate equity in motor vehicle taxation, phased in over a sufficient time period to allow local governments to adjust to lower revenues, higher taxes on the remaining property tax base or a combination of both
In terms of tax administration, moving away from an ad valorem tax to an excise tax would greatly reduce the cost of administering the tax. In itself, such a change will not address the larger question of balancing equity and revenue needs. But reducing administrative costs is also worthy of state attention.
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Number of registered motor vehicles

1,000 to 4,999	5,000 to 9,999	10,000 to 14,999	15,000 to 19,999	20,000 to 29,999	30,000 to 49,999	50,000 to 90,000	39	40	23	20	18	19	10	Number of registered vehicles


Number of cities



Connecticut Registered Motor Vehicles and Usage

Registered Autos 	&	 Trucks	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	0.96881930319532839	0.99441703300308382	1	0.99778885899875336	0.99626008792074006	1.0114014828423332	1.0040909389147694	1.0074624368479759	0.89342398792730138	0.85658486975920212	0.90286234499048623	Fuel for highway use	0.92876687461417884	1	0.97490139168956602	0.97754899364055348	0.93775056808259583	0.93035341876644473	0.92179170676375244	0.91170183798141047	0.89424932151219039	0.88568495553801574	Vehicle miles traveled	0.99232833464877657	0.99788476716653507	1	1.0021468034727703	1.0119337016574586	1.0019573796369377	0.99194948697711127	0.98798421468034725	0.98491554853985785	0.98719494869771118	0.97683346487766365	
Index (Level in 2005 = 1.00)




Vehicle registrations per capita

2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	0.85460768648024199	0.87537651707673669	0.87956114540221819	0.8756987480065489	0.87349400180529169	0.88318699877702456	0.87303114469310072	0.86108694376692063	0.7881958724395004	0.75351783872274491	0.79406965362283377	
Number of registered vehicles per capita



Assessed values and Mill rates

22.51	27.78	74.290000000000006	25.11	41.55	29.87	42.198	39.49	58.22	49	34.35	37.520000000000003	36.630000000000003	41.39	36.54	35.74	40.869999999999997	20.95	28.68	28.36	39.4	16.420000000000002	29.89	32.6	30.4	28.4	28.26	45.75	30.09	27.31	32.700000000000003	34.61	36.979999999999997	26.57	36.909999999999997	31	31.6	23.43	25.32	34.590000000000003	38.19	30.4	35.75	25.370999999999999	26.75	27.25	23.37	33.369999999999997	24.8	33.4	35.43	26.61	27.78	32.962000000000003	27.88	31.2	26.79	35.049999999999997	27.34	19.5	23.5	33.630000000000003	26.77	30.76	27.5	21.32	32.18	36	26.28	24.24	21.65	32.340000000000003	32.869999999999997	27.47	36	38.31	33.67	22.31	23	28.08	25.83	37.119999999999997	31.38	25.5	30.5	36.22	31.83	28.7	31.7	30.72	25.92	27.13	23.36	30.69	26.93	35.799999999999997	29.19	32.89	30.1	31.08	29.7	28.53	24.79	29.23	31.2	26.1	36.770000000000003	28.24	29.044	33.36	34.35	27.72	36.1	33.07	35.04	30.51	33.74	17.86	25.7	21.95	30.12	25.23	31.1	26.07	27.8	31.55	24.96	26.2	25.76	25.1	27	45.86	13.7	29.42	18.809999999999999	17.75	29.6	20.62	37.659999999999997	22.96	27.3	14.2	31.4	20.04	21.08	30.35	28.8	10.7	26.01	15.13	28.91	24.72	19.100000000000001	26.830200000000001	17.25	13.75	15.35	28.67	24.71	18.09	13.7	11.271000000000001	15.984999999999999	30.31	30.92	29.14	31.25	30.38	862.39609600605957	1942.4641301587922	2479.3411775998466	2682.9105909439754	2917.9514005816623	2963.1546907736479	2984.5230613520271	3649.1478373608961	3658.118795360881	3700.0404310451199	3783.6229722762068	4872.7480021030497	4888.9486237925103	4946.3392569459938	4956.83470374018	5089.2867744707446	5113.3772136283214	5505.7854191557144	5509.7956287255183	5580.8302354399011	5658.6294982926192	5788.7595128068579	5799.3185419968304	5841.1620631089654	5928.5088627384703	5943.2048759156005	5968.1691557687845	5973.0830744228288	6055.9935413215017	6086.7604119109219	6091.3555387918532	6100.7176064650866	6103.4287082287674	6193.2105848940746	6256.4255372522784	6331.986934604437	6345.4514937898621	6490.7031746031744	6531.9706521739126	6651.5818558600049	6657.3954498823241	6760.6165220671446	6784.0126540347155	6880.7298410829899	6892.2082915603351	6914.3243594745745	6916.0007433415576	6923.3312720848053	6937.5897048960433	6940.9319007911054	6949.9487772637149	7003.1435212085999	7013.7686710072767	7023.8218900430711	7035.1530016351317	7069.4926322524798	7099.9194263153659	7100.9768718687801	7115.5579964850613	7120.5020955574182	7133.7557497700091	7135.5518945634267	7168.953098827471	7225.1716236722305	7271.7016039481805	7297.4575748225852	7302.7576721859659	7364.697362956811	7376.6919169931798	7418.6576596208324	7428.9585516912812	7512.0447409733124	7537.2982233502535	7544.5419868201579	7550.3072816286749	7551.5947017104718	7554.2102060095194	7598.6915254237292	7623.8159467304076	7625.8100946372242	7633.9399103139012	7643.279671879005	7666.7369039623909	7667.1427563831285	7766.6095729704366	7787.4096034460918	7802.3615649562835	7833.5648148148148	7838.1808990299223	7853.1337776719829	7857.4946532233425	7861.8507462686566	7870.8791208791208	7885.8895783208809	7913.564905660377	7931.9704158925251	7941.5499727718279	7945.067104373853	7987.505831130462	7992.5470577649812	7995.5277642304745	8019.6731107205624	8027.3809826793922	8037.4575959247395	8041.7935063592186	8080.0095659452354	8081.7650727650725	8115.2101859337108	8135.5953071329795	8136.1595991867562	8168.2423064029499	8172.0309569426236	8221.173564753004	8234.8770421076861	8237.0687226549999	8264.8925992779787	8450.2730192719482	8468.133949191686	8475.3419530452538	8488.0944246737836	8517.3063170441001	8549.4023246598863	8608.7434514637898	8623.9119443859272	8645.2085115047848	8688.1743308167461	8690.141416275017	8693.7346590026409	8770.4296171846872	8822.8939170355789	8854.8848241127544	8978.4463812050017	8978.8352048349989	9034.2183740430191	9041.6839884706969	9100.7973843451109	9184.8479800083296	9240.7075471698117	9278.8237618545845	9321.5566722501389	9325.2547143259217	9350.2306454496684	9381.7277125086384	9398.2828065648973	9413.6727520435961	9526.1993064978142	9577.843613404566	9606.8840422060257	9626.3742215001348	9628.6962327134006	9702.8753541076494	9745.4013101374567	9800.2767991947658	10411.755517826825	10614.84322238302	10686.280660377359	10754.200226885991	10922.869010782935	11303.825491708445	11315.202524986849	11722.260656217959	12236.204576043068	12354.088883902814	12650.197236803011	12962.26299894958	16135.732919748667	18245.235308927942	37044.850564726323	43833.582373271893	2014 Mill Rate


Motor Vehicle Assessed Value per Capita



Net Motor Vehicle Assessed Value as a Percent of 
Total Net Grand List


2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	7.3460199898553416E-2	6.7046178551177088E-2	6.3659617694002413E-2	5.7818282248145017E-2	5.3013218901565226E-2	5.2435623017555583E-2	5.5578850229009769E-2	5.9485002487173706E-2	6.1853747483501413E-2	6.4438097875823427E-2	
Percent of Total Net Grand List



