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Analysis of Existing Vermont Energy Taxes


In compiling data for the three Vermont energy taxes here discussed, all information relating to the tax rate, tax base, revenue destination, and revenues collected has been collected from primary sources from the state of Vermont. In assessing the theories of taxation, I have relied upon those defined in Janet Milne’s Environmental Taxes: An Introductory Primer; Behavioral Approach, Cost-Internalization Approach, and Revenue-Driven Approach. The evaluative criteria are based upon those defined in Tax Shift by Alan Thein Durning and Yoram Bauman; Economy, Equity, Environmental, and Ease of Administration. 
Electric Energy Tax

Tax Rate: 
2.75% of appraised value (Amended in 2001); 2002 - Present.



3.5% of appraised value; 1995 – 2001.

Tax Base: 
In-state electric generating facilities with a name-plate generating capacity of 200,000 kilowatts or more pay tax on the appraised value of the facility. Currently, only the Vermont Yankee Nuclear Station in Vernon, VT is subject to the Electric Energy tax.

Tax Revenue Destination: State General Fund.

Revenues Collected  
	Fiscal Year
	Revenue

	1995
	3,974,270

	1996
	3,484,492

	1997
	3,258,242

	1998
	3,351,508

	1999
	3,575,102

	2000
	5,927,676

	2001
	3,117,905

	2002
	2,809,859

	2003
	2,577,328

	2004
	2,767,228


Sources: 
(1) Vermont Department of Taxes, Biennial Report, 2001-2002.

(2) Vermont Department of Taxes, Revenue Accounting System, 

Tax Receipts Summary.

Theory of Taxation: Cost Internalization

Given that Electric Energy Tax revenues are targeted to the state’s General Fund, they lack the specificity and programmatic purpose in their utilization to be determined Revenue-Driven. Quite simply, they lack a direct relationship to any environmental program. In terms of the Behavioral Approach, the tax is not large enough, especially as revised downward in 2001, to significantly alter the price of electricity produced at Vermont Yankee and thus compel state utilities and their customers to seek other sources. As a general matter, the federal subsidies for nuclear energy are so great that any state attempts to influence consumer behavior in its regard would have to be significantly stronger to be strategically viable. Further, given Vermont’s reliance on Vermont Yankee as its primary energy source, it would seem unlikely that the state would tax this energy to the point of behavioral influence absent a replacement strategy, of which there is currently none.

Thus, the Electric Energy Tax finds its theoretical basis in Cost Internalization. While the tax does not specifically target Vermont Yankee, and thus seek to capture its environmental costs, it does target large, in-state power producers with its 200,000 kilowatt capacity threshold. By design, the tax seems to recognize that such large-scale producers will inevitably produce adverse environmental effects in the state, and thus ultimate expenditure-side burdens to mitigate them.
Evaluative Criteria:
Economy – The Electric Energy Tax is, in essence, a property tax levied against a single power producer. While property taxes are generally considered to be economically disadvantageous, the size of the tax, coupled with the enormous federal subsidies for nuclear energy which more than offset it, produces little economic drag.
Equity  - When assessed against the ability-to-pay criteria, the Entergy, Corp., which owns and operates Vermont Yankee, has a greater ability than any other corporation operating within the state of Vermont. The stated 200,000 kilowatt capacity tax threshold, in addition to its cost-internalizing intent, would also seem to be progressive by ability-to-pay standards.
Environment – While the tax does capture to a small degree the environmental externalities of nuclear energy, it falls far short of internalizing this cost (can anything?). Again, swimming upstream against federal policy, the tax does not encourage more environmentally friendly power production in the state.

Ease of Administration – As levied against a single facility, the tax is both easy to collect and enforce, while, as a property tax, it is virtually impossible to evade.
Recommendations: Increase

Nuclear energy is dramatically underpriced due to subsidies at the federal level, especially as its liability is publicly underwritten through the Price Anderson Act. No tax increase at the state level can be large enough to overcome this. However, given that Vermont Yankee poses a catastrophic threat to Vermont’s environment and its citizens, far more of the costs, both real and potential, associated with nuclear energy must be assumed by Entergy and not the taxpayers.


Further, as one considers tax shifting options such as a carbon or a CO2 tax on fuels, nuclear energy’s already favored place in the market will only be enhanced. In fact, it would attain such a significant competitive advantage in an energy market affected by carbon taxation that it would counterproductively become the fuel of choice. Thus, the electric energy tax, as applied specifically to Vermont Yankee, should be increased at a rate commensurate with a carbon tax for a plant of similar capacity, restoring competitive balance in the marketplace.
Fuel Gross Receipts Tax 
Tax Rate:
 0.5% on retail sales of fuel.

Tax Base:
 Tax is on retail seller of fuels other than motor fuel (home heating oil, kerosene, propane, natural gas, electricity, coal) for sellers receiving more than $10,000 per year in sales for these fuels.

Tax Revenue Destination: Revenues fund the Home Assistance Weatherization Trust, which funds the Weatherization Assistance Program. This program, administered by the Office of Economic Opportunity, assists low-income Vermonters in reducing their energy bills through home weatherization.

Tax Status:
Originally set to expire in June, 2003, the Fuel Gross Receipts Tax has twice been extended by the legislature, most recently through June, 2008

New Heating Oil Tax: Starting July 1, 2004, a new Heating Oil Tax, levied separately from the Fuel Gross Receipts Tax, took effect. The Heating Oil Tax is levied at a rate of $.005 (one-half cent) per gallon of kerosene or heating oil on retail sellers receiving more than $10,000 per year in sales for these fuels. Revenues from this tax are deposited into the Petroleum Cleanup Fund, which fund the restoration and clean-up of soil and groundwater contaminated by the release of petroleum from underground storage tanks, and to pay out third-party claims. The Heating Oil Tax is set to expire April 1, 2008. No revenue data is yet available.

Revenues Collected
	Fiscal Year
	Revenue

	1995
	3,480,373

	1996
	3,984,455

	1997
	4,046,124

	1998
	3,984,514

	1999
	3,638,987

	2000
	4,660,257

	2001
	4,919,472

	2002
	4,732,476

	2003
	5,195,947

	2004
	5,532,603


Sources: 
(1) Personal Communication with Mike Mooradian, Business Manager, 

                        Vermont Office of Economic Opportunity

(2) Vermont Department of Taxes, Revenue Accounting System, 

         Tax Receipts Summary


(3) Vermont Department of Taxes, Biennial Report, 2001-2002.

Theory of Taxation: Revenue-Driven

A case can be made that the Fuel Gross Receipts Tax is Cost-Internalizing, as it does capture, to a small degree, the environmental costs of these carbon-intensive fuels. Further, given the close links between Cost-Internalization and the Behavioral Approach (Milne, pg. 2), the tax is, in a sense, behaviorally influential. As retailers will inevitably pass on the tax burden to consumers, the fuels subject to taxation will inevitably rise in cost, perhaps, in an extreme case, prompting consumer decisions to seek alternative fuel sources for residential heating. More likely, the taxes resultant cost increases would encourage conservation in the consumption of such fuels, a behaviorally desirable outcome.

However, given the tax’s very clear revenue link to the Weatherization Assistance Program, it bears a strong environmental relationship to a program which explicitly encourages conservation. Moreover, the tax was initiated in 1990 in response to declining federal support for the Weatherization Assistance Program, thus providing the program with a stable source of funding administered at the discretion of the state. (Tax Reform That Agrees with Vermont, The Vermont Fair Tax Coalition, pg. 28) In viewing this history and rationale, the very reason for the tax’s existence is Revenue-Driven.
Evaluative Criteria:
Economy – Most closely resembling a corporate income tax, the Fuel Gross Receipts Tax would have to be considered economically disruptive, as it penalizes profitable, in-state employers. As the tax is levied in addition to existing corporate income taxes, as well as the new Heating Oil Tax, when viewed as a component of the overall corporate taxation of fuel retailers, it is clearly an economic burden.
Equity – The tax burden of the Fuel Gross Receipts Tax, it can be assumed, is passed on to consumers through higher fuel prices. If one were to stop equity consideration here, the tax could be deemed ultimately regressive, as low-income Vermonters, inescapably dependent upon home heating fuels, would incur a greater relative burden. However, the redistributive element of the tax through the Weatherization Assistance Program, designed as it is to assist low-income Vermonters, tilts the tax’s equity back towards progressivity.
Environment – Though its principle purpose is Revenue-Driven, the Fuel Gross Receipts Tax is environmentally friendly, both as it captures some of the pollution costs of home heating fuels and as it encourages and ultimately funds energy conservation.

Ease of Administration – On the surface, the tax seems to entail few administrative complexities; it is levied at a flat rate and contains no apparent loopholes. Further, given that it is levied upon retailers rather than consumers at the point of purchase, the tax is stationed “upstream,” and can thus be collected from a far narrower tax base.

Recommendations: No Change

By any and all evaluative criteria, the Fuel Gross Receipts tax is well designed and effective. It maintains a strong and environmentally logical relationship to the Weatherization Assistance Program, and its redistributive effects are soundly progressive. The passage of the new Heating Oil Tax essentially amounts to a tax increase on home heating fuels, and its revenue destination in the Petroleum Clean-Up fund does little to benefit low-income Vermonters payer higher marginal rates on such fuel. As such, any increases in the Fuel Gross Receipts Tax would exacerbate the regressivity experienced by consumers at the point of purchase, while any decreases in it would jeopardize its progressive redistribution through the Weatherization Assistance Program. The tax works well in its current form and should remain unchanged.
Utilities Gross Receipts Tax

Tax Rate: 
0.3% of gross operating revenue for natural gas utilities.

0.5% of gross operating revenue for all other utilities.

Tax Base:
Utilities that generate, sell, transmit, or distribute electric energy in Vermont. Utilities may be cooperatively, municipally, or privately owned.

Tax Revenue Destination: Revenues from the Utilities Gross Receipts Tax fund the operational activities of the Vermont Department of Public Service (60%) and the Vermont Public Service Board (40%).

Revenues Collected
	Fiscal Year
	Revenue

	1995
	3,839,714

	1996
	3,937,781

	1997
	4,309,528

	1998
	4,600,695

	1999
	4,704,979

	2000
	5,013,416

	2001
	5,315,430

	2002
	5,536,710

	2003
	5,585,151

	2004
	5,669,316


Sources:
(1) Personal communication with Mary Morrison, Business Manager, Vermont Department of Public Service.


(2) Personal communication with Nellie Gillander, Utilities Rate Accountant, Vermont Department of Public Service.


(3) Tax Reform That Agrees with Vermont, The Vermont Fair Tax Coalition, March, 1999.

Theory of Taxation: Revenue-Driven

There is clearly a Behavioral element at work in the Utilities Gross Receipts Tax, as it specifically taxes gas utilities at a more favorable rate than other utilities. It can be assumed that this rate differentiation is intended to encourage natural gas as an in-state fuel source in electric generation. While the tax is nominally Cost-Internalizing, as utilities inevitably externalize the pollution they create, the rate is small enough to be insignificant in this regard.

The tax funds the operational activities of both the Vermont Department of Public Service, as regulator, and the Vermont Public Service Board, as arbiter, in the oversight of all in-state utilities. There thus exists a strong fiscal relationship between the tax base (utilities) and the ultimate expenditure of the tax revenue it provides (DPS/PSB), the key criteria in the Revenue-Driven approach. Though both state bodies are more concerned with efficiency issues and the economic benefits to ratepayers in their respective roles than in environmental protection, their oversight does enforce and consider valuable environmental standards.
Evaluative Criteria:
Economy – As with the Fuel Gross Receipts Tax, the Utilities Gross Receipts Tax most closely resembles a corporate income tax, and, similarly, can be regarded as economically disruptive. Further, while the Fuel Gross Receipts Tax is somewhat more limited in its impact to retailers and residential consumers, the Utilities Gross Receipts Tax extends prominently into the business sector, universally increasing electricity costs across the state.
Equity – Determinations of equity depend upon how far one is willing to chase the tax revenue and consider the opportunity costs associated with its allocation. Again, as the cost shifting employed by the utilities towards their rate payers most likely produces a mild regressivity in the tax, low income Vermonters pay a greater marginal premium for their energy. However, if one is to assume that the functions of the Department of Public Service and the Public Service Board are necessary and inescapable, the Utilities Gross Receipts Tax funds these bodies in the place of other forms of taxation, most likely the Personal Income tax (progressive) or the Sales and Use tax (regressive). On balance, the tax thus seems to be equity neutral.
Environment – The tax is levied against pollution producing utilities, and, narrowly considered, in this sense is environmentally friendly. However, given the tax’s favorable treatment of natural gas in its rate structure, and its failure to prefer clean sources of energy, most prominently wind and small hydro, the tax is less than optimal by environmental standards.

Ease of Administration – As the tax contains separate rates for gas and non-gas utilities and as its revenues are divided between the Department of Public Service and the Public Service Board, it is mildly more complex to administer than the Fuel Gross Receipts Tax. Again, as the tax contains no apparent loopholes and is positioned “upstream” with utilities rather than with ratepayers, overall its ease of administration is high.
Recommendations: Rate Differentiation

The full funding and ongoing operation of both the Department of Public Service and the Public Service Board are necessary functions of state government. As such, the Utilities Gross Receipts Tax needs to continue to produce sufficient revenues in order to ensure their continued operation. However, as an environmental tax, as it is currently structured, the Utilities Gross Receipts Tax does little to encourage environmentally friendly behavior. While legislators have been willing to differentiate tax rates between gas and non-gas utilities, they have yet to enact the logical next step; rate favorability for renewable energy utilities or for that portion of any utility’s portfolio produced from renewables. It is here suggested that renewable energy produced, sold, transmitted, and distributed here in the state of Vermont be exempted from the Utilities Gross Receipts Tax, while rates on carbon-based and nuclear energy be increased. While such rate differentiation would undoubtedly add to the administrative complexity of the tax, its potential to channel behavior towards renewable energy, perhaps coupled with the adoption of a Renewable Portfolio Standard, can be a significant net benefit to the state and its ratepayers.
Sources
1. Vermont Department of Taxes, Biennial Report, 2001-2002, January, 2003.       
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