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T he topic of taxes has the power to pro-
duce blank stares and yawns, as well as
impassioned emotions, complaints, and

arguments.  Many individuals and businesses
believe taxes are too high and too complicated,
and that nothing can be done to change them.
But there’s a good reason to overcome the
boredom, set aside preconceived ideas, and
reconsider just how taxes work and how they
could work better.

Our taxes fund many programs that we ben-
efit from every day, including education, gov-
ernment services, and Social Security.
However, taxes tend to discourage the activi-
ties that are taxed.  Taxes on wages discourage
employment, and taxes on air pollution dis-
courage activities that pollute the air.  But
some activities are worth discouraging more
than others.  Federal, state, and local govern-
ments raise most revenue through a combina-
tion of income, property, sales, and payroll
taxes.  These taxes tend to discourage activi-
ties most of us believe are good for society,
however: earning income, owning property,
purchasing goods, and being employed.   

Tax shifting is about reducing and removing
these taxes, and placing taxes instead on activ-
ities society wants to discourage.  Tax shifting
is not about raising or lowering taxes overall.
Instead, it’s revenue-neutral; it reduces some
taxes by the same amount that it increases
other taxes.  The power of taxes is used to
improve the public good instead of work
against it, with lasting benefits for our econo-
my, environment, and all members of society. 

There are many ways to craft successful tax
shifts.  A tax shift can be designed to strength-

en the economy, clean up the environment,
and make our tax system fairer for low-income
wage-earners.  We can evaluate whether a tax
is one that works toward or against these goals
by asking the following questions about it.

◆ Economy: Does the tax discourage or
encourage job creation, enterprise, and
other societal benefits?  Does it help to
reflect the full costs of under-priced prod-
ucts?  Or does it cause distorted incen-
tives in the economy?

◆ Environment: Does the tax discourage or
encourage conserving resources and
reducing pollution?

◆ Equity: Does the tax require polluters to
pay their fair share?  Is the tax assessed
on people in proportion to their ability to
pay, or does it create a greater hardship
for lower-income people than for higher-
income people?

TAXES TO REDUCE OR ELIMINATE

PROPERTY TAX
Vermont’s high property taxes have a num-

ber of disadvantages.  First, they increase the
costs of home ownership and rental housing.
Second, they are only partly based on peoples’
ability to pay, requiring low- and middle-
income families to pay a proportionately larger
part of their income on property taxes.
Finally, a significant portion of Vermont’s
property taxes fund road construction and
maintenance, embedding some of the costs of
driving into property taxes.

Vermont’s property tax is a good candidate
for a tax reduction, in conjunction with
expanded rebates to renters.  In addition,
Vermont should consider eliminating the por-

Executive Summary

The Tax Shifting Concept

A tax shift can
be designed to
strengthen the
economy, 
clean up the
environment,
and make our
tax system 
fairer for 
low-income
wage-earners. 
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tion of property taxes that funds road 
construction and maintenance.

SALES TAX
Sales taxes also produce some problems.

People with lower incomes pay a much larger
proportion of their income in sales taxes than
higher-income wage-earners.  In addition,
some goods with large negative environmental
impacts are exempt from the sales tax in
Vermont, including energy used for transporta-
tion, residential, and industrial purposes, pesti-
cides used for farming, and fertilizer.  Our
sales tax also encourages people to make pur-
chases in New Hampshire, which has no sales
tax, and through mail-order catalogues.

Vermont should consider reducing its sales
tax rate across the board, and exempting some
additional items from the sales tax.  For exam-
ple, eliminating the sales tax on clothing and
other necessity items that do not cause large
negative environmental impacts would have
positive impacts on Vermonters with low-
incomes.  Eliminating the tax in downtown
centers would give a big boost to the state’s
fragile downtown economies.  The state also
should consider removing the sales tax exemp-
tion on energy use, pesticides used for farming,
and fertilizer.

PERSONAL INCOME TAX
Personal income taxes are more progressive

than many other types of taxes, but they still
place a substantial relative burden on low-
income wage-earners.  A significant number of
families in Vermont earn less than a livable
wage, and these families should not be
required to give up part of their earnings to
income taxes.  In addition, income taxes make
it more difficult for other families with low-
and middle-incomes to make ends meet.
These families already pay property, sales, pay-
roll, and federal income taxes, and need the
remainder of their paychecks to purchase basic
necessities. 

Vermont should consider eliminating per-
sonal income taxes for people earning less
than a livable wage, reducing them substan-
tially for other low-income and middle-income

wage-earners, and expanding the Earned
Income Tax Credit that benefits low-income
wage-earners.

PAYROLL TAX
Payroll taxes are collected by the federal and

state government, and include Social Security,
Medicare, and unemployment insurance.
Workers pay 7.65% of their paychecks for
Social Security and Medicare, and employers
must match these payments and pay for
unemployment insurance.  And, the roughly
35,000 Vermonters who are self-employed pay
15.3% of their wages in payroll taxes.1

Payroll taxes have a number of disadvan-
tages.  They increase labor costs, which dis-
courages businesses from hiring new employ-
ees.  In addition, Social Security taxes are col-
lected only on the first $72,600 of wages,
ensuring that low-income and middle-income
wage-earners pay a larger portion of their
salaries in payroll taxes than those who earn
the most.

Payroll taxes paid by businesses could be
reduced in order to encourage businesses to
create more jobs.  Payroll taxes are collected
by the federal government, but Vermont could
simulate a payroll tax reduction by offering
businesses a credit on their state corporate
taxes in proportion to the amount of annual
payroll taxes they paid.  As with the income
tax, payroll taxes paid by employees could be
eliminated completely for people earning less
than a livable wage.  At the same time, the
Social Security tax exemption for money
earned after the first $72,600 could be elimi-
nated.

TAXES TO INCREASE OR CREATE

Taxes can work for us rather than against
us.  They can strengthen our economy and
clean up our environment.  And, they can do
so equitably for those who pollute, for those
who don’t, and for our lower-income citizens.
The following options are examples of taxes
that Vermont could institute or increase, while
decreasing some of the taxes described above,
to keep the tax shift revenue-neutral.  
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MOTOR FUEL TAX
◆ Reduce property taxes by about $19 mil-

lion per year and increase the gasoline
and diesel tax by 4 cents per gallon to
fund the transportation-related costs of
local police and fire departments, cur-
rently paid for through property taxes.

◆ Or, reduce property taxes by about 10%
and increase the gasoline and diesel tax
by 21 cents per gallon to fund road con-
struction and maintenance costs, current-
ly paid for through property taxes.

◆ Or, eliminate vehicle registration fees for
automobiles and increase the gasoline
and diesel tax by 5 cents per gallon to
fund road construction and maintenance.

MOTOR VEHICLE FEEBATE
◆ Assess a fee on new car purchases that

have poor fuel economy ratings and give
a rebate for new car purchases that have
good fuel economy ratings.

SALES TAX ON FUEL
◆ Reduce the statewide sales tax rate to

4%; or reduce it to 4.5% and exempt
clothing.  At the same time, place a sales
tax of 4% or 4.5% on fuels used for resi-
dential purposes and motor fuels.
Continue to exempt fuels used for indus-
trial and farm purposes.

CARBON TAX
◆ Assess a carbon tax on fossil fuels used in

Vermont, exempting fuels used in the
industrial and farm sectors and wood
energy use.  Provide a yearly refund of
the revenues to Vermont residents and
businesses.

PESTICIDE AND FERTILIZER TAX
◆ Introduce a system of pesticide and fertil-

izer taxes in the state over a period of
several years.  As a first step, remove
Vermont’s 5% sales tax exemption on
pesticides used for farming and on fertil-
izers.  At the same time, provide tax
credits to farmers, and financial subsidies
and technical assistance to help farmers
move toward low-impact and organic
farming.

SOLID WASTE TAX / VARIABLE PRICING
PROGRAM

◆ Increase the solid waste tax to provide a
stronger incentive to reduce waste.  At
the same time, require municipalities
and waste haulers to institute variable
pricing for residential customers, in
which customers pay based on the
amount of trash they discard.  Provide
revenues to subsidize recycling, compost-
ing, and other programs that help people
reduce waste.  

DEPOSIT / REFUND FOR BEVERAGE
CONTAINERS

◆ Expand Vermont’s current deposit/refund
program to cover all non-carbonated bev-
erage containers, and consider instituting
similar programs on other types of stan-
dard food packages.

LAND VALUE TAX
◆ Pass state legislation that would enable

cities and towns in Vermont to use land
value taxation in their downtown cores 
if they choose, modeled after Pennsyl-
vania’s state law.  Allow cities to deter-
mine the proportion of the property tax
that will be raised from land values and
the proportion raised from buildings and
improvements.

WHERE TO START

There are a multitude of good options for
specific tax shifts in Vermont.  A few are out-
lined above, and there are many other possibil-
ities.  In any form, a tax shift works by
decreasing some taxes, while increasing others
in a revenue-neutral manner.

Options that decrease property taxes would
be highly visible and would have widespread
appeal and benefits.  Sales tax reductions are
attractive, but not as visible as reduced proper-
ty taxes.  Reducing payroll taxes paid by busi-
nesses is a very advantageous option, because
it would encourage job creation and wage
increases.  Finally, options that eliminate or
reduce personal income taxes for Vermonters
with low and middle incomes is an excellent



6

TAX REFORM THAT AGREES WITH VERMONT

way to compensate for the regressive nature of
our tax system.   

Increasing taxes on energy use would have
the biggest impact on improving economic
efficiency and human and environmental
health in Vermont.  Other taxes, such as those
related to solid waste disposal, are attractive
because they are manageable, predictable, and
there is widespread experience with them.
Whatever the form of Vermont’s next tax shift,
it should be sensibly sized, easy to understand,
easy to administer, highly visible, and very
beneficial for Vermont.

Tax shifting is a smart way to harness the
power of the economy to work for us rather
than against us.  If we do it wisely, tax shifts
will strengthen our economy, make our envi-
ronment more beautiful and healthy, preserve
our social goods, and keep taxes fair for all
Vermonters.

The chapters ahead include the following
information:

Chapter 1: The Tax Shifting Concept
Chapter 1 gives a brief introduction to tax

shifting and how it can benefit the economy,
the environment, and all members of society.

Chapter 2: Tax Shifting Options for
Vermont

Chapter 2 outlines a number of tax shifting
options for Vermont.  First, taxes that could be
reduced or eliminated are discussed, including
property, sales, personal income, and payroll
taxes.  Second, taxes that could be created or
increased are outlined.  These include energy,
air pollution, water pollution, waste, and land
use taxes.  A brief conclusion describing some
ways to get started with tax shifting closes out
the chapter.

Chapter 3: An Inventory of Vermont’s
Environmental Taxes, Fees, and
Incentives

Chapter 3 summarizes Vermont’s current
environmental taxes, fees, and incentives,
including taxes related to energy, air and water
pollution, waste, and land use.  The summary
of each tax includes a brief description of the
tax, an explanation of how the tax revenue is
used, and a list of the revenue collected from
the tax between 1995 and 1998.

Appendix: Additional Information on
Vermont’s Current Environmental Taxes

The Appendix gives additional details of
each environmental tax, fee, and incentive
described in Chapter 3, along with statutory
references.  In addition, a list of the permits
and licenses collected by the Vermont Agency
of Natural Resources, many of which carry
fees, appears here.  The Appendix is available
upon request from the Vermont Natural
Resources Council and Vermont Businesses for
Social Responsibility-REF.
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Benjamin Franklin once observed that
nothing is certain but death and taxes,
and to this day, many Americans contin-

ue to see taxes as a necessary evil.  No won-
der.  Taxes claim billions of our dollars.  And,
most taxes are assessed on activities we all
want to take part in, such as owning a home
and earning a living.

But taxes don’t have to work against us.
There is a simple way they can be harnessed
to discourage socially and environmentally
harmful activities, while encouraging benefi-
cial ones.   

Taxes tend to discourage the activities that
are taxed.  For example, taxes on wages dis-
courage employment and taxes on air pollu-
tion discourage activities that pollute the air.
But clearly some activities are worth discour-
aging more than others.  Our current federal
and state tax systems raise most revenue
through a combination of income, property,
sales, and payroll taxes.  These taxes, however,
effectively discourage activities most of us
believe are good for society.  Meanwhile, most
of the taxes we place on activities we do want
to discourage raise painfully little revenue and
have only a modest impact.

Tax shifting is about removing the taxes on
activities society wants to encourage, while
placing taxes instead on the activities we want
to discourage.  Tax shifting is not about raising
taxes overall.  The government still would col-
lect the same amount of revenue, but revenues
would come from taxes on activities we want
to reduce.  A tax shift could even be designed
to reduce taxes overall.

A tax shift can be accomplished in a num-
ber of ways.  To encourage socially beneficial
activities, we can start by reducing or elimi-
nating property, sales, personal income, and
payroll taxes.  Or, we can offer incentives for
socially beneficial activities.  For example, we
can give people rebates for purchasing energy-
efficient products and saving energy, or we can
offer farm and forest landowners lower proper-
ty taxes for preserving our rural working land-
scape.  Tax credits, tax exemptions, rebates,
and other incentives are all useful tools.

At the same time, we can discourage social-
ly harmful activities by taxing or placing fees
on activities that harm the public good.  For
example, we can tax toxic air emissions, pol-
luting water discharges, and the generation of
solid and hazardous waste.  We can protect
finite natural resources, such as our drinking
water supply, by placing a tax on its use.

Such a tax shift would reorient the way we
produce and consume goods.  The power of
taxes would be used to improve the public
good instead of work against it, with lasting
benefits for our economy, environment, and all
members of society. 

A MORE EFFICIENT ECONOMY

A tax shift increases the efficiency of our
economy in a number of ways.  Currently, our
economy is not efficient because many of our
taxes have distorting impacts.  For example,
because employers must pay a hefty payroll
tax when they hire a new employee, they have
an incentive to get by with as few workers as
possible.  This effectively discourages employ-

Chapter 1

The Tax Shifting Concept

Our current
federal and
state tax 
systems raise
most revenue
through a 
combination 
of income,
property, sales,
and payroll
taxes.  These
taxes, however,
effectively 
discourage
activities most
of us believe
are good for
society.
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ment.  With a tax shift, this and other distor-
tions would be reduced.

Another distortion in our economy results
from the fact that many goods are under-priced
in the marketplace — their prices do not
include all the social and environmental costs
of their production, use, and disposal.  For
example, the price of gasoline doesn’t include
the costs of human health problems resulting
from gasoline’s polluting air emissions, the
costs of maintaining a military presence in the
Middle East to protect oil interests, or even
the full costs of maintaining our road system.
If the full costs were included in the price of
gasoline, more consumers would make fuel-
efficient choices — some would purchase fuel-
efficient cars, carpool more often, and live
closer to their places of work.  Economic effi-
ciency would improve because consumers and
manufacturers would make choices based on
price signals that more accurately reflect reali-
ty.  A tax shift is an excellent way to start
including the real costs of under-priced goods
into prices.

A HEALTHIER ENVIRONMENT

Many of our everyday activities have far-
reaching, yet subtle impacts on the environ-
ment.  For example, commuting 20 miles to
work, as many Vermonters do, adds more car-
bon dioxide to the atmosphere, hastening glob-
al climate change; adds more toxic fumes to
the air, worsening the respiratory problems of
some people and compromising the health of
some ecosystems; adds more oil to the roads,
which eventually runs off into groundwater;
and depletes more of our finite oil resource.  In
and of themselves, most of our everyday activ-
ities have insignificant impacts — but the
cumulative impact of many people doing the
same thing is a different story.  While many of
the biggest environmental problems in the
past were caused by a few big polluters, today’s
problems are increasingly caused by the cumu-
lative impact of the small-scale activities of
everyone.  The Agency of Natural Resources
has identified car exhaust as the single greatest
problem.

Tax shifting is an ideal way to address this
trend.  Tax shifting benefits the environment
by placing substantial taxes, not token taxes,
on pollution and resource depletion.  As out-
lined above, the taxes would serve to correct
the failure of the market to include environ-
mental and social costs into prices.  The result
of such taxes is that wasteful and polluting
businesses and individuals work harder to
reduce pollution, save energy, and conserve
resources because they get a direct benefit
through lower taxes.  In addition, cleaner tech-
nologies would be relatively less expensive.

A FAIRER TAX SYSTEM

When polluters pay for their polluting activ-
ities through taxes or other means, individuals
who don’t pollute are treated fairly.  But cur-
rently, society or certain individuals effectively
subsidize many of polluters’ activities.  For
example, when waste haulers charge the same
monthly rate for all residential customers, the
people who generate small amounts of garbage
pay the same as those who generate large
amounts.  A tax shift could make polluters pay
their fair share for their polluting activities,
resulting in a more just society for everyone.  

In addition, tax shifting gives more control
to individuals and businesses to make deci-
sions that can reduce their taxes.  Pollution
limits, regulations, and other restrictions can
be successful in reducing pollution and
resource use, but these methods are often
inflexible.  Taxing pollution and resource use
allows individuals and businesses to make
their own decisions about when reductions in
the taxed activities are cost-effective.

Many of our current taxes impact low-
income wage-earners to a greater degree than
Vermonters with high-incomes.  For example,
the Vermont sales tax requires people with
low-incomes to pay a greater percentage of
their income for each product purchased com-
pared to people with high-incomes.  Some pro-
posed tax shifts continue this unfair trend,
while others provide ways to lessen the impact
for low-income wage-earners.  If done wisely,

...today’s 
problems are
increasingly

caused by the
cumulative

impact of the
small-scale

activities of
everyone. 

Tax shifting is
an ideal way

to address this
trend.
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tax shifting can make our tax system fairer for
Vermonters with low incomes.  

HOW TO START A TAX SHIFT

Tax shifting is not a new idea.  Several
European countries, including Germany,
Sweden, the Netherlands, Spain, and others,
have undertaken tax shifts on a large scale
already.  But North America has not yet fol-
lowed that trend.  Tax shifts in the U.S. have
only occurred on a very small scale.

Vermont places various taxes and fees on
environmentally and socially harmful activi-
ties, as Chapter 3 illustrates.  Most of these
taxes are modest.  However, a small tax shift
occurred in Vermont in 1997.  The state shift-
ed a portion of education funding from

Vermont’s high property tax to a collection of
other taxes, including the gasoline tax and the
motor vehicle purchase and use tax.  While
this shift represents a step in the right direc-
tion, the change was too small to significantly
reduce energy use and air pollution.

Nonetheless, Vermont has many of the
building blocks in place for a larger tax shift.
As Chapter 2 illustrates, Vermont could
improve or enlarge some of our tax mecha-
nisms that already exist, add a few more, and
decrease the taxes that benefit society to move
toward a significant tax shift.  Our small scale,
our tradition of independence and innovation,
and our history of preserving environmental
and social goods make Vermont the perfect
place to begin a tax shift.

Our small
scale, our tra-
dition of inde-
pendence and
innovation,
and our history
of preserving
environmental
and social
goods make
Vermont the
perfect place to
begin a tax
shift.
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In order to undertake a tax shift in Vermont,
we must reduce some taxes, while raising
others, all in a revenue-neutral manner.

There are some taxes that work against us by
distorting economic efficiency, polluting the
environment, wasting natural resources, or
unfairly taxing some sectors of society.  Other
taxes could help us by doing the opposite.

We can evaluate whether a tax is one we
need or don’t need by asking the following
questions about it.

• Economy: Does the tax discourage or
encourage job creation, enterprise, and
other societal benefits?  Does it help to
reflect the full costs of under-priced prod-
ucts?  Or does the tax cause distorted
incentives in the economy?

• Environment: Does the tax
discourage or encourage
conserving resources and
reducing pollution?

• Equity: Does the tax
require polluters to pay
their fair share?  Is the tax
assessed on people in pro-
portion to their ability to
pay, or does it create a
greater hardship for lower-
income people than for
higher-income people?

Using these criteria, we can see that proper-
ty taxes, sales taxes, personal income taxes,
and payroll taxes work against our goals and
would be good candidates to reduce or elimi-
nate.  At the same time, energy taxes, air and
water pollution taxes, waste taxes, and some

land use taxes could be increased or created.
Vermont could craft many different types of
tax shifts by combining tax reductions with
corresponding tax increases on any of the
above-mentioned taxes.  The following sec-
tions explore these ideas.    

TAXES TO REDUCE OR ELIMINATE

Some taxes work against social goals.
Property taxes, for example, may have worked
well centuries ago, when most of the people
who owned property were wealthy and could
more easily afford to pay taxes.  However,
property taxes, like some other taxes described
below, have become outdated, and need to be
re-examined and revised to better promote
social goals.

Chapter 2

Tax Shifting Options 
for Vermont

Vermont 
historically 

has raised 
a greater 

percentage of
state and local
taxes through

property taxes
than the rest of

the nation.

Revenues from Vermont State Taxes, 1998

Property Tax

Vermont historically has raised a greater
percentage of state and local taxes through
property taxes than the rest of the nation.  In
1998, Vermont raised $712 million through
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property taxes to fund schools, local govern-
ment services, and local road construction and
maintenance.2 By comparison, Vermont raised
$818 million the same year through personal
and corporate income taxes, sales and use
taxes, meals and rooms taxes, insurance taxes,
property transfer taxes, and all the other taxes
that go into the state’s general fund.3 Relying
on property taxes to fund such a substantial
portion of the local government’s activities has
caused repeated calls for property tax reform.
In 1997, a portion of the education tax burden
was shifted from property taxes to a collection
of broad-based taxes, including the gasoline tax
and motor vehicle purchase and use tax.
Vermont currently is in its first year of the
implementation of this tax shift, so the results
remain to be seen.  

Vermont’s high property taxes work against
us in several ways.  They increase the costs of
home ownership and rental housing. In addi-
tion, property taxes are not primarily based on
peoples’ ability to pay.  The method of collect-
ing property taxes earmarked for statewide
education now is more income-sensitive as a
result of the recent reforms to education fund-
ing.  Even with the reforms in place, families
with low and middle incomes pay a propor-
tionately larger part of their income on proper-
ty taxes than higher-income families.  This
makes home ownership difficult for some
retired people and others whose incomes
decline over time.  In addition, our current
property tax system encourages sprawl; since
property taxes are generally higher in down-
towns and settled areas, people are encouraged
to purchase property in more rural areas.  

Most of our property taxes fund education
and local government services, but approxi-
mately 10% fund local road construction and
maintenance, a much greater percentage than
the national average.4 If driving-related costs
such as road construction and maintenance
were entirely funded through motor fuel taxes
instead of property taxes, drivers would get
more accurate price signals about the full costs
of driving.

Vermont should consider substantially

reducing property taxes, while expanding
rebates to renters and removing the portion of
property taxes that fund road construction and
maintenance.  In addition, Vermont’s down-
towns could benefit from changing the current
property tax to a land value tax (see Land
Value Tax section below).

Sales Tax

Vermont’s 5% sales and use tax raised about
$202 million in 1998, accounting for 25% of
the state’s general fund revenues.5 Vermont
exempts many items from the sales tax,
including energy used for residential and
industrial purposes, gasoline and diesel, food,
agricultural feed and seed, pesticides used for
farming, fertilizer, manufacturing machinery
and equipment, prescription and non-prescrip-
tion drugs and medications, and other items.  

The sales tax produces a number of prob-
lems and distorting influences.  Sales taxes
stunt economic activity, and people with
lower incomes pay a much larger proportion of
their income in sales taxes than people with
higher incomes.  Removing the sales tax first
on necessary items, such as clothing, would
help to address this inequity.  Removing the
sales tax on other items could work toward
other social goals.  For example, removing the
sales tax on items sold in downtown centers
could help preserve the economic activity in
Vermont’s historic downtowns. 

In addition, some goods with large, negative
environmental impacts are exempt from the
sales tax in Vermont, including fertilizer, pes-
ticides used for farming, and energy used for
transportation, residential, and industrial pur-
poses.  While much of the energy used for
transportation and residential purposes is a
necessity for everyone, exempting energy from
the sales tax makes an environmentally harm-
ful product relatively cheaper.  This, in turn,
causes people to use more energy than they
otherwise would.  Instead of exempting envi-
ronmentally harmful but necessary items from
the sales tax, it is wiser to apply the standard
sales tax rate to these items and, to maintain
fairness, assist low-income wage-earners with
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paying the tax.  For example, rebates or special
programs (such as the Weatherization
Assistance Program) can be offered to low-
income wage-earners.  Or, a sales tax exemp-
tion can be placed on an initial, fixed amount
of energy used by each Vermonter.

Vermont’s sales tax also encourages people
to purchase products in New Hampshire,
which has no sales tax, and through catalogues.
Although Vermonters technically are required
to pay our 5% tax on items bought in other
states, in practice the tax usually is not paid.

Vermont should consider reducing its sales
tax rate and eliminating the tax completely on
clothing and other necessity items that do not
cause large negative environmental impacts.
Energy, fertilizer, pesticides used for farming,
and other items with large environmental
impacts should not be exempted from the
sales tax.

Personal Income Tax

Vermont raised $366 million from personal
income taxes in 1998, providing 45% of the
state’s general fund revenues.6

While personal income taxes are more pro-
gressive than many other types of taxes, they
still place a substantial relative burden on
Vermonters with low incomes.  A recent study
found that a significant number of families in
Vermont earn less than a livable wage.  These
Vermonters, who don’t earn enough to meet
their families’ basic needs, should not be
required to give up even more of their earnings
to income taxes. 

Personal income taxes also make it more
difficult for families with low and middle
incomes to make ends meet.  Many families
find it necessary to have two wage-earners, or
one wage-earner with two jobs, in order to
earn more than a livable wage and fulfill the
family’s needs.  These families already pay
property, sales, payroll, and federal income
taxes, and need the remainder of their pay-
checks to purchase basic necessities. 

Vermont should consider eliminating 
personal income taxes for people earning less
than a livable wage, reducing them substan-
tially for other low-income and middle-income
wage-earners, and expanding the Earned
Income Tax Credit that benefits low-income
wage-earners.

Payroll Tax

Payroll taxes are taxes paid by individuals
and businesses to the federal and state govern-
ments for Social Security, Medicare, and
unemployment insurance.  Employees pay
7.65% of their paychecks for Social Security
and Medicare, and employers must match
these payments and pay for unemployment
insurance.  And, the roughly 35,000
Vermonters who are self-employed pay 15.3%
of their wages in social security and Medicare
taxes.7 Payroll taxes account for a large 
portion of the federal government’s annual 
revenues and have increased dramatically 
during the past 30 years.8

Payroll taxes have a number of disadvan-
tages.  They increase labor costs, which dis-
courage businesses from hiring new employ-
ees.  Payroll taxes hit small businesses and
self-employed workers especially hard.
Employers pay more than one-half of the pay-
roll tax, but this tax burden ultimately is paid
by workers in the form of lower wages and
unemployment.  In addition, Social Security
taxes are collected only on the first $72,600 of
pay, ensuring that low-income and middle-
income wage-earners pay a larger portion of
their salaries in payroll taxes than those who
earn the most.9

Payroll taxes paid by businesses could be
substantially reduced to encourage businesses
to create more jobs. Payroll taxes are collected
by the federal government, but Vermont could
simulate a payroll tax reduction by offering
businesses a credit on their state corporate
income taxes in proportion to the amount of
annual payroll taxes they paid.  As with the
personal income tax, Vermont should consider
eliminating payroll taxes paid by employees
for people earning less than a livable wage.  In
addition, the Social Security tax exemption for
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money earned after the first $72,600 could be
eliminated.

TAXES TO CREATE OR INCREASE

Taxes can work for us rather than against
us.  They can strengthen our economy and
clean up our environment.  And, they can do
so equitably for those who pollute, for those
who don’t, and for our lower-income wage-
earners.  The following options are examples
of taxes that Vermont could institute or
increase, while decreasing the taxes described
above, all in a revenue-neutral manner.  

Energy and Air Pollution

Significant energy taxes would have the
largest impact of any type of tax on cleaning
up the environment, on correcting distorting
economic impacts, on spending less money on
out-of-state fuels, on reducing pollution-relat-
ed health care costs, and on making polluters
pay for their polluting activities.  Energy use
causes most of Vermont’s air pollution, includ-
ing emissions that cause serious respiratory
health problems and global climate change.
Energy use also causes  much of our water pol-
lution, due to oil runoff into lakes, rivers, and
groundwater.  In addition, energy is one of our
most under-priced commodities, causing sig-
nificant distorting impacts on the economy.
Because most of the fuel Vermont uses is
derived from oil, most of the $1.3 billion per
year we spend on energy leaves the state,
resulting in an extensive drain on the
statewide economy.10 Taxes on energy not
only would reduce our energy use, and with it,
the negative economic and environmental
impacts, they also would make those who 
pollute most pay their fair share of the costs
pollution creates.

Vermonters’ energy use is quite different
from that of the rest of the country.  Due part-
ly to the rural nature of our state, we use the
greatest amount of our energy for transporta-
tion purposes; about 44% of Vermont’s total
energy use in 1994 was for transportation.  All
residential uses of energy, including space
heating, water heating, lighting, and other
electrical uses accounted for about 30% of our

total energy use in 1994.  The remainder of
our energy use is split fairly evenly between
commercial and industrial sectors.11 About
70% of Vermont’s energy use is fueled by prod-
ucts derived from oil: gasoline, diesel, fuel oil,
and propane.  The state uses relatively small
amounts of natural gas and wood.  Slightly
under one-half of Vermont’s electricity use
comes from hydropower, and about one-third
comes from nuclear power.12

Because Vermont has a relatively small
industrial sector, our energy use and the pollu-
tion that accompanies it come mostly from
widely dispersed sources that are difficult to
control through traditional regulations.
Currently, traditional regulations attach costs
to many of the larger, business-related sources
of energy use and air pollution, but not to the
more widely dispersed sources.  Enlarging our
energy and air pollution taxes to cover these
widely dispersed sources would improve the
fairness of our tax system. 

These details of our energy use show where
our greatest opportunities lie for reducing
energy use and pollution.  Fuels derived from
oil, especially gasoline, account for most of our
energy use, have very negative impacts on air
quality, and pose other risks to humans and
the environment.  Therefore, taxes that
encourage gasoline conservation have the
biggest potential for positive impacts in
Vermont, and they should be our first priority.
Taxes that encourage other forms of energy
conservation also should be high priorities.
The following four tax options work toward
these goals. 

MOTOR FUEL TAX
A motor fuel tax is an energy tax on the con-

sumption of motor fuels, and it is usually mea-
sured in dollars per gallon of gasoline or diesel.
Currently, Vermont’s motor fuel taxes cover
only some of the costs of building and main-
taining roads and a very small portion of the
environmental damage caused by driving.
Raising motor fuel taxes would discourage the
air and water pollution caused by driving, and
encourage carpooling, driving efficient vehicles,
commuting shorter distances to work, expand-
ing public transit use and availability, and
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other environmentally beneficial measures.

Motor fuel taxes are commonly used by
states and the federal government to raise
some of the revenue needed to build and main-
tain roads.  However in Vermont, substantial
amounts of the revenue used to build and
maintain roads come from property taxes and
vehicle registration fees.  Shifting these rev-
enues away from property taxes and registra-
tion fees onto a motor fuel tax would incorpo-
rate more of the true costs of driving into the
prices drivers pay.

In 1992, Vermont spent the equivalent of 77
cents per gallon of motor fuel sold for building
and maintaining roads, but only 34 cents per
gallon was raised through state and federal
motor fuel taxes.  The balance of the revenues
was raised through other fees and taxes, con-
tributing to the inefficient use of resources.
Property taxes in Vermont funded about 21%
of road construction and maintenance costs in
1995.  (By contrast, in the rest of the country,
property tax revenues paid for only about 5%
of these costs.)  Revenues from the state gaso-
line and diesel taxes and state vehicle registra-
tion fees contributed another 43%.13 The
remainder of the revenues are raised from fed-
eral motor vehicle taxes and user fees, appro-
priations from the state’s general fund, and
other minor sources of funding.

In addition to road construction and main-
tenance, there are many other costs of driving
that are not included in gasoline prices.  For
example, about 30% of the work of Vermont’s
local police and fire departments is directly
related to transportation, in the form of emer-
gency responses to vehicle accidents, vehicle
fires, and traffic and parking problems.14 But
virtually none of the transportation-related
work of local police and fire departments is
funded through motor fuel taxes.  Other costs
not included in motor fuel prices are health
costs from air pollution, costs to reduce the
impacts of global climate change, cleanup
costs from polluted runoff into Vermont’s
waters, accident and noise costs, military costs
to protect foreign oil interests, the cost of
maintaining the Strategic Petroleum Reserve,
and lost tax revenues from oil companies’ sub-

sidies.  One estimate puts national transporta-
tion costs not borne directly by users at $300-
$590 billion per year.15

Vermont’s vehicle registration fees are used
to pay for road construction and maintenance.
However, registration fees represent some of
the fixed costs of driving — costs that don’t
vary with the number of miles driven.  If these
registration costs were reduced or eliminated,
and the revenue was raised through motor fuel
taxes instead, we would encourage conserva-
tion, efficiency, and public transportation,
without increasing total costs.

Drivers in Vermont pay 20 cents per gallon
of gasoline and 17 cents per gallon of diesel in
state motor fuel taxes and fees.  The majority
of the revenues raised from these taxes fund
road construction and maintenance, thereby
encouraging more driving.  However in 1997,
Vermont raised the gasoline tax rate by four
cents per gallon and the motor vehicle pur-
chase and use tax by 1% in order to offset
property tax reductions that fund education.
Although small, this is Vermont’s first signifi-
cant tax shift.

While the carbon tax discussed below repre-
sents “the polluter pays” principle, the tax
increases suggested here for motor fuels more
closely approximate “the user pays” principle.
Because Vermont’s current motor fuel taxes
don’t even cover current road construction and
maintenance costs, the user (the driver) does
not pay for the immediate, direct costs of 
driving.  Increasing the motor fuel tax further
in the ways suggested here begins to shift
those direct costs to the user.

How a motor fuel tax works
Motor fuel taxes usually are paid by fuel

distributors, who pass the cost along to con-
sumers.  Because a motor fuel tax is already in
place, it is not difficult to implement an
increase in the tax rate.

Motor fuel taxes in other places
Many states have higher motor fuel tax

rates than Vermont’s current rates.  The aver-
age state gasoline tax rate was 20.87 cents per
gallon, and the average state diesel tax rate
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was 20.61 cents per gallon in 1995.  Drivers in
Vermont pay 20 cents per gallon of gasoline
and 17 cents per gallon of diesel in state motor
fuel taxes and fees.  Most of the New England
states have higher gasoline and diesel tax rates
than Vermont, and three nearby states — New
York, Connecticut, and Rhode Island — have
some of the highest rates in the nation.
Therefore, Vermont could raise motor fuel
taxes and still remain within the range of
statewide and New England tax rates.  

Compared to other western industrialized
nations, the U.S. has by far the lowest motor
fuel prices and taxes.  In 1992, the U.S. gaso-
line price was $1.13 per gallon, while the
prices in other western industrialized nations
ranged from $1.72 in Canada to $4.86 in
Norway.  Moreover, U.S. motor fuel taxes rep-
resented only 33.9% of gasoline prices, while
in other countries, taxes represented between
46.1% to 77.2%.  As we might expect from
such low tax rates, the average American also
uses more gallons of gasoline per year than
people in other industrialized countries.16

Motor fuel tax options for Vermont

Option #1

• Place an additional tax on motor fuels of
4 cents per gallon to fund the transporta-
tion-related costs of local police and fire
department costs currently paid for
through property taxes.  This would raise
about $19 million per year.  The Vermont
Department of Public Service estimates
that this would reduce transportation
energy use by 1.4% cumulatively
through 2020 compared to current prac-
tices.17 A person who owns a car that
gets 20 miles per gallon and drives 15,000
miles per year would pay about $30 per
year with this tax.

• Reduce property taxes and expand the
renters’ rebate by $19 million (the equiv-
alent of $33 per person).  Distribute the
4-cent-per-gallon motor fuel tax revenues
to police and fire departments using a for-
mula based on the number of people in
the community, the transportation-relat-
ed work of the police and fire depart-

ments, and other factors.  Communities
then could pass the savings on to resi-
dents in the form of lower property taxes
or a direct rebate.

Option #2

• Place an additional tax on motor fuels of
21 cents per gallon to fund local road
construction and maintenance costs, 
currently paid for through property taxes.
This would raise about $92 million.  The
Vermont Department of Public Service
estimates that this would reduce trans-
portation energy use cumulatively
through 2020 by 6.3% compared to 
current practices.18 A person who owns
a car that gets 20 miles per gallon and
drives 15,000 miles per year would pay
$158 per year with this tax.

• Eliminate the portion of property taxes
that fund road construction and mainte-
nance, in conjunction with expansions to
the renters’ rebate.  This would reduce
property taxes by an average of 10%
statewide (the equivalent of about $164
per person).19 Distribute funding for road
construction and maintenance to towns
using a formula based on the number 
of people in the community and other
factors.  (Using a formula based solely on
the number of road miles would encour-
age more roads.)  Communities then
could pass the savings on to residents in
the form of lower property taxes.  Enable
towns to raise additional money for road
construction and maintenance through
property taxes if they choose.

Option #3

• Place an additional tax on motor fuels of
5 cents per gallon to fund road construc-
tion and maintenance.  This would raise
about $23 million dollars.20

• Eliminate vehicle registration fees for
automobiles.  Registration fees ranged
from $25 to $28 million per year since
1995.21 Continue to assess registration
fees on the heaviest vehicles that cause
the most damage to roads.
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MOTOR VEHICLE FEEBATE
A motor vehicle feebate program places a

fee on purchases of inefficient vehicles, and
gives a rebate for purchases of efficient vehi-
cles.  Because each new car purchased com-
mits Vermont to many years of future energy
use and emissions, we can create a cleaner and
healthier environment and more efficient
economy by encouraging people to buy effi-
cient cars and discouraging them from buying
inefficient ones. 

A feebate program is a significant way to
improve Vermont’s air quality.  The average
car emits one-half ton of non-carbon dioxide
pollutants per year, and five or six tons of 
carbon dioxide emissions per year.22 The
cumulative impact of the emissions from the
503,000 motor vehicles registered in Vermont
is quite large.23 Moreover, emissions from
motor vehicles are dispersed throughout the
state, making them difficult to control.
Setting air emissions standards for cars and
trucks, as California has done, is one way to
control these emissions.  Tax mechanisms
such as a feebate program are another way. 

Feebate programs are especially appropriate
right now, because the average efficiency level
of all the vehicles in use is declining.  This is
due largely to the phenomenal growth in mar-
ket share of sport utility vehicles, vans, mini-
vans, and pickup trucks during the past two
decades.  In 1996 these vehicles, called light
trucks, accounted for 43% of vehicle sales in
the U.S., and their market share continues to
increase.24 In Vermont, 36% of all registered
motor vehicles in 1996 were light trucks.25 In
general, the fuel efficiency of light trucks is
much worse than that of passenger cars. The
city-driving fuel economy of sport utility vehi-
cles ranges from 12 to 25 miles per gallon,
while that of mini-vans ranges from 15 to 30
miles per gallon.26 The EPA estimates that
during the past decade, passenger sedans have
had a fleet-wide average fuel economy of
slightly less than 28 miles per gallon, while
the average fuel economy for light trucks has
been just over 21 miles per gallon.27

Currently, the federal government assesses a
fee, called a gas guzzler tax, on passenger cars
that have EPA combined city/highway fuel
economy ratings of less than 22.5 miles per
gallon.  However, light trucks are exempted
from this tax.  Because most light trucks are
gas guzzlers, and because they now are used as
automobiles by most drivers, their exemption
from the federal tax represents a loophole that
should be closed.  The EPA has found that if
light trucks were subject to the same gas guz-
zler tax as passenger cars, two out of every
three would be taxed.28

Sales of light trucks have increased partly
because gasoline is relatively cheap, providing
little economic incentive to purchase an effi-
cient vehicle.  For example, if a consumer pur-
chases a car with a fuel economy of 38 miles
per gallon instead of one with 28 miles per gal-
lon, most pollutants emitted from the vehicle
would fall by about 26%.  However, the con-
sumer would save only $141 per year for gaso-
line (assuming the vehicle is driven 15,000
miles per year and gas costs $1.00 per gallon).
The future savings of $141 per year is small
enough that it usually does not figure into car
purchasing decisions involving vehicles that
cost between $15,000 and $30,000.  

A feebate program not only sends a more
accurate price signal about the full costs of 
driving to consumers when they purchase cars,
it also encourages automobile manufacturers
to increase the efficiency levels of their vehi-
cles.  In addition, a feebate program generally
does not impact lower-income people, because
some do not purchase new cars, and those who
do tend to purchase smaller, cheaper, more
efficient cars.  A feebate program penalizes
those who can afford it most — people who
purchase expensive, large, luxury, and high-
performance automobiles.

How a feebate program works
Under a feebate program, a fee is assessed

on new purchases of inefficient vehicles, while
a rebate is given to purchases of more efficient
vehicles.  Feebate programs can be revenue-
neutral; the revenues collected from the fees
can equal the revenues given for rebates.
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Alternatively, feebate programs can be
designed to collect more revenues than are
given in rebates, providing a funding source for
the government.  Feebate programs can apply
only to new vehicle purchases, or new and
used vehicle purchases.  When programs apply
to used vehicles, they usually do not apply to
vehicles manufactured before the feebate pro-
gram was started.

The fuel efficiency of vehicles can be deter-
mined in a variety of ways.  Perhaps the most
obvious way is to use the combined city/high-
way fuel economy rating determined by the
EPA for each car.  However, feebate programs
also can use vehicle weight, engine size, or car-
bon dioxide emissions per mile as the determi-
nant for fuel efficiency.  Feebate programs can
be structured to achieve varying efficiency
goals.  For example, a feebate program could be
structured initially to place a fee only on a
small percentage of the most inefficient 
vehicles.

One option states can use to implement a
feebate program is to institute a sliding-scale
sales tax.  Vermont assesses a motor vehicle
purchase tax of 6% on new car purchases, in
place of a sales tax.  That tax could be changed
to a sliding-scale tax of 0% to 12%.  Purchases
of the most polluting vehicles would be taxed
at 12%, while purchases of the most efficient
cars would not be taxed at all.  Purchases of
average vehicles would be charged the same
6% rate they currently are charged.  Under
this type of feebate program, consumers aren’t
actually given rebates; instead, rebates are
offered in the form of lower sales taxes.  

This is an attractive option, because the
mechanism for collecting the motor vehicle
purchase and use tax already is in place, and
because rebates do not have to be returned to
consumers.  In addition, this type of program
could be structured so that the cost of most
vehicles would remain the same or decline,
and only the cost of the most inefficient vehi-
cles would increase.  Almost all inefficient
vehicles are expensive, while almost all effi-
cient vehicles are much less expensive.  Thus,
when a 12% tax is assessed on one $30,000

inefficient vehicle, the revenue can offset
rebates for four efficient vehicles that cost
$15,000.  

Feebates in other places
There are a number of other countries that

implementing feebate programs, including
Sweden, Germany, Austria, and Denmark.  
In addition, Ontario, Canada doubled its gas
guzzler tax in 1991 and added a rebate for the
most efficient cars.29

Feebate option for Vermont
• Design a feebate program for Vermont, 

in which residents who purchase new
inefficient cars and light trucks or regis-
ter inefficient cars and light trucks in the
state for the first time must pay an extra
fee, while residents who purchase or 
register efficient vehicles get a rebate.

• Determine the tax rate of each vehicle
purchase by the efficiency of the vehicle,
as measured by the EPA combined
city/highway fuel economy rating, or by
a surrogate, such as the vehicle weight,
engine size, or carbon dioxide emissions
per mile emitted by the vehicle.

• Design the feebate program to be 
revenue-neutral, raising the same amount
of revenue as the current motor vehicle
purchase and use tax raises.

• Structure the program so that the cost 
of most vehicles (about 70%-80%),
including the tax, remains the same or
decreases, while only the cost of the
most inefficient vehicles increases.  For
example if a sliding-scale tax of 0% to
12% were used, a Land Rover Discovery,
a sport utility vehicle that costs $35,000
and has a city fuel economy rating of 14
miles per gallon, might have a tax rate of
12%, or $2,100 more than would normal-
ly be paid at the current 6% rate.  A Ford
Escort, which costs $12,900 and has a
city fuel economy rating of 28 miles per
gallon, might have a rate of 3%, or $387
less than would normally be paid at the
current 6% rate.  And, a Chevrolet
Metro, which costs $10,400 and has a
city fuel economy rating of 39 miles per
gallon, might have no tax, or $624 less
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than would normally be paid at the cur-
rent 6% rate. 

• Exempt agricultural vehicles, school
buses, trailers, and commercial timber-
related and construction-related vehicles
for small businesses from any motor
vehicle tax greater than 6%.

SALES TAX ON FUEL
Vermont’s general sales tax of 5% applies to

most products sold at the retail level. How-
ever, some products are exempted, such as
food, agricultural feed and seed, prescription
drugs, and strangely enough, most fuels.
Currently, only fuels sold to commercial estab-
lishments are subject to the sales tax.  Fuels
used in the residential, industrial, and farm
sectors are exempt from the tax, as are all
motor vehicle fuels.

These sales tax exemptions are in place for
various reasons.  The residential energy
exemption was introduced to compensate for
the energy price shocks of the 1970s.  The
sales tax on industrial fuels was phased out in
the 1990s to increase the competitiveness of
Vermont-made products.  Motor fuels have
always been exempt from the sales tax.30

The estimated lost revenue from Vermont’s
energy sales tax exemptions is significant. 
The state loses about $42 million per year by
exempting most fuel from the sales tax.  (By
comparison, the state raised about $202 mil-
lion from the sales and use tax on all items in
1998.31)  As a result, one of Vermont’s largest
retail sectors — energy sales — does not sup-
port state services.  When the fuel tax exemp-
tions are taken into account, the effective sales

tax rate on energy sold in Vermont is less than
1%.32

Vermont’s sales tax exemptions on fuel
work directly against economic and environ-
mental goals.  The exemptions result in a tax
break for the two activities that cause the
most energy use and air pollution in Vermont:
driving and heating homes.  Sales tax exemp-
tions make it cheaper to waste energy and pol-
lute, and more expensive to make efficiency
improvements.  And because most products
except food are taxed in Vermont, sales tax
exemptions on fuel lower the relative costs of
energy, making energy-intensive options less
expensive than they otherwise would be and
distorting the efficiency of the marketplace.
The Vermont Department of Public Service
estimates that eliminating the sales tax
exemption on motor fuels would reduce ener-
gy use and carbon dioxide emissions by about
1% cumulatively through 2020.34

How a fuel sales tax works
A sales tax on fuels works the same way as

our sales tax on other products.  The tax is
assessed on the cost of fuel at the time of its
final sale.

Some have argued that we should not place
a sales tax on motor fuels, because there
already are state and federal taxes on motor
fuels.  However, motor fuels taxes cover part
of the costs of building and maintaining roads
and other transportation projects, and in this
sense, are “user fees.”  Motor fuel tax revenues
do not contribute to the state’s general fund, as
sales tax revenues do.

Some states assess the sales tax on motor
fuels on the fuel cost before state and federal
motor fuel taxes are assessed.  Other states,
including New York, California, and Georgia,
assess sales taxes after the motor fuel taxes are
assessed.  When a sales tax is applied to the
full sales price of motor fuels, it effectively
taxes our use of roads, paying for the costs we
generate by using the roads.

Removing the sales tax exemptions on fuels
used for residential purposes could negatively

Estimated Cost of Fuel Sales Tax 
Exemptions, 199733

Exemption Amount
Fuels for residential use (including electricity) $17,500,000
Motor fuels $17,900,000
Fuels for industrial use $5,000,000
Farm fuels $1,500,000
Total $41,900,000
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impact Vermonters with low incomes by
increasing the costs of essential items.  As a
result, extra measures to compensate low-
income wage-earners should be introduced
when a residential fuel sales tax exemption is
removed.  For example, an initial, fixed
amount of electricity and heating fuel could be
exempt from the sales tax for all Vermonters.
Because many Vermonters with low-incomes
also have inefficient homes and appliances,
this policy would work best when combined
with a very strong weatherization assistance
program for people with low incomes. 

Fuel sales taxes in other places
A number of states place sales taxes on

motor fuels, as the following table illustrates.

Sales Tax Rates on Motor Fuels 
in Selected States35

California 7.25% sales tax
Connecticut 5% gross earnings tax
Georgia 3% sales tax
Hawaii 4% sales tax
Illinois 6.25% sales tax
Indiana 5% sales tax
Michigan 6% sales tax
New York 4% sales tax
Rhode Island 7% sales tax on diesel
Virginia 2% sales tax in areas 

where mass transit exists
West Virginia 4.85 cents per gallon 

consumer/sales tax

Fuel sales tax option for Vermont
• Place a sales tax of 4% or 4.5% on fuels

used for residential purposes and motor
fuels. Taxing motor fuels at 4% would
raise about $17.9 million per year, and
taxing residential fuels would raise about
$17.5 million per year, for a total of $35.4
million per year.36

• Continue to exempt fuels used for indus-
trial purposes from the sales tax, to avoid
competitiveness issues.  Or, assess the
sales tax on fuels used in the industrial
sector at a lower rate.

• Continue to exempt fuels used for farm-
ing from the sales tax, to help preserve
Vermont’s declining agricultural sector.

• Reduce the statewide sales tax rate to
4%.  This would return about $38 mil-
lion per year to consumers.37

• Alternatively, instead of reducing the
sales tax rate to 4%, reduce the rate to
4.5% and exempt clothing and footwear
from the sales tax.  This exemption
would reduce costs on essential items for
low-income wage-earners.  Reducing the
sales tax rate to 4.5% would return about
$19 million per year to consumers, and
exempting clothing and footwear would
return about $16 million per year, for a
total of $35 million per year.38

CARBON TAX
A carbon tax is an energy tax placed on the

carbon content of fuels, and usually is mea-
sured in dollars per ton of carbon contained in
each fuel or dollars per ton of carbon dioxide
emissions.  A carbon tax discourages fossil fuel
energy use and its corresponding carbon diox-
ide emissions that lead to global climate
change.  

Global climate change, or global warming,
refers to the warming of the earth and the
accompanying climate changes caused by the
“greenhouse effect.”  When gases such as car-
bon dioxide trap and absorb heat in the earth’s
atmosphere that otherwise would have radiat-
ed into space, a greenhouse effect occurs.  The
gases act as a barrier, thereby warming the
earth.

Many gases that cause the greenhouse effect
occur naturally and have helped to make the
earth a habitable environment.  However,
human activities, especially fossil fuel use,
have substantially increased the amounts of
greenhouse gases in the atmosphere.  The
Intergovernmental Panel on Climate Change,
a working group of the world’s top climate sci-
entists, agree that the warming of the earth’s
temperature during the past century is likely
to be partly the result of human activities.
Empirical evidence that the global climate sys-
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tem is continuing to warm has mounted in
recent years.

Global warming of the magnitude predicted
by the Intergovernmental Panel on Climate
Change would radically change the earth’s cli-
mate and produce unpredictable effects in
local temperature ranges, precipitation pat-
terns, sea levels, and the incidence of extreme
weather events such as floods, droughts, fires,
and heat outbreaks.  In addition, global climate
change would have severe impacts on all nat-
ural ecosystems, agriculture, forestry, coastal
communities, water resources, urban infra-
structure, and many other aspects of human
life.  Future generations likely will face enor-
mous costs in coping with the impacts of such
a quickly changing climate.  Vermont’s ecosys-
tems and economy would face many uncertain
impacts, including impacts to our agricultural
and dairy sectors, sugaring operations, ski
areas, and other tourist-related businesses.   

With global climate change already under-
way, and with current energy use committing
the earth to further warming, it is important
to begin to limit the impacts now through
measures such as a carbon tax.  Fossil fuel
combustion emits several gases that con-
tribute to global climate change, but carbon
dioxide emissions are by far the most serious
because these emissions are the greatest.

Carbon dioxide is emitted from cars, trucks,
and other vehicles, as well as oil-fueled,
propane-fueled, and natural gas-fueled furnaces,
boilers, water heaters, stoves, clothes dryers,
and manufacturing equipment.  Coal, oil, and
gas electric generating plants also emit carbon
dioxide.  Because it is emitted from many dis-
persed sources, carbon dioxide emissions are
difficult to control through regulations.  A car-
bon tax is a more appropriate mechanism and
is one of the most effective ways to discourage
carbon dioxide emissions and energy use,
encourage conservation and efficiency, and
encourage switches to fuels with lower carbon
content (such as natural gas) or no carbon con-
tent (such as wind power).

Vermonters emitted about 7.9 million tons

of carbon dioxide in 1990 from energy use, and
that number is projected to increase by 67%
by 2015 if current practices continue.  Trans-
portation is the most significant source of 
carbon dioxide emissions in Vermont.  The
typical car emits between five and six tons of
carbon dioxide per year, and transportation
produced 42% of the carbon dioxide emissions
resulting from energy use in Vermont in
1990.39

How a carbon tax works
A carbon tax usually is assessed as dollars

per ton of carbon contained in each fuel, or
dollars per ton of carbon dioxide emissions.
Since the carbon contents and carbon dioxide
emissions of fuels are known, possible tax
rates for various fuels are easily calculated.

Various rates for carbon taxes have been
widely debated.  In the early 1990s, the federal
government estimated that a carbon tax of
around $100 per ton of carbon would stabilize
the nation’s carbon dioxide emissions at their
1990 levels by 2000, a goal of the 1992 Earth
Summit.  The Vermont Department of Public
Service estimated that in order to meet the
same goal in Vermont, a much higher tax rate
would be necessary, due to Vermont’s small
use of fossil fuels for electricity and lack of
transportation alternatives.  Lower tax rates
also have been discussed.  The state estimated
that a tax rate of $50 per ton of carbon (if 
instituted in 1997) would raise around $107
million in 2000 and reduce greenhouse gas
emissions by about 215,000 tons compared to
current practices.40

The most efficient way to administer a car-
bon tax is to assess the tax on fuels as close as
possible to the point at which they enter the
state’s economy.  For example, the tax would
be assessed when each fuel is purchased by
businesses or individuals for use or resale with-
in Vermont.  This collection method would
minimize the number of tax collection points.

A tax on electricity generated from nuclear
sources often is combined with a carbon tax.
While nuclear energy does not emit carbon
dioxide, it does produce radioactive waste — 
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a dangerous pollutant that remains hazardous
to humans and the environment for millions
of years.  Nuclear energy often is taxed at the
same rate as an oil-fueled or coal-fueled elec-
tricity plant.  Large hydropower generating
facilities also could be taxed because of their
negative impacts on rivers, surrounding lands,
and local populations.

Fuels used for manufacturing often are
exempted from some or all of the carbon tax
burden.  Because most industries compete
nationally and globally, a localized carbon tax
can limit industries’ competitiveness, encour-
aging them to relocate.  Until the entire nation
and other industrialized countries levy a car-
bon tax on industry, calls to exempt the indus-
trial sector from localized carbon taxes will
continue.

In addition, wood energy use can be
exempted from the tax.  Although wood emits
carbon dioxide when burned, if wood is har-
vested sustainably, new tree growth recaptures
as much carbon as is lost through burning. 

Carbon taxes in other places
Several European countries introduced car-

bon taxes in the 1990s, including Germany,
Sweden, Denmark, the Netherlands, Norway,
and Finland.  All but one of these five coun-
tries have exempted or partially exempted
energy-intensive industries from the taxes.
For example, when Sweden introduced a car-
bon tax in 1991, officials believed other coun-
tries soon would introduce carbon taxes or
similar measures on industrial energy use, 

providing a level-playing-field across nations
for industrial competitiveness.  However, other
countries did not move as swiftly as anticipat-
ed, and Sweden subsequently reduced its 
energy tax burden on the industrial sector.41

Preliminary studies indicate that in Sweden,
the carbon tax has caused a shift in district
heating fuels from fossil fuels to bio-fuels
(such as wood), which are exempt from the
tax.  In addition, applications that combine
heating and power production have become
more competitive.  In Norway, which has one
of the highest carbon tax rates applied to
industry, preliminary studies indicate that 
carbon dioxide emissions have fallen between 
3% - 4% in the two-year period after the 
carbon tax was started.43

Carbon tax option for Vermont
• Assess a carbon tax on fossil fuels used in

Vermont.  In addition, assess a tax on
nuclear energy at the same rate, assum-
ing nuclear energy has the same carbon
content as coal.  Collect the tax as close
as possible to the time at which each fuel
enters the state.

• Exempt fuels used in the industrial sector
from the carbon tax, as is done in Europe,
to avoid competitiveness issues.  Or,
assess the carbon tax on fuels used in the
industrial sector at a lower rate.

• Exempt fuels used for farming from the
carbon tax, to help preserve Vermont’s
declining agricultural sector.

• Exempt wood energy use from the carbon
tax.

• Provide a yearly refund to all Vermont
residents, consisting of the portion of the
carbon tax revenues collected for energy
used in the residential sector.  Distribute
the refund on a per capita basis to house-
holds.  This would ensure that the carbon
tax is revenue-neutral in an appropriate
manner.

• Provide a yearly refund to all Vermont
businesses in the commercial sector, 
consisting of the portion of the carbon
tax revenues collected for energy used in
the commercial sector.  Calculate the
amount of the refund as a percentage of

Carbon Tax Rates in Four 
European Countries, 199342

U.S. dollars per ton of carbon

Nominal tax rate* Effective tax rate*
Denmark 57 25
Finland 13 13
Norway 205 74
Sweden 192 120

*The nominal tax rate is the rate paid by tax-
payers; the effective tax rate is the rate paid
after the exemptions given to various sectors are
taken into account.
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the company’s yearly FICA/Medicare
payments to the federal government.

Water Pollution

Clean lakes and rivers are essential for envi-
ronmental health, and safe drinking water is
critical for good human health.  Water pollu-
tion occurs when pollutants run off directly
into lakes and rivers, or enter the groundwater
and eventually contaminate drinking water
sources.

Vermont’s water pollution, like our air 
pollution, is increasingly the result of many
small, widely scattered sources, such as pesti-
cide and fertilizer runoff from farm land, road
salt and oil runoff from developed land, failed
septic systems, and leaking underground oil
storage tanks.  Vermont has made some
progress on controlling water pollution from
large sources, but has not made enough
progress on reducing pollution from these
smaller, scattered sources.

Vermont currently assesses fees on 
pollutants discharged directly into waters.
However, the fees collect only a small amount
of money each year, and do not cover smaller,
widely scattered polluters.  Additional taxes
are an excellent method of including some of
the human and environmental costs of water
pollution into the prices of these dispersed,
polluting activities.  Vermont already assesses
a one-cent-per-gallon tax on gasoline and
diesel for cleaning up leaking oil storage tanks.
Higher motor fuel taxes would help to include
some of the costs of water pollution, as well as
other costs, into the price of motor fuels (see
the section on motor fuel taxes).  A pesticide
and fertilizer tax, which also would help pro-
tect our water quality, is described below.

PESTICIDE AND FERTILIZER TAX
Taxes placed on pesticides and fertilizers

help protect human and environmental health
that can decline from polluted surface water
and groundwater.  In addition, such taxes
include some of the costs of water pollution
into the prices of pesticides and fertilizers.
One estimate places the environmental and

social costs of pesticide use in the U.S. at 
$8 billion per year.44

In fiscal year 1998, Vermonters used about
38,000 tons of fertilizer, with the highest 
levels of use in Addison and Franklin counties.
Commercial applicators in Vermont used
about 1.1 million pounds of active pesticide
ingredients in 1997.45

The pollutant with the most damaging
impact to Vermont’s surface waters is phos-
phorus, which encourages excessive plant and
algae growth that kills fish and other life
forms.  Virtually all of Vermont’s streams and
lakes are at risk from phosphorus discharges.
Lakes Champlain and Memphremagog are par-
ticularly vulnerable to phosphorus discharges
because more than one-half of the state’s land
area drains into them, including most of our
prime agricultural lands and many of our 
settled areas.  Fertilizer use on farms is one of
the primary sources of Vermont’s phosphorus
discharges.46

Groundwater also can be contaminated
from pesticide and fertilizer runoff, which is
an important concern in rural areas where peo-
ple get their water from wells.  Vermont’s
Pesticide and Groundwater Monitoring
Program has tested wells adjacent to agricul-
tural land for the presence of pesticides and
fertilizers since 1986.  Under the program, 850
wells have been tested, with 11% testing posi-
tive for herbicides, and 55% testing positive
for nitrates, which come from fertilizer use.
Smaller percentages tested positive for herbi-
cide and nitrate levels above federal health
standards.47

How a pesticide and fertilizer tax works
Pesticide and fertilizer taxes can be assessed

as a percentage of wholesale or retail sale
prices.  Alternatively, they can be assessed as a
per pound tax on the nitrogen content of fertil-
izers and on the active ingredients in pesti-
cides.  Other options include taxes levied at
the point of manufacture; registration fees for
products, manufacturers, or retailers; dealer
licensing; permit and certification fees for
applicators; and inspection fees.  
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Currently, Vermont exemptsall pesticides
used for farming and all fertilizers from the
5% sales tax.  Removing these exemptions
would be a good first step in including some of
the costs of fertilizer and pesticide use into
their prices.  

Pesticide and fertilizer taxes in other places
Iowa and California have instituted pesti-

cide and fertilizer taxes. Iowa introduced a sys-
tem of pesticide and fertilizer taxes in 1987 to
protect groundwater.  Iowa’s system includes a
pesticide registration fee for pesticides sold in
the state; a pesticide dealer licensing require-
ment for dealers retailing restricted-use pesti-
cides or more than $10,000 of pesticides
labeled for agricultural, lawn, or garden use; a
per ton charge on all fertilizers; an additional
per ton charge on nitrogen fertilizers, based on
their nitrogen content; and a certification
requirement for all applicators of commercial,
public, or restricted-use pesticides.  Iowa’s pes-
ticide fees have not been high enough to cause
a decrease in pesticide use, but an 18% reduc-
tion in nitrogen use on corn is attributed to
the tax.  In addition, public awareness of the
problem has increased.48

Several European countries also use pesti-
cide taxes, including Sweden, Denmark, and
the Netherlands.  All of these countries use
taxes as one measure in a broader pesticide
reduction program.  In Sweden, for example, a
pesticide tax is assessed per kilogram of the
active ingredients in the pesticide.  Much of
the money collected by the tax is directed
toward research and extension work.  In addi-
tion, Sweden offers financial subsidies to aid
farmers in moving to organic farming.49

Pesticide and fertilizer tax option for Vermont
• Gradually introduce a system of pesticide

and fertilizer taxes in the state over a
period of several years.  As a first step,
remove Vermont’s 5% sales tax exemp-
tion on pesticides used for farming and
on fertilizers.  

• Provide substantial tax credits to farmers.
• In conjunction with these tax policies,

provide financial subsidies and technical

assistance to help farmers move toward
low-impact and organic farming.

Solid Waste

Higher taxes on the solid waste we generate
would be a powerful mechanism for reducing
waste and resource use in Vermont.  Every dis-
carded item required energy and natural
resources to produce it. Low-cost solid waste
disposal simply encourages more energy and
natural resources to be used because more
items are discarded.  In addition, solid waste
disposal can contaminate groundwater and
surface waters, use up valuable land, and place
additional burdens on future generations who
must live with landfills that continue to 
pollute groundwater.

Vermont generates less hazardous waste
than most states, because our industrial sector
is relatively small.  However, we generate
about the same amount of solid waste per
capita as the rest of the country — about 
3.4 pounds per capita every day.50

High taxes on waste disposal would encour-
age innovation and thrift as individuals and
businesses found ways to reduce their own
waste.  Such taxes would be most effective if
complementary programs were undertaken at
the same time to reduce illegal dumping and
help people reduce their waste through com-
posting and recycling.  In addition, Vermont’s
deposit/refund program for beverage containers
has been very successful in diverting a sub-
stantial waste stream from our landfills.
Adding beverage containers that currently are
exempted to that program, and instituting sim-
ilar programs on other types of packaging
could result in even more waste being reused
and recycled.  While a deposit/refund program
is not identical to a tax, it functions much like
a tax for consumers who don’t collect the
refund.

SOLID WASTE TAX/
VARIABLE PRICING PROGRAM

Taxing solid waste based on its weight or
volume and ensuring that taxpayers can reduce
their tax payment through conservation has
good potential to reduce our solid waste
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stream, conserve resources, and reduce the
costs of human and environmental health
problems.  

Vermont currently assesses a tax on solid
waste generated in the state, paid by operators
of solid waste facilities and waste transfer
facilities.  The tax raised about $1.5 million in
1998, and the funds are earmarked for solid
waste management activities.51

Taxes are effective at reducing undesirable
activities only when the tax rates are set high
enough to influence behavior and when the
taxpayers can reduce their tax payment by
changing their activities.  Thus, solid waste
tax policies should ensure that consumers pay
in proportion to the amount of waste they 
generate.

The solid waste disposal rates paid by most
businesses are based on the volume or weight
of the waste they generate, or the frequency of
their trash pickup.  However, the same is not
true of the rates paid by many residential cus-
tomers.  A growing number of communities in
Vermont and around the country base residen-
tial waste disposal rates on the number of trash
bags discarded or the weight of the trash.  This
variable pricing scheme is not only fairer —
people pay only for the waste they discard — it
encourages more people to reduce their waste.

How solid waste taxes and variable pricing
programs work

Solid waste taxes often are assessed on
waste haulers, who generally pass the costs on
to their customers.  Alternatively, sales taxes
can be placed on garbage pickup services.  

Most variable pricing programs for residen-
tial customers in the U.S. charge people for
each bag or can of waste they generate.
Special bags sometimes must be purchased by
customers.  A few communities bill customers
based on the weight of their trash.  Some com-
munities make it easier for people with low-
incomes to shoulder the costs of disposal by
offering them coupons that can be exchanged
for bags.52

Solid waste taxes and variable pricing 
programs in other places

Many states and countries assess some type
of  solid waste taxes.  European countries have
been especially successful in reducing waste
with these taxes.  For example, Denmark has
levied a charge on waste disposal since 1986.
Between 1985 and 1993, reuse and recycling
increased from 21% to 50% of the total waste
stream.53 Minnesota extended its 6.5% sales
tax to garbage services in 1989, and raised
$24.3 million from the tax in 1990.54

Many communities in Vermont use variable
pricing programs, along with an estimated
2,000 communities across the country.  A
study on variable pricing programs in the U.S.
found that in the first year of the programs,
households generated an average of 15%-28%
less waste and recycled 32%-59% more waste
compared to the year before the program start-
ed.  The town of Dover, New Hampshire, for
example, lowered its annual solid waste from
11,000 tons to 3,900 tons, and raised its recy-
cling rate to more than 50% for residential
waste.55

Solid waste tax option for Vermont
• Increase the solid waste tax to raise more

revenue and provide a stronger disincen-
tive to create waste. 

• Require municipalities and waste haulers
to institute variable pricing for residential
customers and to continue using variable
pricing for commercial customers.

• In conjunction with these tax policies,
provide revenues to subsidize recycling,
composting, and other programs that help
people reduce waste.  

DEPOSIT / REFUND PROGRAM FOR
BEVERAGE CONTAINERS

Vermont currently requires a five-cent
deposit to be placed on the sale of most bever-
age containers, and the deposit is refunded to
consumers when the empty containers are
returned to a redemption center or retailer.
An estimated 88% of all beer and soda contain-
ers used in Vermont are recycled through this
program, saving significant amounts of
resources and landfill space.  Because of the
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program, the life of Vermont’s landfills is esti-
mated to be extended by 10%.56 Improving
this program by closing a loophole would result
in even more recycling and waste reduction.

Currently, the five-cent deposit is required
on the sale of glass, metal, paper, or plastic
containers of beer, malt beverages, mineral
waters, mixed wine drinks, soda water, and
carbonated soft drinks.  Juice, iced tea, and
sports drinks containers are exempted from
the program.  However, these drinks now
account for 30% of all beverages sold and their
sales are projected to continue to increase.57

Including these beverages in the
deposit/refund program would be administra-
tively simple and would easily improve
Vermont’s recycling rates, reduce resource use,
and save landfill space.  

How a deposit/refund program works
The mechanics of Vermont’s deposit/refund

program are described in Chapter 3.  Adding
new beverage containers to the program would
not change these procedures.

Deposit/refund programs in other places
Several states have deposit/refund programs,

and Maine has a program that includes juice,
iced tea, and sports drinks containers.

Deposit/refund program option for Vermont
• Expand Vermont’s current deposit/refund

program to cover all non-carbonated bev-
erage containers except milk containers
and containers made primarily of paper.

• Consider instituting a deposit/refund 
program on other types of standard food
packages.

Land Use

Sprawl is threatening to change the state’s
traditional rural landscape, our sense of com-
munity, and the vitality of our downtowns.
Vermont has preserved many of its compact
villages and towns, but in many parts of the
state, pressures to develop outside the down-
town centers are strong.  Vermont could har-
ness taxes to help reverse this trend.

Exempting downtowns from Vermont’s
sales tax is one mechanism that could help
preserve the economic activity in our historic
downtowns.  For example, exempting down-
town Barre, Bellows Falls, Bennington,
Burlington, Brattleboro, Middlebury, Rutland,
and St. Johnsbury would save consumers an
estimated $34.5 million, giving a sizable boost
to these downtowns.58

There are a variety of other ways taxes
could be used to improve our land use.  The
current capital gains tax on speculative land
sales could be increased.  The capital gains tax
rate could be lowered for socially beneficial
land use transactions.  Assessing property
taxes in downtown centers based on the value
of land rather than the value of buildings and
improvements is discussed below.    

LAND VALUE TAX
A property tax is actually two taxes rolled

into one: a tax on the value of the land, and a
tax on the value of buildings and other
improvements.  A land value tax is a property
tax that falls only or mostly on the value of
the land, instead of on the value of the build-
ings and improvements.  This taxation
arrangement encourages compact development
and improvements on valuable land.  If used
carefully, a land value tax can decrease sprawl,
preserve open space, and encourage compact
development in our downtowns, ensuring their
economic viability.

Land value taxation is not a new idea; clas-
sical economists in the early 1800s were land
value tax enthusiasts, and economists today
continue to discuss the idea.  Land value taxa-
tion has been attractive to many economists
because, in theory, it should cause no distor-
tions in economic decision-making.

Land receives its value based on its location.
Land values rise when new amenities such as a
park or library are built nearby; when new
infrastructure, such as a road or sewer line, is
built nearby; and when neighborhoods become
more popular, safe, or change in other ways.
The factors that determine land values are gen-
erally beyond the control of property owners.
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If Vermont communities decreased their
taxes on building values and increased their
taxes on land values in their downtown cen-
ters, property owners would have incentives to
build on, maintain, and improve their proper-
ties.  Tax rates can be set so that most proper-
ty owners would have to build on, maintain,
or improve their buildings in order to pay their
taxes.  This, in turn, would promote compact
development and more efficient use of infra-
structure such as roads and sewers.  Property
owners who had improved their buildings in
the past would be in a favorable position,
while those who had let their buildings deteri-
orate would be encouraged to make improve-
ments or sell the property.  

Taxing land values instead of building val-
ues in Vermont’s downtowns could create
pressure to develop important green space in
our downtowns.  Thus, policies that perma-
nently protect green space valued by the com-
munity should be undertaken in conjunction
with land value taxation schemes.  Other pro-
tection measures also may be required with
land value taxes, such as building height limi-
tations and careful zoning district boundaries.
Implementing a land value tax outside down-
town centers would be more complicated and
would require careful consideration; additional
protection measures likely would be needed.  

How a land value tax works
A land value tax falls only or mostly on the

value of the land, instead of on the value of the
buildings and improvements.  Communities
usually have jurisdiction over the administra-
tion of the tax.  Land value taxes can be
phased-in gradually and can be revenue neutral
or revenue-positive. 

Land value taxes in other places
Pennsylvania has pioneered the use of the

land value tax in the U.S.  The state empowers
cities and boroughs to decrease their taxes on
buildings and increase their taxes on land if
they choose. Currently, about 17 cities use
this approach, including large cities such as
Pittsburgh and smaller communities such as
Titusville (population 6,400).  Communities
determine the ratio at which they tax land in

comparison to buildings; for example, the ratio
in Aliquippa is 16.2 to 1, in Pittsburgh is 5.61
to 1, and in New Castle is 1.75 to 1.  Some
communities are in the process of phasing in
an increased ratio slowly over time.  The land
value tax has helped to revitalize some of
Pennsylvania’s cities, including Pittsburgh and
Harrisburg.59

In addition, land value taxation is used in a
number of other countries, including
Denmark, South Africa, and some parts of
Australia.

Land value tax option for Vermont
• Pass state legislation that would enable

cities and towns in Vermont to use land
value taxation (increasing taxes on land
values, while decreasing taxes on building
values) in their downtown centers if they
choose, modeled after Pennsylvania’s
state law.

• Allow cities to determine the proportion
of the property tax that will be raised
from land values and the proportion
raised from buildings and improvements,
as Pennsylvania does.

WHERE TO START

Vermont’s tax shift has already begun.  Due
to education funding reforms in 1997, a por-
tion of education funding was shifted from
property taxes to the gasoline tax, motor vehi-
cle purchase and use tax, and other taxes.
Vermont can continue this small tax shift in a
variety of ways.

Decreasing property taxes further would be
highly visible, would have widespread appeal,
and would benefit both families and business-
es.  Reducing the sales tax is attractive
because the tax impacts low-income wage-
earners disproportionately, but reduced pay-
ments from a lower sales tax aren’t as visible
as reduced property taxes.  On the other hand,
eliminating the sales tax in downtowns would
be a large enough reduction to be visible, and
downtown economies would get a significant
boost.  Reducing payroll taxes paid by busi-
nesses is very desirable, because it would cre-

Pressures 
to develop 

outside the
downtown
centers are

strong.
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ate an upward spiral for full employment in
the economy.  Finally, eliminating the income
tax for Vermonters who earn less than a liv-
able wage is an excellent way to address the
regressive nature of our current and future tax
systems.  

Increasing taxes on energy use would have
the biggest impact on improving economic
efficiency and human and environmental
health.  While some of the energy taxes
described above are regressive, measures that
counteract this flaw could accompany the
taxes.  Solid waste taxes, variable pricing on
solid waste disposal, and expanded
deposit/refund systems are attractive because

they are manageable, predictable, and there is
widespread experience with them in Vermont
and the U.S.  Whatever the form of Vermont’s
next tax shift, it should be sensibly sized, easy
to understand, easy to administer, highly visi-
ble, and very beneficial for Vermont.  There
are a multitude of good options for specific tax
shifts in Vermont.  

Tax shifting is a smart way to harness the
power of the economy to work for us rather
than against us.  If we do it wisely, tax shifts
will strengthen our economy, make our envi-
ronment more beautiful and healthy, preserve
our social goods, and keep taxes fair for all
Vermonters.
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Currently, Vermont places a variety of
taxes and fees on socially and environ-
mentally harmful activities, and uses

incentives and other mechanisms to encourage
beneficial activities.  Some of the state’s taxes
have been in place for some time; others are
more recent.  Most of the taxes raise modest
amounts of revenue.  Many of the tax rates,
such as those for air contaminant emissions
and water discharge fees, are too small to
effectively discourage pollution.  Some of the
revenues from these taxes are re-invested in
pollution cleanup, monitoring, or energy-sav-
ing programs; others cover the costs of admin-
istering permit programs and state regulations;
and others are deposited into the general fund.

A summary of Vermont’s environmental
taxes, fees, and incentives follows.  The
Appendix gives additional specifics of each
law, along with statutory references.  (The
Appendix is available upon request from the
Vermont Natural Resources Council and
Vermont Businesses for Social Responsibility-
REF.)

In addition to the taxes and fees described
below, there are a host of permits and licenses
which carry fees that the state requires to pro-
tect environmental quality, including air pollu-
tion permits, stream alteration permits, sludge
facility certifications, and many others.  A list
of the permits and licenses collected by the
Agency of Natural Resources appears in the
Appendix.

ENERGY-RELATED TAXES AND FEES

Fuel Gross Receipts Tax
Vermont places a 0.5% gross receipts tax

on the retail sale of heating oil, kerosene,
propane, natural gas, electricity, and coal when
the seller receives more than $10,000 per year
for the sale of such fuels.  The tax will be 
collected through June 2003, when it expires.
Some fuel sellers are eligible for rebates of 
this tax.

Revenues from this tax provide funds for
the state’s Weatherization Assistance Program,
which helps low-income Vermonters weather-
ize their homes in order to reduce their energy
bills.  Vermonters earning 150% or less of
poverty level income are eligible for the 
program.  Currently, the Weatherization
Assistance Program weatherizes about 1,100
homes per year.  However, each year there are
between 2,500 and 3,000 people on the waiting
list for weatherization services.

The gross receipts tax is the largest funding
source for the Weatherization Assistance
Program; in 1998, the tax provided about 83%
of the program’s funds.  The fuel gross receipts
tax was instigated in 1990 in order to provide a
stable funding source for the program in the
face of diminishing federal support.60

Chapter 3

An Inventory of Vermont’s
Environmental Taxes, Fees,
and Incentives 
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Electric Energy Tax
Vermont levies an annual tax of 3.5% of the

appraised value of in-state electric generating
plants with a generating capacity of 200,000
kilowatts.  Currently, only one Vermont gener-
ating plant, Vermont Yankee Nuclear Station,
fulfills the criteria and must pay this tax.
Because about one-half of the energy generated
at Vermont Yankee is used by energy users in
other states, some of this tax ultimately falls
on those users.62

Revenues collected from this tax are
deposited into the state’s general fund.63

Revenues collected from 
electric energy tax64

Fiscal Year
1995 $3,974,270
1996 $3,484,492
1997 $3,258,242
1998 $3,351,508

Utilities Gross Receipts Tax 
Cooperative, municipal, and privately

owned companies that generate, distribute,
sell, or transmit electric energy in Vermont are
taxed annually at a rate of 0.5% of their gross
operating revenue.  Gas utilities are taxed
annually at a rate of 0.3% of their gross operat-
ing revenue.

Revenues of this tax fund the activities of
the Vermont Public Service Board and the
Vermont Department of Public Service.  The
Board is Vermont’s quasi-judicial body which
makes decisions related to regulated utilities

and companies, including electric, gas, water,
phone, and cable companies and utilities.  The
Department acts as a consumer advocate in
cases before the Board, undertakes energy and
telecommunications planning efforts and ener-
gy efficiency activities, and oversees regula-
tions related to utility systems. 

Revenues collected from utilities
gross receipts tax65

Fiscal Year
1995 $3,839,714
1996 $3,937,781
1997 $4,309,528
1998 $4,600,695

Sales Tax on Commercial Energy Use
There is a 5% sales tax on electricity, natur-

al gas, fuel oil, propane, and wood that is sold
to commercial establishments in Vermont.
When any of the above fuels are used in motor
vehicles, this tax does not apply.  

The sales tax applies to most products sold
in Vermont, but it does not apply to energy
used in the residential, industrial, and farm
sectors.  In addition, the sales tax does not
apply to motor vehicle fuels, or to the sale of
motor vehicles.66 However, a motor vehicle
purchase and use tax does apply to the sale of
motor vehicles (see description under “Motor
Vehicle Purchase and Use Tax”). 

Revenues from this tax are deposited into
the state’s general fund.

Estimated Revenues from 
Sales Tax on Commercial Energy67

Fiscal Year
1995 $8,500,000
1996 $9,000,000
1997 $9,400,000
1998 $10,000,000

Motor Fuel Taxes and Fees
Gasoline is taxed at 19 cents per gallon in

Vermont.  In addition, there is a one cent per
gallon Petroleum Cleanup Fee on gasoline

Revenues collected from the 
fuel gross receipts tax*61

Fiscal Year
1995 $3,480,373
1996 $3,984,455
1997 $4,046,124
1998 $3,984,514

*Revenues represent funds collected before
rebates are paid to qualifying fuel sellers.
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sales (see “Petroleum Cleanup Fee” section).
Diesel fuel is taxed at 16 cents per gallon, plus
one cent per gallon for the Petroleum Cleanup
Fee.   There are several exemptions to the
diesel tax.  (See the Appendix for more details.)

In addition to gasoline and diesel taxes,
there are a number of other taxes placed on
transportation fuels and infrastructure, includ-
ing railroad fuel, aviation jet fuel, aviation
gasoline, and railroad property.68

Most of the revenues from the gasoline and
diesel tax go to the transportation fund, which
provides money for road construction, mainte-
nance, and other transportation projects.
However, the gasoline tax rate was raised in
1997 from 15 cents per gallon to 19 cents per
gallon in order to offset property tax reduc-
tions that fund education.  Four cents per gal-
lon of the gasoline tax now go to the education
fund (this amount is set to be reduced to three
cents per gallon starting on July 1, 1999,
although the gasoline tax rate will stay the
same69).  In addition, 3/8 of one cent per 
gallon of the gasoline tax goes to the Vermont
Fish and Wildlife Fund and the Vermont
Department of Forests, Parks, and Recreation
(76% of funds to the former and 24% to the
latter).  The balance of the gasoline tax rev-
enues and all of the diesel tax revenues go to
the transportation fund, except for the fees
mentioned above that are earmarked for the
Petroleum Cleanup Fund.70

Revenues collected from 
diesel tax

Fiscal Year
1995 $11,195,846
1996 $11,123,747
1997 $10,977,275
1998 $7,401,375

Motor Vehicle Purchase and Use Tax
There is a motor vehicle purchase tax

assessed on Vermont residents who purchase a
motor vehicle.  The tax rate is six percent of
the taxable cost of the vehicle.  For trucks over
6,100 pounds, agricultural vehicles, school
buses, trailers, and motorcycles, the maximum
amount is $750.

When a purchase tax is not paid (for exam-
ple, when a vehicle is purchased out-of-state),
there is a motor vehicle use tax assessed at the
same rates and with the same rules as the pur-
chase tax.  The tax is assessed when a vehicle
is first registered, or when the vehicle registra-
tion is transferred.

There also is a titling tax levied in cases
where no purchase or use tax applies.  The
titling tax is assessed at the same rates and
with the same rules as the purchase tax and is
paid at the time of obtaining a certificate of
title to the vehicle.

1995 $46,233,813 $823,020 $0 $0 $47,056,833
1996 $47,344,685 $800,095 $0 $0 $48,144,780
1997 $47,274,745 $611,025 $192,101 $0 $48,077,871
1998 $48,648,181* $888,831 $279,616 $10,463,000* $60,279,628

*These numbers are approximate.  In 1998, revenues destined for the education fund were taken out of the transportation fund;
in subsequent years, money for the education fund will go directly to that fund.

Revenues collected from gasoline tax, by destination71

Fiscal
Year

Transportation
Fund

Fish and Wildlife
Fund

Dept. of Forests, Parks,
and Recreation

Education
Fund Total



To address the toxicity
of air contaminant emis-
sions, Vermont also levies
annual fees on businesses
and individuals who emit
more than five tons per
year of hazardous air cont-
aminants that cause
short-term irritant effects,
that cause chronic sys-
temic toxicity, that are
known or suspected to
cause cancer, and that
result from the combus-
tion of coal, wood, fuel

oil, propane, and natural gas.  (See the
Appendix for more information.)

Revenues collected from air contaminant
emissions fees are deposited in the state’s envi-
ronmental permit fund and are used to cover
all the costs of the operating permit program
for air emissions.  Revenues collected from
hazardous air contaminant emissions fund the
hazardous air contaminant monitoring pro-
gram, which undertakes activities to monitor
the presence of hazardous contaminants in the
air, assess risks, and gather data.74

Revenues collected from 
air contaminant emissions fees*75

Fiscal Year
1995 $332,098
1996 $320,139
1997 $365,798
1998 $357,134

*Includes fees for air contaminant emissions
and hazardous air contaminant emissions.

Water Discharge Fee
Vermont levies fees on individuals and busi-

nesses that discharge wastes into lakes, rivers,
reservoirs, or other waters.  The fees are based
on the volume and types of waste discharged.
Applications for discharge permits carry a fee
of $100, and there are application review fees
and annual operating fees.  (See the Appendix
for more information.)
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Cars that are purchased, leased, or acquired
for use in short-term rentals are exempt from
the purchase, use, and titling taxes.  However,
such vehicles are subject to a use tax of 5% on
the rental charge when renters take possession
of a vehicle in Vermont.

There are a number of exemptions to this
tax.  (See the Appendix for more details.)

The motor vehicle purchase and use tax was
last changed in 1997 when the rate was
increased from 5% to 6% to provide funds for
education.  The tax is assessed in place of a
sales tax on motor vehicles.

All of the revenues collected from the use
tax on rental vehicles, and five of the six per-
centage points of the purchase, non-rental use,
and titling taxes go to the transportation fund.
The remaining one percentage point on the
latter taxes goes to the education fund.72

AIR AND WATER POLLUTION
TAXES AND FEES

Air Contaminant Emissions Fee
Vermont levies annual registration fees on

air emissions of sulfur dioxide, particulate
matter, carbon monoxide, nitrogen oxides, and
hydrocarbons.  Businesses and individuals who
generate more than five tons of emissions per
year pay $0.015 per pound, and those who gen-
erate more than ten tons per year pay an $800
fee in addition to the rate per pound.

Revenues collected from motor vehicle purchase
and use tax, by destination73

1995 $44,708,227 $0 $44,708,227
1996 $43,742,228 $0 $43,742,228
1997 $45,466,523 $0 $45,466,523
1998 $47,943,749* $8,571,000* $56,514,749

*These numbers are approximate.  In 1998, revenues destined for the
education fund were taken out of the transportation fund; in subsequent
years, money for the education fund will go directly to that fund.

Fiscal
Year

Transportation
Fund

Education
Fund Total
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The state’s water discharge fees were most
recently changed in 1997, when annual operat-
ing fees were added.  Polluters previously paid
a fee every five years.  The change from five-
year fees to annual fees is not expected to raise
additional revenues over the short-term.76

Revenues from water discharge fees are
deposited into the environmental permit fund
and used to cover expenses related to the
state’s environmental permit programs.

Revenues collected from 
water discharge fees*77

Calendar year
1995 $235,154
1996 $238,833
1997 $202,439
1998 $168,097

*Includes revenues from new permits, renewals,
and permit amendments. 

Property Tax Exemption for Air and
Water Pollution Control Facilities

Air pollution treatment facilities approved
by the state are exempt from property taxes in
Vermont.  In addition, water pollution abate-
ment facilities and equipment used for
Vermont waters or within the purview of the
New England Interstate Water Pollution
Control Compact are exempt from property
taxes.

WASTE TAXES, FEES, AND
INCENTIVES

Solid Waste Tax
Operators of solid waste facilities and waste

transfer facilities in Vermont pay a tax of $6.00
per ton of waste.  The tax also is assessed
when waste is shipped to an out-of-state facili-
ty without first being delivered to a transfer
facility in Vermont.  Certain landfill operators
that receive 1,000 tons of waste per year or
less may, if they choose, pay a tax of $2.80 per
cubic yard instead of $6.00 per ton.  In addi-
tion, certain types of waste are excluded from
the tax.  (See the Appendix for details.)

Revenues from the solid waste tax are
deposited into the waste management assis-
tance fund, which funds activities that
enhance solid waste management in the
state.78

Revenues collected from the 
solid waste tax79

Fiscal Year
1995 $1,315,120
1996 $1,025,191
1997 $1,540,148
1998 $1,464,727

Deposit/Refund for Beverage
Containers

Vermont requires a five-cent deposit to be
placed on the sale of glass, metal, paper, or
plastic containers of beer, malt beverages, min-
eral waters, mixed wine drinks, soda water,
and carbonated soft drinks.  (Containers that
are biodegradable do not require a deposit.)
Liquor containers that are greater than 50 mil-
liliters in volume are required to have a
deposit of fifteen cents.  The deposit is paid by
the consumer and refunded to the consumer
by a retailer or redemption center when the
empty containers are returned.  Distributors
and manufacturers compensate retailers and
redemption centers for redeeming and han-
dling the containers.  All beverage containers
must be labeled with the deposit amount.

Hazardous Waste Tax
A tax is assessed on hazardous waste in

Vermont when the waste is shipped, or when
facilities recycle, treat, store, or dispose of haz-
ardous waste.  The tax is based on the quanti-
ty of the hazardous waste and its ultimate des-
tination (e.g., whether it is destined for recy-
cling, treatment, or land-disposal.)  Some haz-
ardous waste is exempt from the tax, including
generators who produce less than 220 pounds
of hazardous waste per month per site, or 2.2
pounds of acutely hazardous waste per month
per site during a calendar quarter; and certain
hazardous waste for which disbursement from
the environmental contingency fund is made.
(See the Appendix for more information.)
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The hazardous waste tax was most recently
changed in 1997, when the tax rates were
raised.  

Most revenues collected from the hazardous
waste tax are deposited in the environmental
contingency fund, which is used to investigate
and mitigate the effects of hazardous waste
releases into the environment.  A small por-
tion of the revenues are deposited into the haz-
ardous waste management assistance account,
which is part of the waste management assis-
tance fund.  The money from the account is
used to improve hazardous waste management
in the state through a variety of activities,
such as administering hazardous waste plans
and making grants.80

Revenues collected from the 
hazardous waste tax81

Fiscal Year
1995 $348,212
1996 $511,961
1997 $716,824
1998 $422,946

Petroleum Cleanup Fee and Tank
Assessment Fee

A fee of one cent per gallon is assessed on
all motor vehicle fuels sold in the state for the
purpose of providing cleanup funds for leaking
petroleum storage tanks.  The fee is collected
in the same manner as the tax on motor fuels.
It will be collected through March 2006.

In addition to the petroleum cleanup fee,
owners of underground storage tanks are
required to pay an annual tank assessment fee
through June 2004.  The fee does not apply to
fuel oil storage tanks used for on-premise heat-
ing, and to farm or residential tanks used for
storing motor fuel.  The standard fee is $200
per tank, but some gasoline outlets and
municipalities that use smaller amounts of
motor vehicle fuel pay $100 per tank.  Tank
assessment fees raise about $470,000 per year.

Most hazardous releases into Vermont’s
environment come from leaking underground
petroleum storage tanks.  More than 2,000
hazardous waste sites have been identified in
the state, and more than 1,600 of these are
contaminated by leaking underground storage
tanks.  Underground storage tanks often start
to leak when they are about 25 years old.
Because Vermont has always relied heavily on
fuel oil for heating, there are many aging tanks
that have the potential to leak in the near
future, posing hazards to human health and
the environment.  Federal law required that
single-wall commercial underground storage
tanks be replaced by newer, safer tanks by
December 1998.82

Petroleum cleanup fees and tank assess-
ment fees are deposited into the Petroleum
Cleanup Fund.  The fund was established in
1987 after private insurance companies no
longer were willing to cover cleanup costs
associated with leaking fuel tanks.83 The fund
program originally provided money to clean up
and restore contaminated soil and groundwater
caused by petroleum releases from under-
ground fuel storage tanks.  In 1997, the pro-
gram also started to provide money for leaking
above-ground tanks.  

Currently, the program pays for a portion of
cleanup costs from leaking tanks, provides for
cleanup of abandoned tank sites, and gives
interest-free loans to small gasoline outlets
and small municipalities to upgrade their
tanks.  In addition, in 1997 the fund program
started to provide grants or loans of up to $500
to owners of farm or residential underground
heating oil storage tanks to close, replace, or
upgrade the tanks.  The goal of this initiative
is to remove older tanks before they start to
leak.
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Revenues collected from the
Petroleum Cleanup Fee84

Fiscal Year
1995 $3,716,644
1996 $3,771,223
1997 $3,860,580
1998 $4,014,692

LAND RELATED TAXES, FEES, AND
INCENTIVES

Use Value Appraisal (Current Use)
for Agricultural and Forest Land

Vermont’s use value appraisal program for
agricultural and forest land allows approved
lands to be assessed for property tax purposes
based on their current use values rather than
their fair market values.  To qualify for the
program, forest land must be at least 25 acres
and must be managed under a 10-year forest
management plan that meets certain mini-
mum standards.  Agricultural land must be at
least 25 acres, with some exceptions, and must
be used for agricultural purposes.  A current
use advisory board is responsible for determin-
ing current use assessment values.  In the 1998
tax year, 1,505,829 acres in Vermont were
enrolled in the use value appraisal program.85

(See the Appendix for more details.)

A state Use Tax Reimbursement Fund
exists to reimburse municipalities for the
property tax revenues lost as a result of use
value appraisals.  The fund is financed with
appropriations from the Legislature and from
the revenues raised from the Land Use Change
Tax.

Vermont’s tax break for keeping land in the
use value appraisal program is combined with
a tax penalty for subsequently developing that
land.  If land that was previously appraised
under the use value appraisal program is sub-
sequently developed, a 20% land use change
tax on the full fair market value of the
changed land is assessed.

The use value appraisal program was origi-
nally started in 1977 when legislators recog-
nized that people who lived off the income of
farm and forest land were taxed beyond their
ability to pay.  The program currently has sev-
eral goals, including encouraging agricultural
and forest land to remain in productive use
now and in the future, helping to maintain
Vermont’s working rural landscape, encourag-
ing the protection of ecological systems, and
discouraging accelerated development of open
lands.

Capital Gains Tax on Speculative
Land Sales

Vermont taxes the capital gain realized from
the sale or exchange of land held for less than
six years, in order to deter short-term, high-
profit land speculation.  The number of years
the land has been held prior to the sale and the
extent to which the land has risen in value
determine the tax rate, which ranges from 5%
to 80% of the gain.  There are a number of
exemptions from this tax.  (See the Appendix
for more information.)

The first $500,000 in revenues per year from
this tax are deposited into the general fund.
Any remaining revenues go to the Property
Tax Rebate Trust Fund, which funds property
tax rebates and credits in the state.86

Revenues collected from 
capital gains tax on 

speculative land sales87

Fiscal Year
1995 $775,387
1996 $826,000
1997 $1,264,693
1998 $749,821
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The topic of taxes has the power to produce blank
stares and yawns, as well as impassioned emotions,
complaints, and arguments.  Many individuals and

businesses believe taxes are too high and too complicated,
and that nothing can be done to change them.

Tax Reform That Agrees With Vermont shows there’s
good reason to overcome the boredom, set aside the pre-
conceived ideas, and reconsider just how taxes work and
how they could work better – better for the economy, the
environment, and for Vermont families.

This book explains how the power of taxes could be better
harnessed to improve the public good with lasting benefits
for the economy, the environment and all members of
society.
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