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The President
R The Wnite. House . -
I hashingtnn, DC 20500

L p&;.- President-'-':-* S _ .
On behalr of the companies that’ manufacture mn:e than 99
domestically produced motor vehicles we are wr:Lt:Lng

" percent of all
to you an’ a master of grave cofcern.

. The. condition of OU:S. moto: vehicle manufacturing grows
inereasingly uzgent day by day, not only for the industry itgself
but“alse for the U.S. ecanomy as a whole. Today, the critical

.~ peeblem. ig. the depressed volume of domestic vehicle sales,
. . preoductiem, and employment. . It is caused by.a numbez of key
. Yo - factars, ineluding the increaaingly large share af 0.S. 2ales '
vprio. o -Glaimed, By imports f£rom Japan, exceedingly high interest rates
and skyrockéting 1nflation. receasion,. and. excessi,ve gove:nmnnt

) regulat:ions . R

Beyand this. immadia.te. igsue lies t-.he funca.mental cnallenge o:‘: ,
. PR reator:ing . 8. competitiveness in autcmative production, -sa:that .., -
the industzy oncs .again <an beccme a leading source’ oﬁ econcm;c

‘'ssrength and vitality for our country,

gy

Immecdiate Problem

P The symptoms of the depression of the motor vehigle industry
. are plain to see in the ztatistics on production, ginancial

pecformance, and employment. W0.5. car production in 1980 was 31
pafeant below 1378 (before the revolution in Iran) and domastic
car sales in 1980 were only 6.4 million units -- bhoth the lowest
lavels since 1561, U.S5. truck production has suffered even more; .’

production in 12980 was down 56 percent from 1978, .

0 In the auvtomotive and related indugtries, this decline
| in output has resulted in the J.ayaff af almost 500,000
’ emglayees.

B ) In auto manufacturing alone, nearly 200,000 workers are
. - . on indefinite layoff. The hardship of these job loasas

h is especially severe in the industrial staz:es cH= the L
. o -

Midwest and among mino:zty groups.




light grucks: teward smaller, more fual-efficient models as U.S. gaso-

~2-

o 2Profitability has collapsed. In the second half of 1979,
the domestic auto ccmpanies lost $700 million before
taxes; in the £irst nine manths of 1980, pretax lcsses

rexceeded $4 6 b;llion.

o, The sztuatzon amcng aute, dealars is equally ser;ous.

‘. Appréximately 2,300 domestic dealers.have gone out of -~

-a,.Business since .Januaxy 1979y almest 83 000 deale:sth .
employeas have loss their jobs. c e

¢ Suppliers to U.S. auto manufacturers also have been hiz
hard. ©Some 140 augplier plants have been closed in the
- past two- years and unemployment in. industries such as
o steel and :ubber is distressingly high e

Seve:al £acto:s have converged to produce these ‘results.

.

"Inflat;an, extracrdinarily high interest rates and their effect an’

consumer confidence have sharply reduced autemotive demand.  Thasa -

effaces are tvpical of eyclical downturns in the past, but’ the £all in

automotive demand that began twe years age- hag been more severe and has

© pergisted much longer than normal..

The dramatice &iﬁfefenc& now., however, isfthe-sudden.and.suhstan-
tial shife in. U.§. demand away from family-sized cars and conventienal

line pcices belatedly have begun’ to- inerease toward world levelsz., The'
abruptness of shis shift in demand provided a sizeable opportumity for:

Jaganese cara- and. ::uclcs: developed- in. a home- environment wharge .

"expensive.gasuline.haa been a long-standing na:ional paLicy.

Cn s In 1980, :he Japanese share of U. S. car aales was ovar 21 pe:cent'

- eompared wieh" lz‘parcent in-1978 'and’ 9 parcent in 1976«

_ the Japanase shace of. U.s, light sguck sales has bean avaen shanper--—'
inc:easing to- mére than 2 21 percent share for ‘1980 from 9 percaneim *

1878 and 8 gpercdnt in 197s6. These light truck sales are being reduced
by the recent enforcement of the exisgsming light trzuck tariff., With
regard to cars, however, growing foreign barriers to Japanesa car
expacts make the open U.S5. car market increasingly attractive to Japan.
In Eunope, for examplae, governments are alarmed by the recent increage
in Japan's share to 10 percent. Qfficials of the Commissicn of the
Eu:opaan Communities have just concluded two days of discussions with
the Japanese government intended to persuade Japan to limit its exports

t0 Westarn Europe.

Finally, thecza is the burden of axcessive U.S5. government regu-
latiens. These have continuously added to the cost and price of cars
and trucks, magnifying the effects of inflation and further depressing
the volume of cara and trucks U.S. consumers can afford to huy each
yaar. They also drain badly needed human and financial resources at a
time when the motor vehicle industry can least affocd it, and they
compromige the fuel efficiency ¢f our vehicles.

~The grawth:.in:, .
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o S..Com:etitiveness

Tha issue of cost competitivenass with Japan is of deep concearn
Y; increasingly, it has become 2 national concern as

#Nizhin the industr
As the recent Department of Transportation regort has pointed

i

.all.
'out sa- clearly, the auto. industry sits at the center of the U.S.
manufacturing .economy 'and- has played a central role in the definltxcn
and accomplishmen: of the b:oadest goals -of the nanicn.- . ‘

" ohid makes eompetitive auta prcduction ane of the cornerstanes .
of the U.S. industrial bass. The fundamental isshais whether. the: .- .+~

United States can afford to accgept a permanent shrinkage of this
Jagan, West Germany, and most other developed and

national asset.
- newly industrialized countries long age decided they needed a vital
.auto sector upon which to build their national prosperity. The
guestion, then; is how the United Statas can expect to enhange 'its:

:economzc strength wzthaut a healthy auto secto: of its own. -

Tne :ecent Depar:ment cf Transgortation study 15 correct. zn making

the £ollowing soints.'

& The 5t:u:tn:e of the U.§. car macket has changed pezmanently -
gmall cars ‘are here to stay == and we £a=& intenge competicion

from Japan.
U.8. car groduction ¢gsts are not competitive with Japan mainly

o
‘ because of dififefences in productivity and compensation. -—
- which result in part from the exchange value of the yemr and' .
wnique social and geographic factors in Japan. Meost of. thase

o advanktages can be overccme, -however, with agg:essive ptcgrams

by managemant. and labc: and by efﬁect.ve U S. guvernment.‘

policies. ‘
.u'"U s. u:oduéérs:'thezr supplxe:s ‘and’'‘theic: dealars. face .at.
© ‘laast-five’ years of transition, du:ing which capital spending

programs will be enormous.
v// How the Unitced States found itself in this position is not really
the issue any longer, There is blame encugh to be' shared by evarvane.
The issue now is what management, labor and government must do to get

the industzy healthy and competitive once more.

Managemeént and laber have major tasks in costs, productivity,
qualizy and in delivering the right products for our country's neads in
The average fuel

the 198Q's. Substantial progress is being made.
938L model domestic car fleet is mere than 75 percent
small car E£leet has

aconomy of khe 1
bectar than 1974 moacels, for axzamgle, and the U.S.
fuel economy almost as geod as the Japanese f£leet,

Conversion to the production of greater volumes of ' small carcs is

: proceeding as rapidly as machine tools can be procured, new plants can
be buil: and new models can be dasigned., In faet, a substantial sur-

" plus of U.S. small car capacity exists today and avazlabili:y will

" inerease by another 1.5 million units in model year 1982.
ducers must sell this capacity of fuel-efficient .cars to gene:a:a the

- carpital needed to finance the §$70 to 580 billion investment commxtted
through 1985 to completea the £leet conve:sicn.

———— . .
4 8 - i
. . ——
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‘Gavarnment Actions

'

'
h

Government actions are also vital %o success and they cacsy the
.same urgency as those under way in the private sector. MVMA member .

- ccmpanias urge - tha Administration. and, Cangress to move sw;xtly and

agg:esszvely in four cﬁi:ical areas.

First, reduc& the pzassure an cap;tal markets, Lnterest tates-
and consumer confidence through substantial reductions im- . .
Federal spending. We are hearteaned that you have made this a
high priority; asmall businesses, including auto dealers and
.suppliers, have been especially hard-hit by hxgh interest

'-:ates.’

Second, unde:take Lnxtiatxves K- Pe:suade the government of

g
:Japan to demonstrate :esponsible international behavioz by

-earing aceicn which would: zesult'in a veluntary, .immediate. ana_TJ

substamtial cedustion in passgenger car exports to the United
States: for’ a meaningful peried of time. Fer the long.run, the
Japanese government should actively encourage it3 aute com-

. panies to make the neacessary investments to contribute jobs,
taxes and capital to the U.S5. economy in view of the gales
heneﬁxtS'they expect to obtain here. These stepas cleacly wauld
be: in. Japan's. naticnal interest in order to help. abate the
g:owing protectioniat pressures which thzeaten.th& fraq;le i

N _
I . structure of xntarnatxonal ‘tradae., .

mhizd' eiiminat& ax:assive and counterpraductive: gcvernment

' - mogagorium .on-the {ssuanecs’ _of‘naw reculations. to include those ..
already approved Sut, ROt vet effective. Re-examine. antitrust
at 1t 1s prometing competitien and act. -

policy to assure
stifling progress. Furthermore, as par:t of the antitrust
gelicy re-axamination, w_the "Smog Consent Decree”,

Fourth, encourage vitally needed investment in U.S. business
through improved capital recsvery allowances; make the invegt-
ment tax credit refundable so it will do the job Congress
intended for the indugtries that need it most; ancourage
rasaarch and davelopment through 2ax incentives including
rafundakility; and extend anergy savings tax credits, (also
refundable) to investments made to produce more energy-

afficient products.

e

More specific treatment of our recommendations on regulations and
capi:al formation is provided in the attachments; mamber companies
alse will be furnishing more .detailed proposals en their own to the

- approptzate agencies.

Tne fcu:-stap proqram described abave, togerher with aggrassive
action being pursued in the private sector, will impc:tant}y contribute

0 the salucicn of both short-term and long~tarm problems in the U.§.

Y



Seczretary and other members of° your Administration..
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wtar vehigle industry. The U.S. economy will thus gain a dual benefit
- immediately, in added jobs and ocutput, and, in the future, by re-
iing the industzial strength upen whish the intarnational pesitioen

:h e United Statas ultimately d&pends.

"_'\-f

) We ace deiiahtad by ‘the Administratzcn s desire to werk with us on,
zhese urgent igssues and your prompt action in appointing an. Automotive |
Task Foree headed by Secretaty Draw Lewis. MYMA member cempanies. w;sh

to emphasize, that. they .are mest anxious to cooperate fully with the . ;
. 'Wes know how. 4‘“.””-,"

important it is to reach a national consensus to suppoct the declsive
action needad to revitalize the automotive sector and the entige

AR

national eccnomy.
7 sincerely yours,

. Archie R. McCardell, Chairman

Gerald Q.. Meyers, Chairman
and Chief Execuyive Qfficer

and Chief Executive Officer
Ame:icanJMoto:s-Corpo:atian.. — In:arnatianal ﬁa_ ester Company
K ‘£21 ' -
/‘\. wl /(.‘.; o T
nae A..  Iacooea, Chairman.. . ..., &lfred W, Pelletier, Chairman
. “é Chief Executive Gﬁﬁi:e. ©; .. ' and Chief Executive- Officer: .
' Mack.T:u:ks, Ine." C .

48l¢

| Phi.'L.Lp : dweni ‘Chaitman ( '
“and Chiaf’ E&acutive Qﬁticer
Ford Motox Company” KA Lo

Corpocation | .

‘L /ot‘?" "/IJ""I.'“ ‘:_'/‘". e "‘

) a5 W. McLe:non, Prasident % .. ..
aoeayoff.and Chief Executive Officer
A olkswage af Ame:ica, Inc.}a'ﬁ”“vh“u:w

5;}\cn4;~LaL £. Lsmuueqbwﬁ;_- .
use W. Moss, Chairman

Ponald E. Burbank, Chiaf
Exacutive Oﬁfzce: "and Chief Bxecutive Offiger
Freightliner Carporation White Motor CQarparation

 sogat B. Smith, Chairman
and Chief Exacutive COfficer

Ganeral Motors Corparation

Adlton, '
. Adduci, President
d Chief Executive Qfficar
lotgr Vahiclae Manufacture:s

sociation

,.“ﬂ'-
{ _sachments

¢¢: The Vige President -

A — gy r——
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would, a5 a comgplete package, offar both short=-term and long=term

February 3, 1981

g RECOMMENDED FEDERAL TAX POLICY INITIATIVES T0 AID
CAPIIAL FORMATION BY DOMESTIC MOTDR VEHICLE MANUFACEURERS
. ‘|, . P
RETE 'Tbe domastic motc: vehzcle manufacturers
“ars - in ‘the midst of an .extensive and rcapid product -
restzucturing. As they seek the capital needed tc
tede product lines, unprecedented. £inancial dife
ficulties are .forcing financial restructuring of the
major companies as well as affegting their relative
future compatitive positiens. Capital investment |

. . over the next faw years will be two. or-three times

histericil trands in.redl terms, -In the: past,'’
cagital ‘spending could. be deferred when sales: turned
déwn, "but <he rapid producn introduction schedule-

requ;red for surzvival . in the changed. vehicle macket

now precludes. thie

) ”Tha~eccncmic:downtn:n“and the shift in con- -
suner demand have resultaed in the most massive
_losses ever reported by any industry. The drop in
. sales.in the face of the need to finance new product
""" lines . has resulted im cash drains so- large that th&y
. are affacting the ability of the major companies to
eontinue. their, long-:a:m.p:oducticn.and,p:oduet
develnpmen: plans. The interast and repayment. . T e
' burdens of -the majer external financing will conu
tinue to represent a major burden’ on domestic e

ot S

: Un;ted Statas Departmenn of,
Transportation, The 0.8,

Automobile Industrv,. I L3890,

Jandary, 1981, B. 84.

Most recent published estimates of the capital investment
requirements of (.S, motor vehiecle manufacturers over the 1980~8S5
peried range from $70 te $80 billien,
be met, motor vehicle manufacturars will need to be able to raise
unprecedented amounts of capital rapidly and efficiently. This

nunhar of changes in Federal tax policy. While not every demeatic

capital formation process qould be assisted substantially by a ;
|

‘meter vehicle manufacturer would benefit from all of the following

policy recommendations (owing to eobvicus existing and forecast ‘
gifferences in profit and loss pesitions), these recommendations |
capital formation aid: j

If such requirements are %o



o Recnmmended Act;an _
":'":n: Ccnqrass anould enact legislatzon -ggtablishinga. b:aadly Ll

.

Ini:iatives Which would aid All Industries

-.Cast Rﬂcovery 5ystem
Motor vehicle manufacturers, together with all industry

'iﬂ°genera1, would benefit: greatly. from.the, adoption of A -

broadly based, simplified, accelerated capital cost recovery ’
system in place of the current Asset Depreciation Range {ADR) .
system. -An example of such a capital cost recovery system is
the approach get ferth by Representatives James Jones {D=CK)
and Barber Conable -(R=NY) during the 96th Congress in the .

. . form of theiz p:cpaaad “Capxtal.c°st Recove:y Act"
'(H R 4646). ‘. ‘ SURCS L e “‘;ha R

Under this app:oach, buzldings wculd bé ‘writtan. ofﬁ ove:
ten years, machinery and equigment (including special tools)
over five years (with full 10% investment. tax credit .
provided), and vehiclez over three years. The shorter
recovery periods would. be phased in over a five-year pecriogd..

aAn important additisnal provision is that the
depreciation deductien and eligibility for investment tax ’
credit would commence with the earlier af the year inm which,
.eligible costs are incurred or the year in-which the asget is
placed. in’ aanvice, ra:he: than only en a. placed—in-service“ ‘
basis, as-at present:, .G i ., , : ‘ e

basad, ‘simplified, accelerated. capznal enstl recovery: gystem,
such as the Jones=Conable approach, espec.a’ly including the
provizion that depreciatisn deductions and investment tax
credits apply with the earlier of the year in which eligible
costs are incurzred or the year im which the asset iz placed
in service, rather than only on the present
“placed=-in=gseryice” basis.

* h ® R

B. Make Investment Tax Credit Refundable

Fresent law provides a 10% investment tax credi: for
investments in certain tangible property. To be eligible for
this eredit, property must be depreciable or amertizable and
must have a useful life of three years. If the propecty has
a usaful life of chree or four years, a credit of 3-1/3% i3
allowed; if the useful life is five or six years, a credit of

6~-2/3% is allowed: and if the useful life is seven years or

" more, a full 10% credit is-allowed.

— -
LT . Lo o T e

i Sa' Aaopt dn Accelecated: CapitaL .' ‘ S . T .
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., The investment tax credit .may be used to ¢ffzet the
firse’ $25,000 of tax liability plus-a. pecrcentage of - tax"
1;ability in excess of $25,000. .This percantage is 0% in -

i 1981 and"90% for 1582 and .later: years.. LXcess investmant tax
~cnedits, fzom.a; taxable, .yaar may be. carried back te. apply o
against tax” liability 'for the three preceding- years.-‘and-

carried over against the tax liability for the seven
suceceeding years on a £irst in, first out basis.

-The.. investment tax crgedit is a highly valuable means

of st;mulat;ng capztal formation for taxpayers who'are in a-

=%.3p:ofit gituation and ingur a tax liability,.but is ef ne
"immediate value to taxpavers wha are in a-less situation

and thusincur no liability. ' The latter.situation generally
applies to most damestzc moter venlcle manufacture:s.

.Recommended Aerion

Legislation should be enacted by .Congress: making
unused lnvestment tax credits refundable. ‘

*!h‘lv*tf

fml E_:ablish a Refundable Resea:ch and Development Tax
B L T S SR ,

**  Under p:esent law, X, taxpayer may: elec:-to deduct _
cu::ennly, er to amorcize over 60 months or more; cectain -

Uwrddearch’ or jexperimental . expandicures? incurred-in the ottt

':axpayer‘s erade or bus;ness wh;ch otherwzse would have to
be capitalized. .

Because of the heavy research and development costs
being incurred by motor vehicle manufacturers as the result:
of a rapid shift in market demand for more fuel efficient
metor veahicles, the establishment of a research and
development tax credit could be very beneficial to domestic
automobile and =ruck manufacturers, especially if it were
made refundable. Such'a credit could be used both to
gtimulace and to reward new RaD effozts by all induseries.

Recammended Action

Legislation should be enacted by Congress astablishing a
‘rafundabls research and development tax credit designed to
stimulate and reward new R&D efforts By Iindustry. In enacte-
ing such legislation, "research and daveleopment" should be
defined in substantially sche same fashion as it is in the
financial Accounting s:au;a:ds Board Stazement No. 2.

ot
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S t:eated sxm;la:ly._ru N

-

D. Extend the Amount of Time Allowed For Carry Forward of
Net cpe:ating Loss and Invaestmant Tax Credis

. . Under the preazant law, axcegs investment tax. credits
£:om a taxable-'Year may be applied -against the tax lzabzlity
for.'the three preceding and the seven. ‘succeeding years, on'a’’
firat in, £irst out basis._ Net operating loss deduct;ons are

Exzending the t;me ava;lable to use excess anestmen:
tax credits and new operating loss carryovers would enable
firms facing prolonged periods of low to non-existant profits
to consarve capital. once mere normal levels of profic were
achigved == a. 3ituation facing most domestic motor vehicle

manufactu:ers du:ing the early 1980'5.‘

Recummenned Action. .I~= L ‘ w];L'N

' Congreas should ehact[legiskétion extending the amount

of time allowed to carry forward excess investment tax

eredits and. net operating loss deductions from the existing
limit of seven years to: a new limit of. cen yeazs. . .

LI S T R

Redu:e t:heo Maxinmnn cgrgcra,ta: Income Tzuc Rat:a

pet ~Under. p:asent.law, taxabla cnrpo:a:e incume aver
$100 000 is subject to a tax fate of 46% -
.eorporate. tax.rata weuld obviously enable motor vehicle

manufacturers and other large emglayers to retain mo:e funds.

£urvcapital fcnmationﬁ -ﬁ&”“:,” T ,”._““,m_ﬁ s

. Duting the BSth Congress, the Senatﬂ r-"i.namt:e Committee
proposed reductions in the maximum ecorperate tax, beginaing’

in 1981, as follows:

Yaar Taxable Incoma Tax Rate (%)
1981 Oovear $150,000 45
1982 Cver 5200,000 44

Recommended Action

Congress should enact legiglation reducing the existing
maximum cogporate tax rate, effective with the first taxable
year beginnning on or afiter January 1, 1981, The rate should
ke reduced In incremants of 1% per annum until a new tax rate
of 40% is reached, effactive with the first taxable year

beginning on or after Januarcy 1, 1986,

& lowes maximum ... ...
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_ c¢les or component parts ‘for-motor-vehicles,
“smanufaeturers-could, elect to use a life at the lower.end of

5=

Initiatives Targeted at Motor Vehicle Hanufa:turers

Accelerate Depreciation of Cartain Machinery and
. Equipment Lives and Allow Immediat qxpenszng of

cﬂ:tain sPecial Tools . g
As an, altacnative: ko the abave-:ecommended cap;tal cos; E

_g.:eccvery system, a change in guideline depreciation lives
undér’ the present. ADR system would be- benefic;al to mator e j

vehicle manufacturers.

Under present law, :axpaye:s may elect to depreciate
-their assets under the Assat Depreciation Range (ADR) system.
Guidaline’ dep:ecxatlcn ‘lives under this system ace estab-
lished for. each. industry by .the Treasury Department, and the -

" taxpayer may usae. any*life within a cange 20% above or bhelow
* theé guidaeline life. .(rounded zo the nearest ene~half year).. -
‘Presently, the guideline life establxshad for machinery. and °

equipment -(M&E) tused in motor vehicle manufacturing is 12

years.. Within this framewcrk, motor vehicle manufacturers”

genecally use.s-l/z years for M&E (the lower end of the 20%
cange) . ‘

A credit against tax is allowed for 10% of the cost of

. machinery and equipment placed in service during the year
which ‘hag a depteciable-liﬁe of aeven.yea:s oC mora. |

Campital £arma:1cﬁ by moto: vehzcle manufactu:ers wuuld bea .

ﬁided 1£ a new guideline'with ‘a depreciation lifa of nin

years were established. for M&E used to manufacture motér: vehi—
‘Motor vehicle .. ;

.. the 20%° range, reaul:zng ina 'tdx depreciaticn. life .of. aeven
‘ years. The £full“10% investment tax credzt wauld continue Y- 0

apply at this depraciation lifa.

The guideline life established under the ADR system for
deforred special tools (those with a useful life of more than
one year) used in moter vehiecle manufacturing is 3 years. ‘
Within this framework, mostor vehicle manufacturers use three
vears for special toels in order ¢to qualify for a 3-1/3% in-
vestment tax credit which is available for the cost of assets
placed in service ducing the year having a depreciable life
of at least three years. A portion of the funds presantly '
Being invested in special tocls goes to the purchase of kools
having an estimated useful life of one year cr less. ‘

The extensive product changes nacaessary to meet macket
demands for fuel efficient vehicles and Federal safety and
environmental requlatory requirements are causing massive
gpecial tooling costs. An elective option to take a current
.deduction for the cost of all such special toels in the year
placed in service would help nrcv;de cash needed - o :und th;

large investment.




.
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It should be noted that on a long-term discounted cash

_flow ‘Basis, the net rasult under this new approach would be.
app:oximately gimilar  to present: ‘law because the manufacecurer .

 electing to take a current deduction, would lose the permanent
. - benefitz of the'3-1/3% investment tax credit in exchange for
.. the accelaration of a deduct;on whxcn :everses in later '

* ‘yeags.r et e e T

Recommended Action

. Tne Treasury. Department should establish a new ADR gquide-
line life af nine vears for machinery and equipment used ta -
' manufacture mcta: venxcles c: companent parns.- :

Necessa:y gnvarnmen:al acticn alsa should be taken to
allow spacial tools used tb manufacturé. motor vefiicles. or

' compohent parts for motor vehicles' to be written-cff in the

—

taxable year they are placed in sarvice. Such a write off
shculd be an elective optiom under which the electing company
could chlisgse to forego the ‘benafit of the present 3-1/33
investment tax credit in order ko he able to write off
special tools (both one year and these presently defecred) in

.th& :axablm gen: pla:ad Lm ae:vice.

- -, . * * f a- ; .
ol : . . -
Ex:and.Applxca:ion ot Bus;ness Energy ' P
Inves:men: Tax Credit . ‘ :

¢ DN iCzude-0LL Hindfall Brofie.fax Act. ot 1980: (Punlic Law.
. 9u-223) ‘egtablished’ a. number ‘of ‘new’ business’ enecgy A

‘investment tax ‘cradits for: solar and.wind enarcy property,
geothermal equipment; ocean thermal ecuipmenct; qualifying
hydroelectric generating property; cogeneration equipment;
sgpecially defined energy property; petroleum coke and patfo-
leum picch; coke and coke gas ecguipment; biomass preoparty:
and intercity buses. These investment tax credits range £rom

108 to 153.

Noene of these numerous new incentives for investmens
in energy saving processes and equigment applies to the
machinery, aquipment, and tooling used to manufacture the new
generations of fual-efficient automobiles and trucks which
the marketplace is now demanding., Extension of the businesa
energy investment tax credit to the machinery, equipmant, and
teoling used to manufacture motor vehicles with increased
£fuel economy would not enly help meet the enormsus antici-

.pated capical needs of demestic metor vehicle manufacturers,:

but would alse aid in the more rapid creation and production
of energy conserving. new vehicles..
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Recomnended Action
f\ Cong:ess ahould enact legislat:.an expanding the applis-
' 7. cation.of budiness energy investment ‘tax credits to. caver
- investments in -the ‘machinery,’ equipment and tooling used to
.‘_p:oduca motor vehicles wi:h :an:eased fuel: economy._ PR
L e pg ‘recemmended’ earlier* m t.his ‘maper, this: new invest-."'
ment tax credit should also be made refundable, along with
ether investment tax credits. ‘
"'.. ., . v ; ‘:.'{l. o . ;' ¢ '
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. 4" ’. ." # ] K ,'-‘]
|
1
i‘ .
;

v,

e Aveamian o .



U

SRR

AT g

PN - , -
. , o o February 3, 1981

T -7 7. ENVIRONMENT .

W

I, " Thre Clean Airp-Act.as: admxnisterad by ‘the Environmental
“Protaction Agency cantains a nimber of provisions which add little
or. nctniag ‘to; iproving . the. nation's ajr quality, but.de cost tha
natieon billions of dollars. . The following identifies thése jasues.
and recnmmenna actions whzch would accompl;sh these pu:pQSes..

1. Air Quality' Criteria and s:anda:as

National Amﬁieni Air Qualiey s&anda:&s-(NAAQS)-express the
The manner in which these goals arze set

hasic goals cf the Act,
.ia cruclal for she Act to safeguard the environment with minimum
diszuptian'oﬁ the nation's economy. ‘It iz egsential that thay be

"™Mazed upon. sound, verifiable scientific data..
.Atecpreced by EPA, allows the NAAQS to ke established based-upoen-

"iduntiﬁiahleﬂ thresholds of physiological effects with.no -

:equa:emen:.that such effects be harmful or even ireitating.

'Ambient alt’standards: are ‘based on, "worst case," and, frequently
t-y. .l.

unvalzaated, med;:al data.combined with an. a:biurary safe

ey
has been - intarpneﬁed by EPA 'ag includxng :he most ‘dersieive

segment ¢f the popula tion plus ‘an' additional szafety factar,

Standards mus: be basad on adverse health effects, not
detactable physiclogical effects. It is important ehat adverse
health effaects, as distinct from oche: effects, be used in

establishing NAAQS.

?c compensate for the problems which are inhereat in a
gituation where an agency, such as BFA, is responsible for both
prescribing and ‘enforecing a body of standards, the agency should
suomit its research findings, analysesz, and propesed s:andards to
independent scientific raview and 2pproval prier to promulgation.
This independent scientific reviaw group may be the Science
Advisory Board or Clean Air Act Advisory Committee with agpro-
priate. safegquards to insure independence, or it may be 2 body

* named by and responsible to the Naticnal Academy of Sciences or
:ther responsible legislative or administrative ageney.

The present Act, as-
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; ”ﬁ\ Control measures are applied to various pellution sources
‘.hout due regard. for .cost or cos:/effectzveness and freaquantly
‘employzng "forcing" technology. The adoption of risk-analysis. |
techniques will pecmit a mare equitable avaluation of the health -
and economic factors. involved’zn settzng a :easonable NAAQS.

’

" Recommeéndad. Action .

Require NAAQS to protect the public against unreascn-
able riak of significant health effects. Dafine an
. .. adversa health effect as a medically significant

o phjsiclcglc oc pathnlcqxc change, generally evidenced. by,
. pecmanent dmmage oc incapacztatary Lllness to the

indiv;dual.-

Requi:e NAAQS ta be based upon studxes which use tha’
best: data available to quan:ify the risk of adverse

" health effscts..
Create ‘an independent-review-q:oug-fc:-cririqal,

evaluation of the relevaney, quality, and accuracy of
each study and data sources and the EPA analysis of the

studies usad to astahlisnA:ne NAAQS.

% -l"'oli- Requi:a.:isk-analyszs tc ‘be an’, xntegral part af the
- + NAAQS set:ing p:ccess. ' ¥ .

- P:ovide for adequate pear :evzew of all proposed ai:
qua*i Y c:itezia and NAAQS. -

Q

— .

o

",’.’.-_-".: ‘--‘.:. n I A .
A Require each sho:t carm NAAQS to dllow five éxceed-' - .
AL ‘ances per year to allow. feor natural or me:earological

conditions if current NAAGS rationale is retained.

2.  Passenaer Car Hydrecaczbhon Standard
The Clean Air Act regquires shat hydrocarbon {HC) exhaust
emiggions for 1981 and subsegquent modal year passenger vehicles
not excead a level representing a 90% reduction from basaeline
(1570 model year) vehicles. HC emission standards were instizutad
because cartain species of HC rsace with other chemicals and
compounds in the atmosphere to form harmful pollutants. Early
stata-0f-the-art measurement tschniques and relatively low levels
of non-reactive HC species in automobile exhaust made it more
practical to measure Total Hydrocarbons (THC) present in auto-
motive exhaust. CQurrent emission coentrel hardware, such as
. catalytic convecters, preferentially treat reactive hydrocarboens,
" leaving a higher percentage ¢f non-reactive HC in the discharged

../exhaust.




[.the .BC standards.
that can now.be éasgily measurad - and are present "in' sufficient- .

-3— .
Hydrocarhbons are contrelled because of their reactive

behavidr; i.e., only reactive hydrocarbeons need to be ineluded in
Non=-ceactive hydrocarbens, such as methane, . ..

quantities in automobile exhaust. to .warrant exclusion, ought not
be regulatad.’
Recommended Action

o
. ' standard of 0.39 gmh as an option. to-.the present 0.41

gpm TEC exhaust standara.

335".Pasaenge: Car’ CO, NQx' and Pa:ticulate

Exhaust Emissxon Standards’

a. Passenger Car CO Emissian Sranda:d

Cu:nent E?A p:ojectians ove:-predict CO emissionsg when -
compared to trends measuced as S50 2ir monitering stations. On
this bazis, the curcent emission standard goes bayond the levels
‘fidcessacy to proteéct health: and meet NAAQS.
the emizsion levels should ba justi ied on. the baszs-at ai:
_qual;:y needs. , .

o |

o

,f . Naticnally, ambzent.co levels-in center—city locations-have
shown a-steaady decline at tha rate of 7% per year with an. overall.

reduction of. 35% in ambient levels from 13572 to 1978. Locacions

' "'tradi:xonally -having the warst GO’ prnblems hava: impraved: at.an,

- evan faster -cate.:.

For exampla, the 16 U.S. monitoring. stations
reporting the highast CO concentra=ions durlng the £ive vears,.
1973 to 1878, have experienced a raduction in ambient GO levels on
the avarage of 43% or about 9% per year. The rate of improvament
has been so rapid that a Naticnal Academy of Sciences panel report
concluded that "the need for the federal 3.4 grm CO light-duty

vehicle standard desarves re-avaluation.”

. A report from the 'CO Control Assessment Panel of the National
Research Coungil to ERA, dated June 3Q, 1980, found the possi-
bility exists that emissions from current California cars, built
to either a2 7.0 gem or£ 9.0 gpm CO standard, will be sufficiently
controlled for attainmant ¢f the federal CO air quality standard.
on the basis of this finding, the Panel recommended that the need
for the 3.4 gpm CO emission standard be re-evaluated.

' 'EPA'a ambient standard-excludes methane and facuses .
“rrreneontsok. of’non—methana hyd:oca:bonsm,gly__“.b_ru,_ o Lo

EPA 3hould adept an exhaust non-methane HC 90% reduction

In set€ing standards,
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N Reccmmended Action

-‘Ji'fbf“‘ X less st:ingenn standazd, cans;stant with demcnstrable o
azr quality needs, should be’ establ;shed ' :

T .Passenger. Car ch Bmissian Standa:d .7 .

Cuzrent EFA projecticns’ over-predict NOx emissions when
compared to trends measured at 50 air monitoring stations. On !
this basis, the current emisgion standard goes beyend the levals

‘necessary to pratact health and meet air quality standards. In
setting standards, the emission. Ievels should be justlfied on the -

,hasis ofrair: quality needs._:h_A,- S S

Only tvo ‘Grban arbas outside of Califarnza, Denver..and . Lo
cn;cago, failed to achiave the ‘annual -average NOx NAAQS of 100 Lot
ug/m3 in 1578, acecording to an April 1980 EPA’ draft report on
ambient monitoring activities. Zoth lecations are c¢lose to the
standard with the highest value reported in Chicage at 119 uq/m3
with Denver essentially at the standard.. Because ambient NOx
concentrations are either close to or below the NAAQS, the need
for a 1 gpm NOx standard deserves re-evaluation. Based on

_available air quality data, a standacd as high as 2.0 gpm NOx may .
(:::favide an adequ&t& mazgin.aﬁ.saﬁatg fac public.health needa.‘,_; AR

Recommended Acticn e . ‘ i
_——-_—-—". e ot N < In ‘. . o -{' T
" A less.stringent. standard,.consisténe with: demonarrable e

e mae L

.a
o a;: quality needs, shcu‘d be establzshed.
. - Passenner Car nieaei Parﬁicblate Emzsszon Standards f??f“”*t?*fﬁ
In Marzch, 1980, :he EFA egtablished a anal paztzculate '

standard for 1982 and subsequent model year light—duty diesal

vehicles., These are (.8 gmm for 1l582=-84 diesel cars and
light=duty trucks, 0.2 gpm for 1985 diesel cars and 0.26 gpm fa:
1985 diesel trucks balow 8500# GWW. EPA has issued a Hotice of '
Proposed Rulemaking for particulate regulations covering heavy=-

du:y enginasg for vehicles ever 8500# GVW with a proposed standa:d

of 0.25 gm/Bhp hz.

EPA nasz found that current diesel cars emit from 0.3 to 1.8

gpn pasticulates depending on the size of engine utilized.
Howaver, the Agency has acknowledged that any attempt to control
the NOx emissiong to future NOx standard levels causes siganificant
increases in particulate emissions. Thus, for lazger diesel
~~engines, EPA has concluded that contrelling the partisulates to a
4 J+2 gpm level will be guite difficule because effective hardware
“~~fas not been demonstrated which will provide adequate pasticulate ;
contrel at the more stringent NOx levels., Moreover, manufacturers. ‘ )
‘have publiely expressed great ¢oncern ‘about the 0.2.gpm 1985 L _
I

standard.




tLeicate. the need for pareieulaxe control at 1985 standard levels.,

. =5

-—
Mcre impertantly, there.is no astablished evidenge to

An Oceebe: 1980 National Academy of Sciences” ‘study emphatically-
states that’ there haa .been no demonstrated adverse health effect
f;cm dieeel axhaust., - . . RS
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“Reecmmended Action'v"

-] Until EPA detarmines that a need for control to lavels
morae stringent than the 1982 standard is required to

" meet astablished public: ‘health needs, the Agency should:
. :eea;n ehe 1982 stendare ‘er future model yeazs. .

4. Heevv Truck Standards ,? {':_'“

a. Heavg,outy 1984 Test Proeedure

‘ Im February, 1980, EBA issued a: £imal: rule for 1984 model
heavy duty engines (HDE's) and with it imposed a2 new transient -
test procedure and 90% ceduction in emissions for HC and CO. The
bagie issue is whether the adoption of a new transient test

nrocedu:e,and the azsociated emission standards iLs appropoiate for

gaseline and: diesel engimes. The: nmew.transient test procedure.
~,: a limited number of HEDE's would not contribute to any

'signaﬁieant ar: eemmeneu:eee.azr quality benefit...

“-full life" of the engine,

. Tese cyele ve:ificetion which has been ianored by EPA is
uantzenla:ly impcrtant.and app:op:ieee since - this is the fz:st

?time ‘thit tha! "Agéngy’ has Taliad on, ccmputen analyt;eel ‘seghnigues, me

.uzing dasz £rom many. ditfarent. types and gizes of trucks in -many .
differcent d:iving usages to develop a single representative
gercification test cyele. This i3 completely different freom the
light-duty certification test cvele which is a real life driving
pattern f£rom a specific car operating on a spacific road coute.

In-use HD vehicle surveillance data are available which show
excellant correlation between the current HD test cyele and a
"real world™ transient cvela.

Recommenaed Acticn

The Administzator should zetain the heavy duty tast

e
procedures currently in use.

b. Heavy Duty Dafinition of Useful Lifa

EPA has promulgated the definition of usaful 1ife as the
in contrast to the half life intendad

by Congress and used in passenger cars. ‘and-light trugks in the
Act. By s¢ doing, EEFA is ignoring the: intent of Congresds.

i
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The Act provides that in the case of vehiecles other than
#3ht duty, useful life .shall be a period of use of five years or
.+ +000 miles'(half life)~—or the .equivalent unless the. .
Administzato: determines that a peqiad ef use of greater du:ation

o: mzleage is app:opriate.

..~ ,.Cangress believed that :he useful life, 1, e., ‘half life, far
amissiohs centrol systems of" ‘heavy ‘duty’ vehicles ‘or. engines: may be.
longer than for light duty vehicles, ang left this determination
up to the Administrater. Howaver, 'Congress clearly intended that
it be the half life, not the £full life promulgatad by EPA.

1

"In addieian, by éhgnéing the coneapt &£ half life to full '

usaful life, EPA is alse, increasing the 'stringency-of the emzssion A

standa:ds., 1314 example, if the concept were applied and the full

-1ife were: assumed to be 100,000 mileés;.this. would greatly .incfease j

the ‘stringency of the denerxeration factor -(DF) due to a doublisg
of the useful life, 'This inerease in the DF must be compensaned

- for by lower initial emission levels,

" Recommended Action

] Reaffirm the Congressional intent that the "half life”
" éoncept be applied in determining: useful life. EPA
should establish. a means for defining useful life . of

' a heavy duty engines within the: Congressicnal concepsi- . ¢
. 1

L . o= L d . [ +
PR TRNA LN .o A

Loy Heavz nutx 10% Agn ~

- Acceptable quality level (he:einafter AQL} reflects the
.- percentageofia- populatzon which will fail to-achieve a .given.

quality criteria. -'Passenger vehicles during. assembly “line: testing‘ 3,"

' must meet a 40% AQL, which means that the projécted failuce rate
can be no more than 40% of the venicle type being tested. The
importans result of using a 40% AQL is that an engine type meeting
this gquality level will, on average, meet the anissicn standards.

Howaever, 1284 model year heavy duty engines are required to
meat a 1l0% AQL, or the failure rate nust be less than 10% of those

tas:ed.

Should the manufactursr fail to achisve the minimum AQL for
any of the thres requlated exhaust emizsions, the cartificate of
confozmity can he revoked, previously seold engines recalled, and
addieional vehicles and engines may not be produced.

The change to a 10% AQL from a 40% AQL will have the
,-Bractical effect of lowering the emissions standards by as much ag
1 additional 54%. This is go because manufdcturers will have oo

ihieve amissions reductions in production much below the standard

in order o ensure :hat all eng;nes will pass.

VL L L e e s L
. .. Lo M
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Because Cong:ess required -that the standards be dete:mined on

T the baais of average results from. baseline engines, it follows.
that compliance with the standards was intended by Congress to be .

. on the basis of averaging. This-strongly suggests than an average
. emission. level. shauld e, uaed &8, determzne complxance.

5. Eassanger cAr Hiah Altltuda Standarns L

Recommended Action

© . EPA should revise its SEA regulations to require a 40%
. AQL.for all heavy.dqty qng;gesq.. ) o

. The Claan Ai: Act :equz:es that bv 1984 al‘ passenger cars be

céphbla—af maeting the emissions. standards regacdless. of the

O

altitude at which thae cars are sold. EPA has indicated it will.
expand this requirement to light trucks as well. Though the £inal
regulations have not been promulgated, tie implications of the .
Clean Air Act requirzement are onerous and conflict with national
obiectives to improve fuel economy. The sale of vehicles at high
-altitude. represents only 3-4% af the U.S. mackat, yet this rule
will require that all vehicles sold. must be capable oﬁ meeting ‘
hzgh‘al:itude emisszona standardsy’

.o The Clean Ai: Act.autha:izas EBA tc establish appropr:ate
"high aleitude- emizgion ‘standards prior té 1984 upon a showing of

" both need and technolegical feas;bzlxty. On Catober 3, 1980 EPA . - ©

‘dnndunged interinhigh altitude 'emission,standards.foz. 1982 .

. and 1983 cars and. light=duty trucks after” conclud‘ng ‘mhat..

*implementation of thesa standards. will provide significant
environmental benéfits," Hewaver, an examination of EFA's
analysis and published air guality data did not indicate any
compaelling argument for the need of special high altitude interim
emigsieon standards for moter venicles, With regard to 1384 and
subsequent model year vehicles, the Clean Air Act requires meeting
applicabla standarcds regardless ¢f the altitude at which cars are
seld, The intant of the 1584 provision was to preclude manu=
facturaers from offering a greater variety of cars at "sea-lavel"”
than in high altitude areas and was not established upon -

envirommental need.

Paeommendad Action

o Eliminate the 1984 and beyond model year rules and per=-
: mit continued use of the regulations already estaklished
‘ for the 1982 model year., A provision should alse be
added to allow the sale at high altitude of vehiclas
_exempted: from-compliance with the unique emission
‘standards if they- can meet the current Califoernia high

alticude compliance critacia.

N, a1,
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o gl, 984 L;ght Truck Exhaust Emzssxnn Reculaticns

fhe: Clean Ai: Act Amendments of 1977 requzre a 90% raduction.
-of BC and.CO emissions for 1583 and later mecdel years, applicable
ke theae light-duty- trucks (LDT's) in-the 6000-8500% GVW class. ', =~ = "
On September 25,°1980° “the EPA 'promulgated’ 1984 and- Subsequent, G i
Model Year Light Duty Truck (LDT) Emission Regulations. The . ‘
requirements of the regulations ¢gnsist of three major separate
alementz: (1) more stringent HC and CQ emission standards (90%
reduction.from a 1969 basg year. is. requized by the Clean Air Act
with respact to some of these trucks)y (2) an increase in
eertification durability caquirements. and assaclated.emission
/. .eontzol system warranty; and (3)- significantly- more st:zngent
; ' ass&mbly line test requx:ements (lo% aQL). - ‘ ..

' . .The p:ovisiana for inc:eased du:abxllty (extended useful
' life) and the mofe stringent assembly line testing are not
reguired to be established by the Clean Air Act and have heen
adoptaed based om EPA's puzpo:tedly diseretionary authority to sat
such requiremants. These additicnal regulatory regulrements will
have ingignificant air quality benefit. Certifying and warranting
++ light=duty. .crucks ta.their $ull useful life will present d:astxc
~ghangdés ta the: fundamental: ce:tificationtprcgram and assoc;ated
(?:)nginee:inq development effo:ts. PR L

i

- There is no tadication ‘anywhare inm the- leqislative hiscocy af,.,

* the 1977 Clean Air Act that the.useful life-of lighe-duty trucks
* should be znterp:eted ‘ag.a total li¥a. wWhen usaeful life. o
- definitions. forr -light-dity..vehicles weze initially established an }

jﬁ:ve years 6r 50,000 miles {(Sec€ion’ 202(d)(l), 1970 "CERY ;. ‘Congrass ¢ "
knew full well that the vehicles ‘were actually used for périocds o: L
distances as muegh as ewice as long. Consequently, Congress
agtablished the mandatory compl;ance period at approximately the

halg=-life point.

i

The 103 AQL requicement means essentially that every vehicle
must pass the end~gf=line test. This effactively increases the
emission certification compliance requirements dramatically=-
resulcing in increased costs and, where adeguate technology may
not be available for compliance, a reductien in product offering. -

The provisions Qf this requlation requiring inereased
durability and warranty liability (extended useful life) and the
more atzingent as3embly line teating (10% AQL) aze not required to
be establishad by the Clean Air Act and. have been adeopted. based on
EFA's purportedly discrecionary autherity €0 set such recuire-

e —
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r \ Recommended Actzcn

, . ERA should amend the 1984 Light Duty Truck Exhaust

Enission Regulations te eliminate the extended useful’
- life durability requirements.. The 10.%3 AQL :equirement
.- Should’ be changed to the 40% AQL now used Eo: passenger .

cars.

7. Acceptability of Averaging

< .- ."Averaging® has been. fundamental to. motor vehicle emission
gontzal regulat;ans and ambient air gquality measurements because

-the. amkbiaent -aif. affdctively sees the average pollution cf the-

satal in-use yehicle £laet.” axstar;:aIIy, the EPA uged- T
_"avaeraging".in astablishing varicus baseline emission levels on, e
which ko Dasa new emissicn- standards. The Claan Air act - R
Aamendments of August, 1977 dicected that the 1983 and 1985

heavy-duty engine emission standards be calculated "...from the
averace of the actually measured emissicns fzom heavy duty
gaseline=fualed vehicles...™. Thus, tha intent of "averaging” is
melici: in the Clean Air Act and it3 legislative history.

) “'The ‘conceps-o £ avaraging ig fundamental to the Clean Air Aet
(::\a::;nq with the faet that ambisnt air quality. ia an average. e
- e . o

/lue. However, several amission control gquidelines and standards’
quize that-avery vehicle.or .engine .tested must pass the assigned

. sgandard. K This applies to cactification ‘approval of tasevehicles '
and engines and to subsequent .producticn line and vehicle=in-use. S
tests. such a3 SEA dnd 207(b) inspection/maintenance.’ Abandoning . T

‘*"this asnecept ¢f-avardging - dnd. requiring. that.all .tesgad. unim;_mee: TS

an assigned standard. iz an administrative tightening of’the
s=andard and, in effect,” has regirired ‘an average reduction greatar’

cnan thac which seems apparent in the numbers.

An avaraging approach will make the everall amission
certificacion, new car and vahicle-in-uyse.audit programs con-
sigstent within themselves, censiscent with air guality measure=-
ments and withh the terms of the Act. Manufacturers would have
increased flexibilities of compliancea which potentially could
saduce the associated costs of compliance and also could rtesult in

£uel savings.
Racemmended Action

EPA should revise its regqulations &g provide that all
raquirements dealing with certificasion, production,
v compliance and recall actions be in terms of average

' valuas of the units tested, not ceilings which may not

o ) be exceeded.

=]
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-ft\z Unreculated Pollutants

L

The 1977 Amendments -¥ the Clean Air Act require ‘the vehicle
manufacturas - te establish to ‘tha satisfac:zon of the Administrator
that emission contrsl. ‘systems do. not "cauge.or ‘eontribute ko an.
unreasonable. pisk .to public-health; welfare .o safaety...".' Under
cuzrrent law, this could contemplate all kinds of failure modes and
non-FTP conditions.

It ia fundamentally bad public policy to impose on private
parties the duty to detarmine what may "cause or contribute to an

unreasanable risk to public. health.™. Government is uniguely able, .-
and cnnsequentiy the mast.proper enti ¥ to ‘bear principal. :espon--ﬂ'zf-

sibilxty for determining what. is. likely to endanger  the publie.
health and to .establish the -actians reauired tc minimizé that

endangermaent. EFA already has adequate authc:zty to regulate

t:oublesome pellutants.

Recommended Action

(-] The Administrator should impose only a2 reasenable
© repecting requirement which could precipitate further

EPA. study and, if necessary, Subsequent consideration inﬂ““

.

(:"jfi-:' 'normal rulemaking for new .standards.
-

.o .o - . 4 A N . ," 13 ".' LTI . PTRER] . " - L ' Al . . -
./ ; Lo . . R ; K : } I
. . ,

S Lead T‘me .;.',n _-_ﬁ; et e

™

The'Clean.Aiz Act di:e::s ahe«Adminis::acu: in establisbang

'emisszcna gtandaras. Lo taka. into adeount lead. time. .’ On oc:aﬂion,

EPA. has'claimed that. lead time should be measured frem the time a-
manufacturer first has notice of the Agency's intent to propose
adeoption of a regulation. Because comgliance with many of the
Ageriey's regulations has entailed considerable cost, as well as
allocation of limited tachnological expertise, it is unsound to
suggest that a manufacturer is obliged te allocate seme of these
sgarce resources to initiating compiliance with the reguirements of
a2 regulation which the Agency may ultimataly not adopt or adopts
in such a radically diffecant form that past effozts prove wholly
or substantially wasted.

Racommaended Action

o The Administrator should caleulate the appropriase time
for compliance from the date on which the ragulation is
premulgatad.

; Ecgnemic I[mpact Asgessment

The 15977 Clean Air- Act contains a minimal requz:emen: that an
econcmic impact assessment of cartain regulations be made by the

Adminiserator bafore their proposal. However, the requiremant has
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! f’f\ been easily ci:cumvented. In view of the acknowledged monumental
.+ cost invelved in compliance with the Act's: requirements, the .

°7  assessment of econcmic impact (which includes: enecgy impact) is
Made even morce essentzal today.’

Reccmmennen Acticn ‘"fg.:fgfhu.:”} 4,_ L
o The Administrator should make the Econemic Impact

Assessmant {adding cost/benefit and cost effectiveness
analyses) of all ERA prcposed requlations {not just
. - enumerated provisiens). ' The.failure .to make such an
; L ' . assessmaent or the making. of an. inadequate or arronecus
S . .aases*ment should be. g:ounns fcr jud;czal zeview. . - .
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'i:. Medxuﬁ ana aeavv Truck Noxse Stanaards

! Medium and‘heavy duty trucks are regulated with respect to -

* . - naise by EFA under authority ¢f the Noise Caontrol Act. The

; current. scandazd of 83 decibels became effective on January 1,

! 1978. EPA promulgated a. more stringent standard of 80 dacibels
originally to be effective January 1, 1382, Recently the outgoing

" 'EPA Administrator deferred the effactive date .of the standard one,

~TN - year te Janua:y-l, 1983 primarily  because of the cecent down:urn_
in :he acanomac‘canaition oﬁ :he truck manufac:nrlng Lndustry.

. Two txuck manufacturers petit;oned EPA td withdraw the"
: standa:d.f EPA’ analys;s ‘methods-and. data ware challengad lead;ng
. the manufacturers to conclude the 30 decibel 3tandard was not, .

' under” prasent’ cona;:;ans,
sther manufactu:ers redquested the 80 decibel standarcd be defarred -

for 2 to 3 years-because of the excessive tuzdan of engineering
and complliance costa and the capital investments reguired.

The cost of meeting the 80 decibel standard according o EFA
ranges from 5307 to 3876 per truck with overall coats in the first
three years of implementation totaling $468 millieon. The
community nolise impact of medium and heavy truck noise contrel is
; one measuse of the benefic of noigse ceontrol. jggggg;i_ggggg_ég_gg
‘ agca ¢ £ mov ihals woul

1" and walfara" benefit to the communitv. It

involves maraly annovance.

Recommended Action

The EPA Administrator's nnﬂ_xaa:_dﬂfsnzai_éé_éﬂﬁfﬁﬁifﬁﬁﬁ It
is :ecommended that she 80 decibel standarqd he ang

on be imposed until the "health and
W " _raculation b

'''' . . EPA_hag the authority to _make tiis change agminissrativaly,
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juseified-dn-a-cost-benefic basig. . Two.;-
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! * Safety and Vehicle Fuel Efficiency Standards .

-

1. . Bassive Restraints

i . Pedecal Metor. Veh;cle Safety Standa:d (FMVSSJ 208 J.SSued by ..

the Depa:tment af” Tranapo:ta:zon (DOT), Naktional. Highway Traff:.c
Safaty Administration (NHTSA), as amended on July 5, 1877,
requires the installation of: passive .cestraint, protection in the.

front-geat. of all-.passenger: cars beginming. with fullesize cars in-- .~ - .
model year 1582 and ilncluding midesize cars in MY '83 and all cars:

in M¥ '84, NBETSA'g justification is that too few occupants are
using the available.active belt systems and that passive
regtraints will provide automatic p:atecticn r:.hat w:.ll save
tnausanqs of Iives annually. '

Campliance w:.,th this :Pquirement w:.ll 1.1.ke1y entail either
ai.: cushion restraints.or. passive belt, systenms, "Manufacturers
have publicly stated thaf air cushion restraints will cost from
$500 to 51,000 per car. depending on production volume.' Passive
belts are estimated by at least ene manufacturer to add
approximately $100 per car, or $§800 million in tetal in an
8 milliomr cac year. Thaere is no questiaom that passive cestraints
are affective: in reducing’ injury severity in certain types of
eollisions, but their effectiveneszs in the aggregate is not

- expected to be greater and may be lesg than that achieved with

available lag and. shoulder belts if worn on the scale achieved by
-y nations which cequire’ their use (this is cur:ent...y at a v
el at 70% or, q:ea:ar ag repo::ed by NEISA). S 1

-Recommended Action. [ R

DDT shauld promptly :eevaluate the, need. fcr imglementanon ojc‘._'.. .

.the passive ‘restraing’ requiremen: ‘{which.was pramulgat:ed almost
four years age)* and reassess its p:ojected safety’ henafits.
Reexaminaticn may well justify delay, modification or even

withdrawal of the passive restraint requirement.

2. Bumper Standard

The Fadaral mosor vehicle bumper standard (49 CFR Part 581)
issued by DOT requires bumpers capable of withstanding front and
rear impacts at 5 mph without exceeding minimum damage to the
velhigle or its bumper system. (Phasa II bumper damage <criteria
became affective September 1, 1979.)

The need for this .regulatien has not been substantiated.
NHETSA has claimed the standard would produce savings in vehicle
damage greater than the additional coast asseciated with the '
standard., The NHTSA estimates ace based upon data that are not
mmplete encugh te permit accurats assesasment. On the other hand,

i % publiely available data demonstrate that a 2.5 nph impact

L !

* MVMA member companies will offe: speciflc recommendations
with zegard to implementation of ocgupant restraint requize-

ments.
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. there i3 no justificati
- eriteria., ‘

- @pomr NETSA's estimate of 80 gallens per can lifetime.

'HQamdgg cri:aria‘snould'be'herd:gc“the
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. fséééd'kgﬁld"pefmih'a‘:eduction'in‘vehiéle'weight that in turn
- would p:oducg combined initial cost and fuel. savings greataf than -
* the problematical savings. and property damage reductions with

bumpers meeting’ the §5 mph test impact speed. . 'Aside from the
savings with the 2.9 mph

found that the data produced in the course of rulemaking T
demonstrata that a 2.5 mph bumper will be both cheaper to buy and

cheaper to replace if damaged than a 5§ mph bumper. In addition,’
on for the stringant Phase II damage

- ..The industry is complying with. the present:5 mph impact -
-3peed reqiirement; but at’ an additional direct cost of at least -
the $50 per car NETSX has - estimated.. Thig amounts to'$400 million-
in an 8 million car year. 1In addition there is an annual fuel -
penalty of 836 to 990 million gallons for the entire fleet based

Recommendaed Astign:

.. It ig reccmmended that NHTSA be required to reduce the bumper

impact speed requirement. £o 2.5 mph-in longitudinal impacts and.

1.5 mph in cerner impacts as proposed in-S.115% effeced by Senator

‘Byedi - (D=WV). in. the S6th Congress. In additien, the property :
1979 lavel -(Phage.l}. ...

-
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nger Autemobile™ Fuel Economy *

'_TJB,“,Passen'er & "Nopn-Passe " R
v gtandards Eoc: the Fost-15988 Beriod . ... e Co :

' In 1875 with the passage ¢f the Energy Policy and Conierva= "~
tion Act (EPCAf, Congress rejsctad the thesis that the market
woula be the most efficisnt and egquitable allocator of crude oil
and petroleum products. Attempting to "manage" the market by
maintaining oil price controls while limiting demand througi
legislated conservation measures, Congress established fusl
econcmy standards for passenger automebiles and authorized the
Secretary of Transportation te establish standards for “non-
paasenger auteomebiles." The pertinent sections of the Motor
Vehicle Information and Cost Savings Act as ‘amended by EPCA are

Sections 502(a)(l) ana 502(b).

Saction 502{a)(l) ef the Motor Vehicle Information and Cost
Savings Act established 27.5 mpg as the corporate average Susl
acancmy (CAFE) ssandacd for passanger auntomobiles for 1985 and
thereafear, The Secretary of Transportation may, by rule, amend
tha post-13585 3Fandards. Howaver, any amendment which increases
the standacd above 27.5 mpg or deczeases ig belcew 26.0 mpg must he
submitzted to Congress. The amendment would take effect at the and
of 60 calendar days of continuoua session of Congress unless ‘
a@ither House passes a rasolution of disappreval.

ph bumpér. at'leaat. one manufacturar.has . - .
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, Section 502(n) of the Mntnr venicla Infarmation and Cost
savings Act. requires. the Secratagy of T:anspa::ation to prescribe
eorporate average fuel econony standards for "non-passenger
automebiles,” that i3 light-duty trucks up to 6,000 lbs. gross

vehicle waight :ating {(GWR), for each model year beginning with

the- 1579 -model year. THe' Secretarcy-was. alse given authority to.
sat standards on trucks up to 10,000 lbs. GWWR provided that (a)
the regulation of sush vehicles wle result in significant energy
conzersvation, or (b) such vehicle will he used for the same
purpese as vehicles below 6,000 lb=s. GWR. Mandatory standards
have been established on n:ucks up to 8,500 lbs. GVWWR through’
modal year 1985, . ) )

Y

. Recommended Action-'

Batablisning naw pos:-lsas standards, either by regulat:cn er

legislation is unnecessacy because macket forces are new (and
" ghall in the future be) demanding the prcdu:tion of fuel-efficzent
. vaehiclas. :

4. Econemic ImBact Analzsis

The Natianal ‘Traffic and Motor Vehicle Safecy Act (Secticn
12)) feguires that Pederal Motor Vehisle Safesy Standazds be
_Acticanle-as-well,aa'meeting a. safety need. Practicabiliuy
includes a peascrablé balance between improvemant inm safacy
performance .as: a: resule of a stAnda:d Qr :egulat;cn and tha
eccnomzc cost of the regulation. : .

s \ o

The National Eighway Tratfic Saﬂety Adm;nist.atzon sheuld not
anly subject gpropeosed new standards te a rigorocus economic impact

- analysis but should also undertake a systematic assessment of the

economic consaguences of existing standards and weigh them against
realized safety benefits, NHETSA's parformance in both these
regards hag fallen far short ¢f its past commitments.
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