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Cash for Clunkers Could Hold As Much Opportunity As Risk

Summary

In our view, the impact of a “cash for clunkers” program on U.S. automakers, secondary market dealers, and suppliers has been
overstated. Proposals that are impactful enough to be effective are likely to be prohibitively expensive, while a frugal approach is
unlikely to generate significant participation.

Key Points

• Several bills in Congress would offer incentives for drivers to turn in older vehicles for newer fuel efficient ones. The only bill
with support from senior Senate Democrats at this time would narrowly define eligibility to fewer than 5% of U.S. vehicles, and
according to our analysis, the participation rate is likely to be much lower than that.

• Autos. The Senate bill allows vouchers to be used toward the purchase of foreign and used cars. This limits the impact on U.S.
manufacturers and draws opposition from the influential auto workers union.

• Auto retailers. Although concern has been expressed about the impact of the program on used car retailers, to the extent that the
bill changes behavior, it could drive voucher users to dealers and away from the private placement market.

• Auto parts. If the incentives were high enough, program bias toward the oldest vehicles could somewhat reduce the market for
parts. However, depressed vehicle sales are likely to be a much larger factor, keeping older vehicles on the road longer. We
reiterate that less than 5% of U.S. vehicles are even eligible for the Senate bill and believe that any downside from the bill will
almost certainly be dwarfed by economic/credit factors.

• Oil. Under the most optimistic assumptions, we believe the bill would reduce U.S. oil consumption by 80,000 bpd in 2012, less
than 0.5% of demand.

• Conversations with Congressional staff lead us to believe that there is a less than a 45% likelihood that the ARIV bill will
become law by the end of the 1H09.

The Proposal

As part of the effort to rescue the U.S. auto industry, President Obama announced his support for passing legislation through Congress to
provide an incentive to drivers of older fuel-inefficient vehicles to purchase new efficient ones. The policy has been employed to help
stimulate auto sales in Europe. House Majority Leader Steny Hoyer (D-MD) predicted that the House would act on a "cash for clunkers"
program in the near future.

Legislators in the House and Senate introduced the Accelerated Retirement of Inefficient Vehicles Act of 2009 (ARIV) to provide a
government voucher for the purchase of a fuel-efficient new or used vehicle in exchange for drivers scrapping certain inefficient vehicles.
The voucher would be worth $1,500 to $2000 for the purchase of a used vehicle in most instances, but could be worth up to $4,500 for
scrapping late model vehicles and purchasing new fuel-efficient vehicles.

The goal of the program is to stimulate auto sales and accelerate the retirement of the least fuel-efficient vehicles to help the fleet keep
pace with the new Corporate Average Fuel Economy Standards that are being implemented. The higher standards only apply to new
vehicles, and the recession is creating an additional drag on the typically sluggish rate of fleet turnover. The Obama Administration
recently finalized fuel economy standards for the 2011 model year of 30.2 miles per gallon for cars and 24.1 miles per gallon for light
trucks. The 2010 standard is 27.5 miles per gallon for cars and 23.5 miles per gallon for light trucks.

Under the ARIV proposal, vehicles traded in by drivers must have a fuel economy rating of 18 miles per gallon or worse, effectively
narrowing the scope almost exclusively to 11 million pickup trucks and sports utility vehicles, which are estimated to make up about 5%
of the vehicles on the road, according to analysis by the American Council for an Energy-Efficient Economy (ACEEE). The trade-in
vehicles must be in drivable condition and have been registered for at least the past 120 days.
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Figure 1: ARIV Act Voucher Schedule

Turn-In Model Year New Vehicle Used Vehicle Transit Fare Credit

2002 and later $4,500 $3,000 $3,000 

1999-2001 $3,000 $2,000 $2,000 

1998 and earlier $2,000 $1,500 $1,500 

* The program is authorized through 2012, and the model years are advanced each year.

Source: FBR Research, Library of Congress

To obtain the voucher, drivers must purchase a new or used vehicle with a fuel economy rating that exceeds the government’s Corporate
Average Fuel Economy standard for that class of vehicle by at least 25%, with an MSRP of less than $45,000 and with a model year of
2004 or later. Vouchers would also be available for local public transportation. To fund administrative costs, dealers, dismantlers, and
scrap recycling facilities would be eligible for a $50 payment.

The Prospects

The proposal is estimated to cost $1.1 billion dollars per year if the projected 575,000 vehicles participate at an average voucher value of
just under $2,000. However, proponents have asserted that the program could reach more than one million vehicles per year.

A similar proposal failed to be enacted as part of stimulus legislation because of concerns about buy-American provisions, overall cost,
and the effect on secondary markets and suppliers. However, the ARIV proposal is more modest in scope, allows for the purchase of
used cars and foreign cars, and has a smaller price tag.

These changes may dampen concerns about international trade agreements and overall cost, but they similarly reduce the benefits to the
U.S. automakers. The auto workers union (UAW) strongly opposes the bill as using “taxpayers’ dollars to subsidize foreign auto
production, while undermining the jobs of American workers.”

Conversations with decision makers suggest to us that the issue is not yet ripe on Capitol Hill, despite the flurry of attention following
President Obama’s strong statement in favor of this type of legislation. One key question is where Congress would get the money to fund
the program. Ordinarily, this would indicate that the bill is unlikely to become law in the next six months. However, sources emphasize
to us that there is a chance that the program could be tacked on to fast moving, high priority legislation, like a supplemental
appropriations bill or another stimulus package. This would significantly increase the likelihood of passage by circumventing the
tortuous committee process.

Moreover, the President and leading Senators have suggested redirecting unspent stimulus funds for the program, which would solve the
problem of paying for the legislation. However, at this early stage, the process and prospects for such a maneuver remain highly
uncertain. We emphasize that ordinarily, programs of this type must be supported by Congress twice. First, legislation to set up the
program called an “authorization,” and second, through legislation to fund the program called “appropriation,” creating significant risk
that Congress could pass the bill without providing the necessary funding.

At this early stage, we believe that there is a less than a 45% likelihood that the bill will become law in the first half of this year.

The Implications

According to the ACEEE’s estimates, the program could retire nearly 575,000 vehicles per year out of approximately 235 million U.S.
vehicles, less than 0.25%. However, we believe that even if enacted, the program could have significantly less of an impact. This
projection depends on the assumption that over 5% of the eligible vehicles will participate in the program, based on a comparison
between the trade-in value of the vehicle and the amount offered by the voucher. Of the vehicles projected to be crushed, most (442,114)
would come from the 1990-1998 period, from which 10% of the eligible vehicles are expected to be scrapped.

However, in our view, these assumptions are likely to lead to an overestimation of participation in the program. A review of the costs of
a fuel-efficient vehicle show that even after the voucher and fuel savings, the marginal benefit of participating in the program is less than
clear, especially given the consumer preferences of drivers who own 10-18 year old SUVs and pickup trucks.
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A conservative example is a driver driving a very inefficient SUV with a trade-in value well below the $1500 subsidy (16 miles per
gallon and $500). The purchase of an eligible used 2005 fuel-efficient SUV of similar size would likely cost upwards of $10,000. Even
in this conservative estimation, the net $1000 subsidy amounts to under $17 per month, less than the likely finance charges for a
qualifying used SUV based on a five-year loan. Even including the gasoline savings at $2.18/gallon, the fuel- efficient SUV is likely to
cost more than an earlier model inefficient vehicle that did not qualify for the credit. We do not believe that the economic incentive is
likely to drive significant behavior changes in SUV/pickup truck owners. The program is likely to draw participation from some owners
of light trucks and SUVS nearing the end of their useful life, or with potentially expensive problems that reduce their resale value below
that of the credit.

In contrast, eligible drivers could realize significant savings by using a voucher to purchase smaller vehicles like a 2005 sedan which
gets over 37 miles per gallon, has lower maintenance, repair costs, and lower depreciation than older light trucks. However, on the
whole, we believe that with gas prices below the $2.50 range, there is maybe a little incentive for large numbers of SUV/pickup drivers
to adopt a wholly different approach to their vehicles, which would appear to have significant lifestyle implications.

On the whole, we believe that the program as introduced is unlikely to result in the retirement of one million, or even a half million
fuel-inefficient vehicles on the margin. Over 4% of eligible vehicles are scrapped each year, and we believe that much of the
participation is likely to come from vehicles with higher repair costs that are close to being taken out of the market anyway. We believe
the scrapping of older vehicles is unlikely to reach the 10% projected by proponents.

This view is supported by conversations with administrators in the Texas program which, while substantially different from the proposal,
illustrates that higher subsidies may be needed to change driver behavior. For several years, Texas offered a lower rebate to drivers
turning in 10-year old cars but saw very few participants. However, in 2007, the Texas legislature significantly increased the subsidy to
roughly $3,000, causing a significant increase in participation. Additionally, anecdotally, administrators from Texas suggested to us that
cars that would be ineligible for the federal program make up the bulk of the vehicles turned in.

Other Subsidy Options

Supporters point to the success of a German fleet modernization program in helping drive 20% increase in sales. However, we note that
this incentive is approximately $3000, and the program does not have the same restrictions on limiting eligibility to light trucks. There
has also been significant pushback from used vehicle dealers and retailers who say that the program is unfairly hurting them.

There is a proposal in the House of Representatives that would offer subsidies closer to the German modernization program called the
Consumer Assistance to Recycle and Save (CARS) Act. The bill does not presently have a Senate sponsor. The CARS Act has a higher
subsidy value and lower criteria for trade-ins, and new purchases would be more likely to generate new auto sales but reduce the
environmental benefits and increase the cost. The bill would cap the new car value at $35,000. However, the bill includes several
potentially problematic provisions, providing greater incentives to domestic and North American vehicles, which would likely violate
U.S. free trade obligations.

Our conversations with staff suggest that the proposal is likely to be modified, restricting trade-ins to less efficient vehicles and possibly
raising the standard for vehicle purchases under the program. In our view, such changes would be necessary for the bill to gain enough
momentum in Congress to become law.

As presently drafted, the bill would offer:

$4,000 for:

• Domestically assembled cars with a minimum highway label fuel economy of 27 miles per gallon.
• North America assembled cars with a minimum highway label fuel economy of 30 miles per gallon.
• Domestically assembled non-passenger vehicle (light truck/SUV) with a minimum highway label fuel economy of 24 miles per

gallon.

$5,000 for:

• Domestically assembled cars with a minimum highway label fuel economy value of 30 miles per gallon.
• Domestically assembled registered work truck.

$3,000:

• North America Assembled non-passenger vehicle (light truck/SUV) with a minimum highway label of 24 miles per gallon.
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Avenues for Passage

Given the intense interest in the issue from senior White House officials, rapid action remains a significant possibility. We note that the
willingness to spend between $4 billion and $8 billion dollars on the program by redirecting unspent stimulus funds is a very bullish
sign. If the Administration can forge a consensus between labor interests who want the bill to focus on less efficient American vehicles
and environmentalists who want higher energy improvements, rapid enactment of the bill remains a possibility. The next step to watch
for is a concrete plan from the Administration on how to fund the program.

Figure 2: New Cars Likely to Be Eligible for the ARIV Voucher

MY09 Eligible 

Light Trucks Type Models

Combined Fuel 

Economy Range

Chevrolet HHR 12 29.6-34.1

Chrysler PT Cruiser 1 30.3

Ford Escape 4 30.4-44.2

Ford Ranger 2WD 1 30.3

Honda CR-V 2WD 1 29.7

Hyundai Tuscon 1 29.1

Jeep Compass 5 29.1-33.1

Jeep Patriot 6 29.1-32.5

KIA Sportage 1 29

Mazda B2300 1 30.3

Mazda Tribute 3 30.4-44.2

Mercury Mariner 3 30.4-44.2

Nissan Rogue 2 30.6-32.3

Saturn Vue Hybrid 1 36.7

Subaru Forrester 2 29.1-29.2

MY09 Eligible 

Cars Type Models

Combined Fuel 

Economy Range

Cheverolet Aveo 4 37.5-39.7

Cheverolet Cobalt 2 35.9-39.3

Cheverolet Malibu Hybrid 1 38.6

Dodge Caliber 1 35.3

Ford Focus 2 36.0-37.0

Honda Civic 4 37.5-58.8

Honda Fit 3 39.5-41.3

Hyundai Accent 2 38.9-39.5

Hyundai Elantra 4 34.5-36.8

Kia Rio 2 39.4-40.0

Kia Spectra 1 35.3

Mazda Mazda3 1 36

Mercedes-Benz E320 Bluetec 1 34.7

Mini Mini Clubman 5 35.0-42.5

Mini Min Cuper 6 35.0-42.5

Nissan Altima 3 34.9-46.7

Nissan Sentra 1 37.7

Nissan Versa 3 35.8-38.9

Pontiac G3/Wave 4 37.5-39.7

Pontiac G5 5 35.9-39.3

Source: ACEEE, FBR Research
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Figure 3: Vehicles Expected to Be Eligible for the CARS Act Voucher

Chevrolet Aveo, Cobalt, Colorado, Equinox, HHR, Malibu, Malibu Hybrid, Traverse 

Chrysler PT Cruiser, Sebring, Town & Country 

Dodge Avenger, Caliber, Caravan, Journey 

Ford Edge, Escape, Escape Hybrid, Flex, Focus, Fusion, Fusion Hybrid, Ranger, Taurus 

Honda Accord, Civic, CR-V, Element, Odyssey 

Hyundai Santa Fe, Sonata 

Jeep Compass, Patriot 

Mazda B-Series, Mazda 6, Tribute, Tribute Hybrid 

Mercury Milan 

Mitsubishi Eclipse, Galant, Outlander 

Nissan Altima, Quest, Sentra, Versa 

Pontiac G6, Solstice, Vibe 

Saturn Vue 

Toyota Avalon, Camry, Camry Hybrid, Corolla, Corolla Matrix, Highlander, RAV4, Tacoma, Venza 

Volkswagen Jetta

Vehicles expected to meet the CARS Act fuel-efficiency requirements

Source: US News & World Report, FBR Research
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Risks 
The future course of domestic and international supply and demand and the prices of energy commodities 

may substantially differ from the forecasts outlined in this report. Domestic and international variables that 

may affect our forecasts include weather, general economic conditions, geopolitical developments, military 

conflicts, and regulatory and political developments, as well as capital investment, technology, and 

geophysical factors affecting the production of energy commodities. These variables are likely to interact 

with one another and to create outcomes that may cause future prices to differ substantially from our 

forecasts. 
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polled by Bloomberg L.P. If any hyperlink is inaccessible, call 800.846.5050 and ask for Editorial.
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