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Cost-Benefit Analysis 

Dealers, Manufacturers, and Rental Licenses (280-RICR-30-20-1) 
Rhode Island Division of Motor Vehicles, October 2019 
 

Introduction 

The Division of Motor Vehicles (Division) proposes to amend regulations regarding the documentary 

preparation fee (doc fee) cap and the threshold for transactions for which the documentary preparation 

fee may be charged.  The proposed amendment would raise the doc fee cap from $200 to $400 and 

increase the threshold for applicable vehicles from $7,500 and above to $10,000 and above. This would 

bring the Rhode Island doc fee in line with the median doc fee in Massachusetts and update the 

applicability threshold to account for inflation. It is not advisable at this time to raise the cap beyond 

$400 or remove the cap entirely since this could significantly limit market information, especially for 

consumers that are unaware of any changes to the fee. 

Pursuant to the Administrate Procedures Act (APA), R.I. Gen. Laws § 42-35-2.9, the Division has 

conducted a regulatory analysis for the proposed amendment which estimates the societal costs and 

benefits that result from changing the doc fee cap and the applicability threshold as well as provides a 

range of alternatives. 

Background 

Pursuant to 280-RICR-30-20-1, any motor vehicle sold in Rhode Island for over $7,500 may have a 

documentary preparation fee (doc fee) of up to $200 levied on its sale to cover the cost of dealer 

paperwork. Rhode Island is the only New England state to cap its doc fee, and only 15 states impose a 

doc fee cap in the country. Furthermore, Rhode Island’s $200 cap is below the $312 average doc fee 

across all states, and below the median doc fee of $400 in Massachusetts and $500 in Connecticut.1 The 

average price of a new vehicle in Rhode Island is $31,5002, so the $200 doc fee represents only 0.6% of 

the new car price. For vehicles sold near the $7,500 price threshold, typically used cars, the $200 fee 

comprises 2.7% of the total vehicle price which is larger but still a small portion of the total price.  

Proposed Amendment 

The $200 doc fee was initially set at $75 in 2004 and raised to $200 in 2009 with no additional 

amendments over the past decade to account for inflation and regional differences. The proposed 

increase for the doc fee from $200 to $400 would adjust the fee for inflation and put the cap on a similar 

playing field as neighboring states. At the same time, the $7,500 threshold has not been updated to 

account for inflation since the regulation was adopted in 2004. The proposed $10,000 represents a 33% 

increase over the current threshold of $7,500 to account for the 33% increase in prices over the past 15 

                                                           
1 https://www.edmunds.com/car-buying/what-fees-should-you-pay.html 
2 Implied from total sales volume and number data: https://autoalliance.org/in-your-state/RI/ 
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years. There is also a $20 title preparation fee, which has no applicability threshold and has remained 

unchanged since 2004; no changes are being proposed for the title preparation fee at this time.  

Regulatory Options 

Pursuant to the APA, R.I. Gen. Laws § 42-35-2.9(b)(1), the regulatory analysis must include “the benefits 

and costs of a reasonable range of regulatory alternatives.” In addition to the proposed amendment, 

several other alternatives are considered: 

1. Raising the documentary preparation fee from $200 to $300 which is in line with the national 

average. 

2. Removing the documentary preparation fee cap which is in line with the rest of New England. 

The Division did not select alternative regulatory options for the increase in the applicable threshold 

since the costs and benefits for this discretionary component are already non-quantifiable and any 

alternative applicability threshold would also have non-quantifiable costs and benefits. The paucity of 

data around the used car market, which is where most of the threshold costs and benefits would be 

experienced, makes crafting alternatives arbitrary and inaccurate. Hence, the proposed amendment 

uses inflation over the past fifteen years as an unbiased way to increase the threshold. 

Cost-Benefit Analysis 

Below, the Division analyzes the quantitative and qualitative societal costs and benefits resulting from 

the proposed regulatory amendments. Given a dearth of data for the Rhode Island used car market, this 

analysis focuses on the estimates of the costs and benefits for the new vehicle market. This analysis 

attempts to quantify the cost and benefits to consumers with a preference for buying cars in Rhode 

Island (and the dealers who sell those cars) and assumes (1) a higher doc fees leads to a lower 

advertised price, and (2) a lower advertised price would induce more local demand for cars. There are 

also costs and benefits to consumers and dealers that are generated by the potential shifting of car 

buying from neighboring states into Rhode Island, but those are mostly discussed in qualitative terms 

due to a lack of data. This analysis also discusses the consumer protection implications of these 

regulatory options, again largely in qualitative terms. 

Pursuant to the APA, R.I. Gen. Laws § 42-35-2.9(b), the Division has determined that there is no 

alternative approach among the alternatives considered during the rulemaking proceeding which would 

be as effective and less burdensome to affected private persons as another regulation. Furthermore, the 

Division has determined that the benefits of the proposed rule justify the costs of the proposed rule, 

and the proposed rule will achieve the objectives of the authorizing statute in a more cost-effective 

manner, or with greater net benefits, than other regulatory alternatives. 

Analysis 

The Division’s analysis indicates that the proposed regulatory amendment would generate net 

quantifiable costs and benefits of between $37,000 and $68,500 under the proposal. Under alternative 1 

where the doc fee is increased from $200 to $300, the net quantifiable costs and benefits would fall 

between $21,125 and $36,875. Under alternative 2 where the doc fee cap is removed, the net 

quantifiable costs and benefits would be between $37,000 and $68,500 like in the proposal. However, 
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the non-quantifiable costs would be significantly higher under alternative 2 than the proposal given 

greater risk associated with potential price gouging. As such, the cost-benefit analysis suggests that the 

proposal would generate the highest net benefit will also keeping non-quantifiable costs lower. 

 

Proposal: Documentary Preparation Fee Increase from $200 to $400 

Cost Estimation 

Quantifiable Costs 

Increasing the doc fee cap would allow dealers to lower advertised prices and increase back-end doc 

fees at the same time. This pricing scheme, referred to as partitioned pricing, shrouds some of the price 

on the back-end to make the product appear less expensive upfront and is common in markets with 

asymmetrical information. Given a lower advertised price, some consumers would be incentivized to 

buy a vehicle that they would not have otherwise bought with full information. This suboptimal decision 

making is driven by a reduction in upfront pricing information in the market and leads to reduced 

consumer welfare since consumers pay more for the car than they were willing to. This cost would 

primarily be borne by consumers that prefer to purchase in Rhode Island over other neighboring states 

for reasons beyond price such as selection and convenience. 

The cost to each of these consumers would be the $200 increase in the doc fee since the increase 

measures how much extra they have to pay relative to the advertised vehicle price which is all they were 

expecting to pay. Next, we can estimate the number of new, incentivized consumers using measures of 

consumer demand sensitivity to changes in prices3, total Rhode Island vehicle sales, the average price of 

a new Rhode Island vehicles, and estimates of the share of new consumers that would be incentivized to 

buy a car with partitioned pricing. Research on consumer psychology in retailing indicates that 

approximately 25% of individuals can be classified as low need for cognition (LNC) and 75% can be 

classified as high need for cognition (HNC).4 LNC individuals are more likely to rely on heuristic problem-

solving methods and, in turn, to buy a vehicle given a lower advertised price even if the total price is 

unchanged.5  

Using this data, we estimate that a $200 doc fee increase would increase car sales for consumers that 

only buy in Rhode Island by 50 vehicles each year or roughly $1.6M in additional sales which 

corresponds to a total consumer cost of approximately $10,250 each year. All other consumers would 

not experience a change in their consumer welfare since the total out-of-the-door price is assumed to 

be unchanged for them and they still pay the same price. These estimates suggest that raising the doc 

fee cap reduces consumer protections and hurts unaware consumers in particular.  

                                                           
3 https://www.econstor.eu/bitstream/10419/60903/1/622776991.pdf 
4 See Haugtvedt, Petty, and Cacioppo, (1992), “Need for Cognition and Advertising: Understanding the Role of 

Personality Variables in Consumer Behavior”, Journal of Consumer Psychology, 1(3), pp. 239-260. 
5 See Kim and Kramer (2006), “The moderating effects of the need for cognition and cognitive effort on responses 

to multi-dimensional prices,” Marketing Letters, 17(3), pp. 193-203. See also Burman and Biswas, (2007), 
“Partitioned pricing: Can we always divide and prosper?”, Journal of Retailing, 83(4), pp. 423-436. 

https://www.econstor.eu/bitstream/10419/60903/1/622776991.pdf
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Qualitative Costs 

If dealers choose not to lower the advertised price, there is a risk they will try to use the fee increase to 

increase profits. As such, those consumers who are unable, unaware, or unwilling to negotiate a lower 

out-of-the door price would be worse off. Given the transaction costs inherent in car buying, and the 

fact that fees are not disclosed until the end of the process, some consumers might choose to pay a 

higher fee than they prefer, leading to a reduction in consumer welfare. It’s uncertain to what extent 

dealers would pursue this strategy, but it is clear that doing so would increase their profits at a cost to 

consumers since consumers purchasing a vehicle would effectively have to pay a higher mark-up 

proportional to the doc fee increase of $200. There are approximately 50,000 new-vehicles sales in 

Rhode Island each year, so the cost would be borne across all of the consumers making these purchases 

which indicates a potentially substantive negative impact. Furthermore, any consumers that are aware 

of the higher doc fee and potential increase in the out-of-the-door price might choose to not purchase a 

car given the mark-up, forcing them out of the market and driving their surplus down to zero, hurting 

consumers more.   

Benefit Estimation 

Quantifiable Benefits 

If dealers lower advertised prices and increase back-end doc fees, additional car sales would occur for 

consumers that only buy cars in Rhode Island, leading to an increase in producer surplus. We can 

estimate the surplus gain from the first group based on the previous estimates that 50 additional car 

sales would occur for consumers of only Rhode Island vehicles. While these consumers would 

experience a cost of $200, dealers would experience increased surplus since they are selling additional 

cars. Average dealer mark-up fees are typically around 2-5%6, so an additional 50 vehicle sales priced, on 

average, at $31,500 would imply an additional dealer benefit between $47,250 to $78,750 each year.  

Qualitative Benefits 

If dealers shift part of the advertised price to the back-end, some consumers would be more likely to 

buy a vehicle in Rhode Island since advertised price differentials between Rhode Island vehicles and 

those from neighboring states would be smaller even though out-of-the-door prices would be the same.   

As such, it’s plausible that raising the doc fee cap would shift some car sales from other states into 

Rhode Island which would increase dealer surplus. In this case, these consumers would not be hurt by 

the fee increase since they were going to buy a car anyway and the total price they pay would be 

unchanged. Estimating the increase in producer surplus due to this group of consumers is more difficult 

given substantive cross-border vehicle sales between Connecticut, Massachusetts, and Rhode Island. 

Furthermore, it is unclear how much of cross-border vehicle sales traffic is driven solely by differences in 

doc fees across states versus other factors such as location, selection, etc. 

Additionally, since there are estimated to be 50 additional vehicles sold to consumers of only Rhode 

Island vehicles, other producers along the supply chain would also receive some benefit from the 

additional $1.6M in vehicle sales including manufacturers. It is uncertain what portion of vehicles sold in 

                                                           
6 https://www.carsdirect.com/car-pricing/what-is-the-average-car-dealer-markup-fee 
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Rhode Island are also produced in Rhode Island, but given a lack of any major auto producers, its likely 

there is a very small auto manufacturing presence in the state. Furthermore, it is ambiguous what share 

of total sales go to Rhode Island suppliers other than dealers such as transportation and warehousing 

companies which suggests the only directly quantifiable benefits are for Rhode Island dealers. 

Net Costs and Benefits 

Under the proposal, the net of the quantifiable costs and benefits would fall between $37,000 and 

$68,500 each year. 

 

Proposal: Increasing Threshold for Documentary Preparation Fee to $10,000 and Above 

Cost Estimation 

Qualitative Costs 

Since the average new vehicle price is $31,500 in Rhode Island, it is assumed that the vast majority of 

new vehicle sales occur above the proposed $10,000 and over threshold which was the case with the 

$7,500 and above threshold. As such, the majority of costs associated with this threshold increase would 

occur for used-car dealers and other secondary market vendors which no longer can charge a 

documentary preparation fee on vehicles valued between $7,500 and $10,000. Given limited 

information and data on the used car market, it’s unclear how many used car sales occur within this 

range in Rhode Island. However, according to the U.S. Census Bureau, retail sales at used car dealers 

make up approximately 10% of car sales versus 90% for retail sales at new car dealers. This suggests that 

used car sales make up a small portion of the market and used car sales within the $7,500 to $10,000 

range would be even smaller.  This would temper the potential cost for used car dealers associated with 

increasing the threshold. 

Benefit Estimation 

Qualitative Benefits 

Raising the threshold for applicable vehicles that may be subject to a doc fee to $10,000 and above 

would partially mitigate consumer protection concerns, leading to increased consumer welfare. A higher 

threshold means the pool of vehicles the fee could apply to would be smaller, limiting the potential for 

consumer losses from suboptimal decision making. This suggests that the reduction in producer surplus 

for vehicles sold between $7,500 and $10,000 is offset by an increase in consumer surplus equivalent to 

the $200 doc fee. Additionally, if we assume that lower-priced vehicles are purchased more often by 

lower-income individuals, raising the threshold would help mitigate some of the equity concerns 

inherent in increasing the doc fee by $200.  
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Alternative 1: Documentary Preparation Fee Increase from $200 to $300 

Under the first alternative, we estimate the societal costs and benefits of increasing the documentary 

preparation fee from $200 to $300 which would put the fee in line with the national average but below 

the median fee that prevails in neighboring states such as Massachusetts and Connecticut.  

Cost Estimation 

Quantifiable Costs 

Using a similar estimation technique as for the proposal, increasing the fee from $200 to $300 would 

have a lower negative impact on consumer welfare since the size of the potential disparity between the 

advertised price and out-of-the-door price is smaller (i.e. $100 versus $200), and there are fewer 

additional consumers of Rhode Island only vehicles that are incentivized to buy a car since the 

advertised price does not change as much. All told, we estimate that 25 additional vehicles would be 

sold under this framework with $100 in costs per additional consumer. This implies a total consumer 

cost of $2,500 per year. Again, all other consumers would not experience a change in their wellbeing 

since the total out-of-the door price is assumed to be unchanged for them.  

Qualitative Costs 

It’s unclear whether the risk of dealers not lowering the advertised price and using the fee increase to 

increase profits is higher or lower under this alternative. On one hand, dealers may assume shifting $100 

from the advertised price to the back-end doc fee may not change demand much and just raising the 

total price of the car by the doc fee increase may make them better off since the markup will be for all 

consumers. Alternatively, the potential profit gain from a $100 fee increase versus a $200 fee increase is 

smaller, so there is less of an incentive to use the doc fee increase as a mechanism to increase profits.  

Benefit Estimation 

Quantifiable Benefits 

Although there would be fewer additional car sales for consumers of Rhode Island only cars, the benefit 

to the dealers would still be a markup on those additional vehicle sales, corresponding to a benefit of 

between $23,625 and $39,375 each year.  

Qualitative Benefits 

The reduction in price differential between Rhode Island vehicles and vehicles in other states would be 

smaller under this scenario than the proposal given that the doc fee is not increased by much. Since the 

Rhode Island vehicle market is also a regional market, the sales that occur in other states are likely to be 

greater than the sales that occur for consumers of only Rhode Island vehicles. As such, reducing the 

ability of Rhode Island dealers to compete with dealers in neighboring states, would result in fewer 

shifted sales than under the proposal. While the value of these shifted sales is uncertain, it’s possible 

they would be substantive.   
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Net Costs and Benefits 

Under this alternative, the net impact of the quantifiable costs and benefits would be between $21,125 

and $36,875.  

Alternative 2: Remove Documentary Preparation Fee Cap 

Under the second alternative, we estimate the societal costs and benefits of removing the documentary 

preparation fee which would put the fee mechanism in line with most states as well as the rest of New 

England.   

Cost Estimation 

Quantifiable Costs 

It’s unclear exactly where the doc fee would settle in this scenario based on market forces, but its 

unlikely the fee would exceed $400 given that $400 is around the Massachusetts median fee and well 

above the national average. In this case, the quantifiable costs to consumers would be the same as 

under the proposal scenario since the fee increase is assumed to be roughly the same. 

Qualitative Costs 

While the quantifiable costs would likely be similar to the proposal, the qualitative costs would be much 

higher as the incentive to use the fee increase to increase profits rather than lower advertised prices is 

greater. As a result, an uncapped fee creates the potential for bad actors that go beyond the market 

equilibrium price to price gouge unaware consumers who have less upfront information about the total 

price of the vehicle. In this case, the fee increase would not be used to increase competition between 

Rhode Island dealers and those in other states. This situation would occur once the benefit of charging 

higher back-end fees was greater than the potential benefit from incentivizing Rhode Island residents to 

buy cars here instead of in other states.  

Additionally, there is a risk that the doc fee settles at a higher price than expected which could make the 

fee unduly burdensome for lower-income individuals. The larger the fee increase, the more likely the fee 

increase will be disruptive to the market too, so an uncapped fee that settles at a higher level in the 

short-term may have adverse consequences for consumer behavior until it settles at a longer-term 

equilibrium. As such, it is not advisable at this time to raise the cap beyond $400 or remove the cap 

entirely since this could significantly limit market information and lead to adverse outcomes for 

consumers. 

Benefit Estimation 

Quantifiable Benefits 

Similar to quantifiable costs for this scenario, the benefit to dealers would be unchanged if they use the 

doc fee increase to lower advertised prices since the same number of additional vehicles are being sold 

at roughly the same price. 
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Qualitative Benefits 

Qualitative benefits would also be unchanged from the proposal given that the same shifting could 

potentially occur.  

Net Costs and Benefits 

Under the second alternative, the net of the quantifiable costs and benefits would fall between $37,000 

and $68,500 each year, similar to the proposal. 

 

  


