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This analysis is limited to the provisions which impact the Board of Equalization (BOE).

Summary: Beginning July 1, 2016, increases the sales and use tax rate on diesel fuel sales by 3.5%.
Purpose: To increase funds for public transit purposes.
Fiscal Impact Summary: $285 million increase in fiscal year 2016-17 for transit projects.

Existing Law: Sales and Use Tax. Existing law' imposes a 7.50% statewide sales and use tax rate on
the gross receipts from the sale of, and the storage, use, or other consumption of, tangible personal
property, including diesel fuel, unless the law otherwise provides an exemption or exclusion. In addition
to the 7.50% statewide rate, an additional 1.75% sales and use tax rate generally applies to diesel fuel
sold in California.” Certain diesel fuel sales are partially exempted from the sales and use tax, such as
diesel purchased for use in farming activities or food processing by qualified purchasers.>

The current sales and use tax rate applied to taxable diesel fuel sold in this state includes the following
components (the table excludes the additional voter-approved city and county district taxes):

Rate Jurisdiction Purpose/Authority

3.9375% | State (General Fund) State general purposes (Revenue and Taxation Code
(RTC) Sections 6051, 6051.3, 6201, and 6201.3)

1.75% State (Public Transportation | State and local transit programs (RTC Sections 6051.8

Account) and 6201.8)
1.0625% | Local Revenue Fund 2011 Realignment of local public safety services (RTC
Sections 6051.15 and 6201.15)
0.25% State (Fiscal Recovery Fund) Repayment of the Economic Recovery Bonds (RTC
Sections 6051.5 and 6201.5)
0.25% State (Education Protection Schools and community college funding (Section 36,
Account) Article XlII, State Constitution) (until 01/01/17)
0.50% State (Local Revenue Fund) Local governments to fund health and welfare

programs (RTC Sections 6051.2 and 6201.2)

0.50% State (Local Public Safety Fund) | Local governments to fund public safety services
(Section 35, Article XllI, State Constitution)

1.00% Local (City/County) City and county general operations (RTC Section
0.75% City and County 7203.1, operative 7/1/04);
0.25% County Dedicated to county transportation purposes

9.25% Total Statewide Rate

Ypart 1 (commencing with Section 6001) of Division 2 of the Revenue and Taxation Code (RTC).

> RTC Sections 6051.8 and 6201.8.

® RTC Sections 6357.1 and 6357.3.

This staff analysis is provided to address various administrative, cost, revenue and policy issues; it is not

to be construed to reflect or suggest the BOE's formal position.


http://www.leginfo.ca.gov/pub/15-16/bill/sen/sb_0001-0050/sbx1_7_bill_20150903_amended_sen_v98.pdf
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State excise tax. In addition to sales and use tax, the existing Diesel Fuel Tax Law” currently imposes a
$0.13 per gallon excise tax when diesel fuel is removed at the refinery or terminal rack, enters the state,
or sold to an unlicensed person.’

Federal excise tax. The federal government also levies an excise tax on various motor fuels intended for
highway use. Under current law, the diesel fuel tax rate is $0.243 per gallon.® A $0.01 per gallon tax is
also levied on top of this fuel tax rate to help fund expenses associated with fuel regulation.

The fuel tax swap: In 2010, the Legislature enacted two “fuel tax swap” measures’ that changed the
imposition and rates of state taxes on gasoline and diesel fuel, and require the BOE to determine the
appropriate excise tax rate adjustments to maintain revenue neutrality. The diesel fuel tax changes
became operative July 1, 2011.

These provisions,® among other things, reduced the diesel fuel excise tax rate from $0.18 to $0.13 per
gallon but increased® the sales and use tax rate on diesel fuel sales to offset the loss related to the diesel
fuel excise tax rate reduction. This resulted in the following rates:

1.87% effective July 1, 2011
2.17% effective July 1, 2012
1.94% effective July 1, 2013
1.75% effective July 1, 2014, and thereafter.

The fuel tax swap provisions require the BOE to maintain revenue neutrality so that the revenues
derived from the increased diesel sales and use tax equals the revenues that would have been derived
had the diesel fuel excise tax reduction not occurred.

For diesel fuel, RTC Section 60050 requires the BOE to adjust the diesel fuel excise tax rate to maintain
revenue neutrality. For diesel fuel, the BOE determines (1) whether the revenue gain from the increased
sales and use tax rate on diesel fuel sales was fully offset by the adjusted diesel fuel excise tax rate, and
(2) the projected sales and use tax revenue gain for the next fiscal year, considering forecasted diesel
fuel prices and consumption.

By March 1 each year, the law requires the BOE to determine the rate adjustments that apply the
following July 1.

Proposed Law: Among other things, this bill increases the sales and use tax rate on diesel fuel sold
or purchased in California by 3.5%. The bill requires the revenues from the proposed increase to be
transferred to the Public Transportation Account for transit capital purposes and certain transit services,
as specified.

The bill also specifies that the BOE shall not consider this tax increase in its annual diesel fuel excise tax
rate neutrality adjustment.

This bill becomes effective January 1, 2016, but the tax increase would become operative July 1, 2016.

* Part 31 (commencing with Section 60001) of Division 2 of the RTC.
® The rate was set, as required by RTC 60050, at the BOE’s February 24, 2015 public hearing:
http://www.boe.ca.gov/meetings/pdf/2015/022415-022615M.pdf
® 26 U.S.C. 4081(a)(2)(A).
" ABX8 6, (Ch. 11, Stats. 2010) and SB 70 (Ch. 9, Stats. 2010). These provisions were re-enacted in 2011 by AB 105
gCh. 6, Statutes 2011).
RTC Section 6357.7.
® RTC Sections 6051.8 and 6201.8.
This staff analysis is provided to address various administrative, cost, revenue and policy issues; it is not

to be construed to reflect or suggest the BOE’s formal position.



http://www.boe.ca.gov/meetings/pdf/2015/022415-022615M.pdf
http://www.leginfo.ca.gov/pub/09-10/bill/asm/ab_0001-0050/abx8_6_bill_20100322_chaptered.pdf
http://www.leginfo.ca.gov/pub/09-10/bill/sen/sb_0051-0100/sb_70_bill_20100323_chaptered.pdf
http://www.leginfo.ca.gov/pub/11-12/bill/asm/ab_0101-0150/ab_105_bill_20110324_chaptered.pdf
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Commentary:

1.

Effect of the bill. This bill creates a funding source for transit programs in the state. The statewide™
sales and use tax rates imposed on diesel fuel would be as follows:

Tax Components 07/01/16 to Beginning
12/31/16" 01/01/17

Statewide Tax Rate 7.50% 7.25%
Fuel Tax Swap Rate 1.75% 1.75%
Public Transit Rate 3.50% 3.50%
Total Sales Tax on Diesel Fuel 12.75% 12.50%

Existing law allows the BOE to adjust the prepayment rate so tax evasion issues would be
minimized. In order to combat tax evasion, current law' requires wholesalers and suppliers of
certain fuels, including diesel fuel, to collect a prepayment of a portion of the sales tax when they
remove fuel at the terminal rack, enter the fuel into California, or sell the fuel at any point after
removal from the terminal rack. Retailers or other fuel sellers prepay the sales tax to their suppliers,
and claim a credit for the prepaid tax paid to the supplier when they file their sales and use tax
returns.

By March 1 of each year, the law requires the BOE to establish the sales tax prepayment that will be
in effect from July 1 through June 30 of the following year. Generally new prepayment rates take
effect July 1. However, if the rate changes, or the diesel fuel prices change and the established rate
results in or could result in prepayments that consistently exceed or are significantly lower than the
retailer’s sales tax liability, existing law allows the BOE to adjust the rate. With a 3.5% rate increase
proposed, the prepayment rate may require adjustment (currently the rate is 22.5 cents per gallon).
This adjustment, if necessary, will combat potential issues related to tax evasion associated with a
higher tax.

Diesel fuel suppliers and retailers currently implement annual tax rate changes. The excise tax
rate and the sales tax prepayment rate (explained above) potentially change each year and take
effect July 1 — the same date this proposed tax would take effect. Therefore, the bill's impact
related to retailers’ and suppliers’ programmatic changes would be minimized.

Impact to the BOE would not be significant. As noted on page 2, the BOE implemented sales and
use tax rate changes on diesel fuel sales for a four-year period ending July 1, 2014. While this bill
proposes a significantly higher rate, the necessary programmatic changes required to implement
and administer are not significantly dissimilar. Also, since the BOE must already notify affected fuel
sellers of the tax rate changes and prepayment requirements annually, notification related to this
tax increase could occur simultaneously.

Related bills. ABx1 8 (Chiu) also increases the diesel fuel sales and use tax rate from 1.75% to 3.5%
beginning July 1, 2016.

SB 16 (Beall) proposes a $0.10 per gallon surtax on motor vehicle fuel and a $0.12 per gallon surtax
on diesel fuel for five years.

SBx1 1 (Beall), among other things, imposes a $0.12 per gallon gasoline tax, changes the diesel fuel
base rate to $0.13 per gallon and imposes an additional $0.22 per gallon diesel fuel surtax. The bill
also eliminates the fuel tax swap revenue neutrality adjustment, but the fuel tax rates would be
adjusted for inflation beginning January 1, 2019, and every 3 years thereafter.

19 Rates do not include locally approved and imposed district taxes.

! Expiration of the Education Protection Account 0.25% rate.

12 Article 1.5 (commencing with Section 6480) of the RTC.

This staff analysis is provided to address various administrative, cost, revenue and policy issues; it is not

to be construed to reflect or suggest the BOE’s formal position.


http://www.leginfo.ca.gov/pub/15-16/bill/asm/ab_0001-0050/abx1_8_bill_20150716_introduced.pdf
http://www.leginfo.ca.gov/pub/15-16/bill/sen/sb_0001-0050/sb_16_bill_20150601_amended_sen_v94.pdf
http://www.leginfo.ca.gov/pub/15-16/bill/sen/sb_0001-0050/sbx1_1_bill_20150901_amended_sen_v96.pdf
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Administrative Costs: The BOE would incur absorbable costs related to return and publication
revisions and retailer notifications. These costs would be absorbable, since the BOE, as part of its
current administrative responsibilities, updates its publications and notifies diesel fuel suppliers and
retailers of the applicable prepayment rate.

Revenue Impact:

Background, Methodology, and Assumptions. The Department of Finance forecasts 2.679 billion
gallons of on-road diesel fuel consumption in fiscal year 2016-17. Based on available information, staff
assumed a price elasticity of -0.2 and applied it to this figure. California diesel prices averaged $3.42 per
gallon in fiscal year 2014-15 excluding the current year excise tax rate of $0.13 per gallon. IHS Global
Insight, a highly respected economic forecasting firm, forecasts U.S. gasoline prices to be 10.6% less in
FY 2016-17 than they were in FY 2014-15. Staff assumed this percentage decline in California diesel
prices.

Revenue Summary. Using these figures, staff estimates this bill would increase diesel fuel sales and use
tax revenues by $285 million in fiscal year 2016-17.

Qualifying Remarks. With the exception of forecasting price elasticity impacts, this revenue estimate
does not account for any changes in economic activity that may or may not result from this bill's
enactment.

This staff analysis is provided to address various administrative, cost, revenue and policy issues; it is not
to be construed to reflect or suggest the BOE’s formal position.
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