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Motor Vehicle Fuel, Current law (Revenue and Taxation Code sections 6357.7 and 7360, 
commonly referred to as the "fuel tax swap") requires the Board of Equalization (Board) to 
determine the excise tax rate for motor vehicle fuel (MVF) on an annual basis. Specifically, 
the fuel tax swap eliminates the General Fund portion of the sales and use tax on MVF and 
raises the excise tax rate with the intent of raising the identical amount of revenue. In the 
beginning, the legislation set the excise rate on MVF at $0.353 per gallon in 2010-11, and 
required the Board to adopt a "revenue-neutral" excise tax rate for each ensuing fiscal year 
by the first of March. 

The calculation requires that staff develop a forecast of both consumption and price of MVF. 
Staff has adopted the quarterly MVF consumption forecast prepared by the Department of 
Finance (DOF) for its January 9, 2015-16 budget proposal. Consumption of MVF changes 
relatively slowly in the short-term, and DOF's forecast appears to be reasonable. However, 
staff's forecast of MVF prices incorporates data not available to DOF when its budget 
forecast was prepared. _Specifically, the outlook from Global Insight, a macroeconomic 
forecasting firm, indicates a much larger decrease in gasoline prices since the time that DOF 
prepared its forecast, and staff has incorporated this decrease into its price forecast of MVF. 

Staff's forecast of MVF consumption and prices projects that the General Fund portion of 
sales and use tax revenues for 2015-16 would be $1.933 billion, if they had not been 
replaced by excise tax. Additionally, current law contains "revenue-neutrality" language 
requiring staff to look back one year and determine the difference between the 2013-14 
eliminated sales tax on MVF and the new excise tax revenues that resulted from the excise 
rate that was adopted that year. When both calculations are combined, staff estimates that 
the revenue-neutral excise tax rate for 2015-16 is $0.285 per gallon. 

Thus, staff recommends that the Board set the excise tax rate on MVF for the period July 1, 
2015 through June 30, 2016 at $0.285 per gallon, a decrease of $0.075 from the current rate 
of $0.360. 

Diesel Fuel. Current law (Revenue and Taxation Code 6051.8, 6201.8 and 60050, 
commonly referred to as the "fuel tax swap") increases the sales and use tax imposed on 
diesel fuel by 1. 75 percentage points in 2015-16, and requires the Board to adjust the $0.18 
per gallon excise tax on diesel such that the total amount of revenue raised (by estimation) 
is unchanged. 
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Staff has developed forecasts for both the price and consumption of diesel fuel which project 
that the revenue gain would be $141 million, and therefore, calculated that an excise tax of 
$0.13 per gallon would lead to an equivalent revenue loss that would offset the additional 
sales tax rate on diesel. 

Thus, staff recommends that the Board set the excise tax rate on diesel fuel for the period 
July 1, 2015 through June 30, 2016 at $0.13 per gallon, an increase of $0.02 from the 
current rate of $0.11. 
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DOF Original Estimate based on November 2014 Prices 

oiiginafboF ·estimate·· · 
Tax Swap Calculation 
2cHs=1aC3o\emoi's slidget 
(Dollar in Millions, except as noted) 

2010-11, 2011-12 2013-14 2014-15. 

Prior Law 
Total Sales Tax Eliminated ' $ 2,~99 i (2,783. $ 2,652 i'$ 2,565 ' . . . 

$ 2,499 i $ 2,222 

Gas Excise Tax Rate Calculation 
· ·i:'sHmated C3aifons P'l.irctias"E!if(t>iilions) 
····· Net'faxable.Pubfis.tiecfi:ly··aoE 

14.766 .. 14:489 ··14.596< . 14X42 .· 14.742 

· New Excise Tax Rate Per Gallon 
- &istin9 .. aase Rate($) ·· .. · -· 

Total Excise Tax Rate ($) 
iiiciemer1tai Increase Neec:IE,d · ····· 

$ $0.173:$0.177.$ 0.180 $0.215:$0.180:$0.125 
$'i:Hacf' $·o.186 $ o.18b, $ o.18cf $ o.18o $ o.18o 
$ o.1so ! · $ · o.353 $ · o.36o l $ 0.395 i · $ o.360 $ o.305 
$ . $ 0.173 $ ., . 0.0031 $ 0.035: $ (0.035): $ (0.055) 

Revenue Neutrality for Gas Tax 
· saTes ·rax· Re\.eilues· Elfmiriatecl····· 

New Gas· exCise Tax Rewnues 
.~iii8·;:e~c:; ($) ~........ . .... 

$ 2,783. $ 2,652 $ 2,565; $ 2,499: $ 2,222 
$ :2,584. f $' 2,608 $ 3,138; $ 2,654 i $ 1,836 
s······(2oojT s··· (44) $ '574. $ . 155 . $ . (386)~ 

Cumulative Difference ($) $ (144)! $ (188) $'c'< 386'; $ 540 $ 155 

Diesel Tax Rate Calculation 
sales f8}( Rate 
e5Hmaiecl .. fiTA Gallons (billions) 
Additional PTA Rewnue ····· · 

1.87%' 
·2.3981 

165' 

2.17%1 
2.417; 

193! 

1.94%' 
2.518 

177' 

1.75% 
2.571. 

155' 

1.75% 
2.624 

162 
Estimated excise "f8}( Galioris (6iflions) 
ExCise fax Reduction rate ($) 
Exc'isa·rax'kecluctio·,:;· ··· 
Excise Tax Rate 

2.5455 
.... ;. 

0.050: 
,.127:3 

0.130 

2.5386;' 
0.0801 

""·'t 
203.1! 

0.100' 

2.67 
0.080 
213.8' 

0.100 

2.73. 
o.oi 

191:0' 
0.110. 

2.79 
0.055 

~ I -z. . <"

0.04: 0.01 0.01 0.020 0.035. 
Rewnue NeutralitY ibr Diesel Tax 
Sales ·rax Rewnues Increase · 165' 193 177 155 162 
bieseiExdse 'fax Rewnues Eliminated 127.3 203.1 ' 213.8. 191.0 . 153.1 
Difference ($) 
cu.mulaii\.e bilierence ($) 

(37.6) 
(37.6)' 

9.9. 
(27. 7)' 

36.4 
8.7 

35.6 
44.3 

(8.7) 
35.6 
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