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Current law constitutionally exempts gasoline, motor fuels and special fuels upon which excise tax has been paid from state
and local sales tax.  Any taxes on fuels are dedicated to the Transportation Trust Fund. Gasoline purchases are also
statutorily exempt from all but 1% of state sales tax.

Proposed law amends the Constitution to remove the exemption from state sales tax on gasoline, motor fuels and special
fuels up to $2/gallon and retains the dedication of excise tax proceeds to the Transportation Trust Fund. Sales tax proceeds
will flow to the general fund. According to the Department of Revenue, the exemption of 3% on gasoline remains in effect.
Thus retail gasoline sales will be subject to 1% state sales tax and retail sales of diesel and special fuels will be subject to 4%
state sales tax. Gasoline and diesel remain exempt from local sales tax. If the bill is enacted, the Constitutional amendment
will be considered by the public on the November 8, 2016, ballot. 

There is no anticipated direct material effect on governmental expenditures as a result of this measure. The Department
indicates that any implementation costs will be absorbed in the current budget.  Though the cost of this bill is minimal, the
aggregate impact of all session bills may require additional resources.

The bill contains a constitutional amendment that, after voter approval, would impose a sales tax upon motor fuels by
removing the constitutional exemption from sales tax. According to the Department of Revenue, gasoline is statutorily
exempt from 3% of state sales tax so would be subject to 1% sales tax, and undyed or highway diesel and special fuels
would be subject to 4% state sales tax. All motor fuels taxes, including state excise and sales tax, will be dedicated to the
Transportation Trust Fund per the Constitution.

In FY 15, the volumes reported from the excise tax were 2.3B gallons of gasoline, 0.8B gallons of highway diesel. Data for
special fuels is unavailable since the volume-based tax only went into effect last month. Assuming prices of $1.50/gallon for
gasoline and $2/gallon for special fuels, sales tax collections would increase by $90.8M annually. The Transportation Trust 
Fund will receive all of the sales tax proceeds per the constitutional dedication of all taxes on motor fuels. With voter
approval in November, it is assumed that the tax would be collected over about 7 months of FY 17 (60%) or $54.5M and
annually thereafter. The analysis is based on $1.50/gallon gasoline. Any price increase up to $2/gallon will increase the
amount of sales tax generated.

In a manner similar to cigarettes and alcohol, the excise tax for fuel is collected at the wholesale level so presumably will be
included in the base calculation of the sales tax at retail on fuel, according to the department. 

This bill does not impact the taxable status of fuels exempt due to use for special purposes, such as farming.

REVENUE EXPLANATION

EXPENDITURE EXPLANATION

(Constitutional Amendment) Provides with respect to limitations on sales and use tax including exclusions and exemptions
(Item #36)
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OR +$90,800,000 SG RV See Note Page 1 of 1
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