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Revenue Generator Gasoline Sales Tax Reinstatement of Six Percent 
Diesel Sales Tax Increase of One Percent 

 
 
Application Federal - State – Regional - Local (circle one) 
 
Introduction 
Gasoline and diesel fuel taxes are treated quite differently.  For diesel, sales tax is applied based 
on a percentage; however, there are two pieces that create the sales tax:  a standard sales tax of 
4.75 percent, and an additional incremental tax that fluctuates depending on the year (currently 
2.17 percent for 2012-13).  Gasoline taxes, however, are not considered a sales tax; rather, are 
treated as an excise tax1 and are derived from a fixed price-per-gallon.  To generate revenue from 
gasoline sales tax, legislation would first need to be implemented in order to reinstate the tax. 
 
There are two parts to this particular revenue generator:  the reinstatement of gasoline sales tax, 
and the increase of diesel sales tax.  Currently, the revenue derived from gasoline tax is excise 
tax, which is solely based on each gallon sold and does not fluctuate if gas prices increase.  Sales 
tax, however, is a percentage-based method that would allow the State to generate revenue from 
both consumer consumption (e.g. number of gallons sold) and by current gasoline prices (e.g. if 
gas prices increase, so does the sales tax). 
  
Should the state sales tax on gasoline be reinstated, and the state sales tax on diesel be increased, 
the proposed funding would negatively impact system preservation and system management, 
while improving funding for system expansion. 
  
Yield Potential 
 
Reinstatement of Gasoline Sales Tax  
Should California implement a sales tax on gasoline, the revenue generation would be high based 
on the previous sales tax rate of six percent, and the current consumption.  The reinstatement 
would generate approximately $2.5 billion in annual revenues.  This projection is based on the 
following assumptions: 
 

 Statewide gasoline base-price per gallon2  for 2012; 
 Projected increase of $0.14/gallon for each year, based on the last ten years of data; 
 Consumption projections based on the average of years 2010, 2011, and partial year of 

2012. 
 Gasoline sales tax is reinstated at the previous level of six percent. 
 Assumption that sales tax distribution would be reverted to the historic methodology 

(pre-Fuel Tax Swap). 
 

                                                            
1 Per the Fuel Tax Swap (Assembly Bill 105 of 2011). 
2 Base price per gallon of gasoline includes:  Crude oil, refining, distribution, and marketing.  Excludes existing 
excise taxes. 
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The projected annual revenues over the next ten years include: 

 
2013 $2,715,235,553 
2014 $2,821,453,806 
2015 $2,927,672,060 
2016 $3,033,890,314 
2017 $3,140,108,568 
2018 $3,246,326,821 
2019 $3,352,545,075 
2020 $3,458,763,329 
2021 $3,564,981,583 
2022 $3,671,199,837 
 
Diesel Sales Tax Increase 
Should the sales tax on diesel increase by one percent, the revenue generation would be 
considered low.  Based on the current consumption and projected diesel fuel prices, the annual 
revenue generated would be under $150 million.  This projection is based on the following 
assumptions. 
 

 Statewide diesel base-price per gallon for 2012; 
 Projected increase of $0.15/gallon for each year, based on the last ten years of data; 
 Consumption projections based on the average of years 2010, 2011, and partial year of 

2012. 
 
The projected annual revenues over the next ten years include: 
 
2013 $  99,321,836 
2014 $102,701,812 
2015 $106,081,789 
2016 $109,461,766 
2017 $112,841,742 
2018 $116,221,719 
2019 $119,601,696 
2020 $122,981,672 
2021 $126,361,649 
2022 $129,741,626 
 
Use/Restrictions 
 
Reinstatement of Gasoline Sales Tax  
Should the gasoline sales tax be reinstated, there would be specific limitations on how the 
revenue was distributed.  Pursuant to Article XIXB of the California Constitution, the gasoline 
sales tax revenue would be distributed in the following manner: 
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 20% to public transit and mass transportation; 
 40% to transportation capital improvement projects; 
 20% to streets and highway maintenance, rehabilitation, reconstruction, or storm damage 

repair conducted by cities, including a city and county; and, 
 20% to streets and highway maintenance, rehabilitation, reconstruction, or storm damage 

repair conducted by counties, including a city and county. 
 
Diesel Sales Tax Increase 
Should the diesel sales tax be increased by one percent, it would directly impact the STIP and the 
State Transit Assistance.  Similar to the reinstatement of the gasoline sales tax, this revenue 
would not rehabilitate existing roadways. 
 
Sustainability 
 
Revenue stemming from both the reinstatement of gasoline sales tax and the increase in diesel 
sales tax would fluctuate over time.  However, since this methodology relies both on increasing 
fuel prices and consumption, it would be able to sustain revenue for a short time, but will 
ultimately decline over future years.  The decline is attributed to the increase in fuel-efficient and 
alternative fuel vehicles.   
 
It is unknown what the cost of generating the revenue over time would be, and what the cost and 
effort of administration would be. 
 
Pros/Cons 
 
Reinstatement of Gasoline Sales Tax  
Pros: 

 The reinstatement of gasoline tax would be applied to all gasoline consumers.   However, 
consumers who own fuel-efficient and alternative fuel vehicles would be less-impacted.   

 
Cons: 

 Would not likely gain public support, as the economy continues to struggle. 
 Could further weaken the economy by straining individual consumers. 
 There would need to be major changes to current legislation in order to reinstate sales tax 

on gasoline, such as the Fuel Tax Swap (AB 105 of 2011).  In order to reinstate the 
gasoline sales tax, a two-thirds majority vote would be needed from the legislature. 

 Reinstatement of gasoline sales tax could result in the cancellation of the current excise 
tax, which generates approximately $900 million annually to the State Highway Account 
(SHA)3.  The SHA is the sole funding source for rehabilitating damaged and aged 
roadways. 

                                                            
3  As stated in the 2012-13 Governor’s Budget. 
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 Reinstatement of gasoline sales tax would not fund the State Highway Account; rather, it 
would fund other programs unrelated to roadway rehabilitation. 
 

Diesel Sales Tax Increase 
 
Pros: 

 The increase in diesel sales tax would be fair and applied equally to all diesel fuel users.  
Those who would be affected the most would be commercial vehicles, farming vehicles, 
and vessels.   

 
Cons: 

 The increase in diesel sales tax would require a majority vote.  Obtaining these votes 
could be difficult and could hinder the success of implementing the increase. 

 
 
Implementation  
 
Reinstatement of Gasoline Sales Tax 
The effort to implement the reinstatement of gasoline sales tax would be high.  The primary 
reason for this is because legislation would need to be changed, and the corroboration between 
Department of Finance, State Controller’s Office, and Caltrans would need to take place to 
ensure that all of the details are taken into consideration before implementing the changes.   
 
The period to implement this change would be relatively short term.  The cost and effort of 
implementation is unknown.  The actions necessary to reinstate the sales tax would be at the 
State level only. 
 
Diesel Sales Tax Increase 
Similar to the gasoline sales tax, the period to implement this change would be relatively short 
term. 
 
Conclusion/Recommendation 
 
Reinstatement of Gasoline Sales Tax  
Although the potential revenue would be significant to California’s transportation system, it 
would not fund the proper programs needed to rehabilitate the current roadways.  In addition, the 
impact it could have on the struggling economy could worsen the situation by implementing 
another tax to consumers. 
 
Diesel Sales Tax Increase 
Similar to the reinstatement of gasoline sales tax, the diesel sales tax increase would not fund the 
rehabilitation of the current roadways.  In addition, the negative perception of tax increases 
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coupled with the relatively low revenue generation would not provide a sound solution to the 
current transportation budget. 
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