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LS 6939 DATE PREPARED: Jan 26, 1999
BILL NUMBER: HB 1336 BILL AMENDED:

SUBJECT: Prepaid salestax on gasoline.

FISCAL ANALYST: Jm Mundt
PHONE NUMBER: 232-9858
FUNDSAFFECTED: X GENERAL IMPACT: State
X DEDICATED

FEDERAL

Summary of L egislation: Thisbill repeal sthe prepai d salestax ongasoline. It revertsto theprevioussystem
in which the sales tax was collected on the actual retail transaction.

Effective Date: January 1, 2000.

Explanation of State Expenditures:

Explanation of State Revenues: (Revised) This bill should not impact the amount of salestax generated
by the sale of gasoline. It will change the method currently used to collect the tax. There will be aonetime
shift of revenue collections from FY 2000 to the future. Since this proposa will eliminate the remittance
of prepaid tax made on the 10th and 25th of each month, approximately 90% (the rate used to determine
prepayment) of one month’s collectionswill not be collected in FY 2000. Based on 1997 collection figures
and adjusting for growth, it is estimated that approximately $13.8 million in sales tax collections will be
shifted from FY 2000 to thefuture asaresult of thishill. In addition, therewill be somelost interest because
of the elimination of the prepayment. It isestimated that interest will belost on %2 of one month’ scollections
for 26 daysand on the other 2 for 10 days. Assuming interest earnings of 5%, the estimated loss is $34,000.

Beginning in January, 1988, sales tax on gasoline has been prepaid. The prepayment rate is the statewide
average priceper gallon of gasoline (excluding Indianaand Federal gasolinetaxesand the I ndianasalestax),
times the sales tax rate, times 90%. The rate is determined twice each year, in December and June.

The salestax is prepaid by the retail merchant to arefiner, terminal operator, or qualified distributor. The
collector remits the prepaid tax to the Department of Revenue semi-monthly. The retail merchant, when
calculating it’ smonthly liability, will deduct the amount of prepayment before determining the amount due.
Theretailer will remit any difference between the amount of tax it collected and the amount prepaid.
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This procedure was designed to insure the collection of sales tax from some retailers that collected large
amounts of sales tax on gasoline but went out of business before remitting the tax to the state. Should this
practice occur in the future, it is possible that reverting to the previous system could result in more difficult
tax compliance on these types of sales.

Explanation of L ocal Expenditur es:

Explanation of L ocal Revenues:

State Agencies Affected: Department of State Revenue.

L ocal Agencies Affected:

Information Sour ces: Department of State Revenue, 1997 Sales Tax Statistics; Tom Conley, 232-2107.
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