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Presenter
Presentation Notes
Good morning.  This presentation will cover what is officially named the Highway Use Tax Evasion program and will serve to explain what the taxes are and how they are collected and spent.


Fuel Tax Evasion

* Fuel Taxes Collected
* Federal — Internal Revenue Service

* State — Various agencies
Revenue agencies
Departments of Motor Vehicles
Department of Safety (NH)
Department of Licensing (WA)



Presenter
Presentation Notes
Each year at the Highway Information Seminar, I am sure there are people who see the topic of fuel tax evasion and wonder what it has to do with the Federal Highway Administration and our responsibility for data collection.

As I am sure most of you know, there are taxes at the federal and State levels added to the price of fuel.  The tax is ultimately paid by the end user and passed through the distributors to the proper tax collection agency.  At the Federal level, this is the Internal Revenue Service.  At the State level, it can be any of a number of differently named agencies.

Most of these taxes are used for construction, maintenance, and operations of highways.  Some taxes assed on motor fuels go to mass transit programs and some go to State’s general funds for other uses.

States also collect motor vehicle fees, such as licensing and titling fees, and a large number of States have revenues from toll facilities.

Approximately 70 to 80 billion dollars are collected in fuel taxes each year.  The bad guys look at those numbers as an opportunity.
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Presenter
Presentation Notes
I am going to start with a chart showing the various ways fuel is moved in the US.  I have provided a handout so you can follow along.  For the locations labeled Terminals (1 to 3), this is where most of the imposition of taxes takes place.  However, for this presentation it is important to recognize that there are many other points where tax evasion can occur.  It should also be noted at this point, that while fuel taxes at the Federal level and for about ½ of the States, are imposed when the fuel leaves the bulk distribution system, generally when it leaves a bulk terminal, but that means there is still a lot of product that is not taxed by the States until after that point, which provides potential for evasion.

The Highway Use Tax Evasion program is different from many other programs we deal with at FHWA in a number of ways, including this program where efforts are not just targeted at Federal fuel taxes, but State fuel taxes as well.


Fuel Tax Evasion

* How much evasion is there, and why should
we care?

* Where is the tax collected?
* How does evasion occur?

* What can we do about it?
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Presentation Notes
With all of that money out there, there are going to be people who try and figure out ways around paying the full tax through the easiest methods they can imagine.  But, we understand also that the decline in revenues that we have seen in recent years to the Highway Trust Fund, and at the State levels means we need to make sure all taxes due are collected.

In order to correctly value the amount of evasion, we would need to figure out how much fuel is being used and how much revenue we received from taxes.  The second part is easy and the responsible agencies do a very good job with that.  There were very large numbers used in the early 1990’s as estimates, but the IRS and the States saw increases in revenues, and presumably compliance after efforts such as moving the point of taxation to an earlier point in the distribution process, and the addition of a red dye into diesel fuel that could only be used off-highway.

For a tanker truck of gasoline that holds about 8,500 gallons the average State and Federal taxes would amount to over $ 4,100.  Luckily at the Federal level, and in a majority of the States, the tax is assessed when the product leaves the bulk terminal.  Having the tax assessed that early in the delivery process cuts out a number of possible methods of evasion.

However, there are still ways in which the unscrupulous types can cheat.  As we see, there continues to be persistent use of dyed diesel on the highways, as measured by the amount of violations found through enforcement initiatives.  Other areas that potentially can be very costly is the delivery of fuels into high tax States from low tax States without the proper reporting.  Additional scams include the mislabeling of product and the submission of unqualified refund claims.   

Some issues affect both the federal and State revenues, such as the use of dyed fuels, but in the case of cross-border sales, only the States are affected.  While most States have enforcement units dedicated to tax evasion, which may also include sales and use, tobacco, and other taxes, there are steps we can take in our collection of the data.


Fuel Tax Evasion

ldentifying potential fuel tax evasion

* Analyze monthly return data
* Compare amounts to historical data
* Compare imports/exports for large changes

 Communicate with other State agencies
* Converse with enforcement, revenue, and transportation
* Consider publications, hot-lines

* Participate in the Federation of Tax Administrator’s Motor Fuel Tax
Section
* Attend meetings
* Review materials
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Presentation Notes
While there is a great deal of inspection and enforcement that goes on out in the field, on-highway and at bulk storage locations, there are still a number of steps we can take to identify potential cases of evasion.

For the State people here who are collecting the data, and for the FHWA people who review it, we should be looking at the data not as an isolated occurrence, but we should start by saying, “does that make sense”?  How does it compare to last month or the past few months?  How does it compare to the past few years?  You need to approach that analysis with an understanding that changes do occur and that something may not be necessarily wrong.  As an example of the danger of comparing one month to the next on just the basis of volume, take a February, and you have to consider that there are actually 3 fewer days in most years in February than there are in the month before and after.  That means that you might see a drop from January to February in volume of 10%.  If either the first or last day of February is on a Sunday, when transaction volume is lower, that difference is even higher.  However, you might compare this February to last, but also compare January and March.

Make sure you are getting the data from your neighboring States on the amount of fuel imported each month.  Analyze that information for large changes from month to month.

Regardless of which agency you represent, and what your responsibility is, the most effective enforcement is where all the parties are communicating.  The revenue agencies, transportation agencies, and enforcement groups should all have conversations on a regular basis, even if by teleconference to share concerns and identify unusual activity.  A handful of States operate an evasion hot-line.  While I hope your State doesn’t have enough to keep anyone busy full time, it can be combined with existing efforts, such as all taxes or road enforcement.  Make sure you are communicating with the taxpayers.  It is possible due to their misunderstanding of your reporting requirements that they report something incorrectly.  While we might not call that evasion, it certainly has the same effect.


Fuel Tax Evasion

Resources

* FHWA SharePoint Site
http://our.dot.gov/office/fhwa.policy/hppi/fte/SitePages/Home.aspx

* FHWA Public Web Site
http://www.fhwa.dot.gov/motorfuel/index.htm

* |RS Website

No evasion website exists, but the following is a link to Publication
510, which is a guide for federal fuel excise taxes.

http://www.irs.gov/publications/p510/ch01.html

[¢)
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I have listed here a number of on-line resources for more information.

The first item is available only to those in the DOT Outlook directory.  While we would like to someday have the ability to have a public SharePoint site, that doesn’t exist now.  We have placed some reference materials on that site that might be especially helpful for our FHWA Division personnel.

There is a publically-available site that has some information, including our Highway Statistics information, which can provide you with the historical data I talked about previously.

While few of you here will deal with federal fuel taxes, the IRS publication 510 is a comprehensive volume covering excise taxes, including links to other information and phone numbers to contact the agency.

http://our.dot.gov/office/fhwa.policy/hppi/fte/SitePages/Home.aspx
http://www.fhwa.dot.gov/motorfuel/index.htm
http://www.irs.gov/publications/p510/ch01.html

Fuel Tax Evasion

Intergovernmental Fuel Tax Evasion
Enforcement Grants

* S 2 million annually for discretionary grants

* State agencies must apply through
WWWw.grants.gov

* To reimburse States for fuel tax evasion
enforcement efforts

* 2015 grants
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As Congress took notice a number of years ago on the scale of the evasion issue, the created a program that would provide a certain level of funding for the IRS and for the States to combat evasion.

Included in the current program is an appropriation of $ 2 million each year to be awarded to State agencies through a discretionary program.  The interested agencies have to file and application through the website, www.grants.gov, and teams of reviewers at FHWA and the IRS will analyze the proposals and make suggestions for awards.  The Federal Code is rather general in it’s description of the allowable actions, and the program operates by reimbursing expenses. 

For the 2015 program, the proposals are still being reviewed and all applicants will be notified.  While there is no guarantee for this program to continue into the future, all of the proposals we have seen for the next surface transportation authorization has some level of this program remaining.

If anyone has any questions about the program, please contact me.

http://www.grants.gov/

Fuel Tax Evasion

Questions and Suggestions

* Are there things that need clarification?

* How can the HQ Office better serve the Divisions or States for the
Fuel Tax Evasion programs?

* Suggestions for making everyone’s jobs easier?
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Here are just a few items to close up this presentation.  


Office Organization Chart

Office of Highway Policy Information
David Winter, Director

Highway System Travel Monitoring Motor Fuel and
Performance Team and Surveys Finance Team

Chris Allen Tianjia Tang, P.E. Ralph Davis

Justin Clarke Jasmy Methipara Helen Davidson
Ron Erickson Danny Jenkins Michael Dougherty

Seemeen Hashem Steven Jessberger Dawn Edwards

Joe Hausman David Jones Bryant Gross

Tom Roff Adella Santos Brian Lomax

Rob Rozycki Michael Slattery Clarissa Smith

Ron Vaughn Patrick Zhang Monique Snow
Tychelle Staten




Questions and Comments

Michael Dougherty

1200 New Jersey Ave. SE
Washington DC 20590
202-366-9234
michael.dougherty@dot.gov
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