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BRIEF SUMMARY: Amends Act 209, SLH 2007, to repeal the June 20, 2009 sunset date.
EFFECTIVE DATE: July 1, 2050

STAFF COMMENTS: The legislature by Act 209, SLH 2007, exempts from the general excise tax the
gross proceeds arising from the sale of alcohol fuels for consumption or use by the purchaser and not for
resale. Act 209 also provided that this exemption shall be repealed on June 30, 2009. This measure
proposes to make this exemption permanent by repealing the sunset provision.

It should be remembered that since the general excise tax imposed on liquid fuels is calculated as 4% of
the wholesale price of fuel, as the cost of liquid fuel rises, so does the amount of general excise tax.
Further, as compared to the state fuel tax, respective county fuel taxes and federal excise taxes which are
also imposed on the price of liquid fuels, the general excise tax is a relatively small amount. The
wholesale price of gasoline would have to rise to $4 per gallon for the amount of the general excise tax to
be equal to the state fuel tax.

It is interesting to note that Hawaii is probably the only state to impose its “sales tax” on fuel for vehicle
consumption. This is because the general excise tax is a gross receipts tax imposed for the “privilege” of
doing business in Hawaii. As a result, unless specific exemptions are adopted, every transaction of
business in Hawaii is subject to the general excise tax. Sales for final consumption are taxed at the full
retail rate while sales of goods and services for resale are subject to the lesser 0.5% rate. For other

states, the perception is that this product is already subject to the fuel tax and, therefore, the imposition of
the sales tax is viewed as a double taxation of the same product.

While the impetus to the enactment of this exemption was to appease the motoring public since the
imposition of the general excise tax on fuel increased the price of fuel at the pump, it should be
acknowledged that the exemption will reduce the amount of general excise tax revenue collected. Any
exemption to appease the motoring public should also be accompanied with a like reduction in spending.

While no one wants to pay higher prices for gasoline, there are two points to consider in addition to the
fact that re-imposing the general excise tax would contribute more revenues to the state general fund.
First, as all motorists and consumers witnessed last year, as gasoline prices rose, consumers changed their
habits in order to minimize the rising cost of filling up at the pump. Drivers gave serious consideration to
alternatives such as hybrid cars and commuting by mass transit. Thus, while the added cost of the general
excise tax will increase the cost of gasoline, it may also help to make the shift away from the consumption
of fossil fuel to “greener” alternatives. In other words, it can be viewed as a disincentive to use fossil
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fuels. For those lawmakers who have pledged to “green” Hawaii, the reinstatement of the general excise
tax can be viewed as a step in that direction.

Finally, lawmakers need to remember that although the cost of the general excise tax is passed on to the
customer, in this case the motorist, it is a tax imposed for the privilege of doing business in Hawaii.

Thus, the oil companies who lawmakers railed against only a few years ago by attempting to impose a
cap on the price of gasoline as well as the service station owners where gas is purchased have had a two-
year holiday from paying the 4.0-4.5% tax on sales of fuel. Meanwhile all other businesses in Hawaii
have had to contend with the general excise tax on their sales of goods and services, including the amount
that they must pay on the amount that is “passed-on” to their customers. Thus, the oil companies and
service station owners have been able to keep more of their profits since they do not have to pay the
general excise tax on the sales of gasoline.

From a public finance and highway user perspective, if the general excise tax was re-imposed on the sales
of gasoline, consideration might be given to using the proceeds of the tax, estimated to be about $40
million annually, to help shore up the state’s highway fund which is now forecasted to run a deficit of
nearly $54 million by the end of the fiscal year 2010. This strategy might allow lawmakers to avoid even
larger increases in the state highway taxes such as the fuel tax and the motor vehicle weight fee.
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