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Date of Hearing: January 20, 2022

ASSEMBLY COMMITTEE ON APPROPRIATIONS
Chris Holden, Chair
AB 365 (O'Donnell) — As Amended January 12, 2022

Policy Committee:  Revenue and Taxation Vote: 9-0
Urgency: Yes State Mandated Local Program: No Reimbursable: No
SUMMARY:

This bill, beginning January 1, 2023, and before January 1, 2028, exempts new or used drayage
trucks that comply with specified emission reduction programs from the state portion of the Sales
and Use Tax (SUT) Law. This bill states the goals of creating the tax exemption and requires the
California Department of Tax and Fee Administration (CDTFA) to provide a report on the
exemption’s use.

FISCAL EFFECT:

1) Annual General Fund (GF) revenue loss of approximately $152,000. Additional annual
revenue loss of approximately $80,000 to local governments.

2) Annual GF cost pressures of approximately $41,000. One component of California’s 7.25%
sales tax rate is the 1.0625% rate supporting the 2011 Local Revenue Fund, which provides
local governments with public safety realignment money. Proposition 30 (2012) protected
the fund by ensuring, in the event the 1.0625% component is reduced or eliminated, local
governments continue to receive a commensurate level of state funding.

3) Minor and absorbable costs to CDTFA to modify returns, update informational materials and
issue the report.

COMMENTS:

1) Purpose. According to the author, “commonly used diesel drayage trucks are a significant
source of greenhouse gas emissions and air pollution” but “cleaner alternatives are more
expensive and subject to numerous taxes and fees.” The author notes exempting cleaner
trucks from SUT Law will make them more affordable and help the state meet emissions
reduction goals. Proponents include local ports and business associations, stating this bill
would allow individuals and small drayage truck fleets to transition to cleaner technology.
This bill is opposed by a local government organization, stating this bill would erode revenue
for counties.

2) Tax Expenditure vs. Direct Expenditure. The various tax credits, deductions, exclusions
and exemptions in existing law are tax “expenditures” generally enacted to accomplish some
governmental purpose, with a determinable cost associated with each in the form of foregone
revenues. By allowing a partial tax exemption for drayage trucks, this bill creates a new tax
expenditure.
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As the Department of Finance notes in its annual Tax Expenditure Report, there are several
key differences between tax expenditures and direct expenditures. First, tax expenditures are
reviewed less frequently than direct expenditures once they are put in place, which may
result in tax expenditures remaining part of the tax code without demonstrating any public
benefit. Second, there is generally no control over the amount of revenue losses associated
with any given tax expenditure. Finally, it should also be noted that, once enacted, it takes a
two-thirds vote to rescind an existing tax expenditure, absent a sunset date.

Scope of This Bill. On September 23, 2020, Governor Newsom issued Executive Order
(EO) N-79-20, declaring the “goal of the State that 100 percent of medium- and heavy-duty
vehicles in the State be zero-emission by 2045 for all operations where feasible and by 2035
for drayage trucks.” Toward that goal, the Governor’s 2022-23 state budget proposal
includes $935 million to add 1,000 zero-emission drayage trucks and 1,700 zero-emission
transit buses. This bill provides a partial SUT exemption for drayage trucks meeting
emissions standards under the following programs: (a) California Hybrid and Zero-Emission
Truck and Bus Voucher Incentive Project, (b) Carl Moyer Memorial Air Quality Standards
Attainment Program or (c) Volkswagen Environmental Mitigation Trust for California. By
allowing an exemption for both zero- and near-zero emission drayage trucks, this bill differs
in approach from that outlined in the EO. Additionally, while existing law contains a few
examples of partial SUT exemptions, partial exemptions are complicated to administer and
lead to increased processing errors for both taxpayers and tax collectors.
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