REVIEW OF MASSACHUSETTS’ PROCESSES AND PROCEDURES FOR PREPARING AND REPORTING THE FHWA-551M REPORT – THE MONTHLY MOTOR FUEL CONSUMPTION REPORT

INTRODUCTION

As a result of TEA-21, the states’ motor fuel data and the Highway Trust Fund attributions derived from these data have become the most important formula factor in determining the Federal-aid fund distribution.  Currently, about $19 billion in four major Federal-aid programs are apportioned each year based on motor fuel data.  Given the importance of the data, the Federal Highway Administration (FHWA) headquarters instructed each of its FHWA Division Offices to complete an initial in-depth review of  the state’s process for compiling and submitting motor fuel data to the FHWA by September 30, 2002.  Based on the results of the initial in-depth review, each Division Office is expected to develop an oversight plan to ensure the accuracy and reliability of the data reported.    

 The Massachusetts Division Office chose to concentrate its initial efforts on the FHWA-551M Report (Monthly Motor-Fuel Consumption) because this is the report that drives the FHWA Highway Trust Fund attribution process.  The Division Office’s primary focus was to ‘map’ the steps employed by the Massachusetts Department of Revenue (DOR) in producing the report, and thereby develop a better understanding of the processes and procedures associated with motor fuel reporting.  The DOR is the agency charged with administering state fuel tax programs.  Secondarily, the Division Office used this initial review as a means to begin to assess the adequacy of the data provided by Massachusetts.  

The Division Office conducted its initial in-depth review on September 17-18, 2002 at the DOR.  The review consisted of an on-site visit with the management and staff of the DOR responsible for the preparation and transmittal of the FHWA-551M.  The review was conducted by the Division Office Planning and Financial Program Managers. 

Participants in the Review

Ms. Iris Lee,  Chief, Bureau of Desk Audit, Massachusetts DOR

Mr. Patrick O’Mahony, Supervisor, Excises Unit, Massachusetts DOR

Mr. Paul Chen, Manager, HPMS/Fiscal Statistics, MassHighway

Mr. Stephen Pourinski, Economist, MassHighway

Mr. Michael Lawton, Financial Manager, FHWA-Massachusetts Division Office

Mr. Edward Silva, Planning Program Manager, FHWA-Massachusetts Division Office

I.   Purpose of the FHWA-551M Report: ‘Monthly Motor Fuel Consumption:’
The FHWA-551M provides for the monthly reporting of motor-fuel volume data by the states.  The data reported are widely considered to provide the most complete and accurate information on motor fuel usage, and as such, are invaluable for a variety of analyses within the United States Department of Transportation and by other agencies.  Data from the FHWA-551M are used in compiling tables which are published in the annual Highway Statistics.  These tables are extensively used for highway planning and highway-user revenue projections.

Most importantly, the volume data reported in the FHWA-551M are used by the FHWA to attribute Federal Highway Trust Fund receipts to the states, which in turn are used in the Federal-aid highway fund apportionment process.  Highway motor fuel consumption data impact the distribution of Federal-aid highway program funds in the following program categories: Interstate Maintenance, National Highway System, Surface Transportation Program, and the 90.5 percent Minimum Guarantee.

II.  
Mapping of the Process for Developing Monthly Gasoline Consumption:
To gain an understanding of the process and procedures employed by the DOR to produce the FHWA-551M, we chose the January, 2001 report and tracked every entry into that report, step by step.

1. State Points of Taxation and Tax Rates for Gasoline:  The state points of taxation for gasoline are “distributors” and “importers”.  Currently there are 70 distributors and 70 importers in Massachusetts. Distributors are licensed by the State and must meet the following criteria: 1) must have a minimum storage capacity of 25,000 gallons at one location; and 2) 75% of total gasoline distributions must be for resale. In addition, distributors have the capability of selling gasoline to tax exempt entities.  Importers are issued a more limited license which does not allow them to sell gasoline to tax exempt entities.  Importers also are not required to have a minimum storage capacity.  

The tax rate for gasoline in Massachusetts is 21 cents per gallon as specified in state law, MGL 64A Section 1(1).  This rate has been in place since 1991.

2. FHWA 551M, Item 1, Line 1 – Gross Volume Reported for Gasoline:  

Step 1.  Each distributor and importer files a gasoline tax return monthly with the Department of Revenue (DOR).  They use a DOR form GT-456, Gasoline Tax Return (copy found in Appendix A).  In addition, the 17 distributors who sell aviation fuel also file separate monthly returns with DOR for aviation gasoline.  They use DOR form AF-1, Aviation Gasoline Tax Return (copy found in Appendix A).  All returns are due on the 20th of the month following the sale of the gasoline.  Late returns are automatically assessed interest and a penalty.

Step 2.  Information from the monthly tax returns is processed and entered into the DOR’s central computer files by the Data Entry Unit.

Step 3.  The monthly tax return forms are then routed to the DOR’s Excises Unit, the unit responsible for the preparation of the FHWA-551M.  The Excises Unit extracts information directly from the GT-456 forms:

· Line 13 - Sales to US government (nontaxable)

· Line 14 - Other nontaxable distribution (for gasoline sold to regional transit authorities and the Massachusetts Water Resource Authority (MWRA))

· Line 25 - Net taxable gallons

Information for aviation gasoline is extracted directly from the AF-1 forms, line 11, net taxable gallons.

Step 4. The Excises Unit then produces a spreadsheet showing data extracted in step 3 by distributor and importer.  The spreadsheet shows by distributor and by importer ‘Taxable Sales’, ‘US Government Sales’, ‘Aviation Sales’ and ‘Miscellaneous Sales’ (consisting of gasoline sold to regional transit authorities and the MWRA).  With this spreadsheet the Excises Unit is able to quickly identify missing returns.  In those instances where there are missing returns, the analyst will attempt to obtain the information by first checking into the DOR’s central computer file to see if the information is available on file.  If not, the analyst will then call the distributor or importer directly and obtain the monthly distribution numbers over the telephone.  Historically, information is obtained by telephone from no more than 1-2 distributors/importers per month.  In the January, 2001 Report information was obtained over the telephone form two distributors.  It should be noted that the Excises Unit never sees the actual returns filed by these  distributors/importers that originally missed the reporting deadline.  

This spreadsheet entitled “Total Taxable Gasoline Sales (Gallons) Reported for the Month of  ______ ” can be found in Appendix A.

Step 5.  The information in the spreadsheet developed in step 4 is then summarized in a table that shows sales of gasoline for all distributors and importers stratified by ‘Taxable Sales-Automotive’, ‘Taxable Sales-Aviation’, ‘U.S. Government Sales’ and ‘Miscellaneous Sales’.  This summary table is entitled “Summary Distributors and Unclassified Importers” and it can be found in Appendix A.

Step 6.  The Excises Unit then takes the information in the table developed in step 5 and produces a formal DOR report entitled “Motor Fuels Monthly Summary Report” (See Appendix A).  This report is expanded to include information on ‘Special Fuels’ and ‘Refunds’, both to be discussed later.  It should be noted that in developing this report the Excises Unit transposed the numbers associated with aviation sales with federal and miscellaneous sales.  This error was carried forward to the FHWA-551M submission for January, 2001.  To determine whether this was a systematic or an isolated problem, we sampled two other months and found that this was an isolated error.

Step 7.  Up to this point all of the information prepared by the Excises Unit has been volume/gallonage based.  Now the Excises Unit adjusts the volume-based information for taxable automotive sales and taxable aviation sales developed in the preceding steps to align them with revenues reported to the DOR.  To do this adjustment the Excises Unit obtains the February, 2001 ‘SIN-Report’, a DOR produced report which contains revenues received by the DOR for January, 2001 from both automotive gasoline sales and aviation gasoline sales.  The applicable  ‘SIN-Report’ for automotive gasoline sales can be found in Appendix A.  

Step 8.  Using the ‘Motor Fuel Adjustment Worksheet’ found in Appendix A, the Excises Unit takes the ‘SIN-Report’ revenues for January, 2001 from automotive gasoline sales ($45,142,956.44) and divides this revenue figure by the 21 cent per gallon gas tax rate and derives a ‘SIN-Report’ gallonage of 214,966,459.  A similar procedure is followed to calculate a ‘SIN-Report’ gallonage for taxable aviation gasoline of 258,010 gallons.  

The 258,010 gallons of aviation gas derived from revenues supersedes the figure derived from the monthly distributor/importer AF-1 Report (243,348 gallons).

As to the taxable automotive gasoline gallonage for January, 2001, the Excises Unit uses the revenue based gallonage of 214,966,459 and subtracts that from the gallonage derived from the GT-456 monthly reports filed by the distributors/ importers (220,984,812 gallons) and arrives at an adjustment of minus 6,018,353 gallons.  As a matter of practice, the Excises Unit then applies this adjustment to the gallonage reported by the distributors.  As a result, in Janaury, 2001, the distributor reported gallonage of 198,928,801 was adjusted downward to 192,910,448 gallons. 

Step 9. The Excises Unit now revises the DOR report ‘Motor Fuels Monthly Summary for January, 2001’ produced in step 6 to reflect the adjustments to the taxable automotive gasoline gallonage and the taxable aviation gasoline gallonage.  

The Federal and Miscellaneous nontaxable gasoline gallonage remains unchanged, as reported by the distributors in the monthly GT-456 reports.   See Appendix A for the revised ‘Motor Fuels Monthly Summary Report’.     

Step 10. The staff of Excises Unit is not involved with the development of interstate motor carrier IFTA information, therefore, they were able to provide us with only limited information concerning the IFTA data reported in the FHWA 551M.  The information which they provided us is as follows:

· There are approximately 4,500 interstate motor carriers registered with a home base in Massachusetts. 

· These interstate motor carriers file IFTA returns quarterly with a regional processing center in the state of New York.

· The New York Center processes the IFTA data for Massachusetts and provides the Massachusetts DOR with the required IFTA data for reporting, auditing, and record keeping.

· The Excises Unit obtains the IFTA data for reporting on the FHWA 551M from a report prepared by the DOR’s Financial Services Bureau.  This data is revenue-based and is used to interpolate gallonage.

· The Excises Unit includes this IFTA calculated gallonage in its Motor Fuels Monthly Summary Report (see steps 6 and 9) as the line entry titled “Chapter 64 Motor Carrier and IFTA”.  For January, 2001 the IFTA entry was 1,709,429 gallons (gasoline and diesel combined).

· Programs which predate the existing Excises Unit staff will then apply a percentage split of 99% diesel and 1% gasoline to calculate the IFTA gasoline and diesel positions.  For the month of January, 2001 the IFTA gasoline position was calculated to be 17,094 gallons.  This volume is added to the Gross Volume Reported for Gasoline as will be explained in Step 11. 

· As it concerns the IFTA entries on page 2, item 2 on the backside of the FHWA 551M, the Excises Unit informed us that the IFTA gallonage is split 90% diesel and 10% gasoline.  This is, in fact, the way the IFTA gallonage is split in the January, 2001 Report.  Obviously, this is inconsistent with the percentage splits applied to determine the IFTA volume added to the Gross Volume on page 1, line 1.  The only explanation we could get from the Excises Unit staff concerning this inconsistency was that this was a programmed procedure that predates the current staff.

We also learned from the Excises Unit that the Massachusetts DOR has a separate IFTA Audit Unit consisting of 8 field auditors charged with the responsibility of auditing the IFTA motor carriers registered in Massachusetts.  This unit conducted 139 field audits in state fiscal year 2002.

Step 11.  The IFTA gasoline volume calculated for January, 2001, as indicated before, was 17,094 gallons.  This volume is added to the January, 2001 taxable aviation volume of 258,010 gallons and to the January, 2001 taxable automotive gasoline volumes supplied by importers and distributors of 22,056,011 gallons and 192,910,448 gallons respectively.  The resulting sum, which equals 215,241,563 gallons, is entered into to the FHWA-551M, item 3, line 40, as ‘Gross Volume Taxed - Gasoline’.

Step 12.  To calculate the Fully Tax-Exempt Losses-Flat %, the Fully Tax-Exempt Federal and Miscellaneous gasoline volumes* of 65,698 and 177,650 gallons respectively are now added to the Gross Volume Taxed-Gasoline figure of 215,241,563 gallons.  The resulting sum is multiplied by 1% to calculate the Fully Tax-Exempt Losses of 2,176,443 gallons, the volume entered in item 2a, line 21 for January, 2001.

Step 13.  The Gross Volume Reported - Gasoline, Item 1, Line 1, is now calculated by adding the Gross Volume Taxed (215,241,563 gallons), the Fully Tax-Exempt Miscellaneous volume (177,850 gallons), the Fully Tax-Exempt Federal volume (65,698 gallons), and the Fully Tax-Exempt Losses-Flat % (2,176,443 gallons).  The resulting Gross Volume Reported for January, 2001 is 217,661,354 gallons.

3. FHWA-551M, Item 2a, Line 21- ‘Fully Tax-Exempt Losses-Flat %-Gasoline’ - The procedures for calculating the Flat Losses are described above.  The DOR tells us that the 1% allowance which the state claims was established administratively, and not by state law.  We request that the DOR verify that state law does not provide for a Flat Loss percentage.  If, in fact, there is nothing in state law that allows for Flat Losses, then the DOR should not be making this deduction.  Not making this deduction would result in a favorable effect on FHWA funding to Massachusetts.

4. FHWA-551M, Item 2b, Line 22 - ‘Fully Tax-Exempt Losses-Actual-Gasoline’ -  Massachusetts does not claim any actual losses for gasoline.

5. FHWA-551M, Item 2c, Line 23 – ‘Fully Tax-Exempt Federal-Gasoline’ – As previously explained, this gallonage is taken directly from the distributors monthly returns (Form GT-456, line 13).  Unlike several other 551M entries it is not adjusted to revenues.  This tax exemption is allowed under state law at MGL 64A Section 12.

6. FHWA-551M, Item 2d, Line 24 – ‘Fully Tax-Exempt Miscellaneous –Gasoline’ – This gallonage is also taken directly from the distributors monthly returns (Form GT-456, line 14) and it, too, is not adjusted to revenues.  This miscellaneous category includes gasoline that is sold untaxed to the regional transit authorities, the MBTA, and the MWRA.

7. FHWA-551M, Item 4a, Line 51 – ‘Fully Refunded-Agriculture-Gasoline -  To claim this refund eligible recipients must file Massachusetts DOR Form GT-9A ‘Gasoline Refund Application for Those Engaged in the Business of Farming’ 

*Derived from the monthly gasoline tax returns filed by the distributors (Form GT-456)

(see Appendix A).  This form must be filed 3½ months from the end of the farming business’ fiscal year, typically April 15th.  Applicants include farming

businesses, individual farmers, garden centers, and nurseries that purchase gasoline for off-road use.  DOR typically receives less than 200 refund applications, mostly from farmers, each year.  The sense from DOR is that no more than 10% of eligible recipients are applying for this refund.  To determine the volume entry for this refund item in the 551M, the volumes reported in the individual applications for a refund paid in a particular month are summed, and the total is entered in line 51.  For January, 2001 this entry was 18,215 gallons.

This refund is allowed under state law at MGL 64A Section 7A.

8. FHWA-551M, Item 4b, Line 52 – ‘Fully Refunded-Aviation-Gasoline’ – Aviation gasoline refunds are allowable in Massachusetts but no claims have been filed in recent memory.  Therefore, no refunds have been reported for this item.

9. FHWA-551M, Item 4c, Line 53 – ‘Fully Refunded-Industrial/Commercial-Gasoline -  Massachusetts uses this line item as a ‘catch-all’ category to capture refunds for eligible off-road uses that do not have a specific DOR refund claim form.  This includes off-road construction industry uses, and gasoline uses to power refrigeration equipment on trucks.  Refunds for federal civilian and post office uses are also reported on this form and included in this line item.  Eligible recipients must file the DOR refund form GT-9 ‘Gasoline Refund Application’ included in Appendix A.  Claims for refunds must be filed within two years of the purchase of the gasoline.  All claims paid in a particular month are summed and are reported in the 551M Line 53.  For January, 2001 this entry was 434,071 gallons.

This refund is allowed under state law at MGL 64A Section 7.

10. FHWA-551M, Item 4d, Line 54-‘Fully Refunded Construction-Gasoline’ -  This data is reported under ‘Industrial/Commercial’ because the Massachusetts DOR does not have a specific reporting form that captures construction uses. 

This refund is allowed under state law at MGL 64A Section 7.

11. FHWA-551M, Item 4e, Line 55 – ‘Fully Refunded Marine-Gasoline’ -  To claim this refund eligible recipients must file Massachusetts DOR Form GT-9M ‘Gasoline Tax Refund Application-Watercraft Use’ (see Appendix A).  This form must be filed within six months of the purchase of the gasoline.  DOR receives between 100-200 refund claims per year.  The number of claims is small because many people do not know about it, and those who know about it find it cumbersome to file the claims.  DOR estimates that 50% of refunds are from marina purchases and 50% are from retail pumps.  Most refunds involve pleasure craft.  All claims paid in a particular month are totaled and this total is reported in the 551M, Line 55.

This refund is allowed under state law at MGL 64A Section 7.

12. FHWA-551M, Item 4f, Line 56 – ‘Fully Refunded Turnpike-Gasoline’ -   Most turnpike gasoline refund claims in Massachusetts are filed by individuals.  Applicants have a two year time limit to file their claims.  Claims are filed using DOR Form GT-9T ‘Gasoline Refund Application-Massachusetts Turnpike Use’ found in Appendix A.  DOR informs us that this is a very laborious form to complete. Applicants must supply fuel purchase receipts and detailed logs listing each trip by day.  Also, applicants are required to provide proof of travel on the turnpike by providing toll receipts or ‘Fast Lane’ statements.  In addition, the process requires that fuel must be purchased on the day of use or within three preceding days of turnpike use.  As a result, the number of individual applications for refunds is relatively small.  DOR estimates that they receive no more than 300 individual refund requests per year for gasoline and that the average refund is $50.  Turnpike refunds are also allowed for diesel use and will be discussed in the section mapping the diesel reporting. All claims paid in a particular month are totaled and this total is reported in the 551M, Line 56.

This refund is allowed under state law at MGL 64A Section 7.

13. FHWA-551M, Item 4g, line 57 – ‘Fully Refunded Federal-Gasoline’ -  Massachusetts does not have a separate reporting form for reporting refunds for federal civilian and post office use.  Therefore, the state reports these refunds under ‘Industrial/Commercial”.

14. FHWA-551M, Item 5b, Line 82 – ‘Net Volume Taxed Aviation-Gasoline’ –

Taxable aviation gasoline is derived from revenues reported in the DOR monthly ‘SIN-Reports’, as described in Step 8 on page 3 of this report.

15. Assessments -  DOR has a staff of 5 auditors that conduct audits of diesel and gasoline use (IFTA not included).  These auditors conduct about 100 audits per year. The assessments resulting from these audits are reflected in the monthly ‘SIN-Reports’ of revenues prepared by the DOR.  The Excises Unit captures the assessment volumes through their monthly adjustment procedures that align volumes with revenues, as previously described.  It should be understood that the Excises Unit cannot directly capture volumes resulting from assessments. These volumes are indirectly derived from the revenue reports.

Note:  Gasohol is not sold in Massachusetts and is, therefore, not reported in the                                                    FHWA-551M.

III. Mapping of the Process for Developing Monthly Highway Diesel Consumption:
1. State Points of Taxation and Tax Rates for Diesel:  The state points of taxation for diesel are the “suppliers”.  Currently there are approximately 1,200 suppliers in Massachusetts.  Suppliers are licensed annually by the DOR and the only requirement that they must meet is that they must have a storage tank.  There are no minimum capacity requirements.

As a point of information, there are also “user-sellers” in the state who obtain their fuel from the suppliers and who pay the fuel taxes to the suppliers.  These user-sellers file a monthly informational return with the DOR using Form SFT-4 which can be found in Appendix B.

The tax rate for diesel in Massachusetts is 21 cents per gallon as specified in state law, MGL 64E Section 4.  This rate has been in effect since 1991.

2. FHWA-551M, Item 1,Column 3, Line 1 – Gross Volume Reported for Highway Diesel:

Step 1.  Suppliers file a special fuels/diesel tax return monthly with the DOR using Form SFT-3 which can be found in Appendix B.  These returns must be filed by the 20th of the month following the sale of the fuel.  The supplier returns are used by the DOR for internal management and are not the source of information for the FHWA-551M Report.

Step 2.  Diesel volumes reported in the FHWA-551M are derived strictly from revenues.  The primary source of information for obtaining the diesel volumes is the DOR’s monthly tax revenue report, the so-called ‘SIN-Report’.

For the January, 2001 FHWA-551M Report, the diesel data is obtained from the February, 2001 ‘SIN-Report’.  The applicable section of the February, 2001 ‘SIN-Report’ pertaining to diesel and special fuels is included in Appendix B.

The February, 2001 ‘SIN-Report’ shows the total tax revenue for special fuels (diesel and propane) to be $4,378,438.69.  This number is adjusted by the Excises Unit to $4,495,711.21 by adding back certain refunds issued in January and reported in lines 501, 502 and 503.  From the revised revenues with the add-backs, the Excises Unit subtracts the propane revenues for January ($10,785.39)* to obtain the revenues attributable to diesel only.  The resulting number of

 *The derivation of the propane number will be explained in the next section of this report.  Essentially it comes directly from monthly reports for propane submitted to the DOR by the suppliers. 

$4,484,925.82, which represents the diesel revenues for January, 2001, is now divided by the diesel tax rate of 21 cents per gallon to obtain the diesel volume of 21,356,790 gallons.  This number is then adjusted by the Excises Unit to account for the IFTA diesel usage in January, and ‘Off-Road Industrial’ refunds issued in January. 

Step 3.  To obtain the IFTA diesel usage, the Excises Unit obtains from the DOR Blue Book (see Appendix B) the entry for ‘Sp Fuels, Motor Carrier & IFTA’ revenues.  For January, 2001 this entry was $4,854,991.31.  From this number the Excises Unit subtracts the special fuels revenues of $4,495,711.21, which were obtained form the February, 2001 ‘SIN-Report’ above.  The result ($358,980.10) is the IFTA revenues for both diesel and gasoline for January.  The IFTA revenues are then divided by the 21 cents per gallon tax rate to obtain the IFTA gallonage for both diesel and gasoline.  The 1,709,429 total IFTA gallons are then split (99% diesel/1% gasoline) to determine the IFTA diesel gallonage for January, which equals 1,692,335 gallons.  The 1,692,335 IFTA diesel gallons are then added to the 21,356,790 gallons of diesel fuel calculated in step 2 to obtain a diesel gallonage adjusted for IFTA of 23,049,125 gallons.

Step 4.  From the 23,049,125 gallons derived in step 3, the Excises Unit then subtracts the refunds issued in January for ‘Off-Road Industrial Uses’.  The table entitled ‘Monthly Fuels Tax Refund Report – FY2001’, which is included in Appendix B, shows that for the month of January, 2001 the diesel refunds were 555,774 gallons for ‘Off-Road Industrial Uses’.  Subtracting the 555,774 gallons in refunds from the 23,049,125 gallons (see step 3) produces the 22,493,351 gallons reported in the FHWA-551M as the Gross Volume Reported for Highway Diesel.

It should be noted that the current ‘FHWA Guide to Reporting Highway                                   Statistics’ calls for gross volumes reported for special fuels to exclude Federal, State and local uses, and to include on-road transit uses.  The Massachusetts DOR excludes Federal uses because they are tax-exempt in the state, includes state and local uses because state and local agencies are required to pay the full-rate diesel tax, and excludes on-road transit uses because transit authorities are exempt from paying the fuel taxes.  The DOR’s practices with regard to state and local uses and on-road transit uses are inconsistent with the current guidelines.  We are, however, advised by our Headquarters that new guidelines will be issued this Spring which will allow state and local uses to be included in the gross volumes reported.  Therefore, we suggest that the DOR continue its current practice with regard to state and local uses.  As it concerns on-road transit uses, no changes are expected in the guidelines, therefore, the DOR needs to find a way to account for this diesel gallonage in the gross volumes reported.  A resolution to the inconsistency involving transit is provided below in item 4.

3. FHWA-551M, Item 2a,Column 3, Line 21- ‘Fully Tax-Exempt Losses-Flat %” -  Massachusetts does not claim any flat losses for diesel nor does it claim any actual losses.

4. FHWA-551M, Item 2e, Column 3, Line 25 –‘Fully Tax-Exempt Transit Uses-Diesel’ -  Given that diesel volumes reported in the FHWA-551M are derived strictly from revenues, and that transit uses (regional transit authorities and the MBTA) are exempt from the diesel tax, the DOR does not have a way of accounting for transit diesel fuel used on-road, principally by buses.  The FHWA Headquarters compensates for this by calculating a transit volume and adding this volume to the Gross Volume Reported in Item 1, Column 3, Line 1.  The FHWA Headquarters obtains this on-road transit volume data from a Federal Transit Administration website which reports annual use of diesel fuel by transit properties.  Since the FHWA Headquarters will soon stop making these transit adjustments, they have requested that the DOR Excises Unit begin applying the FHWA procedure to report on-road transit diesel use.  It is, of course, in the state’s interest to claim this gallonage as it will favorably affect the attribution of FHWA funds to Massachusetts.

Once the DOR begins applying the FHWA procedure, they should include the transit volumes calculated in both Item 1, Column 3, Line 1, the ‘Gross Volume Reported/Diesel’, and also include this entry in Item 2e, Column 3, line 25 ‘Fully Tax-Exempt Transit Uses-Diesel’.

5. FHWA-551M, ‘Diesel Refunds’ -  Massachusetts allows two types of refunds for diesel fuel:  1) Turnpike Refunds and 2) Industrial/General Off-Road Use Refunds.

As it concerns Turnpike Refunds, if an individual qualifies under IFTA, he must claim the turnpike refund as an IFTA adjustment.  DOR informed us that most Turnpike refunds are reported as IFTA adjustments. *  If an individual does not qualify under IFTA, he must file an individual refund application using DOR Form SFT-9T ‘Special Fuels Refund Application-Mass. Turnpike Use’ (see Appendix B). The Turnpike Refunds from individual refund applications are reported in Column 3, Item 4f, and for January, 2001 these refunds equalled zero.

Turnpike refunds are allowed under state law at MGL 64E Section 5.

* Under current reporting procedures it appears that Massachusetts is not able to capture credit for total motor fuel used on the turnpike. It appears that the motor fuel associated with turnpike refunds claimed as IFTA adjustments is never accounted for in the FHWA-551M.  This issue will be covered outside the scope of this report.

The Industrial/General Off-Road Use Refunds are subtracted from the Gross Volume Reported in Column 3, Item 1, as diesel fuel is reported for highway uses only.  For January, 2001 these refunds equaled 555,774 gallons.  Individuals/businesses file for these refunds using DOR Form SFT-9 ‘Special Fuels Refund Application’ which can also be found in  Appendix B.

6. FHWA-551M ‘Diesel Assessments’ -  Assessments for diesel are handled the same way as assessments for gasoline.

IV.
Mapping of the Process for Developing Monthly Highway Liquefied Petroleum Gases Consumption: 

1. The State Points of Taxation for LPG are the special fuel suppliers who include the LPG Schedule with their monthly returns.

The tax rate for LPG in Massachusetts is set quarterly as a percentage of the previous quarter’s average selling price, but not less than 10 cents per gallon.  For the first quarter of calendar year 2002 the rate was 10.8 cents per gallon.

The tax rate is specified in state law at MGL 64E Section 4.  

2. FHWA-551M Item 1, Column 4, Line1 - ‘Gross Volume Reported-Highway Liquefied Petroleum Gases’:

Step 1.  Suppliers file an LPG schedule with the monthly suppliers’ returns.  This schedule is filed with the DOR using Schedule LG ‘Liquefied Gases Only (Propane, etc.)’.  This schedule is in Appendix C.

Step 2.  The Excises Unit extracts the volume data from each of the monthly schedules filed by the suppliers and produces a table showing the taxable gallonage from all monthly returns, and also showing the total taxable gallonage reported for that month.  The total taxable gallonage for January, 2001 was 80,488 gallons. 

The monthly table produced by the Excises Unit is entitled ‘Propane-Taxable Gallons Gross Receipt’.  The January, 2001 table can be found in Appendix C.


Step 3.  The Excises Unit then takes the total taxable gallonage for the month from the table produced under step 2 and enters this figure directly in the FHWA-551M, Item 1, Column 3, Line 1.  The 551M entry for January, 2001 was 80,488 gallons.


Step 4.  There are no other entries for LPG in the FHWA-551M report.

 V. Mapping of the FHWA-551M Entries to Massachusetts General Laws:


FHWA Headquarters requested that we relate each entry in the FHWA-551M to state law.  To the extent possible, this was done and is shown in the 551M form on the next two pages.  By each entry the reader will see a hand written reference that indicates the particular provision of Massachusetts General Laws that applies to that entry.  A copy of the actual sections of the law that apply to motor fuels is also included in Appendix D.

VI. Method of Reporting the FHWA-551M (Electronic vs. Hardcopy):

Massachusetts has traditionally prepared and submitted the 551M to FHWA Headquarters in hardcopy format.  Starting in October, 2002, the DOR submitted the 551M Report for January, 2002 using the ‘Smart Input Tool’ developed by the FHWA.  The DOR indicated that this electronic transmittal was accomplished without incident and that they are confident that they will be able to submit future 
reports using this new tool.

Subsequent to the on-site visit with the DOR, the FHWA Headquarters had an opportunity to review the DOR’s first electronic transmittal and indicated that there are a couple of entries under ‘Fully Tax-Exempt’ and ‘Fully Refunded’ where a gallonage is reported but not identified as to what it is.  The FHWA Headquarters has offered technical assistance to the DOR to correct these omissions and to customize the electronic form to meet Massachusetts reporting needs.  We recommend that the DOR avail itself of this assistance.


MassHighway has traditionally been included in the distribution of the 551M Reports, however, the FHWA Division Office has not.  At our request, the DOR 

is now including both the MassHighway and the Division Office in its electronic distribution of the report.

VII. Timely Reporting of the FHWA-551M:

The ‘FHWA Guide To Reporting Highway Statistics’ calls for the reporting of the FHWA-551M not later than 90 days after the close of the month for which the data are being reported.  Technically this means that the FHWA should now have the June, 2002 report.  The DOR, however, has had limited staff resources              (approximately 0.5 FTE) assigned to motor fuel reporting, and as a result, the latest 551M report submitted is the January, 2002 report. 

A recent reorganization within the DOR placed the Excises Unit, the unit responsible for motor fuel reporting, under new management.  The new management appears very aware of the need for more timely reporting and indicated to us that within a month they would be assigning one additional person 
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full time and one other person part-time dedicated to motor fuel reporting.  This would bring the Excises Unit’s staff level to approximately 1½ FTE. 

With new management and additional staff, the Excises Unit’s expectation is that they will be able to provide timely reports.

VIII. Reasonable Check of the Data Reported in the FHWA-551M (Comparison of the FHWA-551M to the FHWA-556)


The data reported in the FHWA-551M was compared to the data reported in the FHWA-556 for State Fiscal Year 2001 as a means of checking the 551M data for reasonableness.  This analysis consisted of the summation of the gallonage data as reported on the FHWA-551M for the twelve month period ending June, 2001, converting the gallonage data to dollars by applying the appropriate tax rates, and comparing the yearly total with the dollar amounts reported on the FHWA-556 for the same time period.  The results of this comparison produced a difference of 0.2% for gasoline and 2.5% for special fuels.  These results are considered excellent and indicate that the data reported in the 551M are reasonable.


The table on page 18 provides the details of this comparison.

IX. Documentation:

The DOR does not have any formal documentation of the methods, procedures and processes used to develop the FHWA-551M.  The agency basically relies on the wealth of knowledge that one staff person possesses to develop the reports.  We discussed this deficiency during the review and pointed out that it introduces

considerable risk to the continuity of operations.  DOR management appeared to appreciate the risks involved and seemed inclined to want to prepare the necessary documentation as soon as the additional staff is brought into the Excises Unit.

X. Recommendations:

1. We strongly urge that the DOR prepare documentation, as soon as possible, of the methods, procedures, and processes used to develop the FHWA-551M.  This is critical to the longer-term continuity of operations.

2. We urge the DOR to follow thru on its intentions to add staff to the motor fuel reporting unit, as soon as possible.

3. The FHWA Guide to Reporting Highway Statistics calls for the reporting of the FHWA-551M no later than 90 days after the close of the month for which the data are being reported.  The DOR needs to make every effort to comply with this  requirement.

4. We recommend that the DOR Excises Unit establish a formal system to verify gasoline consumption numbers obtained by telephone from the distributors/importers (page 3, step 4).  Such a system should provide for verification of the consumption numbers when the official reports come in from the suppliers.

5. The DOR needs to use one percentage split to determine the IFTA gallonage to include in the ‘Gross Volume Reported’, and the IFTA gallonage to include under the ‘Notes and Technical Information’.

6. We request that the DOR verify that state law does not provide for a Flat Loss percentage for gasoline.  If, in fact, there is nothing in state law that allows for Flat Losses, then the DOR should not be making this deduction.  Not making this deduction would result in a favorable effect on FHWA funding to Massachusetts.

7. The DOR needs to include on-road transit diesel use in the ‘Gross Volume Reported’ for diesel.  We recommend that the DOR use the current procedure employed by the FHWA Headquarters to estimate on-road transit diesel use in Massachusetts.   The inclusion of on-road transit diesel use will also have a favorable effect on FHWA funding to Massachusetts.

8. The DOR needs to use the technical assistance available from the FHWA Headquarters to properly customize the electronic version of the FHWA-551M Report.

Note: An unresolved concern that requires further discussion is the DOR’s practice of superseding volume-based gasoline numbers obtained from suppliers’ monthly returns, with revenue-derived volumes obtained from the monthly ‘SIN-Reports’, as described on page 4, steps 7 and 8.  This concern will be resolved through further discussions with both the DOR and the FHWA Headquarters.  
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XI. FHWA Division Office’s Plan of Action for The Next Year:
1. The FHWA Division Office will work closely with the DOR and MassHighway Planning to ensure that the recommendations contained in this report are implemented.

2. The Division Office will address the two unresolved issues cited in this report.

3. The Division Office will compare the information reported in the FHWA 551M to the information reported in the FHWA-556 for State Fiscal Year 2003 to ascertain whether there is reasonable consistency between the two.

4. The Division Office will examine growth trends in motor fuel consumption in Massachusetts over the last three years and compare these to the growth trends in the states of Connecticut, Rhode Island, and possibly New York. 

5. In its next in-depth review the Division Office will focus on the development and reporting of IFTA data.
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