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Figoal instruments.for raising Community revenues
' " from energy ‘

=

The fiscal inetruﬁent at present avalleble

1.‘ Three types of tax at present apply to energy g .
-~ generalised taxes on consumption (vaT);
= special excises on oonsymption; '

- Customs duty.

L. yaT, L -
The coverage of VAT is largely harmonieed although the levnl and -
number of rates is not. Two other crucial factors relating ‘to VAT

_need to be borne in mind. First, VAT wquld not, because of its -

- credit mechanism, affect intermediate consumptibn and would therefore
affect final consumption alone. Secondly, given that VAT is & Fenpral
consumption tax, it is undesirable to add a special enﬂrgy rute to

.,thpse already in force. For these reasons, although VAT'has'oertain

~attractions from ‘the standpoint of relatiV@ ease of application, it is
a relatively 1nf1exible instrument for the purposes: of spaoific energyv

obJectives.

'I.é;'Excises~
/ Ae“regards tﬁe exoises on rineral oils, neither the structures nor the.
" rates‘are'harmoﬁieed; The Commisaibn has however a proposal before the
| Council for harmoniaing the structure of the excises on mineral oila.,_
This proposal, as at preeent drafted, in effect confines exciees on
mineral oilse to road. fuels end domestic heating oils. Most other usen
(and 'in particular industrial use of heavy fuel oils. for hoating, of :
oils used as raw materiala and lubricante) are exempt. ‘

A

< lelds Cuetoms duties T
Petroléum produots are of odurée inoluded in tﬁe Common Customs Tariff,

' Unrefined products are free of duty, whilqt~réfinéd produotavnre nubinot
to rates of duty ranging up to 6 %. At present, a high proportiQn of

~ dutiable products are 1mp6rtad-free of duty for further rafining or unde:r
preferential arrangements. : - ' ' | '

/.



2. There are three essential elements in any tax. Conaiderable varintion
is possible within each of these elements asnd in the wny they can ho
combined to oreate the complete tax. Ip deciding on the most approprini
fiscal instrﬁment'for the present purposes, choicées will need to be '
@ade beiwéen the following possibilities :

" = method. of.impoeition t whether and valorem, specifio, or Qarigble
levy; | ‘ \ | N | '
= coverage ¢ the extremes of the. variants possible go from a tnx
on crude oil élone to a tax at a uniform rate applied to all ’
energy consumption; . B
~ choice pf‘the'taxable event : whether at imporﬁaﬁiqn, production

or consumption.

olo Method of imposition

2.1, lo A variable levy could in theory be applied ags the difference betwecrn

market price and & reference price. Such a acheme would bo vxtr(nn]y

‘complex to admlnilterg A system for permanent and rapid monitoring
of prices would be essential, as would provision for immcdiate '
changes in the levy rate in response to market price chnngeca. In
any case, (see also Annex _ o¢n harmonisation of energy prices X
~ and taxation) the considerable variations in the coverage and rates

of national taxes would defeat the objective of such a sohemo,

24122 An ad_valorum would of course move automatically with price.

' F%equent changes in tax rate'éh keep pace with inflation would not
therefore be necessary. On the other hand, in view of the maneive
611 price changes in recent months and to be expected in the futurs
thia‘éutomatid effect could also cause difficuity, since the effcot
of any exogeneous price increases would be autnmaticnily multiplie
by the tax rate. ¥inally, ad valorum taxes ars particulariy diflficu
to admiﬁister where fhe price of a product is volatile and vnries

rapidly with the market situation.

2s1e3o By contrast; a specific tax offers a variety of attractiona 3

‘- ease and rela%ive oertainty of administrationg
- reduotion in %the fluciuationg of osnaumer prioes relative to ox-
tax prioaa and in- the prioe Bpread betweon different oonnuwrtion
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- if neeeesaryﬂ ‘the management of a specific tax offere poeeibilitiee
of adjustment (by referenoe to. ex-tax prices, by produet by
refersnce to the evolution of the general price | level) ‘equnl.

'to other methode of 1mpositiono . - o
It ehould however, be noted that a speoifio tax would have different.
'effeots’ depending on the pruchasing powers of the Member States.-
20 2. Coverage

" 2420 1. A peneral eoneumption tax_on energx eneouragee eoonomy in the use of
all forma of energy without differentiation, and’ new and renewable

© energy sources would also be taxed., Moreover, the tax rate would necec
to be substantial to have a significant impact on demand. Any such tnx.
would alao raise oontroversial technioal issues related to the equi-
;valence~' of different fuels; it would in addition requxre the
setting up of a cumbereome administrative machinery, the cost of ¢
which could well be out of proportion to ‘the tax rate involved.
. Finally, such a tax would tend to place.a relatively heavier burden
on electrioity, which would run counter to the aim of developinp
coal and nuclear. energy. '
In the aboence of a general energy tax an ‘alternativa course would be
to ooncentrate on the poasibilities of a tax confined to 01130‘
further attraction lies in the faot that the machinery for controlling
-oil 'refining and for taxing oil produota ulready existe in all .the

Member Stateso -

N /

'2.3.~Texable event

2.3eln'ImEortetion L ' o _ o .
Aloustome duty.. confined to orude oil'eould be avoided'by importing,’
- free of tax, refined petroleum products. In atriotneae, therefor"
the duty should apply both to orude and refined petroleum producte.
The tariff arrangements for petroleum are particulnrly complicnted,
but if the present strueture of the CCT is respected, the adminietratior
"and oollection of - the tax should not present maJor problemu,'

:_./‘. |



@ . )
The simplest approach would lie in a single rate of duty applying

to all petroleum products. However, assuming a specific duty wers

applied at a single rate to unrefined producte, its relative

incidence on the unrefined products would be higher than on the

refined. This could in‘theory produce an incen#ive to divert rcfining

‘mctivities awey from the Community. If the rates ware differentinted

according to the various types of petroleum products, the problem.

‘of calculating appropriate rates for each tariff line would arisec.

Alternatively, if the duty rate were to be low, and notwithstanding

. the possible (small) incentive to divertirefining abroad, the

'203020

applicétion of the same rate to unrefined and refined products
would enjoy the. advantagee both of aimplicity and inrrnnned nccepta—
bility abroad.

The existing Community inward proceéeing arfangementa oould be used
to’ provide relief for exported goods. Member States alreandy use. the
inward prooessing arrangements to relieve petroleum products from |
national fiscal duties. The addition of custom duties should not
present m&jor difficulties. The arrangemenfs would not, howevcr,
enable duty relief to be allowed on petroleum produots used as a

source of energy.

Production

At the national level, exoises are applied on domeétic production

of a wide range of goods, .and are extended in like manner to imports,
in conformity with GATT rules, but do not exist at the Community
level. At the present time, there is no tax in existence for taxing

the internal production of orude oil.

However, from the adminisfration standpoint, it would in principle
be feasible to levy a Community production tax equally on crudo oil
imports and an internal production of orude oil.Such a tax, in its

aimpieat form, could be expressed as a fixed specific amount pecr ton

~ of crudo oil. As orude oil production is already subject to a

oonsiderable degree of control (e,g. for direct and royalty tax

‘purposes ). a production tax in thet form could be administered without

undue diffioulty.,

o/



Whilst such a tagy oould operate in so simple a form with a relatively
modest\rate (with an incidence-of -« say = a few per cent) a signifi~
cantly higher rate would give. rise, e:ther to serious distortions,

~of to complex administration, and possibly to both. For example,

8. sizeable rate would almost certainly require a matching system of
compensatory charges at import and -restitutions at export'of refined
products. For such a tax to be consistent with our international ‘
obligationa, thesechargaa and restitutions should in atrictneus
precisely -equate with the rate on orude oil. This could prove a

very difficult undertaking, and relatively oomplex to administer.

- 2.3o3.iConsumgtion '

2.3040.

A1l the Member States currently taxithe oomeumption'of refined mineral
oil produota, There are wide variations in both the ooverage of these

taxes, and in their rates. However, whatever their detailed diffornnror.

- they are in general levied overwhelmingly on the consumption of rond
- fuels, heating fuela and lubricants. As stated earlier, a Comm1001on

proposal to harmoniee their structures is already before the Council.’

If it were decided that a. Community tax should cover all conaumption

of oils, this propogal could serve as a basis for a harmonised covernge,‘

-subgeot to any necessary amendment to take account’ of specific cnorpy

objcctives, (in particular, to extend ‘the tax coverage {0 heavy fuol
oils, oils used as raw materials and lubricants, for all of which

exemption is at present propoeed)

A hybrid formula.

A futher possibility ie to combine a Community Customs duty on impomted
" orude oil with identical, but nationally imposed, lovies on intornal

" orude oil produotion, The chief advantage of such a scheme would lie

in the relative ease with which such a ‘scheme oould be introduoed
institutionally and in its confbrmity with our internationnl obligntions.

_ From the standpoint of fiscal administrationv and gssuming identity

of treatment of indigonoﬁs and imported crude oils, ouch o hybrid

nhns the easential oharaoteristica of an internal tax levied ut tho -

production stago.‘The technical implications would be broadly tho ahma
as those already indicated above for a produotion tax levied equully

‘on EEC oil produotion and on ‘imported oils._
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3. Special selective fisoal measures

* As an alternative to a more or less general increase in the taxation
imposed on energy, selective fiscal instruments afe of course an option.
Such measures could in addition be directed towards specific energy
objectives. Examples of such measures would be

3.19‘a special tax on heavy fuel oils in order to discourage ite use in

electricityfgeneration, to encburage industry to economise in ite use,
‘and to make other fuels relatively more attractive.

Such a tax would of course havé an impaot on indusirial competitiveness,
but this would not be significant at a modest rate of tax.

3.2, a Community tax on road fuels

The possibility of a Community own resource from petrol (gaéoline) was
raised in the Green Paper on new own resources (COM(78) 531, .pe22).

If a new own resource were to be obtained via inoreaped taxation on
petrol it should also be considered whether the additional Community

levy should be extended to other road fueisJ The impact on industrial
costs would be neingibIe;.Imposifion and collection of the tax would
presoht no administrative problems. However, petrol isfalready the most
heavily taxed oil product. Moreover, there are no ready subsitutes

for these fuels. Conééquently, although such a tax might have .Bome effects
on consumﬁtion;'these could only be marginal, given the low rate implied

~

by the revenue objective,

A further\consideration, partioular to the transpért‘aeotor,-would also

need to be borne in ﬁind. In transport, taxes on fuels end taxes on

vehicles must be considered together; changes in.one may well lead

to offsétting changes in the other. This would certainly be the result

when the draft directive on ooﬁmercial vehicle taxation, agreed in

principle by the Counoil in 1978, comes into effact. To avoid" this.

it would be necessary for any speoial enargy tax olearly to be distin—
- guished from the existing pysatem of taxee on transport.:
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Given the very low tax rates likely %o obtain any advantage from
the standboint of‘energy objectives of combining a number of tax

instruments, would almost certainly ba outweighed by the 1ncreased
. administrative oomplxcations.





