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EXECUTIVE SUMMARY
E.1.0 Introduction

The European Semesteprocess provides an opportunity to ensure thahacroeconomic
policies are sustainable, not only economically and socially, but also environmentally.the
2014 European Semester, the Annual Growth Survey (AGS) was adopted on 13 November
2013 (15803/13), and the priorities identified therein should be addressed in the National
Reform Programmes (NRPs) which are due by the end of April 2014. The priorities identified
by the AGS include the following:

U Tax should be designed to be more growthendly, for nhstance by shifting the tax
burden away from labour on to tax bases linked to consumption, property, and
combatting pollution.

U Increasing resource efficiency and reducing the EU's dependence on external energy
sources must be part of the EU's growth stragg.

U Promoting resource efficiency by improving waste and water management, recycling
and energy efficiency.

The AGS also underlines the need to reduce environmentally harmful subsidies and to exploit
the employment generating potential of the green econgm

The references to more growth friendly tax systems, and the expressed desire to promote
more efficient use of both energy and other resources, point towards the centrality of
environmental fiscal reform (EFR) as a means to set the European economy aragectory of
growth with a strong shade of green. The approach fits well with the AGS view tretdvery
in Europe does not mean getting back to 'businesss-usual™.

E.2.0 AIms

This study, undertaken by Eunomia Research & Consulting in conjunction with Pysde
Mikael Skou Andersen of Aarhus University, has, as its central aim, to:

oprovide empirical data or secondary sour
benefits of environmental fiscal reform, to support the input in the European
Semester processorenvi ronment al protection and res

The specification elaborates on this as follows:

The task includes presenting data on the potential of revenues from environmental
taxation and other indirect benefits (such as job creation) resulting fmo

1 See formore on this:http://ec.europa.eu/environment/integration/green_semester/index_en.htm

2The Commission Communication "For a European Industrial Renaissance" adopte@2danuary 2014 also
recognises that, among different priorities, action should be taken to increase energy and resource efficiency to
support the competitiveness of the European industry.
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environmental fiscal reform in 12 selected countries, using the methodology the EEA
has applied, with methodological assistance of EEA

Of the 12 countries selected, 8 received country specific recommendations in the 2013
European Semester related to EF@elgium, Czech Republic, Estonia, France, Hungary, Italy,
Lithuania, Romania), 2 had received such a recommendation in 2012 (Austria and Slovakia),
Croatia was considered as new Member St&atnd Poland was also included.

The approach taken in this study &s to highlight the potential for revenue generation using
environmental taxes. The intention was to indicate where this potential may lie, and to
demonstrate the magnitude of the revenues that could be derived from the taxes.

E.3.0 Approach

The study proceededvith a deskreview of the existing situation based on the use of existing
databases and information. The sources used for reviewing existing taxes included:

U The European Commi ssi &dnds DG TAXUD dat abase
U DG TAXUExcise Duties Tableg¢energy products and ectricity)?
U The OECD/ EE A énsnviloameatél ye®and charges.

For the environmentally harmful subsidies, the following were used:

1) The OECD report Ol nventory of Estimated Budg

2) A further report on ludgetarysupport andtax expenditures forfossil fuels for six non
OECD EU countries

3) Calculationsbasedupon subsidydescriptions in the DG TAXUD energy excise duty tables
for 2013;8

4) AnlEEPreport for the European Commissioon Member States' @hievements inselected
environmentalpolicy areas;?

3 European Commission (2013Yaxes in Europe Database
http://ec.europa.eu/taxation_customs/tedb/taxSearch.html

4 European Commission Taxation and Customs Unio(2013) Excise Duty Tables: Part{[Energy Products and
Electricity, July 2013,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/excise_duties/energy_products/rates/e
xcise_dutiespart_ii_energy_products_en.pdf

5 OECD/EEA (2013DECD/EEMAatabase on Instruments used for Environmental Policy and Natural Resources
Management www2.oecd.org/ecoinst/queries/index.htm

6 OECD (2012)nventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels 2012,
dx.doi.org/10.1787/9789264187610 -en

7 IVM Institute for Environmental Sidies (2013) Budgetary Support and Tax Expenditures for Fossil Fuels: An
inventory for six noAROECD EU countried=inal Report, 15 January 2013,
http://ec.europa.eu/enviro nment/enveco/taxation/pdf/fossil_fuels.pdf

8 DG TAXUD (2013Fxcise Duty Tables (Part & Energy products and Electricity)Situation as at 1 July 2013,
http://ec.europa.eu/taxation_customs/index_en.htm#

9 Institute for European Environmental Policy, Ecologic Institute, BIO IS, Institute for Environmental Studies
(2013) Member States' Achievements in Selected Environmental Policy Aregal Report for the European
Commission
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5) A report by Copenhagen Economics for the European Commission on company car
taxation 10

Section3.0 of the Main Report provides some commentary on the key issues that were faced.

At the same tine, recognising the desirability of a sound basis for making suggestions for

EFR, a review of O0good practiced was wundert a
principally to the potential for revenue generation through EFR. The term suggestions is enad
rather than firm recommendations since the intention is to demonstrate potential for revenue

take. The details can be found at Append#.1.0 of the Main Report.

For each country, suggestions were then made for changes tostixig / new taxes and

removal of EHS. Initial country reports were prepared before being sent for review by one of a
number of country experts, whose assistance we gratefully acknowledge. The reports were
then amended to reflect these comments.

The modeling of revenues was based on projections of the tax base (e.g. energy consumed)

in the absence of any change, and changes to those projections as a result of the suggested
change in tax rate. This modelling is not sophisticated, but designed to impose somalism

into the modelling. The estimates of revenue generation were made on the basis of the
revised projection. The changes in the tax b
projections were used to make estimations of the environmental impact of tekbanges.

It should be noted that the revenue projections are not based on macroeconomic modelling,
and interactions between the measures are not explicitly modelled. In essence, the revenue
figures assume each tax is implemented independently of the ottse In reality, one would
expect some interaction between, for example, taxes on abstraction and taxes on discharges
to waste water, and taxes on transport fuels and taxes on vehicles (where these are designed
to increase the fuel efficiency of the stockfovehicles in use).

E.4.0 Key Findings

All figures are given in real (2013) termd-or the group as a wholeadditional revenue

generated in 2016 is estimated to be a o u B8 billidn, or 0.63% ofthe estimated GDPfor

the 12 countriescombined rising toG D1 billionin 2025 (in real 2013 terms), or 1.57% of

the combinedGD P . I n addi ti on4bilionnnre2al2AlBtermsaor 0.43% df G 2
the combinedGDR could be saved by removing some environmentally harmful subsidies
(there was no forward projection of savings for the subsidies)

Table E1, Table E2 and Table E3 below showthe split of revenue generation by the different
types of environmental taxes which are suggested to be implemented in the 12 Member
States. The majority of the overall increase comes from additional taxes omtsport (excl.
transport fuels) (0.81% of GDP). Additional revenue generated from increasing energy excise

10 Copenhagen Economics (2009) axation Papers: Company Car TaxatidReport for EuropearCommission,
November 2009,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_analysis/tax_paper
s/taxation_paper_22_en.pdf

[ 1]

EFRO Final Report


http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_analysis/tax_papers/taxation_paper_22_en.pdf
http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_analysis/tax_papers/taxation_paper_22_en.pdf

duties amounts to 0.44% of GDP. Finally, an increase 028% of GDP is estimated from
increased taxes on pollution and resources.

Table E1: Revenue Generatedrom Energy Taxeby the 12 Member States in 2025 % GDP

andd b i (fedl 2003rterms)
% GDP a, bi
Energy Excise DutiesTransport fuels 0.26% 16.74
Energy Excise DutiesC&l / Heating 0.11% 7.10
Energy Excise DutiesElectricity 0.07% 4.40
Total Energy Taxes 0.44% 28

Table E2: Revenue Generated from Transport (excl. transport fuels) Taxes by the 12 Member

States in 2025, (a23BRmagnd G billion
% GDP a, bi
Vehicle Taxes 0.66% 42.35
Passenger Aviation Tax 0.18% 11.80
Freight Aviation Tax 0.00005% 0.003
Total Transport (excl. transport fuels) Taxes 0.84% 54

Table E3: Revenue Generated from Pollution and Resource Taxes by the 12 Member States

in 2025, % GOeal2018derm3) bi | | i on
% GDP G, bil
Landfill Tax- Nonhaz (excl. C&D) 0.03% 191
Landfill Tax- Inerts (C&D) 0.0005% 0.03
Incineration /MBT Tax 0.01% 0.41
Air Pollution Tax 0.03% 1.69
Water Abstraction Tax 0.11% 6.98
Waste Water Tax 0.01% 0.91
Pesticides Tax 0.03% 1.94
Aggregates Tax 0.05% 3.01
Packaging Tax 0.02% 1.07
Single Use Bag Tax 0.01% 0.34
Fertiliser Tax 0.00001% 0.001
Total Pollution and Resource Taxes 0.28% 18
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Revenuegenerated by the 12 Member States from increasing environmental taxes or
removing environmentally harmful subsidies igiven inTable E4. The size of the economies
in the different countries clearly influences the amount of revenue estimated to be generated.

Table E4: Revenue Generation by Member State for Selected Years, b i (tedl 2003n
terms)

2016 2020 2025
Env. Taxes EHSs Env. Taxes  EHSs Env. Taxes EHSs
Austria 1.3 0.8 3.4 0.8 3.9 0.8
Belgium 2.2 7.0 6.1 7.0 6.9 7.0
Czech Republic 1.2 0.6 2.1 0.6 2.4 0.6
Estonia 0.2 0.1 0.4 0.1 0.5 0.1
France 12.1 4.8 38.4 4.8 42.9 4.8
Croatia 0.3 0.1 0.6 0.1 0.7 0.1
Hungary 0.7 1.7 2.2 1.7 2.8 1.7
Italy 10.3 7.6 221 7.6 255 7.6
Lithuania 0.3 0.0 0.6 0.0 0.7 0.0
Poland 3.7 0.3 6.9 0.3 7.8 0.3
Romania 2.0 0.2 4.1 0.2 4.7 0.2
Slovakia 0.5 0.4 15 0.4 1.8 0.4
Total 35 24 88 24 101 24

Expressed as a proportion of GDP, the revenues are showTable E5. In the year 2025, the

estimated additional revenue generation from the environmental taxes lies between L% of

GDP (Austria) and 2.5% GDP (Romania)The estimated increases for the other 10 countries
considered all lie within the range 26% GDP t®.21% GDP.

The environmental benefits associated with these changes have been estimated, though this
analysis does not capture all the exteal benefits associated with the changestable E-6
indicates that these benefits lie between 0.03% GDP (France) an®5% GDPRoland in

2025. The patterns of the benefits reflect the sources of the additional xaevenue.
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Table E5: Revenues Generated from Environmental Taxes by Member State, % GDP

Total E m(/,/'ﬁT(?é(;s 2012, Total Addition;(l);rsolm Env. Taxes in
% GDP
Austria 2.44% 1.01%
Belgium 2.16% 1.51%
Czech Republic 2.35% 1.26%
Estonia 2.78% 1.63%
France 1.83% 1.71%
Croatia 3.17% 1.37%
Hungary 2.50% 2.21%
Italy 3.02% 1.43%
Lithuania 1.66% 1.36%
Poland 2.52% 1.43%
Romania 1.94% 2.51%
Slovakia 1.75% 1.82%
EUaverage 2.29%
EUMaximum 3.87%

TableE-6: Estimated Indirect Benefits from Reduced Environmental Impacts, 202% GDP

and 0 millions (real 2013 ter ms)

% GDP a, mil
Austria 0.12% 436
Belgium 0.11% 474
Czech Republic 0.07% 112
Estonia 0.48% 110
France 0.03% 643
Croatia 0.32% 153
Hungary 0.11% 117
ltaly 0.06% 966
Lithuania 0.19% 78
Poland 0.55% 2,487
Romania 0.40% 661
Slovakia 0.27% 226

28/02/2014
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E.5.0 Jobs

In respect of job creation, a detailed analysis of this is beyond the scope of this study, but a
review of the potential efect of EFR on employment has been undertaken (and this can be
found at AppendixA.4.0). This indicates that on balance, the impacts are positive for
employment, especially where environmental taxes effectively replace taxesisas those on
employment. This is an explicit objective in many cases of EFR (where revenue from
environmental taxes is matched by reductions in other taxes of the same magnitude), but it
may be implicit in some circumstances where there is a need forda consolidation (i.e.
where the choice is between raising revenue from different tax bases).

E.6.0 Adminstrative costs

Some concerns have been raised in the countries covered by this study regarding the
administrative costs of some existing environmental tageA brief review indicates that many
such taxes have relatively low administrative costs (compared with other taxes). This may be
related, in part, to the nature of some such taxes (for example, where they are oriented
around market transactions, as withtaxes on energy carriers). Not all such taxes are of this
nature. It is suggested that where possible, Member States should make use of the existing
administrative apparatus to collect revenues so as minimise administrative costs. This might
include makinguse of existing reporting or monitoring obligations. It might be considered also
that where these do not exist, the fact that taxes can help to drive the provision, and capture
of, data has some value in itself beyond that of the revenue generated by tiae.

Vii
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1.0 Introduction

Eunomia Research & Consulting and Aarhus Universitg pleased to present this

final reportfor the studyEnvironmental Fiscal Reform Potential in 12 EU Member
Statesto DG Environment bthe European CommissionThis report is a followon to

four pilot studies on Environmental Fiscal Reform (EFR) carried out by the European
Environment Agency on countries affected by the current (post 2008) economic crisis.
The illustrative potential foEFR was outlined in the pilot studies and herewith applied
to other Member StatesAccording to the Specificatiothe purpose of this study is to

& provide empirical data or secondary sources on the potential economic and
social benefits of environmentéfiscal reform, to support the input in the
European Semester process on environmental protection and resource
efficiencyo.

This workcovers thefollowing 12 Member States:

U Austrig U Hungary

U Belgium U ltaly,

U Croatig U Lithuania;

U Czech Republic U Polandg

U Estonig U Romania; and
U France U Slovakia.

In line with the Specification,te workhas beencarried out in close alignment with
the abovementioned studies conductedby the EEArom 2010 to 2013 .11 The study
covers all forms of environmental fiscal instruments whin each country, including
environmental harmful subsidiesThe approach taken in this study wsito highlight
the potential for revenue generation using endnmental taxes. The intention wato

11 SeeMikael Skou Andersen, Stefan Speck, David Gee and Jock Martin (20EQyther Environmental
Tax Reform 9 lllustrative Potential h Ireland Prepaled for the Environmental Tax Reform Workshop
Dublin October 28 and 29, 2010, hosted by Comhar Sustainable Development Council, and organised
with University College Dublin Earth Sciences Institute, Smart Taxes and FedSEA Staff Position

Note (October #10) SPN10/01; Mikael Skou Andersen, Stefan Speck and Orsola Mautone (2011)
Environmental Fiscal Refornd lllustrative Potential in ItalyPrepared for the Conference

6 Envi r o metawd Taxatioh and FiscaReform, Rome, December ® 2011, hosted by Mnistry of
Economy and FinanceEEA Staff Position Note (December 2011) SPN11/08tefan Speck and Mikael
Skou Andersen (2012Environmental Fiscal Refornd lllustrative Potential in SpainPrepared for the
Seminar onEnvironmental Fiscal ReformMadrid, Ssptember 130 2012, hosted byMinisterio de
Agricultura, Alimentacion y Medio Ambient&EA Staff Position Note (September 2012) SPN12/01;

and Mikael Skou Andersen, Stefan Speck and David Gee (20IB)vironmental Tax Bform &

lllustrative Potentialh PortugalPr epar ed f or t he d&@iennACantrbutianéed 6 Gr een Tax
Sustainability, Lisbon, April 3@ 2013, hosted by Ministry of Fiscal Affairs and Ministry of Environment.
EEA Staff Position Note (April 2013) SPN13/01
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indicate where this potential may lie, and to demonstraténé magnitude of the
revenues that could be derived from the taxes.

This report is structured in the following way:

Main Report

U Section206Environmental Fiscal Reform in
the study in terms of how environmental fiscal reform is framed, the
overarching European Semester Process and some key benefits (in terms of
jobs);

U Section3.060Key | ssuesd addresses socogextkey
for the remainder of the analysis;

i Section4d. 06 Good Practiced outlines the bench

applied across the 12 Member States which are the focus of this study;

U Section5.06 Est i mat i ng InBireot Benefit®ds bameéf |l y descri

approach to calculating the overall revenue potential and environmental
benefits presented in the subsequent country sections;

U Sections6.0 to 17.0 include the country reports on EFR for the 12 Member
States covered in this study;

U Section18.0 then summarises some of the key data for the 12 Member
States.

Appendices
U A number of appendices are then given with detail on the following areas:

I Good Practice;
Estimating Revenues;
Indirect Benefits;

1

1

1 Employment;

1 I\S/Iore detail on Taxes, Charges and Model Outputs for each Member
tate.

This document is, as far as eare aware, correct as of the time of drafting, which
began in late 2013. Taxes and charges are changing all the time, as are the
approaches adopted to the phasing out (and in) of subsidies and exemptions. Every
attempt has been made, in the time availalel, to be current in the information
provided. It is, however, in the nature of the subject that matters will evolve over time,
rendering some of the material, in due course, out of date. For excise duties on
energy (including transport fuels), data was tak from a European Commission
publication showing the situation as at  July 2013, unless more recent data was
obtained through our investigations, or proposed by-@ountry reviewers. Tax rates

are regularly being revised, often at the start of a giveralendar year.



2.0 Environmental Fiscal Reform in Context

Even before the financial downturn in 2008 there was significant interest in
environmental tax policies which can promote sustainable economic growth and
increase employment? The protracted economigecovery has further stimulated
interest in environmental tax reform which has now become a core objective of the
European Commission. The Roadmap to a Resource Efficient Europe, for example,
includes the following objectivés

0By 2020 a métaxation of ebour fowardé enwranmental taxation,
including through regular adjustments in real rates, will lead to a substantial
increase in the share of environmental taxes in public revenues, in line with the
best practice .0of Member Stateso

SincetheRoadmapds publication in 2011 a number
the Commission focusing on the need for environmental fiscal reform as means of
promoting sustainable growtH#

Prior to Rio+20 in June 2012, the Director of the International MonetaRund (IMF),
Christine Lagarde, called for a greening of the economy, as a key element in defining
a new economic trajectory) one which was focused on job creation and sustainable
economic development. She stressed how one important element in a green metrk
economy is to ensure that prices better reflect the full environmental and social costs
of goods and services:

dGetting the prices right, means using fiscal policy to make sure, that the harm
we do is reflected in the prices we pat>

This line of rea®ning echoes statements from institutions of the European Union,
including from Heads of State in the European Council. Prior to Rio+20 the European

12 See for example: European Comssion (2007) Green Paper on MarkeBased Instruments for
Environmentally and Related Policy Purpose€OM(2007) 140 final
http://ec.europa.eu/environment/enveco/green_paper.htm; European Environment Agency (2005)
Market-Based Instruments for Environmental Policy in Europe,
www.eea.europa.eu/publications/technical_report_2005_8

13 European Commissiorf2011) Roadmap to a Resource Efficient EuropgCOM(2011) 571 final,
http://ec.europa.eu/environment/resource_efficiency/about/roadmap/index_en.htm, p. 11.

14 See for exampd: European Commission (2013Jax Reforms in EU Member States 2013: Tax Policy
Challenges for Economic Growth and Fiscal Sustainability
http://ec.europa.eu/economy_finance/publications/european_economy/2013/pdf/ee5_en.pdf,
European Commission (202) Tax Reforms in EU Member States 201Z:ax Policy Challenges for
Economic Growth and Fiscal Sustainabilityand European Commission (2011Yaxation Paper

Quality of Taxation and the Crisis: Tax Shifts from a Growth Perspective
http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_analysis/t
ax_papers/taxation_paper_29_en.pdf

15 International Monetary Fund (2012Back to Ridgithe Road to a Sustainable Economic Future
Speech byChristine Lagarde12th June2012, Accessed 3! February 2014,
https://www.imf.org/external/np/speeches/2012/061212.htm
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Council stated thatgpromoting a more resourceefficient, greener and more
competitive e c¢®whishalso acknowledgingethe éink ldetween fiscal
policies and a green economy:

0Tax policy can contribute to fiscal <con
Councilconclusions of 21 February, and recognising Member States'

competences in this area, lhe European Council invites Member States, where
appropriate, to review their tax systems witthe aim of making them more

effective and efficient, removing unjustified exemptiongyroadening the tax

base, shifting taxes away from labg improving the effciency of taxcollection

and tackling tax evasiolg'’.

EU Member States are well aware of the needs to develop a broader and sounder tax

base, so as to meet the requirements for budgets which, in the longer term, are both

balanced and sustainable. It is irthe context of shifts in the tax burden from labour to
environmental taxes and the removal of unjustified exemptions, that the notion of
6environmental fiscal reformdéd (EFR), also |
comes into its own. As pointed ouh a recent IMF staff pape#s

0Several factors point to continued mome
One is pressure for new revenues to strengthen fiscal positions. Another is

growing acceptance among policymakers that emissions pricing instruments

are far more effective at exploiting the entire range of emissions reduction

opportunities than are regulatory approaches. Swapping environmental taxes

(that apply to traded goods) for labor taxes might also be means to improve
competitiveness. And environrantal problems are of growing concern, from

rising greenhouse gas (GHG) concentrations to deteriorating urban air quality in
industrializing nations to increasing congestion (a related externality) of

transportation systems.

The EUGOs 2020 eataneweaecdngmicadctivity andemployment
opportunities. In looking for appropriate policy instruments for these purposes the
Commission DG for Employment, Social Affairs and Inclusion have noted that fiscal
measures related to the environment provide amportant tool that deserves careful
consideration:

dt should be noted that the average contribution of environmental taxes in the
EU amounts to 63% of the overall tax bill. If all Member States were to raise
this figure to 10% the result would yield an@ditional tax revenue equivalent to
around 1.4% of EU GDP that could be used to reduce budget deficits or labour
taxes. Studies show that the positive impacts in terms of job creation of the
green policies would outweigh the shortcomings. For example, timereased

16 European Council (2012) European CoundlConclusions Brussels, tto 2rd MARCH 2012
http://europa.eu/rapid/press -release_DO€EL2-4_en.dog p. 7

17 |bid, p 4.

18 D Heine et al (2012) Environmental'ax Reform Principles from Theory and Practice tDate, IMF
Working Paper WP/12/180, www.imf.org/external/pubs/ft/wp/2012/wp12180.pdf , p. 4



http://europa.eu/rapid/press-release_DOC-12-4_en.doc
http://www.imf.org/external/pubs/ft/wp/2012/wp12180.pdf

investments in energy efficiency would stimulate job creation in the
construction and manufacturing of construction materials and sectors and
would have limited impact on the reduction in jobs in the fossil fuels mining
sectorsa1d

2.1 The European Smester Process

The study takes place in the context of the European Semester process, which is an
opportunity to ensure thatmacroeconomic policies are sustainable, not only
economically and socially, but also environmentaky.Furthermore, in order to seare
the jobs and growth benefits of resourcefficiency in the transition to a lowcarbon
economy, EU and national policies need to fully exploit the growth potential of the
green and lowcarbon economy.

The 2014 European Semester round began with the apton of the Annual Growth
Survey (AGS) on 13 November 2013 (15803/13). The AGS contains priorities which
should be addressed in the National Reform Programmes (NRPs) which are due by
the end of April 2014. Subsequently, the Commission will propose a ser&f Country
Specific Recommendations (CSRs) accompanied by an analysis in the form of
Commission Staff Working Documents (SWDs) for each Member Statd.is

intended that this study should feed into the development of CSRs.

This year's AGS acknowledgdisat "recovery in Europe does not mean getting back to
‘businessas-usual™ and has identified, among others, the following priorities:

U Longer term investment in education, research, innovation, energy and climate
action should be protected and the needsfdhe most vulnerable in our society
should be catered for.

U Tax should be designed to be more growthendly, for instance by shifting the
tax burden away from labour on to tax bases linked to consumption, property,
and combatting pollution.

U Increasing resource efficiency and reducing the EU's dependence on external
energy sources must be part of the EU's growth strategy.

U Promoting resource efficiency by improving waste and water management,
recycling and energy efficiencs?

19 European Commission (2012Exploiting theEmployment Potentiafor Green Growth SWD
Accompanying the CommuJabRich&kécoverym on o6 Towards a
http://ec.europa.eu/social/main.jsp?catld=89&langld=en&newsld=1270&moreDocuments=yes&tabl
eName=news p. 6

20 See for more on thishttp://ec.europa.eu/environment/integration/green_semester/index_en.htm

21 The 'Programme countries' (Cyprus, Greece, Portugal) follow a slightly different procedure.

22 The Comnission Communication "For a European Industrial Renaissance" adopted onJaRuary
2014 also recognises that, among different priorities, action should be taken to increase energy and
resource efficiency to support the competitiveness of the European indos
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The AGS also underlines the néeo reduce environmentally harmful subsidies and to
exploit the employment generating potential of the green economy. The role of EFR,
therefore, has a central role to play in ensuring the priorities identified by the AGS can
be met.

2.2 Environmental FiscaReform and Employment

In 1991 Pearce suggested that environmental taxation could lead to@ouble
dividenddas well structured schemes could help to curb harmful environmental
activities and at the same time boost employment opportunities. Employment can

be increased either directly through private actors responding to the tax by finding
innovative ways to reduce their tax burden (and therefore pollution), or indirectly, as a
result of government using Government using the revenue raised by the
environmertal tax to reduce taxes on labou#* Although it is widely accepted that
EFR can help to stimulate employment, the degree to which this occurs is very much
dependent on the specifics of the environmental tax being considered, how the
revenues are to be usd, and the employment/economic dynamics within a country
(e.g. the size of the informal sector, extent of unemployment, and the flexibility of
different elements of the labour force).

Over the last few decades a growing body of literature has emerged wahnas looked
at the relationship between EFR and employme##t.Although a substantial amount of
work has been donemuch of this is based on theoretical modelling as opposed to
the gathering of empirical evidence (perhaps unsurprisingly, given the diffigest of
gathering empirical data and assigning cause and effect to a particular policy
intervention in such a complex setting). Nevertheless, the findings of detailed

23 Pearce, D. (1991) The Role of Carbon Taxes in Adjusting to Global Warntiognomic Journal Vol.
101, pp. 938-948.

24 European Environment Agency (201Bnvironmental Tax Reform in Europe: Opportunities for Eco
innovation, January 2012, www.eea.europa.eu/publications/environmentatax-reform-opportunities

25 See for exampleEuropean Commission (2013Yax Reforms in EU Member States 2013: Tax Policy
Challenges for Economic Growth and Fiscal Sustainability
http://ec.europa.eu/economy_finance/publications/european_economy/2013/pdf/ee5_en.pdf;

European Environment Agency (201Environmertal Tax Reform in Europe: Implications for Income
Distribution, January 2012 ,www.eea.europa.eu/publications/environmentatax-reform-in-europe;

Anger, N., Bohringer, C., and Ldschel, A. (2010) Paying the Piper and Calling the Tune?: A Meta

Regression Analysis of the Doubleividend HypothesisSpecial Section: Ecosystem Services Valuation

in Chinag Vol.69, No.7, pp.149%1502 ; European Commission (2011) Impact Assessment on the

Proposal for a Council Directive Amending Directive 2003/96/ERestructuring the Community

Framework for the Taxation of Energy Products and Electricity,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/sec_2011 409 impact_asses
ment_partl_en.pdf Vivid Economics (2012 Carbon Taxation and Fiscal Consolidation: the Potential of
Carbon Pricing to RedpyReportfarathe BupppearnsClinkate Faurdhtionlardf i ci t s
GreenBudget Europe, May 2012; Jacobs, M., Ward, J., Smale, R., Krahé, M. and Bassi, S. (04

Pai n, More Gain: the Potential of CaNowmber2@2,i ci ng t o
Report for Centre for Climate Change Economics and Policy Gram Research Institute on Climate

Change & the Environmentttp://www.Ise.ac.uk/GranthamInstitute/publications/Policy/docs/PP-
carbon-pricingeuropedfiscaldeficits. pdf



http://ec.europa.eu/economy_finance/publications/european_economy/2013/pdf/ee5_en.pdf
http://ec.europa.eu/taxation_customs/resources/documents/taxation/sec_2011_409_impact_assesment_part1_en.pdf
http://ec.europa.eu/taxation_customs/resources/documents/taxation/sec_2011_409_impact_assesment_part1_en.pdf
http://www.lse.ac.uk/GranthamInstitute/publications/Policy/docs/PP-carbon-pricing-europe-fiscal-deficits.pdf
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modelling work appear to be relatively consistent argliggest that gains in
employment maybe achieved under certain circumstanceftypically, when revenues
derived from the taxes are used to offset social security taxeff)should be noted,
however, that somestudies havesuggestedthat unemployment may rise as a ragt
of environmental tax eform, but these are certainly more limited than those which
suggest net positive gains in employmeng.

Employment generation appears to be most well documented in relation to energy
and carbon taxes as opposed to other forms of environmental taxes suchrasource
taxes, or taxes on pollution. Given that the underlying principlef shifting taxes away
from employment and onto pollution and resource us@remains the same, however,
there are reasons to believe that a positive outcome would result from the

application in these areas also. This seems especially likely in some sectors, such as
waste management, where improved management of resources tends to increase
demand for labour.

A more detailed review can be found in Appendi4.0.

2.2.1 EFR and the Counterfactual

As noted above, EFR is frequently discussed as a means of bringing about a so called

6tax shiftd in which a progressive increase
environmental taxes provides a rationale for reduayntaxes derived from other

sources, such as income, profits and employment, the taxation of which is less

desirable. The rationale for using an increase in revenues from environmental taxes

in this manner is entirely sound where the fiscal position in treountry concerned is

relatively healthy.

However, where budgets are out of balance, and in particular, where deficits are
leading to increasing indebtedness (leading, potentially, to increased costs of
borrowing, and perceived risks of sovereign defaulthere no action is taken to
address such deficits), the more immediate concern may be to reduce the gap
between expenditure and revenue generation. Evidently, improved efficiency in public
services, coupled with some retrenchment, will reduce public spendi but the
exchequer may need to act to increase revenue take to completely close the gap
between income and expenditure. Generating additional revenues from taxation may
also limit the extent to which austerity has to bear the brunt of adjustment requit¢o
bring the fiscal position back into balance. In such situations, the question becomes
one of which taxes to deploy to help reduce budgetary deficits.

To the extent that environmental taxes may have a role to play in such situations,
their use as a mans to reduce budget deficits is not so different to their deployment
in the context of environmental tax reform: in both cases, it could be argued that the
counterfactual situation (to that where additional environmental tax revenues are
generated) is onewhere other forms of tax have to be used to generate the

26 Patuelli, R., Nijkamp, P., and Pels, E. (2005) Environmental Tax Reform and the Double Dividend: A
Meta-analytical Performance AssessmenEcological EconomicsVol.55, No.4, pp.564583

-
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equivalent revenue?’.28 As such, even where there are no explicit offsetting reduction
in other forms of taxation, fiscal consolidation through increasing environmental tax
revenue might implicitlyreduce the level of other taxes below that which might
otherwise have prevailed.

It should be noted that this study makes no specific assumptions about the way in

which any revenue that might be generated from environmental taxes (or saved from

the removalof environmentaly harmful subsidies) should be used-or this reason

(and for reasons associated with the proje:
has been undertaken.

27 Jacobs, M., Ward, J., Smale, R., Krahé, M. and BaSsi(2012) Less Pain, More Gain: the Potential

of Carbon Pricing to ReNbweomber2@1@, Repprefd €entfreifosClimdte De f i ci t
Change Economics and Policy Grantham Research Institute on Climate Change & the Environment,
http://www.lse.ac.uk/Granthaminstitute/publications/Policy/docs/PP-carbonpricingeuropefiscal-

deficits.pdf

28 Vivid Economics (2012 Carbon Taxatiorand Fiscal Consolidation: the Potential of Carbon Pricing to
Reduce Eur op e §RepdrtifostieedElropBaa Climaté Roumndation argreen Budget
Europe, May 2012
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3.0 Key Issues

This Section raises some key issues associated with the apprbao the study. This is
intended to highlight some general features of the approach we have adopted.

3.1 Definitions Used

This study concentrates on environmental taxes, as opposed to charges. The
definition that has been used is that of the European Commissi@f 2001, the same
definition also being used irRegulation EU 691/2011 ond&uropean Environmental
Economic Accountd .  defimésenvironmental taxes as a ta’wvhose tax base is a
physical unit (or a proxy of it) of something that has a proven, specifiegative
impact on the environmen6.2® Such taxes include taxes on energy, transport, and
pollution and resources. They do not include VAT.

It is important to clarify terminology in respect of the transport taxes. Because taxes

on transport fuels are clasified as energy taxes, transport taxes are often referred to

as Otransport taxes (excl. fuel)d. Al though
taxes, this terminology serves to ensure that readers who are not acquainted with the

definitions undersiand that transport taxesd mainly related to either registration

taxes, or circulation taxes, or vignetted do not include taxation on transport fuels.

The Eur ost afTaxgtiandrendiratheiEoropean Bnidn, seeks t o cl ar i
matters further byreferring to a subcategory of energy taxes which relate to the

transport use of f uedMpotordusls adeTalscaonesoptieer t f uel t a
classes of energy carrier for which minimum tax rates are specified under the Energy

Tax Directive (Directive @03/96/EC, as amended).

It should be noted that where the term O0tran
any qualifier, then this should be interpret
taxes on transport f ueubliicationfdr the shke oftheflod used w

of the text.

3.2 Taxes or Charges?

Taxes are generally considered to be unrequited payments to (usually) national or

regional governments with no individual counterpart service received in exchange for

the payment. Chargs, on the other hand, are typically payments made in exchange

for a service, with the charges usually levied in proportion to the quantum of service
received, and so the terms O6user chargesd, o
this context.

i's not always so clear

Thisdi stinction cu
to have a 6cost recovery cha

consider ed

O T
o

29 European Commission (2001Environmental Taxe® A Statistical Guide 2001 Edition,
Luxembourg: Officdor OfficialPublications of the EuropearfCommunities,p.9.

30 European Commission (2013Yaxation Trends in the European Uniolata for the EU Member
States, Iceland and Norway, 2013 Editior_uxembourg: Publications Office of the Empean Union
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vehicle taxes have, historically, been used to fund maintenance of transport

infrastructure), but inthis case, those paying the tax may not, themselves, be direct
beneficiaries of the payments made. The distinction is also made more opaque by the
fact that some Otaxes®6 are referred to as
to be the case wheraevenues from what appear to be taxes, but are usually

described as charges, are destined for Environmental Funds, whose purpose is

(usually) to make use of the revenues generated for environmental projects. Equally,

some user charges, which are used tauihd the delivery of a service, are levied on an
environmental basis.

The distinction is most difficult, perhaps, in respect of:

1. charges for waste water treatment, which typically have an environmental
rationale (i.e. they vary by load of pollutant), buthich might be sufficient only
to recover the financial costs of the treatment being used; and

2. charges for water abstraction, which may also vary by the source of abstracted
water, but may also be sufficient only to cover the maintenance and upkeep of
the resource.

Where user charges accrue to Environmental Funds, there is an additional question to
be considered regarding whether, and if so, how, any increases in the rates applied
might accrue to the state budget. In principle, it might be possible to define
separately, revenues which are used to recover financial costs of relevant
infrastructure and activities, and revenues which should accrue to the central (or
regional) government budgetUnless it is clear that revenues would accrue

elsewhere, the assumpion has generally been that revenues would accrue to

national finance ministries.

In addition to these cases, there are taxes in place on products and packaging which
are applied only to a very limited extent since they are intended to induce (or at least
this is clearly their effect) those who place products or packaging on the market to
participate in compliance schemes, or otherwise to demonstrate that they have met
their obligations in respect of recycling and recovery.

In making suggestions for how»xasting regimes may be adapted,ravhen suggesting
new taxes, the full complexity of the existing situation is not always completely
understood. The approach taken for specific taxes under consideration is considered
in the Appendix on good practicéA.1.0), and in the context of suggestions made for
specific countries.

3.3 Allowance Trading Schemes

It is worth commenting on trading schemes here. They are of interest to this study to
the extent that they have fiscalmplications, and to the extent that Member States
have freedom to influence the potential revenue generation from such schemes. For
example, schemes may exist where, instead of grandfathering all allowances, some
are, or could be, auctioned, with the asgiated revenue accruing to regional, or
national governments. Price floors may seek to ensure that where allowance prices
fall below a defined level, taxes are effectively applied to ensure a given level of
incentive for environmental improvement.

10



Evidenty, the major trading scheme of relevance to this study is the EU Emissions
Trading Scheme (EEETS), the basis for which is Directive 2003/87/EC, as
amended3! In Phase Il of the scheme, the default means of allocating allowances is
auctioning. The power actor is included under the EEETS, and in Phase Il of the
scheme, which commenced in 2013, no free allowances will be given to the power
sector. Six of the countries in this studyCzech Republic, Estonia, Hungary, Lithuania,
Polandand Romania- have availed themselvesof a derogation (under Article 1() of
the revised ELETS Directive) which allows them wlocate, free of chargea
diminishingnumber of allowances to existing power plants for a transitional period
(the number allocated free of charg has to be zero by 2020). This is conditional upon
the countries concerned making use of at least as much revenue as would have been
obtained from auctioning the free allowances in the modernisation of their electricity
sector. Otherwise, these countriemight expect to see additional revenues flowing to
them over time as a result of the progressive increase in the number of allowances
being auctioned, whilst the effect on countries already auctioning all allowances to
the power sector will depend on howhe price of allowances changes over time (as
the overall allocation is reduced).

Because of the rules governing the way in which the HJS functions, we have not
made major suggestions regarding how the power sector should be taxed other than
in respectof air pollution (i.e., excluding greenhouse gases). In principle, it is possible
for Member States to consider setting price floors (the UK, for example, has already
done so0), but we have taken the view that in the absence of a process being led at
the Euopean level, the implied message would be that the cap within the IS was
insufficiently tight. Evidently, the EETS is intended to address only those

greenhouse gases covered by the scheme. However, it should also be considered that
a minimum rate oftax for electricity (on the output side) exists under the existing (and
proposed) Energy Taxation Directive. In addition, we have considered the situation in
respect of the level of taxes on air pollution. For these reasons, we have not proposed
changes dher than in relation to air pollution taxation.

Perhaps more important is the way in which the relationship between the power

sector and the ELETS influences whether or not one interprets some exemptions

from energy excise dumiebk sgsbdedvesdnmennatl l
3.4 below).

In addition, it should be mentioned that although the EETS Directive provides for

15% of EU aviation allowances to be auctioned in Phase IlI, auctioning has effectively
been sugpended pending the development of a proposal from the International Civil
Aviation Organisation (ICAO). For this reason, we have included consideration of
schemes for taxing flights, recognising that the nature of the scheme anticipated is
not completely dear at present. Such taxes could be removed, for example, if the

31 A number of Commission Regulations and Decisions have also shaped the form and function of the
EUETSO for a list of relevant legislation, sedattp://ec. europa.eu/clima/about-us/climate-
law/index_en.htm#EU_ETS
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nature of the market based instrument which ICAO proposes is such as to effectively
replace the tax.

3.4 Environmentally Harmful Subsidies

A recent OECD review makes clear that there is no imtationally agreed definition of
an environmentally harmful subsidy?

Currently, there is no common definition of an environmentalharmful

subsidy (EHS). The OECD definition, developed in 2005, has been generally

used by analysts. This definition states hat an EHS is oO0a resul
government action that confers an advantage on consumers or producers, in

order to supplement their income or lower their costs, but in doing so,

discriminates against sound environmental policies. All other things being

equal, the EHS increases the level of waste, pollution and natural resource
exploitation to those connectedo.

The report highlights more and less restrictive definitions from various bodies such as
the WTO, OECD and IEA, as well as the Global Subsidies Ingiati

It has long been clear that somé perhaps, most- countries deploy systems of
subsidies to support various activities, often for political reasorf3.Such subsidies
could be considered from a variety of perspectives. For example:

1. Where activities whib are known to be harmful are being subsidised, such as,
where state support is offered for mining activities;

2. Where prices for potentially damaging products and services are supported;

3. Where specific activities are being exempted from taxes which mighhetwise
be expected to apply to the activity; and

4. Where externalities are generated by an activity, but where no tax (or other
mechanism) is in place to internalise the damages believed to be caused.

32 OECD (20120verview of Key Methods Used to Identify and Quantify Environmentabymful
Subsidies with a Focus on the Energy Sectdr4 September 2012, ENV/EPOC/EAP(2012)2
http://www.oecd.org/env/outreach/EAP(2012)2 NP_Subsidies%20report ENG.pdf

33 See, for example, Kosmo, M. (1987Money to Burn? The High Cost of Energy Subsidies
Washington DC: World Reurces Institute; OECD (19963 ubsidies and the Environment: Exploring the
Linkages Paris: OECD; OECD (199Rgforming Energy and Transport Subsidies: Environmental and
Economic Implications Paris: OECD; OECD (199%)proving the Environment through Ragting
Subsidies Paris: OECD, 2 volumes. Pearce, D.W and Finck von Finckenstein, D. (1889ancing
Subsidy Reforms: Towards a Viable Policy Packa§aper prepared for UNEP: Fifth Expert Group
Meeting on Financial Issues of Agenda 21, Nairobi, Decemb&9B; Porter, G. (2002)Subsidies and
the Environment: an Overview of the State of Knowled@OM/ENV/TD(2002)59. Paris: OECD; van
Beers, C and van den Bergh, J. (2001). Perseverance of perverse subsidies and their impact on trade
and environment,EcologicalEconomics36. 475-486; Pearce, D. W. (2002Environmentally Harmful
Subsidies: Barriers to Sustainable DevelopmenDECD Workshop on Environmentally Harmful
Subsidies, Paris, 8 November 2002.
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This report focuses on the first two of these. An analg of the third type of subsidy,

which could be considered as an O6implicit su
not only in terms of taxes which are not in place, but also, the rates at which existing

taxes are applied relative to the level of thex¢ernality.

In principle, identifying environmentally harmful subsides (EHSSs) requires an
extensive review of the whole budget, not merely the tax system. Given that the main
emphasis of the report is on taxes, we have focused tinree sources forthe
identification of EHSs:

1. Work undertaken bylEEPas part of their Steps to Greening reports in 2013
2. OECDwork in respect of subsidies related to fossil fuels; and

3. The Excise Duty Tables of BTAXUD, and in particular, the exemptions
specified therein36

A fourth source, a study undertaken by IVM, has also been used for some countéies.
A fifth, which has been the source of figures for the IEEP study above, relates to
company car taxatior?® As well as being somewhat out of date, several experts
consulted durihg this study commented to the effect that the figures for their country
might be overestimated3° We have used the figures from the study in this work, but
note that they should be treated with caution.

It is important to note, reflecting the above dis@sion, that definitions of subsidies

may vary across sources, and are sometimes inconsistently (or not extensively)

applied by a given sourceln some cases, subsidies have been identified which

appear to be not so much 06 ebnhwti réofninsecnalallyl yi nhea
environmental subsidiesd. These are subsidie
environmental activities, but in ways that might not be the most efficient, effectively

34 |EEP (2013)Steps to Greening Country Report: Czech RepabReport for the European
Commission, pp.1314

35 OECD (2012)nventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels 2013
2012, pp. 127-136, dx.doi.org/10.1787/9789264187610 -en

36 DG TAXUD (2013 xcise Duty TablegPart 116 Energy products and Electricity, Situation as at 1July
2013, http://ec.europa.eu/taxation_customs/index_en.htm#

37 [IVM Institute for Environmental Studies (2013Budgetary Support and Tax Expeitdres for Fossil
Fuels: An inventory for six noc®ECD EU countriesg=inal Report, 15 January 2013, pp.380.
Accessed 28 Januaryhttp://ec.europa.eu/environment/enveco/ taxation/pdf/fossil_fuels.pdf

38 Copenhagen Economics (2009)axation Papers: Company Car TaxatidReport for European
Commission, November 2009, p.28,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/economic_analysis/t
ax_papers/taxation_paper_22 en.pdf

39 As the report was being finalised, our attention was also drawn to work undertaken in France
regarding EHSs, and annexed to the draft budget for 2014 (see République Francaise (2013)
Evaluation des Voies et Moyens, Tome Il, Dépenses Fiscaksnexe au Project de Loi de Finances
pour 2014, http://www.performance-publigue.budget.gouv.fr/farandole/2014/pap/pdf/VMT2 -
2014.pdf )
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allowing rents to accrue on the part of beneficiaries. The ongoidgbate, in several
Member States, around the appropriate levels of support for renewable energy
provides a good example of such discussions. We have not included these in our list.

It should be stated that the identification of EHSs is likely to arouserse political
discussions. Two categories of EHSs which have been defined in other studies appear
to stand out in this respect:

1. Exemptions from tax for household heating fuels; and
2. Lower rates of VAT on food.

Evidently, one view might be that taxes shoultk applied without exemptions, with

the welfare system designed to address matters of distribution. However, perhaps
because of their contentious nature, both types of subsidy are allowed under existing
Directives. Pearce addressed this issue in a paper2002:

0 éome OECD countries practise differential household energy sector taxation
in order to protect low income and other socially vulnerable households. The
absence of a tax, or the existence of lower taxes in the household sector, can
be viewed as a sbsidy. While there may be disagreements about the
efficiency of achieving social goals through subsidies, the fact is that there
may well be a tradeoff between environmental damage and the achievement
of socially fair taxation. Hence, while the focus afiis Workshop is quite rightly
on environmentally harmful subsidies, it is not sufficient to cease the analysis
once environmentally harm has been determined. The social and economic
effects must also be gauged so that any tradeffs can be highlightea40

He could have added the fact that the political calculus is also important. We have
not considered exemptions from heating fuels or reduced VAT rates on food as
environmentally harmful subsidies in this study.

We have supplemented the subsidies identifieby other studies with our own
calculations of the potential revenue foregone from what appear to be subsidies in
the form of exemptions for taxes in place on energy. In this respect, and recognising
the position of power generation under the EBTS (see bhove), we have not
considered exemptions from duties on energy carriers for the purposes of power
generation as an environmentally harmful subsidy. As well as the fact that the power
generation sector no longer receives (other than to the extent that thér&ctive
explicitly allows countries to do otherwise for a transitional period) free allowances,
we have proposed air pollution taxes where these do not exist, albeit these may still
be at rates somewhat below what may be the externalities associated wiltose air
pollutants. The existing ETD (and the proposed revision) also sets minimum rates of
tax for electricity.

40 Pearce, D. W. (2002Environmentally Harmful Subsidies: Barriers to Sustainable Development
OECD Workshop on Environmentally HarhSubsidies, Paris, 8 November 2002.
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3.5 VAT

The changes suggested in this study (in terms of changes in tax rates as well as
removal of EHSs) could be expected to have implicatiofts the budget through their
effect on the overall VAT take. We have not calculated these in this study.

In general, these could be expected to be positive since VAT is generally raised on the
price of a good inclusive of the environmental tax. Though lssses might be able

to reclaim VAT, consumers will not generally be able to do so. Furthermore, other than
for items such as singleuse carrier bags, the response of consumers to the taxes is

not expected to be especially strong (the demand for many bktgoods and services

is, especially over the shorterm, relatively inelastiocd see AppendixA.2.0for a review

in respect of energy, for example). In principle, therefore, additional VAT revenues
might be expected to accrued the central budget. The amounts will, however,

depend upon the applicable VAT rates, and the changes in demand for the goods /
services being taxed.

3.6 Administrative Costs

The suggested taxes will each have, associated with them, an administrative cost.
These costs will tend to vary depending upon the nature of the good or service being
taxed, whilst the incremental costs of the administration (arguably, what matters
most here) depend very much on the administrative apparatus already in place.

From the budyetary perspective, it is clear that taxes which require a considerable
amount of administration relative to the revenue they generate are of limited value.
Someauthors have expressed concerns regarding these costs where some charges /
taxes are concernedVitek et al suggest that in the Czech Republic, the charges on air
pollution that were collected from mediumsized sources at a cost which exceeds the
revenue generated! The same authors cite some estimates of administrative costs

of introducing enviromental taxes:

aConvery, McDonnell and Ferreira (2007) demonstrate that regularly
administrative costs for plastic bag levy in Ireland are approximately 3 % of
revenue because of it is possible to integrate reporting and collection into
existing Value Added ax reporting systems.

OECD (2006) in its summary publication states in the chapter eight, that AC
for a collection of environmental charges and evaluation of environmental
projects in Poland vary between 0.8 % and 4.5 %. According to OECD (2005),
administrative costs for the government related to the aviation fuel tax
(Norwegian aviation fuel tax) are very limited. Sweden National Tax Board
presented that CQ tax incorporated into the existing petroleum tax, energy

“avat ek, LeoG, Pav el ,)Camaanison of thel Adminisgative Castdofthea ( 200 7
Environmental Charges on Air Pollution for Large and Extrarge Sources of Air PollutiorBanska

Bystrica 4" December 2007, in Marta Orvisk& ns Peter Pisar (@dEurépske Financi® Teoria, Politika

a Prax European finance-theory, politics and practicg [CDROM]. Banska Bystrica : Ekonomicka

fakulta Univerzity Mateja Bela, 2007, s. 15. ISBN 9780969535 -8-5
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tax, and environment tax on domestic aitraffic is from the perspective of AC
effective (AC for collecting are approximately 3 mil. SEK).

The first paragraph, regarding the Irish levy on plastic bags, indicates that even where
the revenue generated by a tax is relatively low, the administratigosts do not need
to be high.Pavel and Vitek appear to confirm thi&

dOverviews of studies presented in Vaillancourt (1987), Evans (2003) and
Klun and Blazic (2004) of personal, corporate and sales taxes, on the one
hand, and existing modest evidenceol environmental taxes on the other
hand, indicate that the transaction costs of environmental taxes are rather
low compared with those of other taxes, notably income taxesd

They add, by way of explanation:

OThis is due mainly to their design, in the casef energy and mineral oil taxes

based on the principles of excise duties (a small number of taxpayers, a tax

base oriented around market transactions, and a relatively simple

construction of the tax base). In this way both the administrative costs of

gove nments and the compliance costs of

Evidently, not all taxes have this character, but through relying on existing
mechanisms for reporting on transactions, or on emissions, the administrative costs
can be minimised.

It is nat possible to consider all the existing charges and taxes in this study, and to
comment on the administrative costs of revenue collection. It is clear, however, that
when considering the introduction of new taxes, due consideration should be given to
how to make best use of existing administrative structures as a means to simplify
administration of the tax, and reduce the costs of collecting revenue. It might also be
the case that some taxes which exhibit high administrative costs relative to their
revenuegeneration do so for the simple reason that the tax rates are too low to
generate significant revenue (not least in situations where there has been no indexing
of rates over an extended period of timekinally, it maybe considered that where
existing reprting mechanismsdo not exist, the fact that taxes can help to drive the
provision, and capture of, data has some value in itself beyond that of the revenue
generated by the tax.

3.7 Revenue Estimates

The revenue estimates that have been made for each tax arased on the what
might be expected if the tax is implemented in isolation, and with no assumption
made regarding what might happen if other taxes (such as those on employment)
were changed at the same time. They are estimates based on a set of assumpion
which are set out in this document.

42 J Pavel and L Vitek (2012Jransaction costs oenvironmental taxation: the administrative burden
pp 273-282 in J Milne and MS Andersen (eds) Handbook of research on environmental taxation,
Cheltenham: Edward Elgar.
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Two things follow from this:

1. The revenues actually generated from any given tax which has been suggested
should not be treated as perfectly accurate given that they are based upon
assumptions regarding tax rates, anthe response to them, which might be
different to what occurs in reality;

2. Because the implementation of one tax may have implications for the revenue
generated from another tax (for example, vehicle taxes might effect, over time,
the use of fuel, and hencethe revenues generated from transpoirelated fuel
taxes), then if a range of taxes is introduced, these interactions need to be
taken into account.

It should also be considered that tax revenues generateeuld alsobe affected by
decisions regarding whther or not to deploy changes in taxes as part of a tax simif
process.
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40 O6Good Practicebo

In this section we outline the approach to making suggestions for new environmental taxes, or
changes in existing ones. In Sectiob.1 below, we indicate how we have estimated the revenue

that may generated by such taxes. On energy and transport, as will become clear, we have been
guided by the proposed revision to the Energy Tax Directté¢, e f er r ed t o as Ot he

andthe®@ mmi ssi onds proposal of 2RE5 eregar dion@sv &
Commi ssionds 2005 proposal 6. The former i s st
| aw, but they are considered to repriadeeiest t he

regarding these two taxes, and it was agreed with the Steering Group to base suggested
changes around these. The exposition below is a summary of a more comprehensive Appendix
produced in the context of the study. The reader is referred to Apypkx A.1.0 for further details.
This also indicates that in many cases, the presumption is that taxes are indexed to a measure
of inflation to ensure that the incentive conveyed is not eroded by inflation.

4.1 Energy

The proposed ED sets out a formula which seeks to equalize treatment of different fuels within
a given grouping. It proposes adoption of a formula for the calculation of tax rates which
suggests that the tax rate for all fuels in a given group (motor fuels, motor fuaked in
commercial and industrial purposeg? and heating fuels) is based on:

1. a common rate of tax per unit of energy content; and

2. a common rate of tax per unit of C£emissions (considered in the proposal to be set at
020 per 22o0nne CO

It suggests thatwhether the rates set in a Member State are at or above the proposed minimum
rates, this formula should be applied to ensure equal treatment. It also has the merit of
identifying a specific C@component, enabling entities included in the EBTS to be exepted

from that specific element of any tax.

4.1.1 Motor Fuels

Most countries have set rates higher than the minimum rates in the proposed ETD for at least

one energy carrier within this group of fuels. Given the emphasis in this study on the potential

for generating revenue, then suggested changes are based on upward harmonization of tax

rates within the group of transport fuels to the rate which is, according to the formula set out in

the proposed ETD, the highest in terms of the implied rate of tax per urfitemergy content,

assuming thatthe CQe | ement of the duty i s o @vVAebe/thisonne of

43 This is considered in the form in which it exists as a firm proposBuropean Commision (2011) Proposal for a
Council Directive amending Directive 2003/96/EC restructuring the Community framework for the taxation of
energy products and electricityBrussels, COM(2011) 169/3,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/com_2011_169_en.pdf

44 European Commission (2005) @posal for aCouncilDirective onPassengerCar Related Taxes, Brussels,
5.7.2005, COM(2005) 261 final, http://eur -
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2005:0261:FIN:en:PDF

45 As set out in Article 8(2) of the (existing and) proposed ETD.

18


http://ec.europa.eu/taxation_customs/resources/documents/taxation/com_2011_169_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2005:0261:FIN:en:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2005:0261:FIN:en:PDF

implied rate of tax per unit of energy is below the minimum level proposed in the ETD, the
minimum level in the ETD becomes the basis for harmonization.

4.1.2 Motor Fuels used for Purposes Set Oirt Art. 8(2) of the ETD

The same approach is adopted as for motor fuels above. It should be noted that the proposed
ETD indicates, for the calculation of minimum rates of tax, much lower rates per unit of energy
content for these uses than for Motor Fuels 6 0. 15/ GJ as opposed to 09.

4.1.3 Heating Fuels

The same approach is applied for heating fuels with one modification. Within the group of

heating fuels, some fuels (notably kerosene and diesel / gasl) are taxed at the same rate for

heating as for maor fuels. If tax rates were harmonised on this basis, it would imply enormous
increases in heating tax rates given the difference in the minimum rate per unit of energy

content for heating and for motor fuelinthe ETDG 0. 15/ GJ as oppothied t o C
reason, we have calculated the implied tax rate per unit of energy for the other heating fuels,

and then harmonized fuels upwards on the basis of the highest level within this ssdt of

heating fuels.

4.1.4 Electricity

For electricity, the proposed appiach is to increase electricity taxes to the level proposed in the
ETD (0G0.15 /GJ) where they are not already at
since the proposed ETD minimum rate is little different to that in the existing ETD (Dixexct
2003/96/EC).

4.1.5 Indexation

In line with Article 4(4) of the proposed ETD, we have indexed rates in line with inflation to
maintain the price signal imparted by the above taxes.

4.2 Transport (excl. transport fuels)

The considerable variation in approaches anexperience with taxation on vehicles, and with
vignettes, makes it difficult to propose an unequivocal package of measures in the case of the
taxation of transport (excluding transport fuelspirective 2011/76/EU on the charging of heavy
goods vehicledor the use of certain infrastructuressets common rules on distanceelated tolls
and time-based user chargedor vehicles with a maximum permissible gross laden weight of not
less than 12 tonnes4® For Heavy Goods Vehicles, this provides a clear way faviaa respect of
good practice.

46 Directive2011/76/EU amending Directive 1999/62/EC on the charging of heavy goods vehicles for the use of
certain infrastructures OJEU 14.10.2011, L 269, pp.416, http://eur -
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:1.:2011:269:0001:0016:EN:PDF
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Revenue generation from transport taxes (excl. fuel) varied from 0.05% GDP to 1.49% GDP
across the EWR8 in 2011.47 When revenues from transport fuels are included, the variation is
from 1.31% GDP to 3.01% GD®.There is clarly considerable potential for further revenue
generation from taxation of transport over and above that raised from fuels.

The countries examined have different combinations of registration and circulation taxes. The
approach we have adopted is to suggethat the overall revenue take from transport, including
revenue from transport fuels, is moved to levels equating to the average of upper quartile
performance in the ELR8, expressed in terms of GDP, this being 2.67% GDP. This is effectively
used as a evenue target. Where Member States are below this, we have considered what
revenue gap exists, and the extent to which that gap is closed by increased taxes on transport
fuel (see above).

In terms of the means used to close that gap, in line withthe Comns si onds 2005 pro
have suggested that circulation taxes are increased, and that these are banded in such a way as

to encourage a shift to vehicles with lower emissions (not only of C8ut also, other pollutants

such as particulate matter). Severl Member States already have such taxes in place. It is

suggested that the banding is adjusted periodically to reflect technological change, to maintain
incentives to use vehicles with lower emissions, and maintain revenue levels. We also suggest

that Member States give consideration to their approach to taxing HGVs in line vidirective

2011/76/EU .

4.2.1 Aviation

Some Member States deploy levies on passenger flights. Aviation emissions have been included
under the ETS since the start of 2012, and 15% of EUiaNon Allowances (EUAAS) were to have
been auctioned. InApril 2013 the EU decided to temporarily suspend enforcement of the EU

ETS requirements for flights operated in 2010, 2011, and 2012 from or to ndBuropean

countries, while continuing to apply théegislation to flights within and between countries in
Europe.In October 2013 the International Civil Aviation Organization (ICAO) Assembly agreed to
develop, by 2016, a global markebased mechanism (MBM) addressing international aviation
emissions and gply it by 2020.

We have suggested the introduction of passenger levies based on distance. For the purpose of
modelling, the data available to us relates to flights within the country concerned, outside the

country concerned but within the European Unioand outside the country concerned, and

outside the European Union. As a proxy for a distance related tax, we have applied levels of tax

of 015 per passenger, 025 per passenger and O
different types of flight. We wold, however, expect Member States to set such taxes with

reference to distance rather than what is, effectively, a country listing. In addition, in line with

the approach adopted in France, we have al so
carried by air. We have assumed these rates are maintained in real terms over time.

It should be noted that the interface with the mechanism to be proposed by the ICAO would
need to be kept under review. That mechanism could lead to some revenue being generated

47 European Commission (2013Yransport in Figures 2013, Part 2: TransparDirectorate General for Mobility and
Transport, Tables 2.1.11 and 2.1.12

48 European Commissiorf2013) Transport in Figures 2013, Part 2: TransporDirectorate General for Mobility and
Transport, Tables 2.1.11 and 2.1.12
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through the auctioning of allowances to the aviation sector (as had been envisaged under Phase
Il of the ELETS).

4.3 Waste

A recent report from the European Commission highlights both the variability in landfill taxation,
but also, its importance in drivingmproved waste management? The suggested approach is
based upon moving tax rates for landfilling
level. The implementation of major changes in landfill tax in short periods of time without prior
announcement can be problematic in a sector which is characterised by long lead times. As
such, the implementation is phased over a period of years, depending upon the rate of tax
already applied in the Member State concerned.

In order to ensure landfill taxegienerate movement of waste into upper tiers of the hierarchy, it

is also suggested that a tax is implemented on incineration. Although Denmark has a much
higher tax rate for incineration, the suggestion is that rates similar to those in France would be
appr opri ate. The tax rate proposed is 015 per
achieved in the same year as the landfill tax proposed above.

As regards inert (construction type) wastes, for countries with no tax in place at present, it is
suggested the tax is set at 02.40 per tonne.
such taxes can help to encourage recycling of construction wastes for use as secondary
aggregates.

These taxes are assumed to be indexed to inflation (either ttugh index linking, or through
periodic adjustments to rates).

4.4 Packaging

Although Member States have made major strides in respect of packaging recycling, there has
been less emphasis on packaging waste prevention. Some countries included in this study
make use of deposit refund schemes which may increase use of refillable beverage packaging
relative to the counterfactual scenario. The recently abolished Danish tax appears to have had
some success in constraining the growth in packagirf§.The suggested appach for packaging

is to introduce a tax which reflect the embodied greenhouse gas emissions of materials typically
used in packaging. This is a relatively conservative approach to the extent that such a tax does
not account for other impacts associated ith manufacture of such materials.

The tax was modelled as being introduced in 2016. The rates are assumed to be indexed to
inflation.

49 E. Watkins, D. Hogg, A. Mitsios, S. Mudgal, A. Neubauer, H. Reisinger, J. Troeltzsch, M. van Acoleyen2812)
of Economic hstruments and Waste Management Performance$-inal Report to DG Environment, 10 April 2012,
http://ec.europa.eu/environment/waste/pdf/final_report 10042012.pdf

50 The Norde Council (2008)Extersion of environmental taxesconsulted October 2008
http://www.norden.org/webb/news/news.asp?id=6237
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4.5 Singleuse Carrier Bags

Plastics dominate marine litter and represent a significant threat to the marine environment due
to their abundance, longevity in the marine environment and their ability to travel vast
distances>l Despite representing only 10% of all waste produced, plastics account for between
50-80% of marine litter and this is not expected to decline for the feseeable future

(particularly as plastics do not degrade quickly}.Terrestrial litter is also increasingly recognised
as problematic, and a source of considerable disamenity.

There is a growing body of evidence which highlights the dramatic reductiomse of singleuse

carrier bags that a simple tax can generate. The suggested approach is a tax on all singke

carrier bags (not just plastic ones) as a means of encouraging the use of reusable bags, and
reducing terrestrial and marine litter. The rategflecting levels which appear to have achieved

maj or reductions el sewhere, has been proposed
reflect purchasing power in the different Member States. Where the countries concerned

already have such taxes in plag they are increased to this level. Experience indicates that

allowing such taxes to be hollowed out by inflation leads to an increase in consumption, so

indexing of these rates is assumed to occur.

4.6 Air Pollution

Several Member States implement taxes aharges on air pollution. Such taxes provide
incentives for further abatement of emissions which are harmful to human health, and are
especially important in countries which are experiencing exceedence of air quality thresholds.
Most existing taxes (wher¢hey exist at all) are, typically, well below the levels of the

externalities which are believed to be generated. The suggestion is that there is scope for
introducing such taxes where other equivalent schemes (such as emissions trading) are not
already inoperation,and for increasing them where they already exist. We have suggested rates
of 01,000 per (t1lo,n0ON0e0 opferSAQ onne of NOx(@ndeond 02,
03, 000 per 2d).8uchmratesaré stilPwdll below the level of the externalities
generated, but are more likely to generate some additional incentive for abatemenhe

suggested transition period from existing rates, or where there is no air pollution tax in place, is
from 2015 to 2018, and the rates are assumed to be indexed to iaflion.

51 KIMO (2010) Economic Impacts of Marine Litter, Kommunernes Intationale Miljgorganisation Local
Authorities International Environmental Organisation, September 2010, available at
http://www.kimointernational.org/Portals/0O/Files/Marine%20L itter/Economic%20Impacts%200f%20Marine%20L. i
tter%20Low%20Res.pdf

52 Thompson, R.C., Swan, S.H., Moore, C.J. and vom Saal, F.S. (2009a) Our Plastic Age. Philosophical Transactions
of the Royal SocietyB: Biological Sciences 364(1526): 1962166; Barnes, D.K.A., Galgani, F., Thompson, R.C. and
Barlaz, M. (2009) Accumulation and fragmentation of plastic debris in global environments. Philosophical
Transactions of the Royal Society B: Biological Scienceg?l81526): 1985 -1998; Thompson, R.C., Moore, C.J., vom
Saal, F.S., and Swan, S.H. (2009b) Plastics, the environment and human health: current consensus and future
trends. Philosophical Transactions of the Royal Society B: Biological Sciences 364(1526): 22%86.

53 Eunomia (2013)Exploring the Indirect Costs of Litter in ScotlandReport to Zero Waste Scotland,
http://www.zerowastescotbnd.org.uk/sites/files/wrap/Indirect%20Costs%200f%20L itter%20
%20Final%20Report.pdf
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4.7 Water Abstraction

The need for providing improved incentives for management of the water resource varies on a
catchment by catchment basis. A number of countries already apply taxes on water abstraction
as a means to reduce exploitation of the wateesource and to address leakages. Such
measures may also encourage companies to adopt measures to improve resource efficiency.

The suggested approach takes, as its point of departure, the Danish scheme, considered to be
good practice for households, anthe Dutch scheme, as good practice for businesses, with the
lowest business rate applied in the Netherlands also applied to agricultural abstractions. The
Danish and Dutch rates are weighted according to indices of purchasing power parity. It was
also consdered desirable to reflect some indicator of water scarcity in the proposal. Although
there is no perfect indicator in this regard, the indicator used was the water exploitation index.
PPRadjusted rates were multiplied by:

U 0.25 for MS with a WEI <10%

U 0.50 for MS with a WEI >10%, <20%

U 0.75 for MS with a WEI between >20%, <30%
U for MS with a WEI between >30%

The rates applied are shown ifable7 below, and are phased in over a period to 2018. After
this, they are assumed to be indeed in line with inflation.

Table7: Suggested Tax Rates f@&8r Water Abstract.i

Public supply | Manufacturing | Agriculture
Austria 150 90 12.5
Belgium 600 360 50
Croatia 90 55 7
Czech Republic 190 115 16
Estonia 190 120 16
France 300 180 25
Hungary 80 50 7
Italy 400 250 35
Lithuania 80 50 7
Poland 155 95 13
Romania 65 40 6
Slovakia 90 55 8

4.8 Discharges to Waste Water

The review of good practice identified the Dutch system as being the most comprehensive and
well designed. A number of countries included in this study have systems of waste water
charges in place, some of these being extremely comprehensive in their pollutant coverage.
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The absence of a comprehensive dataset on emissions to waste makes it diffi¢alunderstand

the existing situation in different countries, and makes modelling of revenue from any taxes

rather challenging. In this case, we have modelled a tax only on BOD, which is set at the Dutch

a/ kg

tax rate for BOD, 02. 47 iettigeadh®™BPmberibtate i ddjgsted forh e r
relative purchasing power in the different countries. The rates applied are as showT able8.
Table8: Rate of Tax to be Applied for BOD,

MS AT BE CZ EE | FR HR HU IT LT PL RO | SK

:-a?e( 247 | 249 | 158 | 160 | 251 | 147 1.29| 225 | 1.35| 1.30 | 1.09 | 1.52
4.9 Pesticides

A number of Member States have, or have had, pesticides taxes in place. In the past, it was

common to set taxes based simply on the amount of active imglient used. Good practice is to
band the tax according to the potential impact of the pesticide in the environment, with Norway

and Denmark being prime examples of this approach.

Member States have developed national action plans for the management oéthse of
pesticides>4 Several of these indicate a desire to reduce use of pesticides, and to reduce the
risks associated with their use. Suitably designed pesticide taxes have a role to play in this

regard. It remains possible, also, that this can improvihe efficiency of agriculture by signalling
to farmers the need to consider the rate of application of existing products.

It has not been possible to gain data for each country disaggregated by the nature of the active

ingredient. We have, therefore, modked revenue generation based on a tax per unit of active
ingredient, though we would expect the instrument to be designed with banding of active

ingredients by some indicator of potential impact. The tax rate used is based on the level of the
Danish and Mrwegian taxes, and the equivalent revenue per kg active ingrediewe have

suggested
differences in relative price levels of the various national agricultural sectors. The adjustment
index refers to the effective CAP support schemes per hectareutilised agricultural area in MS,
and has been derived from the CAPRlodel 3> The resulting tax rates at MS level are indicated
in Table9 below.

a
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54 Seehttp://ec.europa.eu/food/plant/pesticides/sustainab le_use_pesticides/national_action_plans_en.htm
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Table9: Tax Rates Suggested for MS for Pesticideadsdd on Rel ati ve Level
per kg active ingredient)
Rate a2.5 G5.0 a7.5 010.C G12.°% Ga17.¢%
LT
HU

Countries EE PL Cz HR FR BE

SK AT IT

RO

The suggested transition period from existing rates, or where there issuch tax in place,from
zero rates,is from 2016 to 2018. Thereafter, rates are assumed to remain constant in real
terms.

4.10

Relatively few countries have currently taxes on fertilisers. Usually, the focus has been on nitrate
pollution, with phosphate being of some intest also. Although there has been some experience
with nutrient surplus taxation in the Netherlands, a decision by the European Court in the MINAS
case, that input taxation is required for a scheme to be compatible with the Nitrates Directive,
suggests that a tax should be based on the input of nutrients, and not to surpluses over a
specified level>6 The Dutch scheme was abandoned as a result of this ruling.

We have suggested a rate of 00.2 per kg
above, adjusted this in line with differences in relative price levels of the various national
agricultural sectors. The resulting tax rates at MS level areTiable10 below.

Fertilisers

N app

Table10: Tax Rates Suggestefibr MS for Nitrogen Fertilisers Based on Relative Levels of CAP

Support (0 per kg N)

Rate 040.05,00.10,00.15,/,0640.20,00.25,00. 385/
oL HU R

Countries EE Cz HR BE
SK IT
RO AT

The suggested transition period from existing rates, or e#e there is nosuchtax in place,from
zero rates,is from 2016 to 2018. Thereafter, rates are assumed to remain constant in real
terms.

4.11 Aggregates

Few materials are subject to primary resource taxes in the 8. Aggregates stand out in this
regard, party because they are not so widely traded, and for the associated reason that their
relatively low value but considerable bulk means that they tend to be transported only over
relatively short distances (albeit with some exceptions). Impressive results fridme combined
effect of taxes on aggregates and on the landfilling of construction and demolition (C&D) wastes

56 European Court, 2002, Case 322/00, Commission v. Netherlands, Opinion of Advocate General Léger.
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have been observed in the UK. The instrument should be considered in conjunction with the
suggestion above (regarding the taxation of landfilled&D wastes).

It is suggested that the implementation of such taxes should be such that thetes applied to
aggregates in the UK (02.40 per tonne) are ap,
taxes. There appears to be little reason to phase this tax in. It is suggested that the tax is

implemented at, or raised to, this rate by 2016lt is assumed that the tax rate is indexed to

inflation.

4.12 Competitiveness Issues

The above discussion has not entered into the detail of how countries might seek to ensure that
domestic industries are not rendered less competitive in export markets. Howewvarprinciple,

this can be overcome through the specification of the taxable event such that exports are
effectively exempt from the tax (though they could be taxed in the destination country). It might
be appropriate for the opposite to be the case wherghat is being exported is effectively a
service (for example, incineration of waste). In this case, it may be more appropriate to tax
exports of waste, and exempt waste imports.

4.13 Regulabry Issues

It should be noted that when any environmental tax is intraded, or changed, the nature of
incentives confronting the various actors in the affected markets also changes. The altered
structure of incentiveswill incentivise means to evade the impact of the tax, includirmghaving
illegally.

In this context, the ptential for such behaviour to arise (and give rise to environmental

problems) needs to be considered and anticipated. As such, it may be sensible to consider
strengthening of the relevant regulatory apparatus, including the sanctions that may be applied,

in advance of, or alongside, the tax0s introd
of responses to taxes on landfilling, in which respect, the potential for triggering illegal, or
guestionable activities should be considered.
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5.0 Estimatng Revenues andndirect Benefits

This section summarises the approach to calculating the revenue potential resulting from the
application of environmental fiscal reform in the 12 Member States. The detailed approach is
described in Appendice®\.2.0and A.3.0.

5.1 Revenue Implications of Good Practice

In calculating the revenue potential resulting from environmental fiscal reform in the 12
Member States, a number of approaches were taken depending on ttiéferent types of taxes.
These approaches are outlined as follows (note this approach is detailed in Apped 0 with
full references to data sources):

U Energy taxes:

i The overall approach tdstimating Revenuedrom energytaxation was to seek to
perform the calculations at the lowest level of granularity possible. In most cases
revenue data is not broken down by fuel type, and it is not possible to access
Member Stateds detailed budget slatoniber ef
not possible. The approach was to use as detailed data as possible on the
guantities of fuels consumed in the Member States, along with the latest
published excise duty rates, in order to estimate the revenue potential by fuel

type.

i The first sep is to align the energy consumption data (from the International
Energy Agency tables) with the categories of excise duties in the ETD. The
categories in the IEA tables are not disaggregated to the same extent as the
excise duties, and as such some simifiying assumptions were needed to
apportion fuel consumption to different excise duties (gas oil as an industrial /
commercial motor fuel versus as a heating fuel, for example).

i Once the consumption of fuels had been split out to the extent possible, the
existing excise duty rates were applied to the fuel quantities and the resultant
proportiong aused tthee dprteest tot al revenu
sources) to the different categories of fuel. The implied tax base for each fuel
category was the calculated.

i Baseline fuel consumption was assumed to remain constant in future years. To
estimate a change in demand for the different fuel an owprice elasticity
calculation was performed. It is recognised that thensould besubstitution
effects in the consumption of fuels (using crosprice elasticities also would be
ideal) but the aim was to show some level of realism in the revenue forecasts, not
to generate complex forecasting models. The elasticities were then used to
estimate a reduction in the &x base based upon the percentage change in the
price of the fuel as the excise duty rates were increasédbased upon the
application of good practice (see Sectiof.0). Some assumptions around fuel
pricing were also needed t@erform this calculation.

T The O6adjustedd tax base was then multip!
constant in real terms i.e. adjusted upwards for inflation on an annual basis), to
calculate future revenue generation by fuel type.
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U Transport taxes (&cl. transport fuels):

1 Vehiclesd the calculation of revenue was undertaken simply by multiplying the %
GDP increase in tax revenue by GDP in real terms for future years. GDP was
assumed to increase at the same rate as the latest real GDP growth rate
projection made by Eurostat (i.e. the rate for 2015 by Member State was used to
project GDP out to 2025).

i Passenger aviatiord an elasticity based approach was taken, with data on the
number of passenger flights taken from Eurostat. The tax base was projected
forward based upon historic trends, and revenue calculated by multiplying the
rate by the adjusted tax base (and the same was done with all the taxes listed
below).

1 Airfreight d a simple overall reduction estimate to the tax base was made given
the lack ofrelevant elasticities and price data. Data on the amount of freight
transported was taken from Eurostat.

U Pollution and Resource Taxes:

1 Waste disposal revenues from taxes on landfilling and incineration / MBT were
calculated based upon a tax base adjustkusing an elasticity approach. Data was
taken from the European Reference Model on Municipal Solid Waste
Management.

9 All other pollution and resource taxes were calculated by taking evidence from the
literature on the levels of reduction in demand that mght be expected following
the implementation of a tax (in percentage terms) or where no evidence was
available, assuming marginal decreases to take some pricesponse into
account. The following types of data were taken for the historic tax bases for each
of the relevant taxes.

o Landfilled construction and demolition mineral wastes (EurostatWaste
Statistics Regulation);

0 Aggregates extracted for domestic use (EurostatMaterial Flow
Accounts);

Packaging generation (Eurostad Packaging Directive);
Singleuse carrier bags (CBA DG Environment);
Air emissions of SOx, NOx and PM (EkAirbase);

Water abstracted for public water supply, manufacturing purposes and
agriculture (Eurostat);

O O O O

o Discharge of water from waste water treatment plants (EBAJrban Waste
Water Treatment Directive);

0 Sales of active ingredients in pesticides (Eurostat);
0 Use of nitrogen in fertiliser (Eurostat).
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52 Indirect Benefits

The project specifications state that data on indirect benefits resulting from environmental fiscal
reform shoud be presented. Our approach, therefore, has been to estimate potential
environmental benefits which result from increases in rates of taxation. This cannot be
comprehensive in a study of this duration, so the aim has been to seek quantification of sonfie o
the environmental benefits rather than all of them.

The following points summarise the methodology:

U Data on the tax bases, and how they change based upon increased levels of taxation, is
presented inAppendixA.3.0. This indcates the reduction in demand for the activities
which are taxed (and which have an environmental impact);

U The environmental impacts from the following main activities were included:
Change in use of transport fuels;

Change in use of fuels used in stationg engines;

Change in use of fuels used for heating;

Change in the use of electricity;

= 4 4 A =

Change in emissions to air of certain air pollutants from industrial processes and
power plants ;

Change in the use of vehicles;

Change in the number of passenger fligbt

Change in the demand for air freight;

Diversion of mixed municipal type wastes from landfill;

Diversion of mixed municipal type wastes from incineration and MBT plants;
Change in the amount of water abstraction;

Change in the amount of pesticides proded;

Change in the amount of aggregates extracted;

Change in the generation of various types of packaging wastes;

= 4 4 4 a4 4 A& A A

Change in the production of singlase carrier bags; and
i Change in the production of nitrogen based fertilisers.

U Factors for the emission of grenhouse gases and other air pollutants were taken from
the literature;

U Damage costs were applied to the air emi
environmental damages, resulting in an estimate of benefit;
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U Carbon was valued using the approach apetl in the proposed Energy Tax Directive
(G20 per2eg)oQtherair emidsion (such as NOx, SOx and particulates) were
valued using data from the European Environment Ageriy;

U The tot al 6indirectd environmenherdvenbee nef i t
estimates.

57 The methodology used is summarised in: European Environment Agency (2(Ré&yealing the Costs of Air
Pollution from Industrial Rcilities in Europe EEA Technical Report No 15/2011, November 2011
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6.0 Austria

6.1 Country Overview

6.1.1 Key Facts about the Economy and Tax System

U Between 2004 and 2008, Austria experienced stable economic growth, with GDP
increasing at an average rate of 2.8% per annum in re@rms. Theonset of the
economic crisis led to a3.8%dropin GDP in real terms from 2008 to 2009. GDP
returned to growth after 2009,increasing atan average rate of 1.8% per annum in real
terms between 2009 and 201258

U Austriads overall tax r eve mgheomparedtmimasdi ng s
member states at 44.5% of GDPif 2012). Austria has always had aelativelyhigh level
of tax as a share of GDPthough it has fallenslightly from 46.2% of GDP ir2001.5°

U Income from taxes is split fairly evenly between direct tax€30% in 2012), indirecttaxes
(33%) and social contributions (37%). Following the financial crisis, thieares from
social contributions and fromdirect taxes fellslightly 80

U In2012, the latest year for which data is available, environmental taxascounted for
2.44%of GDP Between2003 and 2010, environmental tax revenudell from 2.73%of
GDP t02.38% of GDFbefore increasing slightly tats current level6l

U The largest proportion ofevenues fromenvironmentallyrelated taxation in2012, the
latest year for which dataare available, wasassociated withenergy taxeswhich
accounted for1.63%of GDP. Taxes on transpofexcl. transport fuelsllso accounted for
a significant proportion of revenues, at 0.8% of GDPwhilst taxes on pollution and
resources accounted for just 0.02% of GDF=

U In2012, energy taxes accounted foB7% of environmental tax revenues, up from 65% in
2001 .63

58 Eurostat(2014) Real GDP Growth RateVolume Accessed 23t January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plugin=1&language=en&pcode=tec00115

59 Eurostat (2013) Main National Accounts Tax Aggregatdgov_a_tax_ag]Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=GOV_A_TAX_AG

60 Eurostat (2013)Main National Accounts Tax Aggregatdgov_a_tax_ag]Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=GOV_A_TAX_AG

61 Eurostat (2014) Environmetal tax Revenues [env_ac_tax], Accessed 20th January 2014Eurostat (2014)
Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX

62 Eyrostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX

63 Eurostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX
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6.1.2 Relative Position within the EU

U In2012, revenuesfrom energy taxation, expressed as a share of GDP, wemmewhat
below the BJ-28 level of 1.79%. Revenues fsm transport taxes (excl. transport fuels)
were well above theEU28 level 0f 0.5% of GDP, whilst taxes on pollution and resources
were far below theEU28 level of 0.10% GDP (se&igurel).54

Figurel: Environmental Taxes as a % of GDP vs-EJLevels(2012)
3.00%

2.44%
2.50% 2.29%

2.00% 1 1.79%
1.63%
1.50% 1 i
1.00% 1 r 0.78%
0.50%
0.50% 1 i
0.029 0-10%

0.00% —

Environmental Taxes as Bnergy Taxes as a ShareTransport Taxes as a Pollution & Resource
Share of GDP (%) of GDP (%) Share of GDP (%) Taxes as a Share of GDP
(%)

% GDP

m National EU-28 Levels

Source: Eurostat data

U In2012, Austria ranked 7t in the EU28 in terms of the ratio of environmental taxes to
GDP Table17).%5 In terms of the revenue generated by energy taxes as a % of GDP,
Austria was ranked in 2st position amongst the EL28 in 2012 . Austria was ranked in a
similar (23r) paosition regardingthe % of GDP generated by pollution and resources
taxes. Compared to other EMS, and as a share of GDPAustria has a relatively high
level of revenue generation frontransport taxes(excl. transport fuels) 7t highest in
2012).56

64 Eurostat (2014) Environmental tax Revenues [enac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TKA

65 Eurostat (2013) GDP and Main ComponentsCurrent Pricegnama_gdp_c] Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_C

66 Eurostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX
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Table11: Ranking of Country Position in E28, 2012

Measure Ranking
Environmental Taxes as a Share of GDP (%) 17
Energy Taxes as a Share of GDP (%) 21
Transport Taxegexcl. transport fuelsyas a Share of GDP (%) 7
Pollution & Resource Taxes as a Share of GDP (%) 23

Source: based on Eurostat dat

6.1.3 Existing Environmental Taxes, Charges and Harmful Subsidies

The full structure and rates for each tax, as well as full references, are given in the Appendix.
Thissection summarises key aspects of the main environmental taxes, and describes, in the
case of energy, how the rates compare witBuropean averages, and the minimum rates set out
in the existing Energy Tax Directive (ETD) (2003/96/EE®)l exchange rates are annual
averages taken from Eurostat, revenue figures are given in nominal terms and %sBP figures
are based upon GDP in current prices from Eurosttée

U Energy:The Austrian excise duties on fuels and electricity are shownTiable24,
alongside minimum rates in the existing ETD and the 28 average and median ates.

Table12: Standard Rates of Excise Duties on Fuels and Electricity in Austria

. Existing

coseowy | uw | Respmledn | et e e
Transport Fuels
Leaded Petrol 0 per litred 0 055458 a42 058 058
UnleadedPetrol 0 perlited 0 048251 035 053 051
Gas Oil (Dieseb) 0 per litre 0 039-0142 0433 042 041
Kerosene 0 per litre 0 039 0433 043 041
Liquid Petroleum Gas | O per 1000 kg 026 a12 019 017
Natural Gas 0 per GJ a1l. az2. az. az.

67 Eurostat (2013) ECU/ECR Exchange Rates versus National Currengidscessed T January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1

68 Eurostat (2013) GDP and Main ComponentsCurrent Pricegnama_gdp_c], Accessed 28 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_C
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. Existing

cospuy | um | Feemlon | St eum e
Motor Fuelsd Industry / Commercial Use
Gas Qil (Diesel) 0 perlitedd 0 039-1142 a2 023 024
Kerosene 0 per lirkeD 0 039 a21 030 033
Liguid Petroleum Gas | O per 1000 kg 0256 a4 013 012
Natural Gas 0 per GJ a1. ao0. ail. ail.
Heatingd Business Use
Gas Oil (Diesel) 0 perlited 0 098112 a2 a17 012
Kerosene 0 perlite€d 0 039 ao. G626, 033
Heavy Fuel Oil 0 per 1000 kg 0 6 ( a1¢ a7 02"
Liquid Petrdeum Gas | G per 1000 kg 043 ao a7 & a4 7
Natural Gas 0 per GJ a1. ao. ail. ao.
Coal and Coke 0 per GJ a1. 0o0. a1. ao.
Heatingd NonBusiness Use
Gas Oil (Dieseh 0 perlite€d0 098012 a2 018 012
Kerosene 0 perlite€d 0 0 37 0o0. a27 033
Heavy Fuel Oil 0 per 1000 kg 06 ( a1¢ 074 024
Liquid Petroleum Gas | G per 1000 kg 043 ao 011 043
Natural Gas 0 per GJ a1. 0ao0. az. a1l.
Coal and Coke 0 per GJ a1. 0ao0. a1. ao.
Electricity
Business Use 0 per MWh 01¢ 00.50 a10.| G01.
NonBusiness Use 0 per MWh 01¢4 a1 014 a1
Notes:

1. The lower rate of the range given applies for fuel with biofuel content and/or with a low
sulphur content. The higher rate applies for all other fuels.

Source: DG TAXUD (2013xEise Duty Tables (Part 8 Energy products and Electricity), Situation as at 1 July
2013, http://ec.europa.eu/taxation_customs/index_en.htm#
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9 All excise duty rates in Austria are taxed ale the minimum set out in the ETD.
About half of the rates are also above the E28 average. This is particularly the
case for industrial and commercial fuel:
for all motor fuels, regardless of whether they are f@ropellant use or industrial
and commercial use. Some Member States set lower rates for industrial and
commercial use, as can be seen by the lower average and median values for that
category. Similarly, Austria has one rate for all heating fuels, regasfieof
whether they are intended for business or nebusiness use, whereas some
Member States apply a lower rate for business use for some fuels (including,
Germany, Spain Italy and Sweden).

9 Austria applies two bands of rates for gas oil and petrol withcartain level of
biofuel content and/or which are lowsulphur. These rates are explained fully in
the Appendix. Pure biofuels are exempted from the excuse duty.

1 Energy Tax reimbursements: Austria reimburses companies whose main activity is
the production d goods for taxes paid on electricity, and when natural gas, coal or
mineral oil is used for heating purposes, when the total cost of the energy is
above 0.5% of the companyds turnover. TI
the rates equal to the minimum rags set by the ETD.

1T Revenue in 2012 from miner al oi |l excise
1.4% of GDPRevenue in 2012 from duties on electricity, coal and natural gas
was 0831 million, eqf%ivalent to 0.27% o

U Transport(excl. transport fuel$:
i1 Registration tax:

0 All passenger cars and motorcycles are required to pay a duty on vehicles
based on fuel consumption (ONor mver b
time of purchase?® The tax is based on the net purchasing price of the
vehicle as well as itduel consumption. The tax is added to the vehicle
price at the time of purchase and VAT is paid on both the net purchasing
price and the vehicle duty. In addition, a bonus/malus system applies to
take account yaodCQwemissions.5ans éxenhbians apply,

including to electric vehicles. Reve]
million, equivalent to 0.17% of GDP.

ol n addition to ONoVad, taxferralevehicles a f u
(okrftfahrzeugszul ass uaataxsdlestedeytibe) . T h

69 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Européischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 695) ( Aust
System of NationalandRe gi onal Ac c o Acocessed 28 Fusuary 20915 ) )
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

70 European Commission (2018Taxes in Europe DatabaseAccessed 13 Decerher 2013,
http://ec.europa.eu/taxation_customs/tedb/taxDetail.html?id=16/1357119635&taxType=0Other+indirect+tax
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central government. The rate in 2013 i$1 1 1 9 peB\@hicle. Revenue in
2011 (the | atest year for which figul
(equivalent to 0.06% of GDP.

9 Circulation taxes:

0 There are two mandatory circulation taxesn vehicles in Austria. Motor
Vehicles Tax 1 (o0Kraftfahrzeugsteuer
total weight of more than 3.5 tonnes as well as on smaller vehicles that
have no mandatory thiregparty insurance (vehicles with mandatory third
party nsurance are covered by Motor vehicles tax 2, described below). For
vehicles with a total weight of less than 3.5 tonnes, rates are based on the
engine power (expressed in kW). Vehicles with more than 3.5 tonnes total
weight are taxed based on their totaveight. Exemptions apply for electric
vehicles, vehicles used in official services such as ambulanceghicles
used by people with disabilities, taxis, buses and coachésRevenues
from Motor Vehicles Tax 1 were 045 mi
in 2012.73

o Motor Vehicles Tax 2 (0Mot cisalmenthlp gene
tax on vehicles subject to mandatory thirgarty insurance with a total
weight of less than 3.5 tonnes, including motorcycles. As for Motor
Vehicles Tax 2, rates are based cengine power and exemptions apply for
certain vehicles, including electric vehicle®d. Revenues in 2012 from
Mot or Vehicles Tax 2 were G1.7 bill i

According to data presented by Eurostatpliseholds pay a high proportion of
transport tax (ore than 75%in 2010).76

71 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Européischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 0695) (Aust
System of National and Regima | A c ¢ 0 u n t Ascesgeld 33AJanGagy 2014,
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

72 European Commission (2013Taxes in Europe DatabaseAccessed 13 December 203,
http://ec.europa.eu/taxation_customs/tedb/taxDetail.html?id=14/1329868800&taxType=0Other+indirect+tax

73 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Europaischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 0695) (Aust
System of National and Regional Accu nt s ( FASéssed 2353njary 2014,
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

74 European Commission (201BTaxes in Europe DatabaseAccessed 13 December 2013,
http://ec.europa.eu/taxation_customs/tedb/taxDetail.html?id=15/1357119635&taxType=0Other+indirect+tax

75 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Européaischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 695) (Aust
System of National and Regional Account&(S A fA8cBsked 23 January 2014,
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

76 See Figure 12 inEuropean Commission (2013Environmental Taxes Detailed Analysis Accessed 13 December
2013, http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Environmental _taxes- detailed_analysis
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I Aviation Taxes:

o The flight char)gd s( eaFltulakalpgpald per pa
departing from within Austria. Three rates are charged, depending on the

destination of the flight. This tax was introduced in 2011 and rates were
lowered in 2012. Rates applicable in 2013 were as follows’

o Shorthaul flight: 07.00 / passeng

o Mediumhaul flight: G15.00 /

passe

o Longhaul flight: 035.00 / passen

Revenue in 2012 was 0107 mil I8 on

(eq

i Additionally, Austria has a road toll system in place, which charges vehicles (both

passenger cars and heavy goods vehicles) for the use of certain parts of the ro
network. Together, these system®% ge

U Pollution and resources:

1 TheAltlastensanierungsgesetz or ALSAG, is an Act which was passed whose
purpose was to finance the remediation of contaminated sites, typically, those
which had been abandonedThe means of financing this has been, efttively, a

ad
ner a:

landfill tax. Rates are charged per tonne of material deposited in a landfill and are

set based onthe environmental impact of the material. This tax is paid at the
nationallevel®®* The | andfill tax for municip
less redundant owing to the restriction on landfilling of waste in Austria: waste
cannot be landfilled unless it has undergone treatment to reduce fermentability
the waste, and residuedrom such processes can, where certain conditions are
met, be | andfilled at a rate of 029
incineration of waste (collected as part of the landfill tax since 2006 and now at

a l W
of

.80
a

rate of 0G8/tonne) ewhichistamsported eussideaAusria fot o  w.

incineration.

9 Austria has a levy on landscape protection and nature conservation, which

includes charges on the extraction of aggregates. The types of materials covered,

and the applicable rates, are set regional] however. For example, in Lower

77 Bundesministerium fur Finanzen (Federal Ministry of Finance) (no dafdjgabgabe (Flight Charge)fccessed 24
January 2014, https://www.bmf.gv.at/steuern/a -z/flugabgabegesetz/flugabgabe.html

78 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Europaischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 695)
Sysem of National and Re,gdcessed23Jahaydoidht s ( ESA 695))
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

79 Statistik Austria (2012) Umweltgesamtrechnungen Modli®koSteuern (Zeitreihe 1995 bis 2011), Projektbericht

80 ECT/SCP (2013Municipal Waste Management in AustriaReport for European Environment Agency, February
2013, pp. 12 - 14, http://www.eea.europa.eu/publications/managingmunicipalsolid-waste/austria-country-paper-
on-municipal.
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Austri a, extraction of gravel, sand and
Revenues in 2012 amounted to 09 mill i on

9 Additionally, Austria has a number of other pollution and resource taxa place,
including a tax on landand hunting and fishing duties These are described in
more detail in the Appendix.

U Several oecologically relevant paymentsoé al
use of resources and are listed below. Thesee correctly speaking, not taxes, but user
charges (see Introduction above).

i Rates for water charges are set by municipal governments in Austria and vary
consideraldy acrossthe country. Groundwater rights are related to land
ownership, whereas abstractio from surface waters is strictly regulated.
Agricultural use of water is chargedn the basisof a volumetric elementand a
flat rate based on the area used for crops. Charges include a connection fee
(060Anschlussgeb¢ghr ) and haamowmtofwattre e whi ¢
used?8! Additionally, a wastewater surcharge has been implemented in some
municipalities. Such charges must be below specifiedfederal regulatory limit2

1 Examples for water charges (excl. VAarg:
o Vienna @&pl.wsA/0mM4. 15 to 0G289. 75 fee foc

0o Graz 013pB &/ Mm61. 2 t o (ekastBpebyeamai nt en a
depending on diameter of water pipeliné4

o Sal zblhAe8M3fal us 0G23.4 to G58.08 fee f ol
year$8s

o St.Pot en (0 13p1 @k ma 4 .3Bdurfee torwater meters per
year86

In 2011 (the latest year for which figures were available), revenues from water
charges were 0422 milliof (equivalent t

9 In addition there are alsdifferent rates, and dfferent tax bases,on a local level
for waste water service®.g.

81 |nstitute for European Environmental Policy, and Ecologic (2018 mber St at e s 6nSdlected ev e ment
Environmental Policy Areas: Austrj&eport for European CommissiorDG Environment, July 2013page 8.

82 OECD (20130ECD Environmental Performance Reviews: Austria 2Q2913, page 90.

83 http://www.wien.gv.at/amtshelfer/bauen-wohnen/wasserwerk/wasseranschluss/wassergebuehr.html

84 http://www.holding-graz.at/wasserwirtschaft/gebuehrenentgeltepreise/wasserpreise.lml

85 http://www.salzburg-ag.at/wasser/zahlenfakten/

86 http://www.landeshauptstadt.at/index.php?option=com_content&view=article&id=121&ltemid=123

87 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Europaischen System der
Volkswirtschaftlichen Gesamtrechnungen (ESMi59 5) ( Austri ads Tax Revenue Cal cul
System of National and ,Reeegsed28 dahuarp20t4punt s ( ESA 695))
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html
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o Vi e nn78/méedl

o Graz 02I0i.wilmg space sewage maintenanc
to 120ms3 water consumption per toiletté®

0o Sal zbur g3watércahdurhpmorno
o St. P°Il t élivinglsdace3 6 / m

In 2011 (the latest year for which figures were available), revenues from
wastewater charges were 01.1 % illion (e

U A number of environmentally harmful subsidies have been identifiém work
undertaken by IEEP, OECD @&WS, and from Excise Duty Tabl&s?4.95.96 Subsidiesfor
which revenues forgone/amounts spent aravailable are listed in Sectior6.2.2. The
main subsidies can be summarised as follows:

1 Energy tax refund for energy intensiveduastries
i Energy tax relief for gas oil used for powering combined heat and power plants

1 Reduced company car taxation

6.2 lllustrative Potential of EFR

In this section we first give a synopsis of the current status of Environmental Fiscal Reform in
Austria. Ths is then followed by a summary of proposed changes to existing tax rates and/or
proposed applications of new taxes, as well as the basis for how the calculation of revenue
generation. Outturns from the model regarding revenue projections are then presaht®llowed
by a summary of the monetised environmental benefits.

88 http://www.wien.gv.at/amtshelfer/bauen-wohnen/wasserwerk/wasseranschluss/abwassergebuehr.html

89 http://www.holding-graz.at/wasserwirtschaft/gebuehrenentgeltepreise/abwassergebuehreaund-entgelte.html

9 http://www.stadt -salzburg.at/internet/politik_verwaltung/steuern/abgaben_a
z/hausbesitzerabgaben/kanalbenuetzungsgebuehr_389295.htm

91 http://www.st -
poelten.gv.at/Content.Node/buergerservice/abgaben_baupolizei.php#Kanalben%C3%BCtzungsgeb%C3%BChr

92 Statistik Austria (2013)Osterreichs Steuereinnahmen Berechnet nach dem Européischen System der

Vol kswirtschaftlichen Gesamtrechnungen (ESVG 0695) (Aust
System of National and Regional Accounts (E®A9 5Accessed 23 January 2014,
http://www.statistik.at/web_de/statistiken/oeffentliche_finanzen_und_steuern/oeffentliche_finanzen/steuereinna
hmen/index.html

93 SeeTable 3 in IEEP (2013%Bteps to Greening Country Report: Austri&eport for the EuropearCommission, p.9.

94 DG TAXUD (2013xcise Duty TablegPart 116 Energy products and Electricily Situation as at 1 July 2013,
http://ec.europa.eu/taxation_customs/index_en.htm#

9 OECD (2012)nventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels 212, pp.
67 - 73, dx.doi.org/10.1787/9789264187610 -en

% Okosozialen Forum Osterreich (2013)lodellierung und Simulierung einer 6kosozialen Steuerstrukturreform in
Osterreich Modeling andsimulation of asocic-ecologicaltax structurereform in Austrial, Spring 2013
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6.2.1 Current Status of EFR

Since midDecember2013, Austria has a new governmerd a coalition of the Social Democrats
(SPO) and the Conservative Party (OVP). The intergovernmental agreement mimtgsrovide for
an environmental fiscal refornprogramme but it proposesa) an increase in the standard fuel
consumption taxon vehicles(NOVA), b) an increase in the enginelated insurance tax and c) a
change of regulations and tax expenditures for ¢hprivate use of company cars.

In both parties, relevant interest groups are opposing higher energy taxes (especially the
economic wing within OVP an@hamber of Labour andrade unions within SP@ both of them
arguing for different client interests)There are, however, plans to establish a task force to work
on fiscal reform Economists (especially those at the Austrian Institute of Economic Research)
and several NGOs argue in support of an environmental tax reform, but there isstrong

political movement in support of this approach

The austerity package of 2011 included the introduction of a flight levy (short distan@8,
middle distance(20, long distance35), an increase in the mineral oil tax on diesebf

0 0 . Otre)/and petrol 6 f  d@/ltre YGand an adjustment of the car registration tax: on the one
hand, the carbonelement of the taxwas increased; on the othehand, the permissible limits for
toxic emissions were reduced.

In the Stability Act of 2012, mineral oil tax reimbursement for agriculture and public transport
was abolished generating revenues oabout G 0 . .08 billion). The flight levy introduced in
2011 was reduced for competitive reasons (short distanc&7, middle distancel15, long
distance (35), and commuting allowances were raisedeg@ading toadditional budget los®s of
about 00.15 billion).

A government bill published on® of January 2014 promses inter alia new rates for the egine-

related insurance tax the motor vehicle tax(< 3.5 tonnes) and the sandard fuel consumption
taxwi t h additional revenues anticipated to be a
of 2015. 97.98 The proposedax changes will be discussed in Parliament in the period between

now and March 2014.

The above considerations reflect the country specific recommendation made as part of the
2012 European Semester:

Recommendation3: [ éReduce the effective tax and sociadecurity burden on labour
for lowsincome earners in a budgeheutral way by relying more on other sources of
taxation less detrimental to growth, such as recurrent property taxes.

The shift towards environmental taxes is part of the reforms described belo

6.2.2 Suggested Reforms to the Tax System
On the basis of the above presentation of taxes, the following suggestions are made:
Adjustments to eisting taxesor new taxes

97 BMF (2014), AbgAG 2014- Gesetzestext Begutachtungsentwurf
https://lwww.bmf.gv.at/steuern/BegEntw_Ges_AbgAeG_2014_ 09 01_2014df?46qit0

9% BMF (2014) AbgAG 2014- Vorblatt - Begutachtungsentwurf
https://lwww.bmf.gv.at/steuern/BegEntw_Vortatt AbgAeG_2014 09 01_2014.pdf?46qit0
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U Energy Taxes:

i Itis suggested that @ergy taxes are harmonised based upon the highdstvel of
tax per unit ofenergy contentfor each ofthe different groups offuels, assuming

thatthee x i sting duti es

existing rate forg a s

ar e lbareeTdangportfuals G2 0
are equalised using the energy content on petrdl (1 4/GJ3, whereas motor fuels
used for commercial and industrial purposes are equalised based upon the
D0i6/GJ).(Finally, due to the existing rates for gas oil

used for heating being very high relative to coal and gas, the rates are equalised

using theminimum rate for natural gaso f 0.58/GJ.

i Table13 shows the differentials in taxates (using ETD units) for the various fuels
by use. For a description of how the proposed rates are derived see the Good
Practice section aboveThe proposed rates are reached (in real terms) by 2018 or
2023 depending on whether all of the existing rateare below 0.15 EUR/GJ or

not.

Table13: Existing and Suggested Rates Based upon Proposed Revisions to the ETD

units | SRRRET | Rates
TRANSPORT FUELS
Motor spirit (petrol) /1000 515 515
Light fuel oil (diesel) /1000 556 425
LPG (propellant) G/ 100 717 261
Kerosene /1000 559 397
Natural gas (prop) 0/ C 15 2
INDUSTRY AND COMMERCIAL MOTORS
Gas oll /1000 425 425
Kerosene 0/ 1000 428 397
LPG G/ 100 ¢ 547 261
Natural gas 0/ C 12 2
BUSINESS HEATING
Gas oll /1000 128 128
Heavy fuel oil 0/ 100 83 60
Kerosene a0/1000 397 397
LPG 0/ 100 83 43
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units | S0 Retes.
Natural gas a/ G 1.66 1.66
Coal a/ C 243 1.70
NONBUSINESS HEMNG
Gas oil /1000 128 128
Heavy fuel oil 0/ 100 83 60
Kerosene 0/1000 397 397
LPG G/ 100 ( 83 43
Natural gas 0/ C 1.66 1.66
Coal a/ C 243 1.70
ELECTRICITY
Electricity- business use a/ MW 15.00 15.00
Electricity- non-business use a/ MW 15.00 15.00

U Transport Taxes:

1 Vehicles:The taxes on transport irAustriaare significantlyhigher than average in

the EU (0.8B% of GDP compared tthe EU28 level 0f 0.50% GDP)In addition,
taxes on transport fuels are increased as aonisequence of the suggestions

above. However, it is suggested that additional revenue of 0.42% GDP could still
be generated. Increasing vehicleaxation could both raise revenue, and also,

increasingdifferentiation between vehiclesbased upon environmenta

performance, thereby influencing the stock of vehicles in use in future. In line with
the proposals from the Commissioof 2005, we suggesthat the main increase

could relate to the circulationtaX 60 Mot or bezogene

V ewiths i

the basis for taxation shifting more towards the emissions performance of

vehicles (which is now relatively common practice in the 28). There is also the
potential in Austria for an increase itHGV toll chargescity tolls and a switch from

t he 0 ViMotomvay tolesfickerto a general toll for cars (with the first step
covering highways, and subsequently, other areas, but with lower rural rates). As

noted above, some of these types of tax appear to be already under discussion

within Austria. The increase ishmsed in over the period from 2015 to 2020.

cher

i Aviation:Although aviation was included in Phase Il of the ETS, trade in EUAAs
was suspended in 2012 pending the development by the ICAO of a market based
instrument in the aviation sector. This might nohowever, be implemented until

2020. Austria already has an aviation tax on all passenger flights, and as noted
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above, these were reduced in 2012° There isscope for increasing passenger

flight taxation rates, and for introducing a tax on air freight. The qygpsted rates

for the air passenger tax for are 015
concerned), 025 per passengerUnipr,and ot h
050 per passenger (to other countries outside the Europedsnion). The
suggestedait r ansport tax rate i $Shepedrof25 per t«
implementation is taken to be 2015 with rates gradually increasing to the

maximum level in 2017. As noted the Good Practice section, the way in which the
picture unfolds concerning the proposalfom ICAO might influence future levels

and / or design of this tax.

p
er

U Pollution and Resource Taxes:

i AggregatesThere is currently no tax on aggregates in Austoa a national level.
However, there are different levies with different rates at a regionabkl, as
mentioned above (and described in the Appendix). The average rate is calculated
as 00.09 per tonne extracted. An aggreg.
for use of aggregates from secondary sources (such as construction waste). This
isinlinewitht he fl agship initiati @®ItiA Resourc
suggested thatregional rates set by the levy on landscape protection and nature
conservation are set at (02.40 per tonne
kept constant in real tems. The types of materials that could be covered by the
tax are:

0 Marble;

Chalk and dolomite;
Slate;

Limestone and gypsum;

O O o o

Sand and gravel.

Not all of these are extracted in Austria. The specific range of materials suggested
reflects, in part, the nature othe data available to us in developing estimates of
potential revenues;

1 Wasted incineration / MBT tax:There are currentlythirteen incineratorsoperating
inAustriagz, and there is an i nci nennhMoreover t ax
there are sverd MBT plants used to prepare wastes for subsequent energy
recovery, and for stabilising wastes before landfillingn order to ensure that
recycling rates do not stagnag, and to generate some additional revenue, it is

99 Bundesministerium fir Finanzen (Federal Ministry of Finance) (no daféygabgabe (Flight Charge)pccessed 24
January D14, https://www.bmf.gv.at/steuern/a -z/flugabgabegesetz/flugabgabe.html

100 European Commission (2011Roadmap to a Resource Efficient EuropecOM(2011) 571 final,
http://ec.europa.eu/environment/resource_efficiency/about/roadmap/index_en.htm

101 CEWEP (2014Wasteto-energy in Europe in 2011 Accessed ¥ February 2014,
http://www.cewep.eu/information/data/studies/m_ 1167
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)l

suggested that theincineration taxcould beincreased, tol15 per tonne, in
2020, and that rates are set so that other forms of residual waste treatment are
taxed in an equivalent manner

Packaging:A smal number of Member States have implemented packaging taxes
for all packaging placed on the market in order to stimulate waste prevention
initiatives in the packaging industry, and reduce the demand for raw materialts.

is suggested that the following rate could be applied to all packaging placed on
the market in Austria:

0  Aluminium 0$197 per tonne
o Plastic 064 per tonne
o Steel 0454 per tonne
o Paper and card G420 per tonne
o Glass 0§18 per tonne
o Wood 0§13 per tonne

These rates are conservative in that they cover only the embodied.G@vings
associated with materials us. The rationale is to encourage prevention of
packaging (as opposed to recycling). It is suggested that these rates be applied
from 2016 and be kept constant in real terms.

Singleuse carrier bag taxThere is currently no tax on singlese carrier bags n
Austria. Of these bags, plastic bags in particular cause many environmental
problems when littered in the environment, especially when they are transported
to, or littered in the riverine, or marine, environment. Moreover in countries with
high level oftourism littered plastic bags can deter visitors. A wide body of
experience suggests that taxing singlese plastic bags significantly influences
consumers' purchasing of these bags, by stimulating a switch to reusable balgs.
2013, the Commission adopteda proposal for a Directive to reduce the
consumption of lightweight plastic bags in the EX92 Consequently, it is
suggested thatAustriaimplementsa tax on singleuse carrier bags at a rate of

0 011 per bag from 2016,and maintains the rate constant in real terms
thereafter.

Airpollution: TheDirective on Ambient Air Quality and Cleaner Air for Europe
(Directive 2008/50/EC) sets a number of air qudity targets which Member States
are obliged to achieve (emission target values are presented in Annexes XI and
X1V of the Directive)Air pollution taxes stimulate emitters to install abatement
technologies and therefore improve local air quality and the=alth of the

population. According to Airbase (EEA) 89.7% of the urban population in Austria is
exposed toPMyp concentrations exceeding the daily limit value (50 pg/#h for

over 35 days per yeat93 Austria does not currently have a system of air pollution

102 DG Environment (2013Proposal toReduce Plastic Bag Consumption, Accessed 224 January 2014,

http://ec.europa.eu/environment/waste/packaqging/legis.htm#plastic_bags

103 Eurostat (2014) Resource Efficiency Scoreboard=U Wban Population Exposed to PM10Concentrations
Exceeding theDaily Limit Value %, Accessed 2% January 2014,
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taxes in place.lt is suggestedthat an air pollution taxcould beimplementedin
order to generateimprovements in air quality as follows

o SOx 01,000 per tonne
o NOx 01, 000 per tonne
o PM1I0G2, 000 per tonne

Given the magnitude of theecommended tax ratestiis suggested that there is a
transition period from 2015 to maximum levels by 2020The rates are then held
constant in real terms.

1 Water abstraction:A key element of the Water Framework Directive (Directive
2000/60/EC) is the concept of cost recoveryof water services. Article 9(1) of the
Directive states thato Me mber St ates shall take accol
recovery of the costs of water services, including environmental and resource
c o s.{The ®ECD estimatethat water charges cover 85% of anral costs to
municipalities for providing water services useholds contribute 7675%,
industry 20-25% and agriculture 25%).194 Currently, although there are user
charges in place(around 01,500 per 1,000m3 depending on the area}here are
no taxes for abstaction in Austria.lt is suggested thatappropriate levels of
taxation would be of the ordefil50 per 1,000m3fort he publ i c 90at er
per1,000m3f or manufacturing pur péfsres and 01:
agriculture.We have assumed that the additioal revenue which such rates may
generate can accrue to the central budget. We note that there might be, in
Austria, some issues associated with implementing this system in the context
where charge rates already vary significantly in structure, and in trege at which
they are applied, on a regional basis. One option would be for revenues above
cost recovery levels to accrue to the national budget. This would require
understanding of what acceptable levels of cost recovery are (allowing for proper
maintenance of the resource as appropriate), and it would also, ideally, require
incentives, at the margin, to be reflected in levy structures.téansition period
from 2015 to 2020 is suggested, whereby the rates are increased gradually from
an introductory rateto maximum levels. The rates are then held constant in real
terms.

1 Waste water:Council Directive 91/271/EEC concerning urban wast@ater
treatment was adopted on 21 May 19911Its objective is to protect the
environment from theadverse effects of urban \aste water discharges and
discharges from certain industrial sector&?> Austriahas waste water user
charges, but not a waste water tax. As with abstraction, these vary in level and
structure on a regional basis. To improve prevention of water pollutiorisit

http://epp.eurostat.ec.europa.eu/tgm/refreshTableAction.do?tab=table&plugin=0&pcode=t2020_rn200&languag
e=en

104 OECD (2013)0OECD Environmental Performance Reviews: Austria 2012013, page 90.
105 DG Environment (2014)Jrban Waste Water Directive Overviewccessed 29 January 2014
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suggested to implement a waste water tax and adjust tax rateslini ne wi t h 0 ¢
practiced. Wit h r eriathiswoulgimglyrfor B@D, dratevoé | s i1
02.47 per kg of the pollutant. For freshwvater discharges, it would be preferable to

also tax phosphorus discharges. Given the magnitude of the increase in rates a
transition period from 2015 to 2018 is suggested, \wereby the rates are

increased gradually from an introductory rate to maximum levels. Existing

exemptions should be reviewed and adjusted accordingly. It is suggested that

rates should be held constant in real terms once they reach the 2018 levels.

Pesticies: Article 4 of the Directive on Establishing a Framework for Community
Action to Achieve the Sustainable Use of Pesticides (Directive 2009/128/EC)
speaks of the requirement for National Action Plans on pesticides. In particular
the Article includes thefollowing:

0 émetables and targets for the reduction ofpesticide] use shall also be
established, in particular if the reduction of use constitutes an appropriate
means to achieve risk reduction with regard to priority items identified
under Article 15(2(c). These targets may be intermediate or find¥lember
States shall use all necessary means designed to achieve these targets

Austriads Action Plan is a compilation
Plan of Vorarlberg, in aresponsetodasa k ehol der view, regard
the polluter pays principle and introdu

oThe introduction of such a levy is not possible in the Land without the
involvement of the Federal Government (similarity tormover tax)6'% A tax

would, we understand, be a matter for federal Governmerithere is a trend
towards banding taxes to reflect the level of hazard associated with them, and we
would suggest such an approach is suitable in Austria. Our calculations assume
that the country implements a pesticides tax, and in the absence of data
regarding the types of active ingredient used, we model revenues as though the
taxisappliedatar at e o f @&ctive ingpedient. Thegsuggested transition
period is from 2016to 2018, and following this the rate should be kept constant
in real terms Such a tax, especially if banded according to the potential effects of
different active ingredients (as in Norway and Denmark) would be a cosie
measure that wouldcontribute towards the aims ofthe Action Plan.

Fertilisers Austria does not currently implement a tax on nitrogen (or other)
fertilisers. It is therefore suggested that a tax on the use of nitrogen in mineral
fertilisers is implemented as a means of driving efficienes in the application of
fertilisers to land. It is suggested that at a rate of 0.2 per kg N be implemented
from 2016 with rates gradually increasing to the maximum level in 2018.

Removal of EvironmentallyHarmful Subsidies

Environmentally harmful idetified in previous studies are listed imable14.

106 SeeNational Action Plan Plant Protection Products: Austria, Compilation of the Plans of the Land Action Plans of
the Nine Lander p.202,
http://ec.europa.eu/food/plant/pesticides/sustainable_use_pesticides/docs/nap_austria_en.pdf
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U An example of an environmentally harmful subsidy in Austriatie private use of
company cars, which is significantly subsidised in several member states, including
Austria. Ths promotes the ovetuse of such cars through reducing the marginal costs of
driving. Austria has made the welcome step of no longer entitling employees, using a
company car for private purposes, to commuting allowanc&® However there is still
scope to inprove the treatment of company cars, possibly by linkihgo v e hi cl es &
levels, as is done in the United Kingdom.

U An environmentally harmful subsidy for which the amount involved was not identified by
any sources is the promotion of traffic infrasticture in rural areas!o8

Table14: Environmentally Harmful Subsidied Amounts Involved

. Amount involra
Sy 2013 terms)
ENERGY
Energy tax refund for energy intensive industries
2941-3412
Energy tax relief for gas oil used for powering combined heat and power
plants
TRANSPORT (excl. transport fuels)
Reduced company car tgation 3003
POLLUTION & RESOURCES
Promotion ofthe construction of new single family houses 180 to 2702
Total 774 -911

Notes:

1) Amount involved stated inOECD (2012) Inventory of Estimated Budgetary Support and Tax
Expenditures for Fossil Fuels 2013, 2012, pp. 6773, dx.doi.org/10.1787/9789264187610 -en

2) Amount involved stated in: Table 3 in IEEP (2013) Stefs Greening Country Report: Austria, Repo
for the European Commission, p.9.

3) Amount involved stated in: Okosozialen Forum Osterreich (2013) Modellierung und Simulierung
einer 6kosozialen Steuerstrukturreform in OsterreiciModeling andsimulation of asocio-ecological
tax structurereformin Austria), Spring 2013

107 OECD (2011Environmental Performance Review#ustria 2013, 2013, p.83,
http://dx.doi.org/10.1787/978 926202924 -en

108 SeeTable 3 in IEEP (2013pteps to Greening Country Report: AustriReport for the European Commission,
p.9.
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6.2.3 Summary of Revenue Outcomes

Table15 below shows the estimated additional revenue that could be achieved by introducing
the changes suggested above. When calculatingvenue potentials an estimate of the change
in the level ofdemand for thematerial / product / service is made reflecting the nature of the
suggested changes.

Revenue figures are calculated by using the projected rates and data relating to the tax bases
for each of the different taxes (se&ection 5.1 above).

Table15: Potential Additional Revenue from Environmental Fiscal Reform in Austria, million EUR

(real 2013 terms)10°

Type 2016 2020 2025
Energy
Transport fuels 106 519 820
C&l / Heating 2 12 18
Subtotal Energy, million EUR 108 531 839
Subtotal Energy, % GDP 0.03% 0.15% 0.22%
Transport (excl. transport fuels)
Vehicle Taxes 274 1,474 1,611
Passenger Aviation Tax 371 780 849
Freight Aviation Tax 0.14 0.27 0.28
Subtotal Transport, million EUR 646 2,254 2,460
Sub+total Transport, % GDP 0.19% 0.63% 0.63%
Pollution and Resource
Incineration /MBT Tax 12 18 19
Air Pollution Tax 36 76 77
Water Abstraction Tax 99 237 249
Wastk Water Tax 27 38 38
Pesticides Tax 17 31 31
Aggregates Tax 234 142 149

109 95 GDP calculated using the following source: Eurostat (20138PP and Main ComponentsCurrent Prices
[nama_gdp_c], Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_C
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Type 2016 2020 2025
Packaging Tax 41 41 44
Single Use Bag Tax 47 10 11
Fertiliser Tax 0.009 0.017 0.016
Sub+total Pollution & Resource, million EUR 512 593 618
Sub+total Pollution & Resources, % GP 0.15% 0.17% 0.16%

Total Environmental Taxes

Total, million EUR 1,266 3,378 3,917

Total Increase, % GDP 0.38% 0.95% 1.01%

Total Environmental Harmful Subsidies

Total, million EUR 843 843 843

Total Saving % GDP 0.26% 0.26% 0.25%

Total Potential for Environmental Fiscal Reform

Total, million EUR 2,108 4,220 4,759

Total Increase, % GDP 0.65% 1.21% 1.26%

6.2.4 Environmental Benefits

Table34 shows the monetised environmental benefits from reduced tax bases dteincreases
in the tax rates. The methodology for the calculation of these numbers is summarised@attion
5.2. The coverage of environmental benefits is not fully comprehensiEeven so, EUR36
million of benefits are antcipated annually by 2025 in real terms.

The most significant environmental benefits are due to a significant increase in the tax rate for
coal use for heating, and the resultant fall in demand for coal.
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Table16: Monetised Enviromental Benefits from Implementation of Taxes, million EUREI
2013 terms)

Tax Type 2016 2020 2025
Energy 6 28 43
Transport 25 71 72
Pollution & Resources 85 309 320
Total, million EUR 115 409 436
Total, % GDP 0.04% 0.12% 0.12%

6.2.5 Summary

Based uponthe analysis presented in this report the following outcomes might be achieved in
Austriallo

U In 2012 environmental taxes generated revenue equivalent to44% of GDP.The
headline figures suggest that there is considerable potential for additional revenuerh
environmental taxes in Austria. These could generald .3 billion in 2016, rising to 3.9
billion in 2025 (both inreal 2013 terms). This isequivalent t00.38%and 1.01%of GDP
in 2016 and 2025 respectively Further revenue could be generated by remimg
environmentally harmful subsides which are estimated to be in the vicinity®f0 4 8
billion, or0.26%of GDPin 2016.

U The largest single contribution comes from suggested changes in vehicle taxation. This
accounts fora 2hillion by 2025 (real 2013 terms), equivalent t00.42% of GDP. Some
proposals have already been announced in this respect, and it is hoped that they would,
if implemented, generate revenues of this order of magnitude.

U Suggested increased rates under the existing tax on passenger flighte the next
largest contributor generatingl 16.billion by 2025 (real 2013 terms), equivalent to
0.34%of GDP. The revenue is split almost equally between inEd) and extraEU flights.
Such a tax may be superseded by an alternative instrument in future. That instrument
might, if it involves auctiming of allowances, be expected to generate a revenue stream
in its own right. It is possible, therefore, that the revenue from the tax is simply replaced
(to a greater or lesser degree) by revenue from the new instrument.

U Following harmonisation, in linavith the proposed ETD, of rates for transport fuels with
the current rate for petrol, additional revenue dii0.8 billion by 2025 (real 2013 terms),

110 95 GDP calculated sing data from Eurostat (2013)GDP and Main ComponentsCurrent Pricegnama_gdp_c],
Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_é&nd
projecting GDP forwards based upon the last real GDP growth rate available in the follosmgce: Eurostat
(2014) Real GDP Growth RateVolume Accessed 2% January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plugin=1&language=en&pcode=tec00115
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equivalent t00.17%of GDP, is estimated. This implies an increase in the tax rate for gas
oil (diesel).

U The suggested water abstraction tax generates estimated revenueof2.billion by
2025 (real 2013 terms), equvalent t0 0.05% of GDP.

U In addition, minor taxes oninter alia, air pollution, waste water and pesticides, could
generate revenue ofl 04.billion by 2025 (real 2013 terms), equivalent t00.08% of GDP.

U It has not been possible to identify all the likelgnvironmental benefits fromthe
suggested taxes. However, those that have been identified amount to arouind4.billion
in 2025 (real 2013 terms), 0r0.12%of GDP.

U In the contextof the European Semester in 2012the European Commission nde a
recommendaton, including the following:

o0 Reduce the effective tax and social security burden on labour for lemcome
earners in a budgetneutral way by relying more on other sources of taxation less
detrimental to growth, such as recurrent property taxes.

The above pckage, or elements thereof, wodl clearly help to meet the objective in
respect of environmental taxes.
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7.0 Belgium

7.1 Country Overview

7.1.1 Key Facts about the Economy and Tax System

U Bel gi umés GDP grew steadily between 2004 a:
rate of 2.95% in real terms. In 2008 GDP fell by 1.0% in real terms, followed by a sharper
fall of 2.8% in 2009. A return to growth occurred in 2010 when GDP grew by 2.3% in real
terms. This was followed by 1.8% growth in 2011, and a small fall of 0.1%@12.111

U In 2012, revenue from all taxes and social contributions stood at 47% of GDP, having
risen steadily from a low of 45% in 200912

U The proportion of total tax revenue derived from direct taxes in 2012 (37%) was roughly
similar to the proportion derive from social contributions (36%). The remaining revenue
(27%) was generated through indirect taxdg3

U In 2012 (the latest year for which Eurostat data on revenues from environmental taxes
are available), environmental taxes in Belgium accounted forl3.% d GDP. Between
2001 and 2004, the share of environmental taxes increased by 0% GDP, and then
began to decline steadily. This value reached a low2f.2% GDP in 2008, before
increasing over the next three years to 201,but then falling back slightly in2012 .114

U In2012, the majority of environmental tax revenue/as from energy taxes, 128% of
GDP, with smaller contributions coming from transport taxes (excl. transport fuels),
0.74% of GDP, and pollution and resources taxeentributing 0.14% of GDP. The
revenue share from pollution and resources taxes has shown a decline from a high of
0.22% of GDP in 2004 to a low of 0.14% of GDP2012.115 The decline in pollution and
resource tax revenues has resulted, amongst other things, from a reform of the Flemish
water levy between 2004 and 2006 (with the levy being converted, in part, to a charge,
| eaving a smaller o6tax0d6 element), and from
and incinerated as a result of successful waste management policies.

7.1.2 Relative Pogion within the EU

U In 2012, expressed as a proportion of GDRgvenue fromenvironmental taxeswas below
the EU28 level of 2.29% GDPRevenue from energy taxation waalso below the EL28
level of 1.79%of GDP Revenue from transportaxes (excl. transpat fuels) and

111 Eyrostat (2014) Real GDP Growth RateVolume Acces®d 21st January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plugin=1&language=en&pcode=tec00115

112 Fyrostat 013) Main National Acounts Tax Aggregatefgov_a_tax_ag]Accessed 29 November 2013
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/da taset?p_product_code=GOV_A_TAX_ AG

113 Eurostat 013) Main National Accounts Tax Aggregatdgov_a_tax_ag]Accessed 29 November 2013
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=GOV_A_TAX_AG

114 Eurostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX

115 Eurostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX
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pollution/resource taxes wereboth slightly higher than theevelsfor the EU28 of 0.50%
and 0.10%, respectivelysee Figure2).116

Figure2: Environmental Taxes as a % of GB EU28 Levels 2012

2.50% 2.29%

2.16%
1.79%
0.14% 0.10%

I 128%I
| I __ .
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m National mEU-28 Levels

Source: Eurostat data

U Expressed as a percentage of GDP, and relative to the-B&) revenues from
environmental taxation in Belgium ranked 28. Revenues fromenergy taxation ranked
27th, Taxeson transport (excl. transport fuelshanked 9th, whilst taxes on pollution and
resourceswere also ranked in9th place (see Table17).117

Table17: Ranking of Country Position in E28, 2012

Measure Ranking
Environmental Taxess a Share of GDP (%) 23
Energy Taxes as a Share of GDP (%) 27
Transport Taxegexcl. transport fuelsyas a Share of GDP (%) 9
Pollution & Resource Taxes as a Share of GDP (%) 9

Source: based on Eurostat data

116 Eurostat (2014) Environmental tax Revenues [enac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX

117 Eurostat (2014) Environmental tax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal /product_details/dataset?p_product_code=ENV_AC_TAX
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7.1.3 Existing Environmental Taxes, Charges andrshful Subsidies

The full structure and rates for each tax are given in thgppendix(this Appendix also includes a
detailed list of references for all of the information cited in this section). This section

summarises key aspects of the main environmentéxes, and, for energy, how the rates

compare withEuropean averages, and with the minimum rates set out in the existing Energy Tax
Directive (2003/96/EEC). All exchange rates are annual averages taken from Eurostat, revenue
figures are given in nominaldrms and % of GDP figures are based upon GDP in current prices
from Eurostatl18.119

U Energy:The Belgian excise duties on fuels and electricity are shownTiable18 (in this table
ranges are presented where there are detailed bandiror exemptions, see Appendix for full
details) alongside minimum rates in the existing ETD and the B8 average and median
rates.

Table18: Standard Rates of Excise Duties on Fuels and Electricity in Belgium

.. Existing

soseouwy | um | Respoledn | Y eum e
TransportFuels
Leaded Petrol 0 per 10C¢ 063 a42 058 058
Unleaded Petrol 0 per 10C¢ 0571 29 a35 053 051
Gas QOil (Diesel) 0 per 10C¢C 006t o 0O a33 0425 041
Kerosene 0 per 10C¢ 0627 a33 043 041
Liguid Petroleum Gas |G per 10 ao a12 019 a17
Natural Gas 0 per GJ ao a2. az2. az.
Motor Fuelsd Industry / Commercial Use
Gas Oill 0 per 10C¢C 03 az21 023 024
Kerosene 0 p1eo0o litres 023 a21 030 033
Liquid Petroleum Gas |G per 10¢C 044 a41 013 a12
Natural Gas 0 per GJ ao ao0. al. a1l.
Heatingd Business Use
Gas Oill 0 per 10C¢C 017 tg az21 a17v a12

118 Eurostat (2013) ECU/ECR Exchange Rates versus National Currengidscessed T January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1

119 Eurostat (2013) GDP and Main ComponentsCurrent Pricegnama_gdp_c], Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_C
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. Existing

coseowy | uw | Respsledn | St e e
Kerosene 0 per 10C¢ 014 ao 026, 033
Heavy Fuel Oil 0 per 10C¢ 01 ¢ a1f" a7 021
Liquid Petroleum Gas |0 per 10 0B to ao. a7 8 047
Natural Gas 0 per GJ a 0271 ao0. al. ao.
Coal and Coke 0 per GJ 00.24 ao0. ail. ao.
Heatingd NonBusiness Use
Gas Oil 0 per 10C¢ ar to a2 018 012
Kerosene 0 per 10C¢ 014 ao. a27 033
Heavy Fuel Oil 0 per 10C¢C 01 ¢ a1¢ 0758 02"
Liguid Petroleum Gas |G per 10 018 tq¢ ao 011 a4 3
Natural Gas G per GJ a 0271 ao. az. al.
Coal and Coke 0 per GJ 00.24 0o0. a1. ao.
Electricity
Business Use 0 per MW a1s3 ao a10 a1
NonBusiness Use 0 per MW 013 a1. a14.| 01.
Notes:
1. Converted from 00.9889 per MWh
2. Tax rate converted from MWh to GJ based on an energy intensity of 38.7597day GJ.
3. Highest rate.

Source:Belgian Federal Public Service Finance (20136 Tax Survey, Nr. 25 (update) 2013ctober 2013,
http://docufin.fgov.b e/intersalgen/thema/publicaties/memento/pdf/TS2013 V10_entire.pdf , p. 234-241.

i1 The ranges in tax rates shown in the above table imply that there are exemptions
in place for the given fuel or that there are different rates depending, for example,
on the suphur content of the fuel. The exemptions are typically given to energy
intensive and norenergy intensive businessesvhich have an environmental
objectives agreementor arrangement in place (see Appendix for full list of
exemptions and tax rates}2° Ther are a number of cases where the upper tax

120 Several of these are with sectors covered by the HTS.
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rates are at, or above, the minimum suggested in the existing Energy Taxation
Directive. However, many of the exemptions are at rates below the suggested
minimum levels.

1 In comparison to the European average andedian tax rates across the EQ8, it
i's evident that many of Bel giands exci s«
applied in other Member States.

1 Revenues in 2012 from energy excise duties listed ifablel8 a mount ed t o G
billion (equivalent to 1.3% of GDR}!

U Transport(excl. transport fuels)

i Aregistrationtax is levied on the entryor reentry, of vehicles into service on public
roads for the firsttime( i . e . , Bel gi umbs registration t
it applies to both purchases both of new, and secodthnd cars) The basis of
assessment for the tax varies acrosthe three regions.The Walloon regionfor
example,uses a system which includes the ecobonus and ecomalus schemes. An
ecobonus is granted, oan ecomalus is levied under certain circumstances. Both are
due upon the entry of a new or used vehicle into service, with a rate dependent upon
the emissions category of the vehicle. The tax rates for each type of vehale
complex and further detail an be found in the Appendi®*?2 Tax evenues in 2012
totalled 0 3 7niillion for the whole of Belgiumédquivalent to 0.10% of GDp

i An annual motor vehicle tax is levied on all motor vehicles used for the carriage of
passengers or goods by road. The tax rate varies according to the size and type of
vehicleand the regon (different exemptions also apply in each regian)ax evenues
in 2012 totalled 0 1 , Srillibn (equivalent to 040% of GDR

1 TheEurovignette consists of a levy on motor vehicles and combinations of vehicles
which are exclusivelyised for the transportation of goods by road and whose
maximum authorized mass is at least 12 tomes. Rates are dependent on the
number of axles as well as the emissions category of the vehiclax revenues in
2012 totalledG 1 1 4 mequivalen to 0.q3% of GDR

U Pollutionand resources:

{  Taxes on both landfilling and incineration are in place in Flanders and Wallgmidnilst
an incineration tax is being introduced in the Brussels Capital Regidncineration tax
r at e s8.18 peetonde for mixed residual wastén Flandersa n d9.8% per tonne
in Wallonia (the rate in Bruspklahdling s ant.
taxes vary across the two regions and are banded according to different waste
streams, with a range of values for different waste stream&andfill taxfor non-
hazardous residual waste in Flanders is current{014) 0 .62 per tonne and in
Wallonia itis ¢ightl 'y | o W74 peatbnnelTax revenues in 2012 for all landfill
and incineration taxes totalled 0O5aeomi | I i

121 Revenues provided on regest by the Department of the Federal Public Service Finanaed GDPfigure for
2012 taken from Eurostat (2013)GDP and Main ComponentsCurrent Prices [nama_gdp_cJiccessed 2%
November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAMA_GDP_C

122 Eyropean Commission (201BTaxes in Europe DatabaseAccessed 2d December 2013,
http://ec.europa.eu/taxation_customs/tedb/taxDetail.html?id=38/1357119656&taxType=0Other+indirect+tax
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tax in Flanders is close to the upper end of the range in the EU, and considered
relatively high by European standards.

1 InBelgumlever age packaging is subject to
hectolitre fornonr e u s ab | e p a c k apgrihettglitre fa reasable 1 . 4 1

packagingTax r evenues i n8nilddi(&uivalentta0.08%wof 0 3 1

GDB.

A number of disposable products areubject to an environmental levy, including
plastic bags, disposable cutlery, and aluminium foil.ax reenues in 2012 totalled
013.58 million (equivalent to 0.0036 % of GDF

i Aregional tax applis to the disposal of wastewater, with different rates being applied
ineachregionTax r evenues il1t9 ndlld(&quivalent ta 0.032%dof G

GDB. As noted above, the Flemish region reclassified a significant proportion of the
discharge tax as a charge between 2004 and 2006; this resulted in an apparent fall
in tax revenues.

T Al'l ©O6packaging responsi bl e bus
packaging prevention and managemenrevy which issetat 0 0 . 5 3 per
Strictly speaking, this is not an environmental taRevenues in 2012 totalled3.22
million (equivalent to 0.0009%of GDB.

i Both Flanders and Wallonia havkevies on the withdrawal of groundwater used for
drinking purposes This gands atd 9 6 p e rm3 In,Flarm@lé€rs and in Wallonia, it is

nesseso

| ¢

ar
nha

set at (075.%f oprerpolt,a00I0e nvat er and 3éndt ween

a74. 4 pe BforhognPodable water (with abstractions below 3,000 thbeing
exempt).

i1 Flanders hasa levy onthe extraction of virgingravel and we are told there are local
taxes on mines in Wallonia, but their nature was not divulged

U A number of environmentally harmful subsidies have been identifié@m work undertaken

by IEEP and OECD, and from Excise DU#ples, supplemented with information from a peer
reviewer123.124.125 Sybsidiesfor which actual or calculated revenues forgone/amounts spent

are available are listed in Sectiory.2.2 (all subsidies are detailed in Appendi&.6.4).
Examples of some of the main subsidies are as follows:

i Excise tax exemptions on products (mainly diesel fuel), for certain professional uses.

9 Subsidies on company cars providely employers are strongly encouraged by the
current tax system. Employers consider company cars as cheapn-wage
compensation126

123 See Table 4 in IEEP (2013%teps to Greening Coutny Report: Belgium Report for the European Commission,
p.13.

124 OECD (2012)nventory of Estimated Budgetary Saport and Tax Expenditures for Fossil Fuels 2012012, pp.
75 -81, dx.doi.org/10.1787/9789264187610 -en

125 DG TAXUD (2013 xcise Duty Tables (Part & Energy products and Electricityfituation as at 1 July 2013,
http://ec.europa.eu/taxation_customs/index_en.htm#

126 |EEP (2012)Study supporting the phasing out of EH®)ctober 2012,
http://ec.europa.eu/environment/enveco/taxation/pdf/report_phasing_out_env_harmful_subsidies.pdf
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7.2 lllustrative Potential of EFR

In this section we first give a synopsis of the current status of Environmental Fiscal Reform in
Belgium. This is then followed by a summary ofgposed changes to existing tax rates and/or
proposed applications of new taxes, as well as the basis for the calculation of revenue
generation. Outturns from the model regarding revenue projections are then presented, followed
by a summary of the monetiseé environmental benefits.

7.2.1 Current Status of EFR

Bel giumds fiscal | andscape is extremely compl
transferral of powers from the federal to the regional level (i.e. Flanders, Wallonia, and the

Brussels Capital Re@in). Most, but by no means all, energy taxes are set at the federal level,

with transport, pollution and resource taxes typically being set, and implemented, at the regional

level. With the vast majority of powers related to energy taxation, labour taxatiand income

taxation still concentrated at the federal level, the Belgian federal government still has the tools

(and the power) to determine the extent of EFR, given the extent to which environmental tax

revenues depend on revenues from energy taxation.

Although there have been a number of attempts to push EFR higher up the political agenda,
most efforts have failed to create significant impetus and debate at the federal government
level. However, whilst a wide ranging and explicit EFR has not been engnted, and whilst
there is no strong suggestion that such a change is imminent, different policy levels within
Belgium have independently adopted a number of fiscal reforms which can be regarded as
steps towards greener fiscal policies. For example, qaurchase taxation in the Flemish and
Walloon regions has been subject to reform, with environmental (mainlyL€bonsiderations
being integrated into the design of the tax.

Unfortunately, in the area of energy taxation, potentially the most important assf@r EFR, no
significant steps at reform have been taken over the past two years. Fuel taxes, for example,
have remained unchanged in nominal terms since November 2011, implying a decline in the tax
rates in real terms!27 Electricity taxation has become icreasingly complex since 2009 because
of the introduction of several new (small) taxes, aimed at financing social and ecological
policies. However, the total tax burden on electricity, which increased considerably between
2008 and 2011, has started to declne again in recent years. However, revenues from
auctioning under the ETS may reverse this trend, but are not expected until 20:£8.

Over the past three to four years the political debate about energy taxation has been
overshadowed by the debate on the e of energy for consumers. Although the tax burden on
energy has not increased in the past three years, several political parties and lobby groups are
seeking to link price rises to levels of energy taxation. Following the drop in energy prices in
2013, the debate has slowly receded. However, in November 2013, the federal government
decided to lower VAT on electricity from 21% to 6% as &fApril 2014 as part of an economic
redaunch programme. The potential negative environmental impacts of this measwrere given

127 Bachus, K. (2013)Vergroening van het belastingstelsel in Vlaanderen: Actualisatie en Uitdieping, Studie
Uitgevoerd in Opdracht van de Vlaamse Milieumaahappij, MIRA, MIRA/2013/06, HIVA Onderzoeksinstituut voor
Arbeid en Samenleving, KU Leuven. English Translation: Bachus, K. (20G8¢ening of the Tax System in Flanders:
Update and Indepth Analysis Study Commissioned by the Flemish Environment Agency

128 personal communication wittDr Kris Bachus, Rese@h Manager in Sustainable Development at University of
Leuven, Leuven, Belgium
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limited consideration in the debate. Although VAT is not strictly included in the internationally
agreed definition of an environmentally related tax, it is clear that this implicit subsidy, if it can
be considered as such, could have signiant environmental implicationst29

In Flanders we understand thatMira and the cell EnvironmenEconomy has launched a study
regarding the greening of taxation in Flanders, which analyses three different scenaridbe
study will be finalized in June and M/be officially presented in September

In the context of the European Semester in 2013, thEuropean Commission made the following
recommendations:

Recommendation 5:Establish concrete and timespecific proposals for shifting taxes
from labour to less gowth-distortive tax bases, notably by exploring the potential of
environmental taxes, for example on diesel, heating fuels and the taxation of the private
use of company cars Simplify the tax system by reducing tax expenditures in income
taxation, increasng VAT efficiency and improving tax compliance by closing existing
loopholes.

Recommendation 7:Take concrete measures and agree a clear division of efforts
between the federal and regional authoritieso ensure progress towards reaching the
targets for reducing greenhouse gas emissions from neBTS activities, in particular
from transport and buildings.

It is clear that Belgiumds environmental t
There is an opportunity to increase revenues throudFR and, in line with the proposal in last
yeards semester, to reduce | abour taxes as

7.2.2 Suggested Reforms to the Tax System
On the basis of the above presentation of taxes, the following suggestions are made:
Adjustments to eisting taxesor new taxes

U Energy Taxes:

i Energytax rates have beenharmonisedwithin groupsbased upon the highestax
rate on energy content of any fuel used within a specific group (motor fuels,
industrial and commercial motors, heating)Transport fuels are equalised using
the energy content on petrol(( 1 7/GJ3, whereas motor fuels used for
commercial and industrial purposes are equalised based upon timeinimum rate
o f 0.16/GJ as existing rates are low. The same applies for heating fuels. For
electricity the exiting rate \es assumed to be the higher of the four bands shown
in (Table152 in the Appendix).

i Tablel9 shows the differentials in tax rates (using ETD units) for the various
fuels by use. For a dexiption of how the proposed rates are derived see the
Good Practice section abovelhe proposed rates are reached (in real terms) by

129 OECD (2001 Environmentally Related Taxes in OECD countries: Issues and StrategiBaris: OECD Publishing,
www.oecd.org/env/toolsevaluation/taxes.htm
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or not.
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Table19: Existing and New Rates Based upon Proposed Revisions to ETD

Units ngtoessed ExistingRates
TRANSPORAUELENERGY
Motor spirit (petrol) a / QDO litre 614 614
Light fuel oil (diesel) G/1000 662 443
LPG (propellant) a/ 100 855 0
Kerosene /1000 666 627
Natural gas (prop) a/ c 18 0
INDUSTRY AND COMMERCIAL MOTORS
Gas oll a/ 1000 57 23
Kerosene a/1000 56 23
LPG /100 65 44
Natural gas a/ G 1.3 0.0
BUSINESS HEATING
Gas oll G6/1000 57 18
Heavy fuel oll a/ 100 68 16
Kerosene a/1000 56 19
LPG /100 65 19
Natural gas a/ G 1.27 0.27
Coal a/ G 2.04 0.45
NONBUSINESS HEATING
Geas oil a/ 1000 57 18
Heavy fuel ol a/ 100 68 16
Kerosene a/1000 56 19
LPG a/ 100 65 19
Natural gas a/ G 1.27 0.27
Coal a/ G 2.04 0.45
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Units Prlgztoessed ExistingRates
ELECTRICITY
Electricity- business use a/ MW 1.91 1.91
Electricity- non-business use a/ MW 1.91 1.91

U Transport Taxes (excl. transport fuels):

)l

Vehicles:The taxes on transport irBelgiumare slightly above average relative to
other Member States(0.74% of GDRompared tothe EU28 level of 0.50% GDP).
Although vehicle taxes already exist in thitaree regions there is scope for raising
these taxes as a means for raising revenue but also for furtheéifferentiating
between vehiclesbased upon environmental performance in the case of the
circulation taxes in particular. It is suggested that Belgiuoould increase vehicle
taxation by0.6%of GDP. It is suggested that the main changes could be in the
circulation taxes, with these being differentiated according to the environmental
performance of the vehicles. Given the issues associated with particida
emissions in urban areas, it is suggested that the environmental component
includes particulate emissions as part of the tax base. The suggested increase is
applied to future projections of real GDP in order to estimate revenue potential in
future years The increase is phased in over the period from 2015 to 2020.

Aviation:Currently there is no aviation tax iBelgium. Although aviation was
included in Phase lll of the ETS, trade in EUAAs was suspended in 2012 pending
the development by the ICAO of a mieet based instrument in the aviation sector.
This might not, however, be implemented until 2020. It is therefore suggested
that an aviation tax on air passenger flights and on air freight be introduced. It
would be expected that such a tax would be bandedtcording to distance

travelled. For the purposes of estimating the order of magnitude of revenues that

mi ght be generated by such a tax, we ha
flights within Belgium, 025 penthepasseng
European Union, and 050 per passenger t
European Union. The suggested rate for

implementation is taken to be 2015 with rates gradually increasing to the
maximum leel in 2017. As notedthe Good Practice sectionthe way in which the
picture unfolds concerning the proposals from ICAO might influence future levels
and / or design of this tax.

U Pollution and Resource Taxes:

)l

AggregatesAt present only Flanders has a teon aggregates, which is currently
setatt 0. 6 7 nmeer ftoa v al | e ypergonna forariountaimgravel O .
An aggregates tax helps reduce extraction rates for aggregates, and stimulates
the market for the use of secondary materials. The instrument works well
alongside taxes for landfillhg of construction and demolition wastes. This
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l

approach is aligned with the Roadmap to A Resource Efficient Eurdklt is
therefore suggested that a tax be introduced in all regions where aggregates are

being extracted or ared I prkaedtyi d ®d breateetc

tonne is proposed, where relevant, for each of the following materials:
0 Chalk and dolomite

Limestone and gypsum

Slate

Marble

Sand and gravel

O O O O

Not all of these are extracted in Belgium. The specific range of materials
suggestd reflects, in part, the nature of the data available to us in developing
estimates of potential revenues.

It is suggested that the tax be introduced by 2016, after which it should be keep
constant in real terms (either through annual changes, or perioditcreases)

Wasted incineration / MBT tax Theincineration taxes varyacross both Flanders
and Wallonia(and the rate to be applied in Brussels Capital Regioand are
differentiated according to the waste stream being treated. These taxes could
benefit from beingequalisedand extended. Slightly higher tax rates on

incineration will not only encourage recycling in Flanders and Wallonia, but also in

the Brussels Capital Region which lags significantly behind the other two regions
and currently incinerate just under 80% of its wasté3! It is suggested thatthe
incineration tax isset at 15 per tonne in2016. An equivalentrate is proposed

for MBT facilities which are already operating in the country. These taxes should
be kept constant in real terms once implemented. These rates are below the
highest levels in the EU (in Denmark), andehntention is to ensure management
of waste is focused on the upper tiers of the waste hierarchy, in line with the
Roadmap to A Resource Efficient Europé?

Packaging:in Belgium as noted abovepeverage packaging is subject to specific

levy, whilstdl6 packaging responsi ble businesses

packaging prevention and manage @gemt
that this tax is not directly related to the actual quantity of packaging placed on
the market, and is therefore urikely to incentivise waste prevention and
innovation more broadly (but rather, fund activities of that nature), it is suggested
that a direct tax be applied to packaging materials other than beverage
packaging. It is suggested that the following rates calibe applied:

130 European Commissiorf2011) Roadmap to a Resource Efficient Europe€OM(2011) 571 final,
http://ec.europa.eu/environment/resource_efficiency/about/roadmap/index_en.htm

131 European Environment Agency (2013)flanaging Municipal Solid Waste A Review of Achievements in 32
European CountriesMunicipal Waste Management irBelgium, February 2013,
www.eea.europa.eu/publications/managingnunicipalsolid-waste, p. 16

132 Furopean Commission (2011Roadmap to a Resource Efficient Europe€OM(201) 571 final,
http://ec.europa.eu/environment/resource_ efficiency/about/roadmap/index_en.htm
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0  Aluminium 0197 per tonne
o Plastic 064 per tonne
o Steel 0454 per tonne
o Paper and card G420 per tonne
o Glass 0§18 per tonne
o Wood 0§13 per tonne

These rates are conservative in that they cover only the embodied.G@vings
associated with materials us. The rationale is to encourage prevention of
packaging (as opposed to recycling). It is suggested that these rates be applied
from 2016 and be kept constant in real terms.

1 Singleuse carrierbag tax Plastic bags in Belgium are subject to aenvironmentd
levyof 03 per ksmgleugeplasacwcarrrerabggeeighs 8.5g which
means that there are approximately 118 bags per K§3 Thus this levy calculates
out to be just Rlastcehags dawse MaBy epveonmebtal g .
problems when littered in tle environment, especially when they are transported
to, or littered in the marine environment. As such, marine litter is specifically
mentioned as a pressure in the Marine Strategy Framework Directive
(2008/56/EC ).134 A wide body of experience suggests th&txing singleuse
plastic bags significantly influences consumers' purchasing of these bags, by
stimulating a switch to reusable bagavioreover, in 2013, the Commission
adopted a proposal for a Directive to reduce the consumption of lightweight
plastic bags in the EU3> Therefore, it is suggested that Belgium implements a
taxonsingleuse pl astic bags at a ratdhemte 00. 1
kept constant in realterms after this point.

i Air pollution:Belgium does not currently have a tax on giollutants. TheDirective
on Ambient Air Quality and Cleaner Air for Europe (Directive 2008/50/E€g}s a
number of air quality target which Member States are obliged to achieve
(emission target values are presented in Annexes Xl and XIV of the Directik)
pollution taxes stimulate emitters to install abatement technologies and therefore
improve local air quality and the health of the populatiomherehave been
significant improvements in air quality in recent years, particularly in relation to
SQcand NQ, but there are still issues surrounding PM concentrations in urban

133 BIO Intelligence Service (2011Assessment of Impacts of Option® Reduce the Use of Singlese Plastic
Carrier Bags Report for DG Environment, European Commission, September 2011

134 DIRECTIVE 2008/56/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 17 June 2008 establishing a
framework for community action in theiéld of marine environmental policy (Marine Strategy Framework Directive),
http://eur dex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L.:2008:164:0019:0040:EMNDF

135 DG Environment (2013Proposal toReduce Plastic Bag Consumption, Accessed 22d January 2014,
http://ec.europa.eu/environment/waste/packaging/legis.htm#plastic_bags
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areasl¥According to Eurostat data, 45% of
exposed to the PMb limit of 5 0 k gor mmdre than 35 days in 2011 (the year

for which most recent daa is available)!37” Due to a number of high excedences

over a number of years leading up to 2011 Belgium was referred to the European
Court by the European Commission in April 20238 Reflecting these concerns, it

is suggested that Belgium introduce a tax oair pollution to generate additional
improvements in air quality. The following rates are suggested:

o SOx
0 NOx
0O PMo 02, 000 per tonne

041,000 per tonne
01,000 per tonne

Given the magnitude of the increase in rates a traition period from 2015 to
2020 is suggested, whereby the rates are increased gradually from existing to
maximum levels.Thereafterrates shauld then be held constant in real terms.

1 Water abstraction: A central principle of the Water Framework Directive (Directive
2000/60/EC) is the concept of cost recovery for water services. Article 9(1) of the
Directive states thatd Me mb er St a taecsuntoftthe principte afk e
recovery of the costs of water services, including environmental and resource
c o s,Flandersand Walloniahave introducedtaxeson the abstraction of water
for public use.In Flanders, thelevy covers thewithdrawal of groundavater which is
used for drinking purposea nd i s set amsld\Walonip, eates ate, 0 0 O
075. 6 pe Bforpotabl®viatemandb et we e n (02744.p841,800 d
m3 for non-potable water, depending on use (with amounts below 3,000 #rbeing
exempted). However, in ordera improveefficiency in the usage of the water
supply system across Belgium it is suggested that this be extended to the
abstraction of all water used for public supply, as well as for busine3he
suggested rate elpd0m?fe water use ifitbeQolblicpvater
S uppd6Yperlo0OOM3f or water use for manufactur
1,000ms3 for water use in agricultureGiven the magnitude of thesuggested
increase in rates a transition period from 2015 to 2020 is suggested, whereby
the rates are increased gradually from existirlgvels to those suggested. It is
suggested that the rate of tax is held constant in real terms once full
implementation has been achieved.

1 Waste water:Council Directive 91/271/EEC concerningirban wastewater
treatment was adopted on 21 May 1991. Its objective is to protect the
environment from the adverse effects of urban waste watelischarges and

136 |EEP (2013)Member States' Achievements in Selected Environmental Policy Areas: Belgitaport for the
European Commission, p. 33.

137 Eurostat (2014) Resource Efficiency Scoreboard=U Wban Population Exposed to PM10Concentrations
Exceeding he Daily Limit Value %, Accessed 2% January 2014,
http://epp.eurostat.ec.europa.eu/tgm/refreshTableAction.do?tab=table&plugin=0&pce=t2020_rn200&languag
e=en

138 European Commission (2011Environment: Commission Takes Belgium to Court and Warns Romania over
Failure to Comply with EU Air Quality Ru]éublished 4" April 2011, Accessed 23t January 2014,
http://europa.eu/rapid/press +elease IP11-435_ en.htm?locale=en
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discharges from certain industrial sector3? Belgium has recently been convicted

by the EU Courof Justice for allowing a number of towns to fail to comply with
European norms, and be 8egiughayvweaste vaaterd 1 0 mi
charges with rates per unit of volume discharged, and for agriculture per unit of
pollution (although no further @tails were obtained). To improve prevention of

water pollution it is suggested tomplement a waste water tax by type of pollutant

and adjusttaxratesid i ne wi t h OWitb reldtiveppricalevels it e 0

Bel gium t his wo u4#9derkgBPD Ror frashwatertdischavges G 2 .
also phosphorus should be charged. Given the magnitude of the increase in rates

a transition period from 2015 to 2018 is suggested, whereby the rates are

increased gradually from an introductory rate to maximum levelsxisting

exemptions should be reviewed and adjusted accordingly. It is suggested that

rates should be held constant in real terms once they reach the 2018 levels.

i Pesticides:Article 4 of the Directive on Establishing a Framework for Community
Action to Atiieve the Sustainable Use of Pesticides (Directive 2009/128/EC)
speaks of the requirement for National Action Plans on pesticides. In particular
the Article includes the following:

0éti metabl es and t arpgsidide]ust shallalsotbe r educ
established, in particular if the reduction of use constitutes an appropriate

means to achieve risk reduction with regard to priority items identified under

Article 15(2)(c). These targets may be intermediate or findlember States

shall use all necessay means designed to achieve these targets

Belgium has not yet published its National Pesticide Action Plan and thése
currently no tax on pesticides iBelgium140 Different active ingredients in
pesticides vary in the extent to which they may cause hatmthe environment.
There is a trend towards banding taxes to reflect the level of hazard associated
with them, and we would suggest such an approach is suitableBelgium Our
calculations assume that the country implements a pesticides tax, and in the
absence of data regarding the types of active ingredient used, we model revenues
as though the tax is applied atTha r ate
suggested transition period is from 2016 to 2018 and following this the rate

should be kept corstant in real terms Such a tax, especially if banded according

to the potential effects of different active ingredients (as in Norway and Denmark)
would be a concrete measure that would support progress towards reduced
reliance on pesticides in Belgium.

i Fertilisers: There is currently no tax on nitrogen (or other) fertilisers in Belgium.
The Commi s s i onlhgemenaioo of CourihDiréctive 91/676/EEC
statesthatto As compared to 2008, the total ar
nitrate] vulnerable zone has increased, with particular increases in Romania,

139 DG Environment (2014)Jrban Waste Water Directive Overvigewccessed 29 January 2014

140 European Commission (2014National Action PlansAccessed 2% January 2014,
http://ec.europa.eu/food/plant/pesticides/sustainable_use_pesticides/national_action_plans_en.htm
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BelgiumWal | oni a, Spai n, Swe de¥ltisthareforet he Uni
suggested that a tax on the use of nearganic nitrogen in fertilisers is

implemented as a means of driving efficiencgin the application of fertilisers to

l and. 't i s suggest e ldgNbeimplemented fram 2086t e o f
with rates gradually increasing to the maximum level in 2018.

Removal of Environmentally Harmful Subsidies

Environmentally harmful subslies for which forgone revenues have been calculated part of
this study or previous studiesare listed inTable32. Further details of our calculation
methodology are available in Appendi.6.4, in which we also present a full list of subsidies for
which no figures for forgone revenues are available.

The sources described identify some subsidies which do not seem appropriate to include. These
are:

U The subsidies to new car buyers to replace old carBhe environmental effects of such
measures can be enhanced by the schemeds d
case that this is environmentally harmful; and

U  The excise tax exemptions for fuels used in electricity production are likely relatedhe
inclusion of power generation within the ETS. This internalises, to a degree, the CO
emissions from power generation since allowances are not issued free to the power
sector.

Table20: Environmentally lrmful Subsidies- Amaunts Involved

Amount in
Subsidy million, real 2013
terms)

ENERGY
Excise tax exemption for gas oil used for rail transport 28.91
Excise tax exemption for fuels used in domestic navigation 19.12
Excise tax exemption for the residential use of ab 16.42
Degressivity of the federal contribution on electricity for larggiantity users 51.54
Exemption for electricity production companies of the federal contribution on 95.84
electricity, part (3) financing denuclearization '
Exemption for electriciy production companies of the federal contribution on

e . o 404
electricity, part (4) charge for federal climate politics
Fuekax reduction for certain professional uses 2,000%
FueHax reduction for certain industrial uses 1515
Fonds Social Mazout (Heatin@il Social Fund) 245
Social tariff for natural gas 715
Special heating grant 75
TRANSPORT (excl. transport fuels)

141 European Comrission (2013) Report from the Commission to the Council and the EuropeRarliamenton the
Implementation of Council Directive 91/676/EEC Concerning the Protectiaf Waters Against Pollution Caused by
Nitrates from Agricultural Sources Basedn Member Stae Reports for the Period 200862011, p. 8
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Amount in
Subsidy million, real 2013
terms)

Company car subsidies? 4,4613
Total 6,966

Notes:

1) Calculated based on exemption descriptiom: DG TAXUD (2013) Excise Duty Tables (Pt
Energy products and Electricity), Situation as at 1 July 2013,
http://ec.europa.eu/taxation_customs/index_en.htm#

2) Calculated based on exemption descriptiom: OECD (2012) Inventory of Estimated Budgeta
Support and Tax Expenditures for Fossil Fuels 2013, 2012, pp. 781,
dx.doi.org/10.1787/9 789264187610 -en

3) Subsidy described in: Table 4 in IEEP (2013) Steps to Greening Country Report: Belgium,
Report for the European Commission, p.13. Amount involved stated irable 3.6 in
Copenhagen Economics (2009) Taxation Papers: Company Car Taxation, Report for Europ
Commission, November 2009, p.28,
http://ec.europa.eu/taxation_customs/resources/documents/taxation/gen_info/e conomic_
analysis/tax_papers/taxation_paper_22_en.pdf

4) Personal communication withKris Bachus, Reseech Manager in Sustainable Development a
University of Leuven, BelgiupR4th January 2014

5) Amount involved stated inOECD (2012) Inventory of Estimated Budgetary Support and Tax
Expenditures for Fossil Fuels 2013, 2012, pp. 7581,
dx.doi.org/10.1787/9789264187610 -en

7.2.3 Summary of Revenue Outcomes

Table21 below shows the estimated additional revenue that could be achieved by introducing
the changes suggested above. When calculating revenue potentials, an estimate of the change
in the levelof demand for the material / product / service is made (either using price elasticities
or estimates of level of reductions as a percentage of the initial level) reflecting the changes in
price suggested.

Revenue figures are calculated by using the projeed rates and data relating to the tax bases
for each of the different taxes (se&ection5.1 above).

142 peer reviewers have commented that for other countries the estimate§revenue losses from the favourable
treatment of company cars in the tax systerhave been too high, so this figure must be treated with caati.
However, given thesuggestedmagnitude of the revenue savings it does not seem appropriate to omit it from the
analysis.
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Table21: Potential Additional Revenue from Environmental Fiscal Reform in Belgium, million
EUR (eal 2013 terms)

Type 2016 2020 2025
Energy
Transport fuels 153 751 1,186
C&l / Heating 186 546 546
Electricity 0 0 0
Sub+otal Energy, million EUR 339 1,297 1,732
Sub+otal Energy, % GDP 0.08% 0.31% 0.38%

Transport (excl. transport fuels)

Vehicle Taxes 508 2,671 2,863
Passenger Aviation Tax 451 972 1,094
Freight Aviation Tax 0.70 1.49 1.64
Sub+otal Transport, million EUR 960 3,644 3,959
Sub+total Transport, % GDP 0.24% 0.86% 0.87%

Pollution and Resource

Landfill Tax- Nonhaz (excl. C&D) 0 0 0
Landfill Tax- Inerts (C&D) 0 0 0
Incineration /MBT Tax 16 16 16
Air Pollution Tax 43 80 68
Water Abstraction Tax 277 635 636
Waste Water Tax 30 41 41
Pesticides Tax 84 160 161
Aggregates Tax 256 150 146
Packaging Tax 59 60 65
Single Use Bag Tax 99 24 27
Fertiliser Tax 0.024 0.045 0.045
Sub+total Pollution & Resource, million EUR 863 1,167 1,161
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Type 2016 2020 2025
Sub+total Pollution & Resources, % GDP 0.22% 0.28% 0.26%
Total Environmental Taxes
Total, million EUR 2,162 6,108 6,852
Total Increase, % GDP 0.54% 1.45% 1.51%
Total Environmental Harmful Subsidies
Total, million EUR 6,966 6,966 6,966
Total Savings % GDP 1.79% 1.77% 1.74%
Total Potential for Environmental Fiscal Reform
Total, million EUR 9,128 13,074 13,818
Total Increase, % GDP 2.33% 3.21% 3.26%

7.2.4 Environmental Benefits

Table34 shows the monetised environmental benefits from reduced tax bases due to increases
in the tax rates. The methodology for this calculation of these numbessgiven inSection5.2.
The coverage of environmental benefits is not fully comprehensiieven so, EUR74 million of

benefits are anticipated annually by 2025 in real terms.

The most significant environmental benefits are du® reduced SOx, NOx and PM10 emissions
from stationary sources and reductions in the use of natural gas and coal by industry.

Table22: Monetised Environmental Benefits fronmplementation of Taxesmillion EURrgal

2013 terms)

EFROJ Final Report

Tax Type 2016 2020 2025
Energy 32 104 123
Transport 37 105 107
Pollution & Resources 61 281 243
Total, million EUR 130 490 474
Total, % GDP 0.03% | 0.12% 0.11%
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7.2.5 Summary

Based upon the analysis presented in this report the following outcomes might be ackeiein
Belgium143

i

In 2012 environmental taxes generated revenuequivalent to 216% of GDP The
headline figures suggest that there is considerable potential for additional revenue from
environmental taxes. These taxes could generate an additiorin22.billion in 2016,

rising to 6.9 billion in 2025 (both inreal 2013 terms). This isequivalent t00.54% and
1.51%of GDP in2016 and 2025 respectively Further revenue could be generated by
removing environmentally harmful subsidesTheseare estimated to bei7 billion in

2016 (real 2013 terms), equivalent to1.8% of GDR although the figure may be distorted
somewhat by the high level of subsidy which is supposedly related to the favourable
treatment of company cars within the tax system (see above)

The largestsingle contribution comes from suggested changes in vehicle taxation. This
accounts for2.9 billion by 2025 (real 2013 terms), or0.52%of GDP. It was suggested

that the main changes could be in the circulation taxes, with these being differentiated
according to the environmental performance of the vehicles.

It was suggested that taxes orrénsport fuelsbe equalised using the energy content of
petrol. If this were to occur thencrease in excise duties on the other transport fuels
could provide( 12.billion of additional revenue in 2025 feal 2013 terms), equivalent to
0.22%of GDP.

The sug@sted introduction of a tax on passenger flightsould yieldG 11.billion by 2025
(real 2013 terms), equivalent t00.20%of GDP. Such a tax may be superseded by an
alternative instrument in future. That instrument might, if it involves auctioning of
allowances, generate a revenue stream in its own right. It is possible, therefore, that the
revenue from the tax is simply replaced (to a greater or lesser degree) by revenue from
the new instrument.

The introduction of a water abstraction tax across the wholé Belgium could result in an
additionald 0 . 8 Dbfirebehue o1 8025 feal 2013 terms), equivalent t00.15% of
GDP.

Following harmonisation, in line with the proposed ETD, of rates for fuels used by
businesses for heating, additional revenue d@f 0 .biBion by 2025 (real 2013 terms),
equivalent to 0.12%of GDP, is estimated.

In addition, minor taxes oninter alia, pesticides, aggregates, air pollution, and
packaging, could generate revenue d@f 05.billion by 2025 (real 2013 terms), equivalent
to 0.20%of GDP.

143 9% GDP calculated using data from Eurostat (201&DP and Main ComponentsCurrent Pricegnama_gdp_c],
Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=NAM_GDP_é&nd

projecting GDP forwards basedpon the last real GDP growth rate available in the followisgurce: Eurostat
(2014) Real GDP Growth RateVolume Accessed 2% January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&plugin=1&language=en&pcode=tec00115
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U It has not been possible todentify all the likely environmental benefits fronthe
suggested taxes. However, those that have been identified amounttoarouin®d . 5 bi | | i
(real 2013 terms), or0.11%of GDPin 2025.

U Inthe context of the European Semester in 2013, the European Commaas made the
following recommendations:

o Establish concrete and timespecific proposals for shifting taxes from labour to
less growthdistortive tax bases, notably by exploring the potential of
environmental taxes, for example on diesel, heating fuels anbe taxation of the
private use of company cars.

0 Take concrete measures and agree a clear division of efforts between the federal
and regional authorities to ensure progress towards reaching the targets for
reducing greenhouse gas emissions from n@BTS adtivities, in particular from

transport and buildings.

Themeasures suggested above, or similar instrumentgjould clearly helpmove matters
in these directions.
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8.0 Croatia

8.1 Country Overview

8.1.1 Key Facts about the Economy and Tax System

U Croati ads elativelystrong intha gears leading up to the financial downturn.
In 2007, the GDP growth rate in real terms was 5.1%. Croatia experienced the recession
acutely, with a fall in GDP of 6.9% in real terms in 2009, and with GDP continuing to
decline in realterms in the years to 2012144

U In 2012, total revenue from environmental taxeamountedto 3.17% of GDP(8.86% of
total tax revenue).The maincontribution was from taxation on energy use.

U Energy taxes werd.73%of GDPin 2012. Taxes on transport wee equivalent t00.80%
of GDP, while pollution and resource taxes accowatfor 0.64% of GDP4>

8.1.2 Relative Position within the EU

Figure3 and Tablel7 showCr oat i ads rel ati ve p28®ianumbarofc o mp a |
parameters in 2012:

U In comparison to the EL28 levelfor revenues from environmental taxation as a
proportion of GDP, Croatigerformswell For ener gy taxes, Croat
belowthe EU28 level, whereas for both transport (excl. trasport fuels) and pollution
and resource taxes, revenues areell above theEU28 levels, as a proportion of GDP
(Figure3).

144 United Nations Economic Commission for Europe (201Bhvironmental Performance Reviews: Croatia014,
p. 3 (in press)

145 Eurostat (2014) Environmentatax Revenues [env_ac_tax], Accessed 20th January 2014
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product_code=ENV_AC_TAX
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Figure3: Environmental Taxes as a % of GDP vs-BJLevels 2012
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Source: Eurostat data

U In respect of revenue from environmental taxes as a proportion of GDP, Croatia raiks
in the EU28. When energy taxes are assessed by the same measure, Croatia rank§,18
whereas it is in6th place where transport taxes (exctransport fuels) are concerned, and
in 1st place in terms of revenues derived from pollution and resource taxé&aple17).

Table23: Ranking of Country Position in E28, 2012

Measure Ranking
Environmentl Taxes as a Share of GDP (%) 4
Energy Taxes as a Share of GDP (%) 18
Transport Taxegexcl. transport fuelsyas a Share of GDP (%) 6
Pollution & Resource Taxes as a Share of GDP (%) 1

Source: based on Eurostat data

8.1.3 Existing Environmental Taxes, Chagand Harmful Subsidies

Thedetails and rates for each tax, as well as full references, are given in the Appendms
Appendix contains a detailed list of references for all of the sources of information included in
this section)146 Thissection summariges key aspects of the main environmental taxes, and

“6Currency conversions from HRK to 0 were calcul ated us
following source: Eurostat (2013 ECU/ECR Exchange Rates versus National Currengidscessed ™ January
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describes, for energy, how the rates compare wiuropean averages, and with the minimum
rates set out in the existing Energy Tax Directive (2003/96/EE@)l exchange rates are annual

averages taken fran Eurostat, revenue figures are given in nominal terms and % of GDP figures

are based upon GDP in current prices from Euroste.148

U Energy:The Croatian excise duties on fuels and electricity are shownTiable24, alongside

minimum rates in the existing ETD and the E&J8

aver age

an

d medi

were updated in September 2013, following its accession to the EU o#i duly 2013.

Table24: Standard Rates of Excise Duties on Fuels and Eledatsian Croatia

Al Existing
Excise Duty Ui e Comi | ET | Aerage Median

TransportFuels

Leaded Petrol per 1,000 litres HRK 4,100( 941) a42 058 058
UnleadedPetrol per 1,000 litres HRK 3,460( 457) a35 053 051
Gas QOil (Diesel) per 1,000 litres HRK 2,660 a33 042 041
Kerosene per 1,000 litres HRK 2,660 a33 043 041
Liguid Petroleum Gas | per 1,000 kg HRK 100 ( 13.20) a12 019 a17
Natural Gas per GJ HRK 0.00 a2. az. az.
Motor Fuelsd Industry / Commercial Use

Gas Oil (Diesel) per 1,000 litres HRK 2,660 az2 023 0G24
Kerosene per 1,000 litres HRK 2,660 a2 030 033
Liquid Retroleum Gas | per 1,000 kg HRK 100 ( a4 013 012
Natural Gas per GJ HRK 0.00 ao0. al. a1l.
Heatingd Business Use

Gas Oil (Diesel) per 1,000 litres HRK 423 a2 a17 012
Kerosene per 1,000 litres HRK 1, 752 ao0. 026 0330
Heavy Fuel Oil per 1,000 kg HRK 160 a1 a7 021
2014,

http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1

147 Eurostat (2013) ECU/ECR Exchange Rates versus National @ncies, Accessed T January 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1

148 Eyrostat (2013) GDP and Main ComponentsCurrent Pricegnama_gdp_c], Accessed 29 November 2013,
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/dataset?p_product code=NAM_GDP_C
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. Existing
. . Rate Applied in EU28 EU28
Excise Duty Unit - ETD -
Croatia Minimum Average | Median

Liquid Petroleum Gas | per 1,000 kg HRK 100 ( ao0. a7 8 a4 7
Natural Gas per GJ HRK 4. 05 ao0. ail. ao.
Coal and Coke per GJ HRK 2.30 ao. a1. ao.
Heatingd NonBushess Use
Gas Oil (Diesel) per 1,000 litres HRK 423 a2 018 012
Kerosene per 1,000 litres HRK 1, 752 ao0. a27| 033
Heavy Fuel Oll per 1,000 kg HRK 160 a1¢ a7+ 024
Liguid Petroleum Gas | per 1,000 kg HRK 100 ( ao. 011 a4 3
Natural Gas per GJ HRK 8. 10 0o0. az. a1.
Coal and Coke per GJ HRK 2.30 ao. ail. ao.
Electricity
Business Use per MWh HRK 3.75 0o0. a10.| G01.
NonBusiness Usé per MWh HRK 7.50 a1. a14.| G1.
Notes:

1. The exchange rate used is the 2013 average figure which is taken from: Eurostat (2013)
ECU/ECR Exchange Rates versus National Currenciscessed 3 February 2014,
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&language=en&pcode=tec000
33&plugin=1 this updates the exchange rate used in the Excise Duty Tables from 01/10/12.
Leaded petrol is not sold in Croatia.

3. Households are exept from paying this tax.

Source: European Commission (201)3Taxes in Europe DatabaseAccessed 13" December 2013,
http:// ec.europa.eu/taxation_customs/tedb/taxDetail.html|?id=2981/1380528862&taxType=Energy+products+a

nd+electricity

1 Most excise duty rates in Croatia are above the minimum levels set out in the existing
ETD. Only a few rates are significantly below the minimuamd a small number
fluctuate above or below the minimum, depending on currency conversion rates. At
the same time as being above the minimum, almost all excise duty rates are below
the EU28 median and EU28 averages, with the only notable exceptions tihis being
rates for some industrial and commercial motor fuels. As noted in the table, Croatia
has also chosen to take advantage of some of the exemptions allowed for

househol dsd usage of fuel s. Further det ai
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1 Revenuein2 2 was HRK 5. 68 b equivaierdto 1.{%0oVG@EP*° mi | | i

U Transport(excl. transport fuels)
i Registration tax:

o Croatia requires a tax to be paid to the central government at the time of
registration of all motor vehicles intended for the transpbof persons,
including motorcycles, bicycles engines, pialp vehicles and alterrain

vehicles. This tax is called the 06moto
i mpl emented following Cr ¢tdautyR0d Bhetaxc c e s s

rate is calculatedas a percentage of sales price, with different bands
depending on both the vehiclebds sal

percentage paid as regi str atmissionsora x )

environmental class, so that a more environmeally friendly vehicle pays a
lower rate of tax. Electric vehicles are exempt and hybrid vehicles are taxed at
a special rate1s0

o Prior to the new tax being introduced there was a special tar passenger
cars, other motor ehicles, vessels and aircrafts. 12012, revenue raised by
this tax wasHRK 532 million(G 7 tnillion), equivalent to 0.16% of GDF1

0 Revenue from %t January 2013 to 30June 2013 from the special tax on
passengercars, other motor vehicles, vessels and aircraftgas HRK 342
million (45 million), equivalent to 0.10% of GDRRevenue from the speial
tax on motor vehicles, from 4 July 2013 to 31st December 2013was HRK
209 mi | Imiliom), equidai@ to 0.06% of GDF2

0 In addition to the above, an environmental charge is also paid to the
Croatian Environmental Protection and Energy Eféiocy Fund (EPEEF) at
the time of registration of all vehicles, including heavy goods vehickes.
The amount to be paid is calculated based on a formula which takes the
engine type, volume and the age of the vehicle into account. Vehicles
deemed to have a hyher environmental impact are charged a higher rate.

149 See Table 2 inMinistry of Finance (Republic of Croatia) (201%tatistical Review: Ministry of Finance Monthly
Statistical Review- Number 215, August 2013,p. 4,
http://www.mfin.hr/adminmax/docs/215%20AUGUST%202013. pdf

150 European Commission (2013Taxes in Europe DatabaseAccessed 13 December 2013,
http://ec.europa.eu/taxation_customs/tedb/taxDetail.html?id=3222/1373445394&taxType=0Other+indirect+tax

151 See Table 2 inMinistry of Finance (Republic of Croatia) (2013tatistical Review: Ministry of Finance Monthly
Statistical Review- Number 215, August 2013,p. 4,
http://www.m fin.hr/adminmax/docs/215%20AUGUST%202013.pdf

152 personal correspondence witiMinistry of Finance, Croatian Customs personal relations offid8 January
2014.

153 United Nations Economic Commission for Europe (201Bhvironmental Performance Bviews: Croatia2014
(in press)
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Revenue in2012wasHRK2 9 mi I I i on (030.4 millio
0.07% of GDR54

9 Circulation tax:

o Circulation (annual) taxes are paid for both motor vehicles (passenger cars
and motorcycles) and vessels. Both of these taxes are collected by the
regional authorities (county level)

0 Motor vehicle road taxes are paid on vehicles up to 10 years old and the
tax rate is calculated based on the engine power and the age of the
vehicle. Newer vehicles with larger engines pay a higher rate. The
minimum rate for cars lessthan 10 yearsold s HRK 200 (02
annumJl5 Revenuesin 2012wereHRK2 9 mi | | i on (G30
equivalent to 0.07% of GDP36

0 Theannual vessel tax rate is determinedy the length expressed in
meters, the age of a vessel, with or without a cabin, and the power of the
engine. In 2012 the revenue was3.1 milion HRK(G  4million)..157

6)
mi |

o There is anannual charge on the usage of public roadshich generates
revenueannually of more than 1 billion HRK

0 Croatia also has a levy on insurance premiums, including third party
liability for vehicles, airplanes and other methods of transport. This is
described in further detail in the Appendix.

U Pollution and resources:

i A charge is levied on air pollution discharged by stationary sources, paid to the
Environmental Protection and Enerdyfficiency Fund. Rates are set using an
equation which is based on the tonnage of emissions (charged at a set rate)
multiplied by a number of coefficients related to the activity and total emissions. Air
pollution charges are paid on emissions of S@baser at e of HRK 310 (0.
tonne), NQ( base rate of HRK 310Q(bdséirdtdofHRKd4 t onr
(01.9) per tonne). Revenue in 2012 from a
million), equivalent to 0.022% of GDF®8

i In Croatia there are fees learged for the production of various environmentally
harmful products and packaging materials. These charges are explained in further

154 See Table 5.12 inUnited Nations Economic Commission for Europe (201Ehvironmental Performance
Reviews: Croatia2014, p. 96 (in press)

155 European Commission (2013Taxes in Europe DatabaseAccessed 13 December 2013,
http://ec.europa.eu/taxation_customs/tedb/taxSearch.html|

156 See Table 5.12 inUnited Nations Economic Commission for Europe (201Bhvironmental Perfornance
Reviews: Croatia2014, p. 96 (in press)

1571 zvj e Gt aj o vliastitim prihodi ma | primicima @r Havnog,

158 See Table 5.12 inUnited Nations Economic Commission for Europe (201Bhvironmental Performance
Reviews: Croatia2014, p. 96 (n press)
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detail in the AppendixCharges includea charge on singlause plastic bags in
Croatia at 0198 p e reudeoplastcearrierdhag waighed.5g g e
which means that there are approximately 118 bags per kg. This equates to 0.17
eurocents per bag.

i1 Finally, there are also a number of wateelated charges, which are paid to the
government agency Croatian Waters. Theeshclude a charge on the discharge of
waste water, a charge on the production or import or mineral fertiliser as well as a
charge on abstraction of water. These are described in further detail in the Appendix.

i Itis not always completely clear whether sognof the charges described should be

S

considered as taxes or as user fees, but

taxes. Also, it should be considered that the G@x might be considered as part of
energy taxation.

U Asmall number ofenvironmentally harmful subsidies have been identifiefom Excise Duty
Tables15? Subsidiesfor which actual or calculated revenues forgone/amounts spent are
available are listed in Sectior8.2.2. The subsidies carbe summarised as follavs:

1 An excise tax exemption for gas oil used in agriculture, horticulture, pisciculture and
forestry.

An excise tax exemption fothe household usage of natural gaand electricity.

Agricultural subsidies which in 2012 didhot distinguish the conventionahgriculture
from integrated management or ecgproduction. Such practice discourages
environmentally sound practices compared to conventional agriculture atite
removal, in2013, of atax on agrochemicals acts similarly against positive practice.

1 Anotherharmful subsidy is related to waste combustion whidbenefits from a
corrective coefficientof 0.2 for emissiors of fossil CQ from the incineration of
waste 160 Sucha coefficient effectively reducesthe carbon emissions to one fifth of
the relevant taxableamount.

8.2 lllustrative Potential of EFR

In this section we first give a synopsis of the current status of Environmental Fiscal Reform in
Croatia This is then followed by a summary of proposed changes to existing tax rates and/or
proposed applications of Bw taxes, as well as the basis for how the calculation of revenue
generation. Outturns from the model regarding revenue projections are the presented, followed
by a summary of the monetised environmental benefits.

8.2.1 Current Status of EFR

In 2012, the revenuwes fromduties onunleaded petrolfell by 5%as a result of reduced
consumption which wasresponding tohigh final sale prices. Concern over higher prices led the
Croatian government taeducet he t ax r at e f 000Ilinesd 4t 103 .05307 2p. e4r7

159 DG TAXUD (2013Fxcise Duty TablegPart 116 Energy products and Electriciy Situation as at 1July 2013,
http://ec.europa.eu/taxation_customs/index_en.htm#

160 CroatianRegulationon unit charges, corrective coefficients and detailed criteria and benchmarks for
establishing the charge for carbon dioxide emissions into the environment, (Official Gazette 73/2007)
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1,000 litres on 23rd July 2012. However, upon accession to the EU, many energy excise duties
were increased, including unleaded petrol. Rates were also further increased in September
2013.

The current Croatian government, elected at the end of 2011, has not demonstrated significant
willingness forfurther environmental fiscal reform; however, a set of changes in the taxation
systems were triggered by EU accession and the need to comply with EU Duest Two of the
most significantinstruments which are likely to beome effectivein 2014 will cover waste. The
proposedmeasures are not yet completely clear to us, but appear to relate to a levy on disposal
over a specified amount, as well as an incene fee for local government

An important change was also noted in the charge for the discharge of waste waters (treated
and untreated) to groundwaterThis was aligned with EU standards and was increased from
00. 12 3per 0tn. Bd20@er m

8.2.2 Suggeged Reforms to the Tax System

On the basis of the above presentation of taxes, the following suggestions are made:

Adjustments to eisting taxesor new taxes

U Energy Taxes:

i Itis suggested that @ergy taxes are harmonised based upon the highdsivel of
tax per unit ofenergy contentfor each ofthe different groups offuels, assuming
that the existing duti espacedrarfspdfaets on a
are equalised using theamplied tax per unit of energyn petrol (I 1 2 pebGJ),
whereas motor fuels used for commercial and industrial purposes are equalised
basedupon the rate forg a s o i per GJ).(F®allys due to the existing rates for
gas oil used for heating being very high relative to coal and gas, the rates are
equalised using theminimumr a t e0.16 per Gi.Note that this implies a
reduction in the exsting rate for kerosenefromi2 33 t o 056 per 1, 0C
however, for the purposes of this analysis the existing rates have been
maintained.

i Table25 shows the differentials in tax rates (using ETD units) for the various fuels
by use. For a description of how the proposed rates are derived see the Good
Practice section aboveThe proposed rates are reached (in real terms) by 2018 or
2023 depending on whether all of the existing rates are below 0.15 EUR/GJ or
not.

Table25: Existing and New Rates Based upon Proposed Revisions to ETD

Units Squgteesged ExistingRates
TRANSPORARUELS
Motor spirit (petrol) a/1000 457 457
Light fuel oil (diesel) G/1000 494 351
LPG (propellant) a/ 100 635 13
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Units Suggteessted ExistingRates
Kerosene a/ 1000 496 351
Natural gas (prop) a/ G 14 0
INDUSTRY AND COMMERCIAL MOTORS
Gas oll G6/1000 351 351
Kerosene /1000 353 351
LPG /100 450 13
Natural gas a/ G 10 0
BUSINESS HEATING
Gas oll a/ 1000 57 56
Heavy fuel oil a/100 68 21
Kerosene /1000 231 231
LPG a/ 100 65 13
Natural gas a/ G 1.27 0.53
Coal a/ G 2.04 0.30
NONBUSINESS HEATING
Gas ol a/1000 57 56
Heavy fuel oil a/ 100 68 21
Kerosene a/ 1000 231 231
LPG /100 65 13
Natural gas a/ G 1.27 1.07
Coal a/ G 2.04 0.30
ELECTRICITY
Electricity- business use a/ MW 0.99 0.49
Electricity- non-businessuse a/ MW 0.99 0.99

U Transport Taxes (excl. transport fuels):

1 Vehicles:Therevenues fromtransport taxesin Croatiaare lower than the EL28
average (080% of GDRompared tothe EU28 level 0f0.50% GDPA see Figure
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3). Scoperemainsfor increasing vehiclgaxation,as a means of raising revenue
but also fordifferentiating between vehicledbased upon environmental
performance, thereby influencing the stock of vehicles in use in future. In line with
the proposals from the Comnsision 0f2005, we suggest that the main increase
should relate to the existing circulation tax. A circulation tax differentiated by £O
emissions could be introduced with this in mind, and the tax might also benefit
from including differentiation by emisgins of particulate matter.Directive
2011/76/EU on the charging of heavy goods vehicles for the use of certain
infrastructures sets common rules on distanceelated tolls and timebased user
charges (vignettes)There is no vignette for HGVs in Croatiatdoducing one

based on axle numbers, weight and emissions would help raise revenue and
incentivise reduced vehicle emissions. It is suggested that using these measures,
Croatia could readily increase vehiclaxation by 0.4%of GDP. This figure is
appliedto future projections of real GDP in order to calculate revenue potential in
future years. The increase is phased in over the period from 2015 to 2020.

1 Auviation:Currently there is no aviation tax i€roatia. Although aviation was
included in Phase Il ofhe ETS, trade in EUAAs was suspended in 2012 pending
the development by the ICAO of a market based instrument in the aviation sector.
This might not, however, be implemented until 2020. Therefore it is suggested to
implement an aviation tax on air passeger flights and on air freight. It would be
expected that such a tax would be banded according to distance travelled. For the
purposes of estimating the order of magnitude of revenues that might be
generated by such a tax, passengeatofightappl i
within Croatia, 025 per passenger to f
per passenger to flights to other countries outside the EU (note there was little
data available on passenger flights in Croatia, so estimates were maolesed
upon GDP). The suggested rate for air f
implementation is taken to be 2015 with rates gradually increasing to the
maximum level in 2017. As noted the Good Practice section, the way in which the
picture unfolds cancerning the proposals from ICAO might influence future levels
and / or design of this tax.

e |
|

U Pollution and Resource Taxes:

1 Wasted landfill tax There is currently no landfill tax in Croatia, thougiome
instruments regarding waste management have been proged (though, as we
understand it, not yet implementedjsee Section8.2.1). Landfill taxes provide
incentives for improved waste management, and the meeting of targets under
Article 11 of the Waste Framework Directive. Artick8(4) proposes that the use
of economic instruments is evaluated in the development of waste management
plans. Therefore, it is suggested to implement a rate of landfill tax for ron
hazardous wastes starting in 20h&,n and
2020, with the level kept constant in real terms. It is also suggestdtat a rate
for constructionand demolition wastess implementedat G 2 .tdnfeinp e r
2015.

9 AggregatesThere is currently no tax on aggregates in Craatalthough a fee on
extraction of soil and gravel was repealed in 2008. An aggregates tax helps
reduce extraction rates for aggregates, and stimulates the market for the use of
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secondary materials. The instrument works well alongside taxes for landfilling of
construction and demolition wastes. This approach is aligned with the Roadmap

to A Resource Efficient Europ®! It is suggested that Croatia implements an
aggregates tax at a rate of 02.40 per t
the rate constant in real termsThe types of materials that could be covered by

the tax are:

o Marble

Chalk and dolomite
Slate

Limestone and gypsum

o O o o

Sand and gravel

Not all of these are extracted in Croatia. The specific range of materials suggested
reflects, in part, the nature of the data available to us in developing estimates of
potential revenues;

i1 Wasted incineration / MBT tax In order to ensure that wastes are not simply
shifted from landfill to incineration, it is suggested that an incineration tax is
introduced, of 015 per tonne in 2020. A
facilities.

1 Packaging:Croatia already operates aepositrefund scheme. It also has in place
relatively high charges for packagind\ levyof 0.10 HRK for each unit has to be
paid for each unit of packaging for food and beveragexceptfor re-usable
packaging that is included in the deposit system (beéottles, water bottles etc.).
The fee alsocoversoil, vinegar, detergent and other packaging that is not in the
citizens® r et ulnpriaclple, & mighebe possible ® apply taxes to
other packaging. However, given the levy rates in Craatas well as the deposit
refund scheme, no additional proposal is made. Packaging related charges
amount to 0.14% of GDP at present, approximately double the level of revenue
generated by Denmarkds (recently withdr.

1 Singleuse carrier bay tax There is currentlya chargeon plastic bags(whether for
single or multiple use)n Croatiaa t @ dertonne.An averagesingle-use plastic
carrier bagweighs 8.5g which means that there are approximately 118 bags per
kg.162 This equates to 0.17 eurocents per bag. We understand that NGOs have
argued for a tax at a trlemelydibhlevdl. Plasic. 6 6 p e |
bags cause many environmental problems when littered in the environment,
especially when then end up in the marine environment. Taxing singke plastic
bags significantly influences consumers purchasing of these bags, by stlating
a switch to reusable bagsMoreover, in 2013, the Commission adopted a
proposal for a Directive to reduce the consumption of lightweight plastic bags in

161 Furopean Commission (2011Roadmap to a Resource Efficient EuropecM(2011) 571 final,
http://ec.europa.eu/environment/resource_efficiency/about/roadmap/index_en.htm
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the EU163 Therefore, it is suggested that Croatia implements a tax on singise
plasticbagsata r at &7 (HRK 0530 per bag from 2016,and following this
keeps the rate constant in real termsRepresentatives from Croatia indicate that
current levels of charge are of the orde0.026 per bagand upwards.

i Air pollution:Croatia has a system odir pollution charges in place. There have
been notable improvements in air quality, but the effectiveness of these charges
in reducing air pollution has been questioned due to the fact that rates have not
been increased since 2008 and that rates have beeeroded by inflationt64.165
TheDirective on Ambient Air Quality and Cleaner Air for Europe (Directive
2008/50/EC) sets a number of air quality targets which Member States are
obliged to achieve (emission target values are presented in Annexes XI and XIV of
the Directive). It is suggested the rates for SOx and NOx could be increased and a
new rate added for particulates, at the following levels, to generate additional
improvements in air quality:

o SOx 01,000 per tonne
o NOx 01, 000 per tonne
0 PMpo G2, 000 per tonne

Given the magnitude of the increase in rates a traition period from 2015 to
2020 is suggested, whereby the rates are increased gradually from existing to
maximum levels. The rates are then held constant in real terms.

i Water abstraction:A central tenetof the Water Framework Directive (Directive
2000/60/EC) is the concept of cost recovery for water services. Article 9(1) of the
Directive statesthato Me mber St ates shall take accol
recovery of the costs of water services, includinghgironmental and resource
c o s.Credliaalready hasa water abstraction feein place, but the extent to
which it covers all relevant costs is unclear. The suggested fee for abstraction for
public supply (90 per 1,000m3) is lower than the existing fee fiohigh quality
water (1180 per 1,000m3), but higher than for other water qualitiest is
suggested that all rates be increased tat least 1125 per 1,000m3 for the public
water supply,055 per 1,000m3 for manufacturing purposes andi7 per 1,000ms3
for agiculture. Given the magnitude of the increase in rates a transition period
from 2015 to 2020 is suggested, whereby the rates are increased gradually from
existing to maximum levels. The rates are then held constant in real territhie
revenue from the exishg charges currently accrues to Croatian Waters. Some
consideration might be given to the appropriate use, and destiny of, additional
revenues, with the intention to distinguish between levels of fee required to cover

164 See Annex Il itdnited Nations Economic Comission for Europe (2014)Environmental Performance Reviews:
Croatia 2014, pp. 1910 192. (in press)
165 |bid., p. 81.
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the financial costs of maintaining tle water resources, and those which have a
more specifically environmental rationale.

Waste water:Council Directive 91/271/EEC concerning urban wasteater
treatment was adopted on 23t May 1991. Its objective is to protect the
environment from theadverseeffects of urban waste water discharges and
discharges from certain industrial sector®¢ Croatia has a water discharge fee
set at 0180 per 1,000m3 and modified by three coefficients that are dependent
on the composition of waste water, the type or amount of treatment it has
received as well as excess water discharging . It has not been possible to
correlate the existing structure taOD, but to improve prevention of water

pollution it is suggested to adjust existing charge ratesdini ne wi t h 6égood

With relative price | evel s 1l4MmMHREMppert i a
kg BOD. For freshvater discharges also phagshorus should be charged, while for
coastal discharges a charge on nitrogen could be relevant. Given the magnitude

of the increase in rates a transition period from 2015 to 2018 is suggested,
whereby the rates are increased gradually from an introductote to maximum
levels. It is suggested that rates should be held constant in real terms once they
reach the 2020 levels. As with revenue from the existing abstraction charges,
revenue currently accrues to Croatian Waters. As with the increased revenue from
abstraction, consideration might be given to the appropriate use, and destiny of,
these additional revenues. Part of the revenues could accrue to national budget.

Pesticides:Article 4 of the Directive on Establishing a Framework for Community
Action toAchieve the Sustainable Use of Pesticides (Directive 2009/128/EC)
speaks of the requirement for National Action Plans on pesticides. In particular
the Article includes the following:

0 éimetables and targets for the reduction ofpesticide] use shall alsobe
established, in particular if the reduction of use constitutes an appropriate
means to achieve risk reduction with regard to priority items identified under
Article 15(2)(c). These targets may be intermediate or findlember States
shall use all necesary means designed to achieve these targets

Croatia published its National Action Plan in June 2013. Although the Plan does
not set objective reduction targets, it states that it is intended to establish the:

(& quantitative assumptions, objectives, masures and timetables to reduce
the risks and impacts of pesticides on human health and the environment, and
stimulates the development and implementation of integrated pest
management, and of alternative approaches or techniques in order teduce
dependency on the use of pesticide§167

According to the Plan pesticide use increased between 2004 and 200%
However, despite the clear objectives set out in the Plénthat is, reducing the

166 DG Environment (2014)Jrban Waste Water Directive Overviewccessed 29 January 2014

167 Croatian Ministry of Agriculture (2013National Action Plan to Achieve Sustainable Use of Pesticides for the
Period 2013 8 2023, June 2013,
http://ec.europa.eu/food/plant/pesticides/sustainable _use_pesticides/docs/nap_croatia_en.pdfp.3

168 |pid. Table 1 on p. 5
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dependency on pesticide® a smalltax on pesticides in Croatidinked to water
gual ity was abolished in 2013 (the ta
kilogram active ingredient). The tax was reportedly cut as it was feared that it
compromi sed the competitiveness of Cr
market.189 Different active ingredients in pesticides vary in the extent to which

they may cause harm to the environment. There is a trend towards banding taxes
to reflect the level of hazard associated with them, and we would suggest such an
approach is suitable in Croatia. @ calculations assume that the country
implements a pesticidestax, and in the absence of data regarding the types of
active ingredient used, we model revenues as though the tax is applied at a rate
of 010 (HRK 76) p eThe skggestacctiansition period ig froend |
2016 to 2018, and following this therate should be kept constant in real terms
Such a tax, especially if banded according to the potential effects of different
active ingredients (as in Norway and Denmark) would be a coget® measure that
would contribute towards theaims ofthe Action Planlt should be noted that
exporters of pesticides would typically be exempt from the tax.

i Fertilisers A tax on mineral fertilisers is already in place and was increased in
2013 to HRK 3.7 (00.49) per tonne of
increased to 0200 (HRK 1,530) peasaton
means of driving efficiences in the application of fertilisers to land.

Removal of BvironmentallyHarmful Subsidies

Environmentally harmful subsidies for which forgone revenues have been calculated as part of
this study are listed inTable26. Further ddails of our calculation methodology are available in
AppendixA.7.4.

A further example of an environmentally harmful subsidy is the circulation tax for motor vehicles.
This tax is only levied on vehicles up to 10 years oldhidcould therefore encourage owners to
retain older, more polluting vehicle$?0

169 Government of Croatia (2013pPrijedlog Zakona o Izmjenama i Dopunama Zakona o Financiranju Vodnoga
Gospodar stva, s Ko n a L miwnvladahrhj/centeht/dayvolaad/2541 RIUBTA058/file /85. -

2.b.pdf

170 European Commission (2013Taxes in Europe DatabaseAccessed 13 December 2013,
http://ec.europa.eu/taxation_customs/tedb/taxSearch.html
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