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Introduction 

Excise duties have been charged on mineral oils1 since around 1910, following the 
development of the internal combustion engine and the expansion of the motor industry. In 
EU Member States they are now an important source of revenue, yielding some €150 billion 
a year. 

Under Article 93 (formerly Article 99) of the Treaty, the Council is required to adopt 
measures for the harmonisation of "turnover taxes, excise duties and other indirect taxes" 
where this is "necessary to ensure the establishment and functioning of the Internal Market." 
This has been the primary legal base for legislation in the field of indirect taxation, although 
decisions under this Article require unanimity in the Council. 

In addition, however, the Maastricht Treaty introduced new Article 175 (formerly 130s) 
allowing the Community to take action, including "of a fiscal nature", to pursue the 
objectives contained in Article 174: the protection of the environment or of public health, and 
the promotion of the "prudent and rational utilisation of natural resources". 

Even before Maastricht, factors other than the functioning of the internal market had played 
an important part in determining the structure and level of mineral oil excises. 

• Several aspects of transport policy were clearly relevant: in particular that of 
competition between different forms of transport; and the search for transparency in the 
charging of infrastructure costs – especially roads – to the users (see, for example, the 
Commission survey in 1986 of vehicle taxes, fuel taxes and road tolls (COM(86)250)).  

• The control of pollution caused by the burning of mineral oils was always a major 
element of environment policy. For example, this was the determining factor in the 
laying down of different minimum levels of duty on leaded and unleaded petrol. 

• General energy policy has also played a part in fixing the levels of mineral oil duties: for 
example, the balances between various energy sources (coal, oil, gas, nuclear, etc.) and 
between indigenous and imported sources.  

• Agricultural policy objectives have also been relevant, notably in the proposals 
(COM(92)36 and COM(2001)547) for a special reduced rate of excise duty on motor 
fuels from agricultural sources ("biofuels").  

• Finally, within the context of Community policy on employment, a fiscal strategy has 
been developed to make a switch from the taxation of labour to other sources of revenue, 
including the use of raw materials and energy, with the objective of reducing non-wage 
labour costs. 

Excise duties on mineral oils 

The Commission's original proposals for the rates of excise duties on mineral oils, within the 
context of the 1987 Single Market programme, were for absolute harmonisation, based on 
average rates (for petrol and LPG the arithmetic average, for fuel oil a weighted average). 
Even in the revised approach document of June 1989 the Commission argued that single rates 
or rate bands should be applied to mineral oils because "the risks of competitive 
distortion...are greater in this area than for alcohol and tobacco".  

                                                 
1  Though mineral oils themselves – as the Commission's taxation DG has noted – have been around at least 

since 440BC, when they were mentioned in the Old Testament (Job 29.10). 
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Nevertheless – and as in the case of alcohol and tobacco – only minimum rates were 
eventually fixed. This decision was transposed into two Directives, one on the harmonisation 
of the structures of excise duties on mineral oils (92/81/EEC)2, and the other on the 
approximation of the rates of excise duties on mineral oils (92/82/EEC)3. The Directives lay 
down a minimum tax rate for each type of mineral oil, depending on whether it is used as a 
fuel, for industrial or commercial purposes or for heating. These rates were: 

• leaded petrol: ECU 337 per 1000 litres; 

• unleaded petrol: ECU 287 per 1000 litres on the understanding that "in every case the 
rate of duty shall be below that charged on leaded petrol"; 

• gas oil: ECU 245 per 1000 litres with  reduced rates for heating oil; 

• heavy fuel oil (diesel): ECU 13 per 1000 kg.; 

• LPG and methane used as a propellant: ECU 100 per 1000 kg.; in other cases ECU 36 
per kg. or ECU 0 per kg. 

• kerosene used as a propellant: ECU 245 per 1000 litres; otherwise ECU 18 per 1000 
litres, or ECU 0.  

Every two years, "and for the first time not later than 31 December 1994", these rates were to 
be reviewed "on the basis of a report and where appropriate a proposal from the 
Commission". The Commission's first report, however, was not formally published until 
September 1995 (COM (95) 285). Though earlier drafts had proposed various changes to the 
minimum rates; making unleaded rather than leaded petrol the basis for the standard 
minimum; and a narrowing of the gap between petrol and diesel rates, the final report made 
no formal proposals.  

In fact, the minimum rates of excise duty have not been reviewed since entry into force of 
Directive 92/82/EEC. They have not even been adjusted for inflation. In the meantime, 
Member States have chosen to pursue widely varying approaches within this framework, so 
that the current rates of excise duty on diesel fuel in Member States range from €245 to 
around €740 per 1000 litres – or even €839 (see Table 1). Such disparities impede further 
progress on the taxation of energy at EU level: some countries find it politically difficult to 
raise taxation; others are unwilling to accept revenue losses if tax rates are cut. 

Table 1. Excise duties on fuel, August 2002 

 (€ per 1000 litres): 

 B DK D EL E F IE I L NL A P FIN S UK 

Unleaded petrol 494 539 624 296 396 586 401 542 372 608 407 479 567 475 790 

Diesel fuel* 290 405 455 245 294 370 354 403 253 340 282 272 329 345 742† 

*Diesel fuel with a sulphur content of less than 50 ppm.  

† Rate on ultra-low sulphur. Normal rate €839 

CO2/energy tax and the "double dividend" 

In 1992 the Commission tabled an ambitious proposal for a Community-wide tax on carbon 
dioxide emissions.  The objective was environmental rather than fiscal: to stabilise CO2 
emissions by the year 2000 at their 1990 level. This in, turn, was seen as a key element in 

                                                 
2  OJ L 316, 31.10.1992, p. 12, as last amended by Directive 94/74/EC (OJ L 365, 31.12.1994, p.46). 
3  OJ L 316, 31.10.1992, p. 19, as last amended by Directive 94/74/EC (OJ L  365, 31.12.1994, p.46). 
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world-wide policies to reduce the emission of "greenhouse gases", and halt "global 
warming". A subsidiary environmental objective was general energy saving; and it was partly 
for this reason that the tax was conceived as being only 50% on CO2 emissions (carbon 
content), the other half being on energy content. 

The proposal was also seen, however, as part of an overall policy for fiscal reform. Since it 
was intended to be "fiscally neutral", the revenue raised could be used to reduce other taxes – 
in particular, to shift the general burden of taxation from "taxes on jobs" (especially non-
wage labour costs) to taxes on the use of resources.  

This is what has been called the "double dividend" argument. It is worth noting, however, 
that the advantages of such a revenue shift have not been universally accepted. 

• An energy tax having the objective of reducing energy consumption, it has been argued, 

may succeed too well − revenues will fall as consumption is reduced. This means, in turn, 
that it will not be possible to reduce labour taxes.  

In practice, it is difficult to find evidence that such an effect has so far occurred. In 
countries which have raised hydrocarbon taxes to relatively high levels – for example, the 
UK – the demand for fuel has proved price inelastic: that is, people have paid the extra tax 
rather than give up their cars.  

• More seriously, the overall economic effects, and in particular those on the labour market, 
of a sharp tax-induced rise in the cost of energy could cancel out any revenue gains. 
Employment in certain industries might fall, leading to higher unemployment and 
increased public expenditure.  

For this reason, most of the proposals for energy taxes under discussion have included 
substantial exemptions for certain energy- and/or labour-intensive industries. This, in turn, 
potentially reduces both the environmental gains and the scope for a shift in the tax 
burden.  

Following deadlock in the Council on the 1992 proposals – which were opposed both for 
technical reasons and for reasons of national fiscal sovereignty – the Commission published a 
revised version (COM(94)0127), providing for wide flexibility in the introduction of the tax 
by Member States. The minimum rates set by the original proposal became target rates; and 
exemptions for various industries were allowed for.   

The revised proposal was, however, not adopted by Council either. Instead, individual 
Member States continued to pursue their own solutions towards the reduction of CO2 
emissions. The environmental aspects of the situation were outlined in a Commission 
communication, "Environmental Taxes and Charges in the Single Market" (COM(97)0009). 
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The 1997 energy tax proposals 

In 1997, the Commission made a new proposal4. This sought to build on the existing system 
for the taxation of mineral oils by extending it, in principle, to all energy products; and in 
particular to products which are directly or indirectly substitutable for mineral oils: coal, 
coke, lignite, bitumens and products derived from them; natural gas; and electricity. 

At present, some Member States do not charge excises in these fields. Greece and Ireland do 
not apply taxes on electricity or gas, Portugal does not apply tax on electricity, and 
Luxembourg and Spain do not tax natural gas. The rest apply these taxes at rates, in most 
cases, near or above the minimum (see Annexe).   

In the case of electricity, the Commission proposed that the tax would be on the electricity 
itself rather than the fuel inputs, although a rebate would be possible where "environmentally 
preferable" fuels were used for generation. Various rebates, etc. would be made available to 
certain industries with high energy costs. The legislation would have introduced minimum 
excise duties (see Table 2). 

Table 2: Commission proposal of 1997 on energy taxation 

Energy products used as motor fuels 

Petrol (€ per 1000 l) 417 

Kerosene (€ per 1000 l) 310 

Natural gas (€ per gigajoule) 2.9 

Gas oil (€ per 1000 l) 310 

LPG (€ per 1000 kg) 141 

Energy products used as motor fuels for certain industrial and 

commercial purposes
5
 

Gas oil (€ per 1000 l) 32 

LPG (€ per 1000 kg) 41 

Kerosene (€ per 1000 l) 30 

Natural Gas (€ per gigajoule) 0.3 

Energy products used as heating fuels 

Heating gas oil (€ per 1000 l) 21 

Kerosene (€ per 1000 l) 7 

Natural Gas (€ per gigajoule) 0.2 

Solid energy products (€ per gigajoule) 0.2 

Heavy fuel oil (€ per 1000 kg.) 18 or 22 

LPG (€ per 1000 kg) 10 

Electricity (€ per Mwh) 1 

The proposal also contained a list of energy products which would be exempt from taxation; 
and a list where Member States would be able to apply total or partial exemptions or reduced 
rates. Most of these were included for environmental reasons: for example, energy of solar, 
wind, tidal or geothermal origin, or produced from biomass or waste. 

                                                 
4  COM (1997) 30, (12.3.1997). 
5  Agricultural, horticultural or piscicultural works, and forestry. Stationary motors. Plant and machinery used 

in construction, civil engineering and public works. Vehicles intended for use off the public roadway. 
Passenger transport and captive fleets which provide services to public bodies. 



THE TAXATION OF ENERGY 

PE 328.645 9 

Parliament's opinion  

The European Parliament adopted its opinion on the proposal in April 19996. Its main 
amendments were: 

• to delete the Commission's list of systematic exemptions, but to expand the list of 
optional exemptions; 

• to propose the indexing of the minimum tax rates to inflation; and 

• to establish a procedure allowing Member States to refund the tax, in whole or in part, 
where firms could demonstrate that it was leading to a competitive handicap. 

Progress in Council 

In 2002, at the March Barcelona European Council, Member States established the target of 
reaching an agreement on energy taxation before the end of 2002. The possibility of 
introducing transition periods and exemptions for some Member States was discussed (to 
which the Commission objected in principle). In May, ECOFIN set up an ad hoc High-Level 
Group to prepare the work of the Council on the proposals. 

An extensive summary of the state of negotiations in Council was prepared by the Spanish 
Presidency in June 20027. Three major points were considered to be outstanding: 

1. The possibility of setting national levels of taxation below the new minimum levels for 
energy-intensive undertakings, or where the environmental and other objectives were met 
by other means. 

2. Transitional arrangements for the "professional" use of diesel oil. 

3. Transitional periods for three Member States. 

At the Seville European Council, the Spanish Presidency also presented guidelines for future 
progress. In these, a distinction was made between: 

• Energy (in particular electricity) used as a fuel, when it would be subject to excise. 

• Energy used as a "raw material" – in principle defined as being the case if it accounted for 
more than 50% of the cost of an industrial product – when it could be exempt. 
Proportional taxation would be possible where the use was partly as a fuel, partly as a raw 
material (e.g. in the lime, cement, glass and ceramic and brick production processes). 

A revised scale of minimum rates on hydrocarbon fuels was also proposed (see Table 3). 

In the case of electricity, the Presidency proposed, for business consumption, €0.50 per 
megawatt hour; and for non-business consumption €1 per megawatt hour. Above these 
minimum levels, Member States would have the option of determining the tax base. 

In the Council's discussions, Member States also stressed the need for special tax treatment 
for the road haulage sector and passenger transport industry to offset increases in fuel costs, 
while acknowledging the significant competitive distortions caused by different national rates 
of diesel taxation. The Commission undertook to present a new Community proposal in this 
field (see next section). 

 

                                                 
6  See Second Report on the proposal for a Council Directive from the Committee on Economic and Monetary 

Affairs and Industrial Policy, rapporteur Patrick COX,  (A4-0171/99 of 30 March 1999). 
7  Energy Taxation – Progress report (FISC 180, Council of the European Union, Madrid, 20 June 2002). 
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Table 3: Spanish Presidency minimum excise proposals, June 2002  

Energy products used as propellants 

Leaded petrol (per 1000 litres) €421  

Unleaded petrol (per 1000 litres) €359  

Gas oil (per 1000 litres), depending on current national levels €287 or €302  

Kerosene (per 1000 litres) €302 

LPG (per 1000 Kg.) €125  

Natural gas (per gigajoule) €2.6  

Energy products used as motor fuels for certain industrial and commercial 

purposes. 

Gas oil (per 1000 litres) €21  

Kerosene (per 1000 litres) €41  

LPG (per 1000 Kg) €41  

Natural Gas (per gigajoule) €0.3  

Energy products used for heating purposes 

Gas oil (per 1000 litres) €21  

Heavy fuel oil (per 1000 Kg) €15  

Kerosene (per 1000 litres) €0  

LPG (per 1000 Kg) €0  

 

Current position 

The Danish Presidency of the Council during the second half of 2002 committed itself to 
pursue an agreement, and reaffirmed the end of 2002 deadline set under the Spanish 
Presidency. Although considerable progress was made in the negotiations – namely on the 
definition of energy intensive industries that could be considered for exemption from taxation 
– an agreement could not be reached by the set date.  

The Danish Presidency had presented a compromise proposal which confirmed the 
understandings previously reached on the main definitions and technical issues; but other 
impediments emerged in the negotiations. Both ECOFIN's focus on the “Monti Package” – 
an agreement was finally achieved in January 2003 – and the opposition of Germany to the 
exemptions and reduced rates accepted by other Member States, forced negotiations to go on 
into 2003. 

The Greek Presidency then announced that its next priority in the tax field would be the 
energy tax proposals. An agreement was already reached on a new minimum excise rate for 
diesel by early February (see next section). 

VAT on electricity and natural gas 

Among other recent tax proposals in the energy field has been that of December 2002 on 
VAT applying to natural gas and electricity (COM(2002)688). Currently, the place of 
taxation is the place of supply, but this is becoming increasingly difficult to determine as 
cross-border trading in energy increases. The proposal would make where the buyer was 
established the place of taxation for businesses. For final consumers, it would be the place of 
consumption. 
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Diesel and unleaded petrol: the new proposals 

On 24 July 2002 the European Commission presented its promised new proposal on the 
taxation of diesel, linked to that on unleaded petrol8. This proposal has two aims:  

• to harmonise, gradually, Member States’ excise duty on fuel used in international 
commercial haulage; and  

• to align the minimum excise rates on diesel used non-commercially – i.e. mostly in cars – 
with the rates on unleaded petrol.  

In order to meet these twin aims, the proposal would create two levels of taxation on diesel:  

� a harmonised rate for international commercial use; and  

� the minimum rate applied to unleaded petrol on the rest. 

Commercial diesel 

A common approach to the taxation of excise duties on diesel used by road hauliers and 
coach operators was one of the objectives laid out in the Commission’s White Paper on 
European Transport Policy for 20109. 

The principal justification for the proposals on commercially-used diesel is to end the 
distortion of competition in the internal market for road haulage. Widely-differing rates of 
tax (see Table 1), the Commission argues, give hauliers based in low-tax countries, but 
operating across national borders, an unfair competitive advantage. Linked to the distortion of 
competition is the issue of revenue loss by higher-taxed countries. The proposal is also 
justified by two further considerations: protection of the environment; and fuel efficiency.  

• First, it is argued that trucks make unnecessary detours on commercial journeys in order 
to refuel in low-tax countries, so increasing journey-lengths and fuel consumption.  

• Secondly, the proposals would increase excise duties on diesel fuel (both commercial and 
non-commercial) in most Member States. This would create an incentive to use fuel more 
efficiently and transport more freight by rail, which should in turn lead to a general 
reduction in emissions of pollutants such as nitrous oxide, volatile organic compounds, 
sulphur dioxide and particulates, as well as a general reduction in CO2 emissions.   

The proposals on commercially-used diesel envisage full harmonisation. By 2010, the 
minimum rate of excise duty on commercially-used diesel would have been raised from the 
current €245 per 1000 litres to a higher common "central" rate. The central rate would 
initially be set at €350 in 2003 and would be adjusted for inflation on the basis of the 
consumer price index from 2003 onwards. Between 2003 and 2010 the rates applied by 
Member States would have to be within a fluctuation band of €100 either side of the central 
rate. This band would be narrowed every year by €28 through the raising of the lower limit 
and the reduction of the upper limit by €14 each. In 2009 and 2010 the fluctuation band 
would be narrowed by €30 by raising the lower limit and lowering the upper limit by €15 
each. This would create a harmonised rate with no fluctuation band by 2010. By that stage the 

central rate, adjusted for inflation, should have reached − or even exceeded − € 410.  

Member States, such as the UK, which currently apply a rate of excise duty to diesel more 
than 1½ times higher than the central Community rate, would be able to apply a rate outside 
the fluctuation band for a period of seven years from 2003. They would have to bring their 

                                                 
8  COM (2002) 410, (24.7.2002) 
9  European transport policy for 2010: time to decide (COM (2001) 370, 12.9.2001). 
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excise duty within the band by 31 December 2009. A seven-year transition period (2003-
2010) would allow Member States with a low duty to increase rates gradually, so phasing in 
the necessary economic and industrial changes; and also limit the revenue effects for those 
Member States which will have to reduce their current rates. 

Non-commercial use 

In the case of diesel not used in international commerce, the proposal is to apply, by 2006, the 
same minimum level of excise duty as that on unleaded petrol. The Commission argues that 
the generally lower level of excise on diesel10 has created significant distortions of the car 
market, with diesel-engined vehicles being developed largely for tax reasons; and that this 
has also had environmental consequences. Hydrocarbon (HC) and NOx emissions from cars 
registered in 2000 were twice as high when the fuel used was diesel as when it was petrol. 
Diesel engines also emit significantly higher volumes of particulates than petrol engines.    

In the case of this category of vehicle, the Commission does not propose full harmonisation – 
only a minimum rate. The exploitation of tax differences between Member States (so-called 
“tank tourism”) by cars is very localised, normally only existing around border areas, and 
having a negligible overall impact on revenues and on the environment. 

Given that the minimum Community rate of excise duty for unleaded petrol has not been 
reviewed since 1992, a correction for inflation would give a rate of around € 360 per 1000 
litres of fuel. Under the proposal, therefore, the minimum rates of excise duty for non-
commercial diesel fuel and unleaded petrol should on 1 January 2006 become the same and 
should be set, initially, at € 360 per 1000 litres. Once the lowest rate of duty on commercial 
diesel exceeds €360 under the gradual move towards harmonisation of the rate, that minimum 
rate must also become the minimum rate for non-commercial diesel fuel and unleaded petrol. 
Thus the minimum duty rate on non-commercial diesel and unleaded petrol will never be 
lower than that on commercial diesel and will be constantly adjusted in line with inflation.  

Increasing the levels of excise duty on diesel in most Member States is intended to encourage 
energy efficiency, thereby making the Union less dependent on imported energy. Moreover, 
higher excise duty on diesel fuel should slow down the growth in consumption of a product 
for which the European Union does not have sufficient refining capacity to meet demand.  

Problems and possible effects 

These proposals clearly create certain problems of delineation and control. 

• First, there is a need to distinguish between trucks used in cross-border commerce – 
which would benefit from the harmonised rate – and those used primarily in domestic 
commerce, which would not. The Commission proposes a distinction based on vehicle 
weight: above or below 16 metric tonnes. Such a sharp distinction, however, could create 
new distortions of competition, and also new environmental damage (if, for example, 
loads were to be shifted onto larger vehicles in order to take advantage of lower tax 
rates). There could even be a distorting effect on the vehicle-manufacturing industry, 
similar to that which the Commission wishes to end, as larger trucks are favoured. 

• Secondly, it will be necessary to ensure that the different categories of vehicle pay the 
correct rate of duty. A system requiring the garages themselves to charge differential 
excise duties is likely to prove administratively complex, besides being open to fraud. A 

                                                 
10  Under the present rules, the minimum level of excise on diesel (€245 per 1000 litres) is less than the 

minimum level of excise on unleaded petrol (€287 per 1000 litres). 
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system of tax rebate – such as that already in operation domestically in some countries – 
would be more practicable, but could run into difficulties when applied internationally. 
The current system of rebating VAT on commercial purchases made abroad does not 
provide an encouraging precedent. 

Implementation of the proposals is also likely to have certain economic and fiscal effects. 

In Member States where current rates of tax are lower than the new minimum and target 
rates, there is the danger of a general increase in prices, as higher fuel costs feed through into 
the economy. The Commission argues that the inflationary impact could in most cases be 
compensated for at Member State level by a reduction in other transport taxes, as proposed in 
the recently published strategy document on the taxation of cars11. Additionally, if the 
inflation rate in the European Union exceeds or is forecast to exceed 2.5%, the automatic 
indexing has a ceiling of 2.5%. 

Contrariwise, where excise duties on commercial diesel fuel have to be reduced to the 
harmonised rate, there will be a loss of revenue. The Commission argues that such losses can 
be offset by other revenues, such as infrastructure charges, as well as by increases in duties 
on non-commercial motor fuels where only minimum rates apply. 

Finally, the likely impact on the candidate countries cannot be ignored. In the case of the 
harmonised rate on commercial diesel, the fluctuation band around the central rate as such is 
probably large enough to allow some candidate countries to join the planned convergence 
mechanism without significant additional difficulties. However, taking into account their 
present levels of excise duties – some applicant countries have excise duty rates well under 
the current minimum rates set in 1992 – their ongoing economic transition and their relatively 
low income level, many candidate countries will face significant economic and social 
difficulties as regards the further increase of the minimum rates. If need be, the Commission 
may need to contemplate the progressive introduction, over a limited period, of special 
minimum rates for applicant countries. 

Table 4: Excises on unleaded petrol and diesel in candidate countries  

(€  per 1000 litres) 

 BG CZ CY EE HU LV LT MT PL RO SK SI TU 
EU 

min. 

Unleaded 

petrol 
128.6/214.6 325.3 219.3 224.4 368 282 285.7 332.5 387.8/363 341 269.9  363.9 

457.2-
482 

287 

Diesel 47.13 244.6 35.1 163.7 317.3 176 132.3 255 288.6/259.5 116 256.2  318.4 319.4 245 

Source: European Commission 

What evidence of "tank tourism"? 

The case for the harmonisation of excises on commercial diesel rests in part on the claim that  

"hauliers involved in international activities conduct a kind of fiscal planning: they 

take advantage of the very significant differences in excise duties on diesel fuel by 

filling up in Member States with the lowest taxes.
12
" 

                                                 
11  Taxation of Passenger Cars in the European Union - options for action at national and Community levels. 

COM(2002)431, 06.09.2002. 
12  COM(2002)410, page 7. 
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The Commission, however, quotes an OECD study13 acknowledging that "there is no precise 
estimation of this phenomenon", beyond the statement that "'gasoline tourism'" is thought to 
account for about 20% of gasoline sales in Switzerland". 

Within the EU itself, data for the ratio of domestically-registered lorries to diesel 
consumption might be considered significant. For example, in the case of Luxembourg – the 
Member State with the next-to-lowest rate of excise duty – some 13,000 lorries over 16 
tonnes gross vehicle weight were registered in 2001. Diesel consumption was slightly over 1 
million   tons, giving a ratio of consumption of 83 per vehicle. The comparable ratios for the 
neighbouring countries, Belgium, France and Germany were 57, 74 and 84  (see Table 5). 

Table 5: Vehicle registrations and diesel consumption, 2001 

Country 
Tax rate (€ per 
1000 litres) 

Vehicles >16 
tons 

Diesel consumption 
(tons) 

Vehicles/ 
Consumption ratio 

Luxembourg 253 13 000 1 074 000 83 

Belgium 290 87 000 4 939 000 57 

France 376 390 000 28 667 000 74 

Germany 440 303 000 25 497 000 84 

This would seem to provide, at best, inconclusive evidence that the relatively low level of 
diesel excise duties in Luxembourg induces hauliers to fill their tanks there rather than in 
neighbouring higher-taxed countries. There is, nevertheless, ample anecdotal evidence that 
this is so (as, also, for tobacco and alcohol); and the figures for Germany might prove more 
significant if data from only Länder neighbouring Luxembourg were considered. (On the 
other hand, Belgium is also a relatively low-tax country, in the case of which the figures 
provide no evidence at all of inward "tank tourism" – rather the reverse). 

Luxembourg, however, is a very special case. It is a small country at the centre of Western 
Europe's transport network, and a substantial number of commercial routes would be likely to 
pass through or near its jurisdiction without any tax inducement. It cannot therefore be 
proved that significant detours, with adverse environmental consequences, are taking place.  

Loss of revenue by neighbouring countries is, of course, another matter; but this must be seen 
in the context of the much wider political issue of tax competition versus tax harmonisation.14  

Progress in Council 

Discussions within ECOFIN during the early weeks of 2003 made considerable progress, at 
least on the proposal for the harmonisation of excise duties on commercial diesel. Rather than 
full harmonisation, the Council concentrated on establishing a new minimum rate. 

An outline agreement was reached in early February under which a minimum rate of €302 
per 1000 litres would apply from the date the Directive came into effect, rising to €330 in 
2010. However, those countries needing to make tax increases would have up to seven years 
to reach the €302 rate, and until 2012 to reach the €330 rate.  

                                                 
13  CO2 Emissions from road vehicles, OECD/GD(97)69 
14  For a summary of this debate, see Tax Co-ordination in the EU: the latest position, Working Paper ECON 

128, European Parliament Directorate-General for Research, March 2002. 
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The Taxation of Biofuels 

In the broadest terms, biofuels are any fuels deriving from organic and renewable resources – 
the most obvious example being the oldest: wood. In the context of energy taxation the main 
specific fuels in question are: 

• bioethanol, a form of ethanol produced largely from the fermentation of agricultural 
products (e.g. sugarbeets and cereals); 

• biodiesel, produced by reaction between plant oil and methanol; 

• biogas (methane), produced from biodegradable waste; and 

• etherised bioethanol, biomethanol and biodimethylether. 

A number of reasons can be advanced for encouraging the use of biofuels. 

� They derive from renewable resources, unlike fossil fuels. 

� They can be produced domestically, reducing dependence on imported oil. EU energy 
dependency from exterior sources is currently at about 50%, and is projected to rise up to 
71% in 2030. 

� Combustion results in fewer emissions of particulates and environmentally-damaging or 
toxic gases (transport is one of the main contributors to greenhouse gas emissions in 
Europe, being responsible for about 28% of all CO2 emissions). 

� They provide the farming industry with alternative commercial crops, at a time when 
there is pressure to reduce aids for food production. The Commission has estimated that a 
1% biofuel contribution to total fuel consumption would create from 45 000 to 75 000 
new jobs in rural areas. 

At the same time, bioethanol in particular has certain disadvantages as a fuel compared to the 
more conventional products produced from fossil fuels. Given the current design of engines, 
it is less efficient, can cause engine corrosion, also gives off certain unwelcome emissions 
(ethene and acetaldehyde) and, sometimes, an unpleasant smell15. 

For these reasons, its current use is as an additive to petrol to form an ethanol blend. In 
Europe the proportion of ethanol in such blends is low (in fact limited to 5% under Directive 
98/70/EC); but in Brazil, for example, 22 per cent of ethanol has been in use since the 1970s. 
It has been estimated that if every car switched to a 10% ethanol mix, compatible with 
existing engines, there would be considerable reduction in emissions of CO2, carbon 
monoxide, carcinogens, ozone-forming gases and nitrogen oxides. 

However, it is also evident that, given the current structure of production, distribution and 
taxation, biofuels are unable to compete head-on with traditional fuels. For example, even 
with the price of a barrel of crude oil as $35, the cost price per litre of pure biodiesel would 
be some €0.20 higher than conventional diesel, assuming that both were subject to the same 
excise duties. 

Proposals to promote biofuels 

Already in March 1992, before the conclusion of the negotiations on hydrocarbon excise 
duties in the Single Market, the Commission had proposed that a lower rate of duty should be 
charged on "motor fuels from agricultural sources"16. These would have included bioethanol 
                                                 
15  For a full analysis, see Bioethanol added to fuel, STOA Briefing Note no.07/2001, European Parliament, 

February 2001. 
16  Proposal for a Council Directive COM(92)36 (OJ vol.35 C73 of 24 March 1992) 
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and chemically modified vegetable oils; and the rate of tax would have been "not more than 
10% that charged on unleaded petrol within a Member State". 

The proposal, however, ran into stiff opposition from a number of quarters. The chemical 
industry argued that it would distort the market in industrially-produced ethanol. Others 
observed that it would involve considerable costs in terms of lost revenue and agricultural 
support. Environmentalists pointed to the possibility that what was gained in lower emissions 
from engines might be more than lost as a result of the intensive farming methods needed to 
produce the necessary biomass. 

In the end, the only tax measures to promote the use of biofuels in the 1992 Directive were to 
allow lower rates of duty for pilot projects, and the possibility of lower rates for "specific 
policy considerations"17.  

In 2001 the European Commission returned to the subject with three more detailed 
documents18:  

• a Communication on alternative fuels for road transportation and on a set of measures to 
promote the use of biofuels;  

• a draft Directive on the promotion of the use of biofuels for transport; and  

• a second draft Directive amending Directive 92/81/EEC with regard to the possibility of 
applying a reduced rate of excise duty on certain mineral oils containing biofuels and on 

biofuels.  

The overall aim of the proposals was to achieve a minimum biofuel share of fuel 
consumption: 2% by 2005 and of 5.75% by 2010.  

In the case of the tax proposals, considerable flexibility for Member States was incorporated. 
In general, the Directive would permit a proportional cut of up to 50% in duty by the end of 
2010 on products made up of, or containing, biofuels. Greater reductions would be possible 
for biofuels used in public transport; and there could be full exemption for biofuels used for 
heating purposes. But reductions would have to take place in the context of multiannual 
programmes, limited to six years but renewable. 

The main eligible products would be: 

• vegetable and animal oils and fats; 

• non-synthetic methyl and ethyl alcohols; 

• fuels produced from biomass (e.g. methane); and 

• water.  

The European Parliament gave a favourable opinion on the proposals in October 2002, also 
adopting amendments designed to strengthen them. 

                                                 
17  Sweden, at that time outside the EU, already applied very large reduced rates for projects to encourage the 

use of biofuels.   
18  COM(2001)547. 
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ANNEXE: Electricity and Gas Taxation in Member States 

Table 6: Tax on Electricity in EU Member States (2002) 

 Indirect Tax 
(other than 
VAT) 

Chargeable event Taxable basis Applicable tariff Exemptions Liability Penalties 

 

AUSTRIA 

Electricity Tax 
(Elektrizitätsabgab
e) 

Supply or usage of 
energy. Refund is 
possible under 
specified conditions 

Amount of electricity 
supplied or used 

€ 0.015/kWh  

- Electricity used for 
the production and 
transport of 
electricity, gas or 
mineral oil.  

- Electricity produced 
for own use if less 
than 5000 kWh a year  

Supplier, producer or 
net provider 

2% late payment, 
10% late filing, 200% 
non compliance 
(worst case) 

 

BELGIUM  

Levy on energy 
(Cotisation sur 
l'énergie) 

Supply of electricity Amount of electricity 
supplied 

€ 1.36342 per Mwh Specific social tariffs 
are applied in the 
sector for the 
distribution of 
electricity 

Distributor From € 125 up to 
100% of the tax 
unpaid  

 

DENMARK 

1. Tax on Energy 
(Elafgift)  

2. Tax on 
Distribution 
(Eldistributionsbidr
ag)  

3. Tax on carbon 
dioxide 
(Kuldioxidafgift)  

4. Contribution for 
electricity saving 
measures 
(Elsparebidrag)  

Supply of electricity Amount of electricity 
supplied 

1. DKK 0.52/kWh;  

2. DKK 0.04/kWh;  

3. DKK 0.1/kWh;  

4. DKK 0.006/kWh  

 

Electricity delivered 
abroad, electricity 
used in power-
plants/CPH 

Distributor or 
producer (own 
consumption) 

50% up to 200% of 
the tax due, up to 2 
years imprisonment 
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FINLAND 

1. Additional duty  

2. Strategic 
stockpile fee  

 

Release from network 
into consumption 
(output-taxation) 

Amount of electricity 
released 

1. Category 1 
(households and 
services): € 
0.0069/kWh - 
Category 2 (mining 
industry, industrial 
manufacturing) : € 
0.0042/kWh  

2. Stockpile fee € 
0.00012/kWh  

Electricity produced 
by very nominal 
maximum capacity, 
possible refunds 

Network owner or 
producer 

Depend on the 
irregularity 

 

FRANCE 

Special municipal 
and departmental 
taxes 

Supply of low and 
medium tension 
electricity 

Price of the 
electricity supplied 
(30 or 80% of the 
amount net of tax on 
the invoice) 

0 to 8% (municipal) + 
up to 4% 
(department) 

Reduced rates for 
industrial 
consumption 

Consumer Not applicable 

 

GERMANY  

Electricity Tax 
(Stromsteuer) 

Supply or usage of 
electricity 

Amount of electricity 
supplied or used 

17.90 €/MWh Electricity used for 
public transport and 
for night storage 
heater 

Supplier inside the 
territory, customer 
outside 

Prosecution as tax 
fraud up to 10 years 
imprisonment 

 

GREECE  

No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

RELAND  No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

 

ITALY 

Electricity Tax plus 
local, regional and 
national surtaxes 
where applicable 

Release for 
consumption 

Amount of electricity 
consumed 

€ 0.0031/kWh when 
sold for use outside 
the dwelling 

Electricity used in the 
industrial production, 
produced by facilities 
powered by 
renewable sources of 
energy 

Producer or trader For non payment of 
tax up to twice the 
amount of tax not 
paid with a minimum 
of € 258.23. For other 
violations € 258.23 - 
€ 1,549.37 

 

LUXEMBOURG 

Consumption tax 
on electricity (Taxe 
de consommation 
d'électricité) 

Supply of electricity Amount of electricity 
consumed 

 € 0.236/kWh (annual 
consumption below 1 
mio kWh)  

 € 0.166 (annual 
consumption between 
1 and 100 mio kWh)  

 € 0.025/kWh (annual 
consumption above 
100 mio kWh)  

No Supplier 10 times the amount 
of unpaid tax 
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NETHERLANDS 

Regulating energy 
tax (Regulerende 
Energiebelasting) 

Supply of electricity Amount of electricity 
supplied 

€ 0.0601 per kWh if 
consumption is less 
than 10,000 kWh p.a. 
€ 0.02 per kWh if 
consumption is 
between 10,000 & 
50,000 kWh p.a. 
€ 0.0061 per kWh if 
consumption exceeds 
50,000kWh p.a. 

Refunds possible for 
certain supplies (e.g. 
churches) 

Supplier or consumer 
(reverse charge 

Penalties vary 
between € 113 and € 
4,500. There is a 
maximum of 100% of 
the total amount of 
the tax 

 

PORTUGAL 

No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

 

SPAIN  

Administrative 
charge for the 
services rendered 
by the National 
Commission of 
Energy 

Supply to the end 
consumer - 
transportation 
services 

VAT assessment base 
X 1.05113 

4.86% IC supply of energy; 
production of energy 
for own consumption 

Supplier Between 75% and 
150% of the tax due 
unpaid 

 

SWEDEN 

Energy tax on 
electric power 

Supply to the buyer 
or own consumption 

Amount of electricity 
consumed 

From SEK 
0.125/kWh to SEK 
0.181/kWh (SEK 
0.0/kWh for use in 
industrial 
manufacturing 
processes, 
commercial 
greenhouse 
cultivation) 

Electric power 
generated by small 
producers, used for 
generating electric 
power, possible 
refunds for specific 
use 

Producer, supplier or 
purchaser 

Additional tax of 5% 
or 20% 

 

UNITED 

KINGDOM 

Climate Change 
Levy (as from 
01/04/01) 

Industrial and 
commercial supply 
for lighting, heating 
and power 

Amount of electricity 
supplied 

GBP 0.0043/kWh Export supplies, 
supplies used to 
produce energy, 
supplies from CHP 
schemes 

Supplier (incl. self 
supply) 

5% of the relevant 
levy or £250; penalty 
interest 
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Table 7: Tax on Gas in EU Member States (2002) 

 

Indirect Tax 
(other than 
VAT) 

Taxable event 
Taxable 
basis 

Applicable tariff Exemptions Liability Penalties 

 
AUSTRIA 

Gas duty 
(Erdgasabgabe) 

Supply or usage of 
gas. Refund is 
possible under 
specified conditions 

Amount of gas 
supplied or 
used 

€ 0.0436/m³  -Gas used for production, 
transport or storage of gas  

- Gas used for transport 
and processing of mineral 
oil  

Supplier, net 
provider or user of 
gas 

2% late payment, 10% 
late filing, 200% non 
compliance (worst 
case 

 
BELGIUM  

Levy on energy 
(Cotisation sur 
l'énergie) 

Supply of gas Amount of gas 
supplied 

€ 0.33888 per 
Gigajoule (GJ) 

Specific social tariffs are 
applied in the sector for 
distribution of natural gas 

Supplier of gas From € 125 to € 625 

 
DENMARK 

1. Tax on energy 
(Gasafgift)  

2. Tax on carbon 
dioxide 
(Kuldioxidafgift 

 

Supply of gas Amount of gas 
distributed 

1. DKK 2.02/m³  

2. DKK 0.22/m³  

 

Natural gas delivered 
abroad, natural gas used to 
produce electricity 

Distributor or 
producer (own 
consumption), big 
power plants/CPH-
plants for the 
consumption of gas 
for producing heat 

50% up to 200% of 
the tax due, up to 2 
years imprisonment 

 
FINLAND 

1. Additional duty  

2. Strategic 
stockpile fee  

Importation or 
consumption 

Amount of gas 1. € 0.0173/m³  

2. € 0.0008/m³  

 

Use for industrial 
production, use in the 
production of electricity 

Importer or user Depend on the 
irregularity 

 
FRANCE 

Special tax called 
TICGN (and 
subsidiary tax, 
TIFP) 

Consuming more than 
5 GWh per year 

Not applicable Special tax: € 
1.13/1000 m³. Art 
266 quinquies of 
French Customs Code 

Not applicable Distribution and 
carrier 

Not applicable 

 
GERMANY  

Mineral oil tax 
(Mineralölsteuer) 

Removal from gas 
recovery or storage 
facility, import 

Amount of gas 30.30 €/MWh Yes, reduced rates (car 
fuel, heating purposes 

Owner of gas 
recovery or storage 
facility or importer 

Prosecution as tax 
fraud up to 10 years 
imprisonment 

GREECE  No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

IRELAND  No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 
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ITALY 

Natural Gas Tax 
(plus local & 
regional surtaxes 
where applicable) 

Release for 
consumption 

Amount of gas 
consumed 

€ 0.0103 cm³ for 
industrial use 

Use of natural gas for the 
production of electricity 

Supplier For non-payment of 
tax up to twice the 
amount not paid: 
minimum € 258.23. 
For other violations € 
258.23 - € 1,549.37 

 
LUXEMBOURG  

No Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

 
NETHERLANDS 

Regulating energy 
tax (Regulerende 
Energie Belasting) 

Supply of gas Amount of gas 
supplied 

€ 0.124 per m³ if less 
than 5,000 m³ p.a. 
consumed; € 0.0579 
per m³ if consumption 
is between 5,000 and 
170,000 m³ p.a.; € 
0.0107 per m³ if 
consumption exceeds 
170,000 m³ p.a. 

Natural gas used in the 
production of electricity. 
Reduce rates for 
greenhouses 

Supplier or customer 
(reverse charge 

Penalties vary 
between € 113 and € 
4,500. There is a 
maximum of 100% of 
the total amount of the 
tax 

PORTUGAL Excise Tax Moment of use of gas Kg €1.48/1,000Kg Natural Gas Not applicable Not applicable 
 
SPAIN  

Yes an 
administrative 
charge for the 
services rendered 
by the National 
Commission of 
Energy 

Not applicable Not applicable Not applicable Not applicable Not applicable Not applicable 

 
SWEDEN 

1. Energy tax  

2. Carbon dioxide 
tax  

Supply or 
consumption by a 
registered person 

Amount 
delivered or 
consumed 

1. SEK 223/1,000m³  

2. SEK 1,039 up to 
SEK 1,1441/1,000m 

Deductions possible for 
gas for production of 
taxable fuels or electric 
power 

Producer, importer 
or trader/user on a 
large scale 

Additional tax of 5% 
or 20% 

 
UNITED 

KINGDOM 

Climate Change 
Levy (as from 
01/04/01) 

Industrial and 
commercial supply for 
lighting, heating and 
power 

Amount of gas 
supplied 

GBP 0.0015/kWh Export supplies, supplies 
used to produce energy, 
supplies from CHP 
schemes 

Supplier (incl. self 
supply) 

5% of the relevant 
levy or £250; penalty 
interest 

 

Notes to Tables 5 and 6:    Mwh = Megawatts per hour (1Mwh = 1000 Kwh) Kwh = Kilowatts per hour  
1 Gigajoule = 1 000 000 000 joules   1 watt= 1 joule/second     
1 Kwh = 3 600 000 joules = 0.0036 gigajoules 1 m3 of gas is equivalent of 12 139 Kwh. 
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