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Outlines

= About the Energy Tax Act
= The Issues

= The Perspectives

= Concluding remarks
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Legislation Objectives of
the Energy Tax Act in Talwan

= To Induce energy saving
= To stabilize energy supply
= To enhance energy efficiency

= To develop alternative energies and move
toward a sustainable society

= To reduce CO, emission
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Major Characteristics
of the Act

= Selected energy products are targeted
= Tax rate Is energy-product dependent

= Tax rate increases over time at a fixed
amount up to a pre-determined end period

= The revenue Is used with priority to
eliminate the existing excise tax of the
targeted energy products, and the surplus
to reduce personal income tax and
corporate tax.
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Eneregy Products to be Taxed

= The energy products covered by the Act include
gasoline, diesel, kerosene, aviation gasoline,
fuel oll, LPG, natural gas, and coal. (Article 7)

= Ethanol gasoline, biodiesel and other renewable
energy shall be taxed in proportion to their
content of the taxed energy products.

= All targeted energy products shall be taxed at
the time when they are out-of plant or imported.
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Tax Rates

= For the first year: Under debate and consensus
not reached yet.

= The first-year tax rate for each energy product is
determined by adding a fixed amount to the
existing excise tax. For the following years, the
rates increase at the same amount until nine
years after the first charging year.

= Taking Iinto account the potential Iimpact on prices
and industrial development, the Executive Yan is
authorized to adjust the rate as deemed
necessary by +50%.
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Tax Rate by Proposed Chen
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% Change Relative to the
Prevailing Excise Tax Rate
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The Tax Rate by Mr. Chen

Iltems/ Year 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Gasoline (NT$/I) | 95 | 95 [ 115 | 135|155 | 185 | 215 | 245 | 27.5
Diesel (NT$/I) 55 [ 55| 75 | 95 | 115 145 | 175 | 20.5 | 235
Kerosene (NT$/I) | O 0 40 | 50 | 6.0 | 7.0 8.0 9.0 | 10.0
Aviation gasoline
(NT$/I) 0 0 20 | 40 | 6.0 9.0 | 120 | 15.0 | 18.0
Solvants
(NT$/1) 0 0 20 | 40 | 6.0 9.0 | 120 | 15.0 | 18.0
LPG
(NT$/kg) 0 0 1.6 | 3.2 | 4.8 7.3 98 | 12.3 | 14.8
Fuel oil (%) 0% | 0% | 10% | 15% | 20% | 25% | 30% | 35% | 40%
Coal (%) 0% | 0% | 10% | 15% | 20% | 25% | 30% | 35% | 40%
NG (%) 0% | 0% | 10% | 15% | 20% | 25% | 30% | 35% | 40%
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The

Effective Tax Rates 1n

Huang et al. (2006.12)

ltems | Gasoline Diesel Kerosene g\a:g;tilr?: LPG Fuel Oil Coal
vear $/L $IL $/L $/L $/Kg $/L $/IKG
2009 .77 3.42 3.48 0.14 0.65 0.51 0.04
2010 8.77 4.22 4.28 0.24 0.65 0.56 0.08
2011 9.77 5.02 5.08 0.34 0.65 0.61 0.12
2012 10.77 5.82 5.88 0.44 0.65 0.66 0.16
2013 11.77 6.62 6.68 0.54 0.65 Brafile 0.2
2014 12.77 1.42 7.48 0.64 0.65 0.76 0.24
2015 13.77 8.22 8.28 0.74 0.65 0.81 0.28
2016 14.77 9.02 9.08 0.84 0.65 0.86 PrS2
2017 15.77 0.82 0.88 0.94 0.71 0.91 0.36
2018 16.77 10.62 10.68 1.04 0.8 0.96 0.4
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The Issues

4 Rationality of energy tax

@ Choice of tax base and the targeted payers
# Determination of the optimal tax rate

4 Disposal of tax revenues

4 Feasibility of the double dividends

& Efficiency and Equity

4 Impact evaluation

4 Integration of policy instruments

070118 13



Rationality of Energy Tax

and tax reform

S - Alternative
Objectives Effectiveness nstruments
Energy saving Partial Energy price
Energy supply Inadequate |Hedging, stockpiling
Energy efficiency Partial Standards, BAT
New energy : Subsidy for
development Eartial renewables
Emission :
reduction Partial Carbon tax, C&T

- Other resources
L Full and environmental

fees

070118

14



Problems under Imperfect Market

B DWL may increase further
B A tax on monopolist might be inappropriate for
emission reduction

070118 o 0
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Choice of tax base and
the Targeted Payers

& \Why energy products?
& \Why not consumers or emitters?

CO,
Alir pollutants

Primary Energy
energy products

Producers| | Importers Consumers
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Framework for the Optimal Tax
Determination

> ¢
Policy ., Revenue disposal
goals Rate determination
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Atfecting output < Affecting price
and price =_and consumption
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Government
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Optimal Energy Tax Rate

= What is the socially optimal tax rate and
what are the determinants?

= Are the proposed rates socially optimal?

P Environmental damages of the externalities
assoclated with energy use and their properties

B Benefits of emission reduction and energy saving
and their properties

¥ Demand and supply elasticity of energy products
B Market structure of the taxed energy products
B Avallability of alternative policy instruments

070118 18
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Pigouvian Tax Rate when
Environmental Cost Exists

oemand Marginal
curve _
Marginal social cost production cost
MPC = 4C/aQ

quantity
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Disposal of Tax Revenues

= The tax Interaction effect may outweigh the tax
recycling effect in the long run, regardless of the
ways of revenue disposal.

= Subsidy to the production cost is preferred to labor
Income tax substitution for higher efficiency.

= Optimal disposal
depends on the
weights of various
policy goals.
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Scenarios 1n
Huang et al. (2006.12)

®EN1: Revenue not recycled

#EN2: The net revenue used to subsidize the firm’s
OTHER COSTS.(Production cost.

®EN3: The net revenue used to subsidize personal income
tax and corporate income tax.

®EN4: 50% for reducing OTHER COSTS and 50% for
reducing personal income tax.

®#ENS5: The net revenue used for removing the excise tax
of other taxed items.

#ENG: Following the way of disposal initiated by the
Executive Yuan (2006.10.20).

070118 22
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CO, Emission
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CO2 Emission per capita
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Feasibility of the Double Dividends

Energy tax revenue Is simply a transfer payment from
tax payers to the government. Efficiency of public fund
allocation may not be as good as the private allocation.

Double dividends, while negligible in the long run,
could possibly occur only in the short run with
particular conditions. The tax rate and the size of the
revenue do matter.

The shift of the tax base from energy products to
emission would favor the feasibility of the double
dividends.

Energy tax Is neither a necessary nor a sufficient
condition for the development of new energy.
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Efficiency and Equity

¥ Energy tax is not the most effective instrument for
CO, emission control, although it encourages
energy saving.

W Tax exemption is less efficient than tax-and-
redistribution.

% The distributional effect on consumer tends to be
regressive.

@ Equity achieved through subsidizing the lower
iIncome groups will be at the cost of efficiency.

070118 27



Impact Evaluation

# Adequate decision criteria should be clear for
wiser policy making.

# Regulatory impact analysis deserves more
attention.

% Selection of proper tools for impact evaluation is
essential.

% Phasing-out of uncompetitive technologies and
Innovation of the newly emerging technologies
should be taken into account.
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Integration of Policy Instruments

4 Alternative policy instruments, such as energy
price, cap-and-trade, subsidy for renewables,
regulatory standards, etc., must be integrated and
harmonized.

B Rationalization of energy price
Emission fees of air pollutants
Charges for Energy Fund
Cap-and-trade

Standards and BACT wrt CO, control
Subsidies

EIA
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Concluding Remarks

= Failure to realize double dividends does not imply
that the energy tax is not justifiable as it may result
from the divergence of the proposed tax rate from
the socially optimal level.

= Energy tax Is not the most effective instrument for
CO, emission control, although it encourages
energy saving and emission reduction.

= Cost effectiveness of the energy tax should be
evaluated and compared with alternative
Instruments.

= Adequate Integration with energy prices and cap-
and-trade Is warranted for policy harmonization.
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