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Pre-Budget 2019: Energy and Environmental Tax Issues 
and Options

The Tax Strategy Group (TSG) is comprised of a number 
of senior officials and political advisors from across a range 
of civil service departments and offices. Though not a 
decision making body, the TSG discusses, on the basis of 
pre-prepared papers, tax related issues and options to be 
considered in the budgetary process. These papers are later 
published. In order to aid Members of the Oireachtas to 
engage on the issues in Budget 2019, the PBO has prepared 
a series of summaries of the TSG papers highlighting some 
of the main issues and policy options.

In 2017, according to the TSG paper, energy and 
environmental taxes amounted to €3.33bn and are 
projected to yield €3.55bn in 2018. The specific taxes 
covered in the TSG paper include Excise Duty on transport 
fuels, Carbon Tax, and Vehicle Registration Tax (VRT). 
Electricity Tax and excise on Liquefied Petroleum Gas 
(LPG) are also classified as energy and environmental 
taxes but are not discussed in the TSG paper.  It is notable 
that this TSG paper does not include Motor Tax, which 
(since 2008, when the system was reformed to take account 
of CO2 emissions rather than engine size) is based on 
CO2 emissions for passenger cars, similar to VRT. Of the 
approximately €1 billion in revenue from Motor Tax in 
2017, 33% is based on CO2 emissions and this share will 
grow considerably over time as new cars are registered.

Ireland has a target of a 20% reduction in Greenhouse 
Gas (GHG) emissions by 2020. This is unlikely to be 
achieved under existing measures and to comply it will 
be necessary to ‘purchase compliance’ by way of carbon 
credits. From a fiscal perspective, levying environmental 
taxes to discourage pollution not only raises revenue 
and limits damage to the environment, but also prevents 
added expenditure of having to purchase carbon credits. 
As part of EU wide targets, Ireland has been given a target 
reduction of 30% on 2005 levels of GHG emissions by 2030.

The TSG paper reports that the work of the low emissions 
vehicle taskforce, established to examine options 
which may be beneficial to the adoption of this cleaner 
technology, is expected to be completed soon. Given 
that both the Motor Tax and VRT systems are based on 
vehicle CO2 emissions, that most revenue from other 
environmental taxes comes  from vehicles (through excise 
on petrol and diesel) and that Government policy is to ban 
sales of new diesel and petrol cars in 2030, it is clear a new 
system for vehicle taxation will be needed soon.

Summary of Tax Strategy Group paper
Key upcoming developments and tax policy 
options
•	 Transport Fuels: The TSG paper discusses equalising 

the tax rate on petrol and diesel, as the rate on diesel 
is significantly lower.

•	 Carbon Tax: The TSG advises that a long term price 
signal (indicating that Carbon Tax will steadily 
increase in the future), would allow individuals and 
firms to plan more accurately and assuredly for 
Carbon Tax increases and to switch to less CO2 
intensive energy sources.

•	 Benefit-In-Kind: It is advised the tax rate structure, 
which currently incentivises employees to increase the 
number of kilometres they drive, should be reformed 
to prevent these incentives.

•	 Vehicle Registration Tax (VRT): The World 
Harmonised Light Vehicles Test Procedure (WLTP) 
will become the measure of CO2 emissions from 
which VRT rates are derived. This new measure 
leads to higher average CO2 emissions from cars and 
therefore higher VRT revenue. In the longer term, as 
CO2 emission levels from vehicles decrease, a new 
basis for calculating VRT rates will be needed to 
maintain the revenue from VRT.

•	 Motor Tax: Although not treated in the TSG paper 
a large share of Motor Tax revenue is based on CO2 
emissions. This is gradually reducing Motor Tax 
revenue as the average Motor Tax rate on new vehicles 
is much less than older vehicles. The PBO calculates 
that if the rates of the previous system applied to post-
2008 passenger cars at least €300 million in additional 
revenue would have been raised in 2017.

Transport Fuels
Excise rates on diesel and petrol have remained constant 
since 2012, at 47.9c and 58.7c per litre respectively. 
Diesel consumption has been increasing relative to petrol 
consumption, partially due to this excise rate discrepancy. 
This preference for diesel over petrol engines also stems 
from the application of VRT and motor tax, which derive 
their rates from measures such as engine size and CO2 
emissions. Diesel engines produce less CO2 emissions 
but can produce more NO2 and particulate matter, 
leading to environmental and health concerns. This has 
led to many organisations, including the OECD and the 
EU Commission, to recommend closing the excise gap 
between petrol and diesel.



Upcoming changes and policy options
The TSG paper examines the equalisation of the excise 
rates on diesel and petrol and provides a table outlining 
a possible pathway to the equalisation of these rates, 
which involves gradually increasing the diesel excise rate 
(see Table 1).  The accompanying forecast for additional 
yields to the Exchequer assumes no change in consumer 
behaviour.

The lower rates on diesel in Ireland have led to Northern 
Irish residents purchasing fuel in Ireland. This has 
increased revenue to the Exchequer but is accounted for 
in Ireland’s fuel emissions. A Department of Finance, 
Revenue, and ESRI report concluded as much as 2% of 
Ireland’s emissions might actually stem from fuel sold 
here to be consumed in Northern Ireland. Increases in the 
Carbon Tax or excise rates on these fuels could decrease 
the amount of fuel purchased in Ireland by Northern Irish 
residents, and could even cause residents in Ireland to go to 
Northern Ireland to purchase fuel, and therefore decrease 
revenue to the Exchequer. However, Ireland’s emissions 
would be reduced as a result.

Year Petrol 
excise

Diesel 
excise

Yield Cumulative 
yield

Current Rates 
Per Litre 

58.77c 47.90c

2019 58.77c 50.08c €71.2m €71m 
2020 58.77c 52.25c €70.9m €71.2m €142m 
2021 58.77c 54.42c €70.6m €70.9m €71.2m €213m 
2022 58.77c 56.60c €70.3m €70.6m €70.9m €71.2m €283m 
2023 58.77c 58.77c €70.0m €70.3m €70.6m €70.9m €71.2m €353m 

Table 1: TSG proposed potential pathway to diesel and petrol excise rate equalisation, and resulting yield, by year.

Source: TSG paper on Energy and Environmental Tax 2018.

Carbon Tax

Carbon Tax was introduced in 2009, and was extended 
to solid fuels in 2013 and 2014. The TSG paper estimates 
Carbon Tax receipts of €435m in 2018. The current rate is 
€20 per tonne of CO2 emissions. 

The EU, OECD, and Climate Change Advisory Council 
have all called for an examination of our approach to 
Carbon Tax to increase its effectiveness. Long term price 
signals in Carbon Tax increases and  complementary 
supports to assist with the energy conservation (home 
insulation schemes) and less carbon intensive energy 
sources (solar panels installation grants) have both been 
suggested by the TSG paper as possible options for 
improving Carbon Tax’s effectiveness.

Upcoming changes and policy options
The ESRI conducted an analysis of the implications of 
Carbon Tax increases on households and industries. They 
found that increases in Carbon Tax would lead to a more 

Increase in 
Carbon Tax 

% Reduction 
in Emissions 

(ESRI)

Increase in yield 
to exchequer 

(TSG)
€5 -1.68 €106.5m

€10 -3.34 €212.6m
€15 -4.98 -
€20 -6.60 -

Table 2: Predicted percentage reduction in emissions by 
optional Carbon Tax increase according to ESRI, and 
predicted increase in revenue to the Exchequer by TSG

Source: TSG energy and environment 2018.

regressive tax regime for households, as fuel expense is a 
higher proportion of disposable income for lower income 
deciles compared with upper deciles. However, the ESRI 
study concluded that the potential impact on fuel poverty, 
because of Carbon Tax increases, is minimal and could 
be addressed by measures such as winter fuel allowance 
increases. The industries most affected are transport 
industries and energy.

The ESRI also forecast the reduction in emissions that 
would correspond to multiple potential increases in 
Carbon Tax. Table 2 above provides estimates of total 
yields and emission reductions of various increases in 
the Carbon Tax rates. The TSG paper also provides 
breakdowns of the effects of such increases in tax on the 
price and tax yields for the following fuels: auto-diesel, 
petrol, kerosene, marked gas oil, LPG, fuel oil, natural gas, 
peat briquette, and coal. The retail price of petrol would be 
least effected by Carbon Tax increases (approximately 1.0% 
price increase per €5 Carbon Tax increase), and the retail 
price of coal would be the most affected (approximately 
3.3% price increase per €5 Carbon Tax increase).

Another possible option put forward in the TSG paper is to 
introduce a long term price signal. This would encourage 
investment into energy efficiency as the future costs of 
CO2 emissions will be clearer. This could be done by 
announcing (and perhaps legislating for), year on year 
increases in the Carbon Tax rate.  

As is the case with transport fuels, considerable Exchequer 
revenues are received from Northern Irish residents 
purchasing fuel in Ireland to be consumed in Northern 

https://www.finance.gov.ie/wp-content/uploads/2018/07/TSG-18-07-Environmental-Taxes-Paper-GK.pdf


Ireland. A significant increase in Carbon Tax could negate 
their incentives for doing so and cost the Exchequer this 
additional revenue.

The Third Report and Recommendations of the Citizens’ 
Assembly recommended that taxes be introduced on 
greenhouse gas emissions from agriculture. Currently such 
emissions are not taxed. The TSG paper does not treat this 
issue.

Vehicle Registration Tax (VRT)

VRT is a tax levied on the open market selling price of a 
vehicle when the vehicle is registered. The rate is calculated 
on the basis of CO2 emissions. VRT is estimated by the 
TSG paper to raise €890 million in 2018 with an estimated 
126,628 new car registrations and 100,136 used car 
registrations.1 The number of used cars registered has 
grown significantly due to the relative strength of the euro 
against the pound and therefore the purchasing power of 
Irish consumers in the UK.

The introduction of the World Harmonised Light Vehicles 
Test Procedure (WLTP) will replace the New European 
Driving Cycle (NEDC) as a new measurement system for 
manufacturer tests of CO2 emissions, fuel consumption, 
among other things. This new measurement will increase 
the average reported CO2 emissions for passenger cars by 
21%. In the short term, before manufacturers and perhaps 
consumers adapt, this should increase VRT and other 
emissions based taxes. The TSG paper raises the prospect 
that changing of the measurement system could be used to 
introduce a linear, rather than stepped system of applying 
VRT rates according to CO2 emissions. A linear system 
would be more closely aligned with the “polluter pays” 
rationale than a stepped system, as the VRT costs more 
directly reflects the level of pollution. A new system will 
need to be in place by 1 January 2020.

VRT relief is provided for less environmentally harmful 
vehicles i.e. Hybrid Vehicles, Plug-in Hybrid Vehicles, 
Electric Vehicles, and Electric Motorcycles. This relief cost 
€10.3m in 2017 and is estimated to cost €19m in 2018 as 
more such vehicles are bought. However, the TSG paper 
notes that there is emerging evidence that conventional 
hybrids emit substantially more CO2 under WLTP 
measures than under the NEDC system, and therefore this 
could undermine the environmental rationale for extending 
this relief to these particular hybrids.  

The TSG paper also suggests that in regards to the 
VRT rates, the best option in the short term is to make 
no alterations to the current system. This is due to the 
uncertainty created by the introduction of the WLTP. No 
costings for rate or other changes to VRT were provided in 
the TSG paper.

1 While not addressed in the TSG paper VRT is also levied on 
most other new vehicles – 94% of VRT revenue is raised from 
passenger cars.

Benefit-In-Kind on employer provided 
vehicles

Benefit-in-Kind (BIK) on cars received by an employee 
from an employer is taxable based on the original market 
value of the car and the number of kilometres driven 
annually. A review of the tax incentives surrounding 
vehicles has generated concerns that the BIK system may 
be incentivising additional driving and thus emissions.

BIK tax rates are determined by number of kilometres 
driven annually, and this rate is then applied to the original 
market value of the vehicle in question. The tax rate 
decreases the more kilometres are driven (and thus the tax 
payable as BIK). This is to avoid penalising those who use 
the vehicle mostly for business purposes but also creates 
substantial incentives to increase the kilometres driven to 
decrease the tax liability. See Table 3.

Business Kilometres Driven
From To Applicable Tax 

Rate
0 24,000 30%

24,001 32,000 24%
32,001 40,000 18%
40,001 48,000 12%

48,001+  6%

Table 3: Business kilometres driven and corresponding 
applicable tax rate to original market value of the vehicle

Source: TSG papers energy and environment 2018.

The paper suggests including VRT bands into the BIK 
tax rate calculation, to incentivise the uptake of electric 
and low emission vehicles among businesses. However, 
due to a lack of data surrounding BIK usage this option 
cannot be accurately costed. The TSG paper presents 
two illustrative examples. Option 1 varies the rates in 
Table 3 slightly depending on which VRT category a car 
falls within, with discounts for lower emission vehicles in 
VRT Band A, and increases the rate for VRT Bands B and 
above etc.  Option 2 would effectively increase the rates 
for all VRT bands except VRT Band A with higher VRT 
Bands attracting significantly higher rates. This option also 
includes increasing the rates for the higher kilometre users. 
Both options retain the stepped rate system based on the 
number of kilometres driven, which encourages additional 
driving and therefore emissions.

Disclaimer: This document has been prepared by the 
Parliamentary Budget Office (PBO) for use by the Members 
of the Houses of the Oireachtas and to aid them in their 
parliamentary duties. It is not intended to be comprehensive 
or definitive. The PBO may remove, vary or amend any 
information contained therein at any time without prior 
notice. The PBO accepts no responsibility for any references or 
links to, or the content of, any information maintained by third 
parties.
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Motor Tax

The TSG paper does not treat Motor Tax as an 
environmental tax despite €333.5 million (or 33%) 
in revenue from Motor Tax being based on the CO2 
emissions of passenger vehicles. This share of revenue will 
increase in the future and by 2020 on current trends will be 
over 50% of Motor Tax revenue.  None of the TSG papers 
address Motor Tax.

In 2017, Motor Tax raised €1.02 billion. However, this 
was down from €1.12 billion in 2015 despite an additional 
105,000 licenced vehicles (see Table 4). There are two 
main reasons for the fall in revenue (a) the rationalisation 
of Motor Tax for good vehicles in 2016 which costs 
approximately €40 million annually2 and (b) the change 
from July 2008 to base passenger vehicle Motor Tax on 
CO2 emissions. Over 2016 and 2017, 299,270 vehicles were 
no longer taxed under the pre-July 2008 system and this 
meant that almost €160 million less revenue was collected 
from these vehicles in 2017 compared to 2015 (Table  4). 
Over the same period a net additional 380,000 passenger 
vehicles were licenced under the post-2008 system with the 
revenue collected from all vehicles taxed under the system 
increasing by €91.4 million. Thus, despite the increase 
in passenger (and other) vehicles Motor Tax revenue is 
declining.

If the approximately 1.2 million passenger vehicles (end 
2017 figure), currently taxed under the CO2 based system, 
were taxed at the same rates as the pre-July 2008 passenger 
vehicles an additional €300 million in revenue could have 
been raised.3 On current trends the net effect is that 
Motor Tax revenue will fall approximately €40-€50 
million per year for a number of years as pre-July 
2008 passenger vehicle are retired. The main reason 
for this is that the average Motor Tax on a pre-July 2008 
passenger vehicle is twice the level of a post-July 2008 
vehicle.

Another issue is that as motor vehicles achieve better CO2 
standards, and customers adjust behaviour to account for 
the tax system (including VRT), the average tax per vehicle 
is falling. Between 2015 and 2017 the average tax under 
the CO2 based system fell by €18. While the new emission 
standards from 2020 onwards is likely to temporarily 
increase revenue from Motor Tax, in the medium to longer 
term revenue based on the CO2 system will eventually 
plateau and fall. 

The change to the CO2 based Motor Taxation system was 
meant to be revenue neutral. However, it is clear that this 
is not the case. It is likely that the change in the system 
encouraged the adoption of lower emitting vehicles thus 
achieving the environmental goal to some extent. However, 
as the overall average revenue per vehicle is much lower 
under the post-July 2008 system the policy is not revenue 
neutral. This is an example of how success in achieving 
the environmental goal can lead to reduced revenue if 
the policy is badly designed and given future changes 
to the VRT, Motor Tax and excise duty on fuel this is an 
important issue to be accounted for.

3 This is calculated by multiplying the number of vehicles in each 
CC class on 31/12/2017 by the Motor Tax rate for that class to 
get a simple estimate of the potential revenue in 2017 under the 
pre-2008 system. This estimate is approximately €636.8 million 
compared to €333.5 million actually raised through the CO2 
based system. The €636.8 million is likely an underestimate as 
Motor Tax can be paid at different intervals (i.e. 3 months or 6 
months) but at higher rates. This in general means that additional 
amounts are raised. It should also be noted that the number and 
composition of vehicles would likely be different if the pre-July 
2008 system had been in effect (i.e. fewer larger CC vehicles may 
have been purchased as the tax is higher on them).

2 See Budget 2016 - Summary of Budget Taxation Measures Policy 
Changes. 

2015 2017 Difference
Total passenger vehicles* 
Of which CO2 based licenced* 
Of Which CC based licenced*

1,985,130 
814,904 

1,170,226

2,066,112 
1,195,156 
870,956

80,982 
380,252 
-299,270

Total Motor Tax from passenger vehicles 
Of which CO2 based licenced 
Of Which CC based licenced

€921,620,706 
€242,041,218 
€679,579,488

€853,250,256 
€333,478,128 
€519,772,128

-€68,370,450 
€91,436,910 

-€159,807,360
Total Vehicles* 2,570,294 2,675,879 105,585
Total Motor Tax revenue €1,124,351,805 €1,021,442,924 -€102,908,881
Average Motor Tax per passenger vehicle** 
Average Motor Tax CO2 based licenced 
Average Motor Tax CC based licenced

€464 
€297 
€581

€413 
€279 
€597

-€51 
-€18 
+€16

Table 4: Selected vehicle and Motor Tax statistics

Source: PBO calculations based on DTTAS (2018) Irish Bulletin of Vehicle and Driver Statistics 2017 and Motor Tax figures from Response 
to PQ No. 500 of 23/01/2018. * No. of vehicles at end year. ** rounded to nearest euro.

Contact: PBO@Oireachtas.ie
Go to our webpage: www.Oireachtas.ie/PBO
Publication Date: 18 September 2018

http://www.budget.gov.ie/Budgets/2016/Documents/Summary of Budget 2016 Taxation Measures - Policy Changes.pdf
http://www.budget.gov.ie/Budgets/2016/Documents/Summary of Budget 2016 Taxation Measures - Policy Changes.pdf
http://www.dttas.ie/sites/default/files/publications/roads/english/irish-bulletin-vehicle-and-driver-statistics-2017/irish-bulletin-vehicle-and-driver-statistics-2017.pdf
https://www.oireachtas.ie/en/debates/question/2018-01-23/501/#pq_501
https://www.oireachtas.ie/en/debates/question/2018-01-23/501/#pq_501

