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Overview of Latvian excise duty system

Introduction

Excise duty is a tax on consumption that is being levied on certain goods that are produced or imported into country. The aim of the application of excise duty is to limit the use of goods, that are harmful for environment or for human health, and to rise up revenues for state budget by applying a consumption tax (in addition to VAT) on goods, that are not of first necessity and are not of primary importance for less well-off people.

Since the excise duty as a tax on consumption can have a serious impact on the competition among Member States in the common EU market, EU legislation lays down very strict principles for application of excise duty on three groups of goods, namely, oil products, alcoholic drinks and tobacco products. The harmonization of excise duty provisions includes setting minimum excise duty rates, harmonization of structure of goods, to which the duty is applicable, and harmonization of procedures for movement of excise goods and payment of tax.

Changes of Latvian excise duty system before and after the EU accession

Since the Treaty establishing European Community and Council Directives that are issued on its basis require for a harmonization of excise duty system within the EU, Latvia during the pre-accession period had to implement several changes in its legislation that would bring its legislation in conformity with the legislation of EU.

The reforms of excise duty system in Latvia could be divided in two phases. During the initial phase, which lasted from 1997 to 2000., the basic elements of EU excise tax system were gradually introduced, such as the guarantees, excise warehouses, the procedure of payment of tax, etc. During the second phase, which started in 2003, the whole legal framework for excise taxes was remade, particularly:

1) the five separate laws on excise taxes (for oil products, tobacco products, etc.) were merged into one “Law on Excise Duties”;

2) what was previously an excise tax on cars and motorcycles was separated and introduced as a new Tax on cars and motorcycles;

3) completely new set of regulations of Cabinet of Ministers was issued.

The probably most important changes were related to the excise duty rates. According to the EU Directives, countries are obliged to apply at least the minimum duty rates set in the Directives. In Latvia before the accession date, excise duty rates were significantly lower than the minimal rates set in the Directives. However, taking into account the Latvian economic situation, it was considered impossible to apply the excise duty rates set in the Directives. That is why Latvia asked and was given a transition periods for the introduction of minimal excise duty rates for oil products and tobacco products.

What relates to the tobacco products, Latvia, additionally, had to change its excise duty rate from the flat, fixed rate and introduce a new, combined (fixed + ad valorem) rate.

In regard of alcohol Latvian excise duty rates were already in conformity with the EU directives (actually, generally the rates were and still are above the EU minimal rates). In regard of beer, Latvia had to change its excise duty rate structure, moving from the previous structure, where there were several different duty rates for beer (falling within certain brackets of strength, measured by content of alcohol), to the system, where the duty rate is applied proportionally, depending on the content of alcohol in beer.

In addition to the goods that are traditionally levied with excise duty Latvia also applies the excise duty on non-alcoholic drinks and coffee. The excise taxation rules for those products were not harmonized, because the application of excise tax on those products is not required by EU Directives.

So, in total, in Latvia the excise duty is levied on following products:

1) oil products;

2) alcoholic drinks;

3) beer;

4) tobacco products;

5) non-alcoholic drinks;

6) coffee.

Latvia presently does not apply excise taxes on other energy products (coal, electricity, natural gas), but plans to introduce an excise duty on those products in the future (in line with the transition periods, that are provided in Council Directive 2003/96/EC).

Excise duty on oil products

The aim of the application of excise duty on oil products is to limit the consumption of oil products that are polluting the environment, and to increase the revenues of state budget.

According to the provisions of Council Directive 2003/96/EC (adopted in 27.10.2003.), from the 1st January 2004 new, higher minimum excise duty rates for oil products have come to force, and a tax on other energy products (coal, natural gas, electricity) was introduced. However, the Ministry of Finance has succeeded in convincing the EU institutions over the necessity to provide Latvia with transition periods for reaching the set minimum excise duty rates for energy products. Moreover, after discussions with European Commission and other Member States Latvia was the sole new Member State, that was allowed to apply from 1st of May 2004 new excise duty rates taking into account the EUR/LVL exchange rate from the December 2002 (not – from the 1st of 2003, that would be less favourable for Latvia), that let the Latvia to limit the initial duty increase and the resulting price shock.

It must be noted, though, that according to the Directive 2003/96/EC Member States, that have not introduced euro, must recalculate their national excise duty rates in local currency every year, to assure, that these rates are in line with EU requirements. The rates should be recalculated using the official euro exchange rate in the first working day of October, that is published in “Official Journal of European Community”, and this exchange rate is taken into account, comparing the conformity of national excise duty rates with the minimum excise duty rates in Directive at 1st January of next calendar year. Taking into account the abovementioned, Latvia recalculated and changed its excise duty rates at the end of 2004.

Taking into account, that the EUR/LVL exchange rate also fluctuated from 1st October 2004 (when the latest changes of exchange rate were fixed for excise duty purposes) to the 1st January 2005 (when the Latvian lat was pegged to euro), Latvia will have to recalculate national excise duty rates again, in the end of 2005.

At present Latvia applies one of the lowest excise duty rates on fuels in EU. For petrol Latvia is allowed to apply a transitional period until 2011, but for gas oil – until 2013.

In regard of heavy fuel oil Latvia has been provided with a transitional period until 1st January 2010 to apply excise duty on heavy fuel oil that is used for district heating purposes.

For energy products that presently are not applied with excise duty, namely, electricity, coal and coke, excise duty will be applied only from 1st January 2007. For natural gas the excise duty will have to be applied when the share of natural gas in the total energy consumption will reach 20%.

At present Law on Excise Duties contains provisions for different tax allowances and exemptions that are allowed by EU directives. For example, a reduced excise duty rate is applied for oil products, that are used for heating, that are supplied to ships or aircraft as well as for oil products, that are being used as a raw material (not as a motor or heating fuel). Farmers receive reimbursement for excise duty that is paid on gas oil used in agricultural works.

Excise duty on alcoholic drinks and beer

The aim of excise duty on alcoholic drinks is to limit the consumption of this good, due to its harmful effect on human health, as well as to rise revenues in state budget.

Present Latvian excise duty rates on alcoholic drinks and beer are in line with the level set in the EU Directives. It is not necessary to increase the present level of excise duty rates on alcohol, and it would not be desirable, to avoid exceeding the excise duty level in neighbouring Baltic countries that could lead to undesirable effects like higher smuggling of alcohol and a decrease of excise duty revenues.

The exemptions from excise duty for alcohol are also in conformity with EU legislation. For example, the exemption applies to ethyl alcohol that is used in production of foodstuff (including chocolate sweets), to denatured ethyl alcohol, alcohol, that is used in production of cosmetics or for medical purposes, etc.

Excise duty on tobacco products

The aim of excise duty on tobacco products is to limit the consumption of this good, due to its harmful effect on human health, as well as to bring revenue in state budget.

In the Act of Accession Latvia has been provided with a transition period until 31st December 2009 to apply the minimum excise duty rates on cigarettes, that are set in Council Directives. Latvia requested the transition period, because the immediate implementation of EU minimum duty rate on cigarettes would require multiplying the present excise duty rates that in turn would dramatically increase the price of cigarettes bringing them to unaffordable highs, that, in turn, could lead to increasing smuggling of cigarettes. A sharp increase of excise duty rates would not bring additional revenues in state budget, but absolutely opposite, - decrease them.

Starting from 1st July 2003 Latvia has introduced a combined excise duty rate on cigarettes (fixed + ad valorem) that is required by EU Directives. In line with the schedule, that is already set in the Law on Excise Duties, excise duty rate on cigarettes will be gradually increased to reach the EU minimum level (57% of most popular price cigarettes and no less than EUR 64 per 1000 cigarettes) by 2010.

Excise duty on other goods

As mentioned earlier, in addition to “traditional” excise goods Latvia applies excise duty on coffee and non-alcoholic drinks. Although the rules for application of excise tax on these goods are similar to application of excise duty on alcoholic drinks, oil products and tobacco products, certain rules differ, for there is no requirement and legal basis for harmonization of tax provisions on these goods. For example, since a majority of other Member States do not apply duty on these goods, there is no requirement (and purpose) to use administrative accompanying document or AAD.

Planned medium term policy changes

What regards the planned medium term policy changes for Latvian excise duty system, the greatest challenges will be related to the need to increase the excise duty rates for oil products and tobacco. The Law on Excise Duties already sets the steps for a further, yearly increase of excise duty rates on cigarettes. What regards the necessary increase of excise duty on energy products, the yearly targets of duty rate increase (or introduction) remain to be decided upon (according to Council Directive 2004/74/EEC, for some oil products Latvia has been given a transition period up to 2013).

	Product
	on 01.01.2005.
	on 01.01.2006.

	 
	 
	 

	Alcoholic Bevereages:
	 
	 

	Wine, per 100 litres
	30
	30

	Fermented products, per 100 liters
	30
	30

	Intermediate products, per 100 liters (depending on alcohol content):
	 
	 

	not exceeding 15 percent
	42
	42

	from 15 to 22 percent
	70
	70

	other alcoholic beverages (ethyl alcohol)
	550
	630

	 
	 
	 

	Beer, per hectolitre/degree of alcohol of finished product*
	1,22
	1,3

	Beer, per hectolitre/degree of alcohol of finished product**
	 
	0,65

	 
	 
	 

	Mineral oils:
	 
	 

	Unleaded petroleum, per 1000 litres
	192
	192

	Leaded petroleum, per 1000 litres
	281
	281

	Gas oil, per 1000 litres
	164
	164

	Kerosene, per 1000 litres
	164
	164

	Liquid petroleum gases (LPG), per 1000 kg
	83
	83

	Heavy fuel oil, per 1000 kg
	10
	10

	Marked oil products for heating purposes, per 1000 litres
	14
	14

	Petroleum with biofuel, per 1000 litres
	182
	182

	Gas oil with biofuel
	 
	 

	from 5 to 30 percent, per 1000 litres
	155
	155

	from 30 to 99 percent, per 1000 litres
	114
	114

	100 percent, per 1000 litres
	0
	0

	LPG for heating purposes, per 1000 kg
	0
	0

	 
	 
	 

	Tobacco products:
	 
	 

	Fine cut smoking tobacco, per 1000 grams
	21
	21

	Other smoking tobacco, per 1000 grams
	13
	14

	Cigars and cigarillos
	11
	11

	Cigarettes
	 
	 

	specific tax, per 1000 items
	6,9
	7,6

	+ad valorem, %
	10,5
	14,8

	 
	 
	 

	Coffee, per 100 kg
	50
	50

	Non-alcoholic drinks, per 100 litres
	2
	2

	 
	 
	 

	*- no less than 2 LVL per 100 litres of beer
	 
	 

	**- for first 10 000 hl per year for small brewerries 
(no less than 2 LVL per 100 litres of beer) 
	 
	 


Latvian excise duty rates
	Preliminary schedule of excise duty on cigarettes in Latvia

	
	
	

	
	Specific duty per 1000 cigarettes (in Latvian lats)
	+ % of MRSP*

	 From 01/01/2006
	7,6
	14,8

	01/01/2007
	8,4
	19,2

	01/01/2008
	9,3
	23,5

	01/01/2009
	10,5
	27,9

	01/01/2010
	17,8
	32,2

	
	
	

	*MRSP - maximum retail sales price
	
	

	
	


Transitional periods in Latvia for application of excise duty for energy products and electricity, euro

(in brackets – in lats taking into account the ECB exchange rate of 01.10.2004., EUR/LVL = 0,6675)
	
	from 01.05.2004.
	from 01.01.2007.
	from 01.01.2008.
	from 01.01.2010.
	from 01.01.2011.
	from 01.01.2013.

	Motor fuels*:

	Unleaded petrol (euro per 1000 l)
	287 (192)
	323 (216)
	359  (240)

	Leaded petrol (euro per 1000 l)
	421 (281)

	Gas oil (euro per 1000 l)
	245 (164)
	274 (183)
	302 (202)
	330 (220)

	Kerosene (euro per 1000 l)
	245 (164)
	274 (183)
	302 (202)
	330 (220)

	Liquefied petroleum gas (euro per 1000 kg)
	125 (83)

	Natural gas (euro per gigajoule gross calorific value)**
	0 (0)

	Energy products, that are used for heating, and electricity:

	Gas oil (euro per 1000 l)
	21 (14)

	Heavy fuel oil (euro per 1000 kg)
	15 (10)

	Heavy fuel oil for district heating (euro per 1000 kg)
	0 (0)
	15 (10)

	Kerosene (euro per 1000 l)
	0 (0)

	Liquefied petroleum gas (euro per 100 kg)
	0 (0)

	Natural gas (euro per gigajoule gross calorific value)**
	

	for business use
	0 (0)

	for non-business use***
	0 (0)

	Coal and coke (euro per gigajoule gross calorific value)
	

	for business use
	0 (0)
	0,075 (0,050)
	0,15 (0,10)

	for non-business use
	0 (0)
	0,15 (0,10)
	0,3 (0,2)

	Electricity (euro per MWh)

	for business use
	0 (0)
	0,25 (0,17)
	0,5 (0,33)

	for non-business use
	0 (0)
	0,5 (0,33)
	1,0 (0,67)


* Latvia has been granted a right to exempt from excise duty energy products and electricity that is used for local public transportation. European Commission by 31st December 2006 will review the necessity for application of this exemption.

** Latvia will have to levy natural gas with excise duty, when the share of natural gas in the final energy consumption will reach 20%. If the share of natural gas in the final energy consumption is 20% to 25%, the amount of excise duty is not defined (although the duty rates must be positive). Until 2014 or after the share of natural gas in the final energy consumption reaches 25% (whichever condition fulfills first), the minimum EU excise duty rate must be applied – 0,15 euro per gigajoule gross calorific value for non-business use and 0,3 euro per gigajoule gross calorific value for business use.

***- for use by private individuals, for example
