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Abstract:

Administrative costs of environmental taxes are a more and more discussed topic.
These costs should be understood as part of the tax entity, so by the tax
administrator. The aim of this thesis is to evaluate the administrative costs of
environmental taxes in the Czech Republic from the perspective of the tax
administrator. These costs are analyzed by customs offices, Ministry of Finance,
General Directorate. In the Czech Republic there are no statistics to this problem,
that before was for research interviewing form. In this paper there excise taxes and
environmental taxes are compared with an emphasis on administrative costs of these
taxes. The effectiveness of both taxes are compared. The effectiveness of
environmental taxes is not as high as the effectiveness of excise taxes.
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1 Introduction

The Czech Republic’s accession to the European Union entailed a lot of changes.
One of them was the binding adoption of Directive 2003/96/EC. The Czech
Republic was granted an exemption by the European Union and the introduction
of environmental taxes was thus postponed until 2008. Siroky (2008) in his book
Tax theory with practical application points to the first environmental taxes in the
Czech Republic. He describes taxes on electrical sources of radiation, mineral oils,
coal and motor vehicles. Pigou (1928) was the first man, who described
environmental taxes. He describes the problem with negative externalities. Dracea,
Calugaru, and Cristea (2008) studied the establishing of an optimal tax level which
has an effect of decreasing the overall cost of a negative externality. Their
conclusion is: The environmental taxes should be introduced over the externalities
source (report directly over emissions or environmental services).

The rate of environmental taxes was named by Pigou - pigovian rate. Bovenberg
and Goulder (2002) found the optimal level of environmental taxes. They compare
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optimal taxation with the pigovian rate and conclude that the optimal tax should be
lower.

The introduction of environmental taxes brought about a variety of concerns. The
largest one was the fear of a loss of competitiveness at the level of individual
states and an international comparison (Ekins 2007, Andersen 2007). Based on the
ex post analysis of the introduction of environmental taxes, assessed by
Zimmermannova and Mensik (2013), that the introduction of environmental taxes
had no major impact on competitiveness reduction. Ex post analysis is dealt with
also by Jilkova, Vitek, Pavel, Slavik (2006), who focus on the administrative and
induced costs of the charges collected for environmental protection in the Czech
Republic.

Ex ante analysis of environmental taxes in the Czech Republic was dealt with by
Sauer and Vojacek (2009). They point out that the private sector does not perceive
that because of the introduction of environmental taxes there is a reduction in
income tax. This is one of the indicated positives of the introduction of
environmental taxes, referred to as the theory of double benefit, double dividend.
This is discussed, for example, by Szomolanyiova (2002). Theory of double
dividend, described by Patuelli, Nijkamp and Pels (2005), who analyze
environmental tax reform. They use meta-analytical synthesis. The conclusion is
that their analysis confirms positive effect of tax policy when employment is used
(the case theory of double dividend). On other side, Mongersten (1996), describes
in a paper, that environmental tax does not always yield a double dividend in the
additional sources of government revenue. Still, Mongersten points out that taxes
are less costly than other measures to reduce environmental pollution.

The administrative costs of taxation are understood by the general public as the
costs borne by the public sector. These are the costs associated with tax collection.
Kubatova (2010) includes in this group all costs associated with collection and
control activities and the costs related to the acquisition of information. Thus the
defined costs are referred to as direct costs. On the other hand, there are indirect
costs, also known as induced costs. These costs are borne by the private sector.
These taxes are discussed in a paper by Pavel and Vitek (2010). In their analysis
they have pointed out that the Czech Republic does not differ much from the
results of foreign entities.  Hruska, Dvorakova (2012) investigated the
informational and motivational role of the state in relation to businesses. They
concluded that the information services were insufficient and did not facilitate the
activities of the businesses. Environmental costs in the businesses are analyzed by
Zimmermanova (2011), Carrera and lanuzzi (1998) and Rogers and Kristof
(2003).
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This paper deals with the effectiveness of environmental taxes according to the
analysis of effectiveness on the part of the direct administrative costs. The aim is
to identify and evaluate the effectiveness of the management of environmental
taxes. Before the introduction of environmental taxes, a number of ex ante
analyses took place.

2 Administrative Costs of Environmental Taxes

The method of simple calculation of the administrative costs associated with the
collection, control, administration, but also with legislation and law-making was
used to determine the administrative burden of environmental taxes on the part of
the tax administrator. Analyzing administrative costs are very complicated. Offices
and firms find it very difficult to calculate these costs. The optimal distribution
administrative costs of an emissions tax is describe Stranlud and Chavez (2013).
They say that political facet is very important factor, which exert influence over
administrative costs. In this paper there are direct administrative costs used as
wages of the relevant workers (legislative cost, cost of state administration, costs
of tax administration). This paper does not consider the costs associated with
statistical office, the judiciary services, etc. Operating costs of environmental taxes
for these staffers are low and the offices are not able to quantify and separate them
from others activities in the offices. So these costs are not comprised in this paper.
Excise taxes are used from customs offices. There are taxes on tobacco, mineral
oils, spirits, beer and wine.

The management of environmental taxes is dealt with in the Czech Republic by
the customs administration authority. Legislation and law-making fall under the
authority of the Ministry of Finance and the General Directorate of Customs. Part
of the analysis was thus questioning® the customs offices of the particular regions?,
the Ministry of Finance and the General Directorate of Customs. The essence was
to determine to what extent they are burdened by the administration associated
with the collection and legislation of environmental taxes. For the purposes of
assessment, the full-time equivalent employee (FTE) method was used. The wage,
including social security and health insurance contributions, was selected as the
main cost.

The Czech Republic has 14 regions, but 15 customs offices. In reply to the
questions about environmental taxes and all the monitored administrative costs the
Ruzyné customs office stated that it had not registered any entity subject to

Yotis necessary to allow for some distortions due to the fact that the administration is often

intermingled with multiple taxes. Separate records of the administrative costs of environmental
tax do not exist.

Pursuant to Act No. 106/1999 Coll., regarding the provision of information.
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environmental taxes. This office is engaged primarily in Vaclav Havel airport. All
the collection is thus provided by the customs office Prague.

The customs offices for individual regions differ considerably in their costs of
administration of environmental taxes. The administrative costs of the collection
of environmental taxes are shown in Figure 1. The data are for the year 2016 and
for all the customs office branches except the customs office Ruzyné. The
difference between the individual regions is determined by the amount of salary in
a given area and the number of workers who take care of this agenda. The greatest
number of FTEs engaged in environmental taxes was in the customs offices in
Zlin and Prague.

Fig. 1 Administrative costs in the regions (in mil. CZK)
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Source: Own processing (interview form).

2.1 Environmental taxes and excise taxes

The revenues of environmental and excise taxes are shown in Figure 2. The
revenues of excise taxes for the year 2016 are not yet available (specifically, the
tax on tobacco products), therefore only the years 2013-2015 are compared. The
revenues of excise taxes during the reviewed years are still growing. In
comparison with the revenues from environmental taxes, the excise taxes are up to
92% higher. The reason is the greater scope of the taxable object and a higher tax
burden. The data is used from the report from the customs office.
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Fig. 2 The revenues of environmental and excise taxes
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Source: Own processing (report on the activities of the customs office in these years).

The effectiveness of the administrative costs of the collection of environmental
taxes (level of customs offices) is determined by the Equations

TC
AC = —*100+
TR (1)

Where AC is total costs per tax income percentage; TC means total administrative
costs; TR is used for tax revenues (collection in cash terms).

Three years 2013-2015 were selected to determine the effectiveness. This range
was chosen because it is very hard for the customs offices of the individual regions
to estimate the earlier years. For the year 2016, not all the necessary data is
available to determine the administrative burden of excise taxes and the income
from tobacco products. The effectiveness was investigated for both the
environmental taxes and the excise taxes of the customs office. The result is
shown in Table 1.
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Tab. 1 Percentages of effectiveness of Environmental and excise taxes in the
years 2013 - 2015

2013 2014 2015
Environmental taxes 0,84 0,94 0,97
Excise taxes 0,17 0,15 0,15

Source: Own processing (interview form).

In comparison with excise taxes and their administrative demands, it is clear that
the administrative burden of environmental taxes is greater. The main reason is the
lower collection of environmental taxes in the reviewed years. Excise taxes have a
broader object of tax and a greater tax burden than environmental taxes.

2.2 Other administrative costs

Other costs associated with environmental taxes are the costs of the Ministry of
Finance and the General Directorate. These costs are associated with legislation
and law-making®. The costs specified based on questioning are shown in Table 2.
The total costs are determined by the FTE quantity engaged in the administrative
costs of environmental taxes and the wages they receive. The costs are highest in
2013. This was due to the more demanding agenda. The FTE amount was 0.75.
Then, in subsequent years, only 0.25. The salary assessment is determined by class
14 tariff.

The General Directorate is responsible for the relevant customs offices. The
number of FTES engaged in the costs related to legislation in 2013-2015 is 0.25.
The tariff class corresponding to these employees is 8.

The effectiveness of administrative costs in the form of legislative amendments is
shown in Figure 3 and in Figure 4. The Figure 3 shows a comparison of the
administrative costs from the perspective of legislation of the Ministry of Finance.
Here it is clear that environmental taxes are again far less effective than excise
taxes. The reason is the involved FTE quantity and wages including social and
health insurance. The legislative regulation of environmental taxes is very small
since 2008 (introduction).

® Because of the questioning conducted at the turn of the year 2016/2017, no data were available

for the year 2016; they will be prepared only for the closing of the year 2016.
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Fig. 3 The effectiveness of the Ministery of finance
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Source: Own processing (interview form).

The Figure 4 shows these administrative costs of the General Directorate of
Customs for environmental and excise taxes. In this case, the effectiveness of
environmental taxes is higher than the effectiveness of excise taxes. This is mainly
influenced by the amount of the costs associated with excise taxes within the
customs procedure. The General Directorate’s costs of environmental taxes are
almost zero. These taxes are patronized legislatively mainly by the Ministry of
Finance.

Fig. 4 The effectiveness of General Directorate of Customs

0,010%
0,008%
0,006%
0,004% - |
0,002% - |
0,000% ; ; .

2013 2014 2015

W excise taxes environmental taxes

Source: Own processing (interview form).
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Tab. 2 Administrative costs (CZK) of Ministery of Finance and General
directorate of Costums in the years 2013 - 2015

2013 2014 2015
Ministry of Finance 369 960 169 845 128 460
General Directorate of Customs 139 308 95 369 146 196

Source: Own processing (interview form).
2.3 The effectiveness of collection, control, management and legislation

The following Figure shows a comparison of the effectiveness of environmental
taxes with the effectiveness of taxes on consumption for the reference years 2013-
2015. The costs include not only the cost of the collection, control and
management of taxes, but also the cost of the legislation associated with these
taxes. Accordingly, these are the cost of the customs offices, the Ministry of
Finance and the General Directorate of Customs. The effectiveness of
environmental taxes is significantly lower than the effectiveness of taxes on
consumption. The reason is the minimum economies of scale and the very low
collection. Environmental taxes fall under small taxes and must be assessed also in
terms of their utility. It is also necessary to create an analysis on the part of
taxpayers.

Fig. 5 Comparison of the effectiveness
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Source: Own processing (interview form).
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3 Conclusion

The administrative costs of environmental taxes should be seen from two sides.
These are direct and indirect administrative costs. Direct costs are costs associated
with managing and collecting environmental taxes, and indirect taxes are taxes
that are borne by taxpayers. The paper deals with the direct costs, specifically the
costs of customs administrations.

The effectiveness of environmental taxes is not as high as the effectiveness of
taxes on consumption. The main reason is the relatively low collection in
comparison with the count of employees in the individual customs offices in the
Czech Republic. Another reason is the low economies of scale. The greatest
economies of scale would be with one big tax, which, however, is not acceptable
and effective.

A solution to increase the effectiveness of environmental taxes could be the
inclusion of environmental taxes into taxes on consumption. This could lead to a
decrease in administrative demands that are placed on the environmental costs. On
the other hand, environmental taxes are small taxes, in which high collection
cannot be expected. Thus, in comparison with the administrative costs, it can be
expected that the effectiveness will be lower. For a complete analysis and
assessment of whether it is appropriate to incorporate environmental taxes under
the excise taxes, it is necessary to make an analysis on the part of the relevant
entities. Here it can be expected that the administrative demands will not be so
high. Environmental taxes are taxes that are not complicated and the system of
their collection is relatively easy, so it can be expected that a smaller quantity of
FTEs will be involved on the part of taxpayers.

Evans in his paper Studying the Studies: An overview of recent research into
taxation evaluates the administrative costs of taxes very low. Very rarely
administrative costs exceed 1% of tax revenues. Standford (1989) evaluate
administrative costs as a percentage of tax revenue. He researches individual types
of taxes. The values are between 0.12 % and 1.53 %. He points out administrative
costs of excise taxes. They are not as expensive as the administrative costs of
income taxes. OECD studies (1988) note that income taxes and VAT are more
expensive excise taxes.

Smulders and Vollenberg evaluate carbon excise as a new tax. They assess
administrative cost of these taxes and results show that administrative costs are not
so high, because administrative costs belong to administrative costs of energy
taxes.

The values of administrative costs are described by Pavel and Vitek (2012). The
reason for a not so high value of administrative cost environmental taxes is — in
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the case of energy and mineral oil taxes based on the principles of excise duties
(small number of taxpayers, tax base oriented on market transaction, relatively
simple construction of tax base).

Fullerton (1996), among other things, assesses administrative costs from the point
of view of the state and the tax entity. He assesses that the administrative costs of
the US government are not so high; costs are shifted to businesses.
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