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The changes to the law on the min-
eral oil tax which contained new tax
incentives for biofuels came into effect
in January 2004. The new rules trig-
gered a wave of investment in the bio-
diesel industry so that, by the end of
2005, an additional 740,000 tonnes of
production capacity will have come
online bringing the total to around 2
mln tonnes. Further industrial-scale
faciliti es are either being built or in the
concrete planning stage with the result
that total capacity by the end of 2006,
or 2007 at the latest, could rise to ap-
proximately 3 mln tonnes a year. If all
the plants currently being constructed
or in the planning stage were to be
built by 2006/07, the share of biodiesel
in the conventional diesel market
would reach as much as 9%. Taking
account of current German fuel ethanol
production capacity of around 500,000
tonnes, the overall market share of
biofuels could reach 5.75% by the end
of 2006, four years ahead of the time-
table laid down in the European Un-
ion’s (EU) Biofuel Directive. These
figures confirm that Germany is the
leading producer and user of biodiesel
in the EU by a large margin.

                                                       
* Consultant, Union zur Förderung von
Öl- und Proteinpflanzen e.V. (UFOP)
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Biodiesel sales in 2005 are forecast to
rise to between 400,000 and 500,000
tonnes to reach a total 1.5 mln tonnes,
a new record.

The distribution of biodiesel in Ger-
many is via three channels:

• blending with conventional diesel
EN 590 (up to a maximum of 5%)

• sales to captive fleets
• sales of B-100 (pure biodiesel)

through 1,900 gasoline stations
with dedicated pumps.

It is impossible to determine the exact
split between the various channels due
to the lack of statistical data. However,
it is estimated that the mineral oil
industry will use a total of 500,000
tonnes of biodiesel for blending in
2005. Of the 1,900 gasoline stations
offering pure biodiesel (B-100), around
1,400 are taking part in the Qualit y
Assurance System of the Arbeitsge-
meinschaft Qualitätsmanagement Bio-
diesel e.V. (AGQM). In 2004, the
AGQM performed an analysis of bio-
diesel sales differentiating between
passenger vehicles and commercial
vehicles. According to this survey, total
biodiesel sales in 2004 were up
100,000 tonnes at 420,000 tonnes, a
rise of 32% year-on-year. Federal states
with a particularly high sales volume
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through dedicated pumps were
Bavaria, Nordrhein-Westfalia, Baden-
Württemberg and Lower Saxony. The
increase in sales was primaril y the
result of take up by new customers in
the transport business (40% of total
sales).

2YHUFRPSHQVDWLRQ

Given the rapid increase in capacity,
the risks associated with a possible
change in the current beneficial tax
regime have to be analysed. The pres-
ent tax incentives are due to expire by
the end of 2009. However, there is the
option for them to be extended for a
maximum of a further six years. In
addition, these incentives have to be
reviewed annually in order to establi sh
whether or not there is overcompensa-
tion. Under this rule, the incentives
must not be more than the additional
costs of the production of biofuels
compared with conventional fuels.
Investors in the sector have to be aware
of this risk because the
‘overcompensation rule’ can result in a
situation where the advantages of
cheaper feedstocks supplies can be
completely eaten up by higher tax
payments. This dilemma can only be
avoided if the biofuel industry primar-
ily processes domestic feedstocks.

At end of June 2005, the Finance
Ministry sent its first report on the
issue of overcompensation to the Ger-
man Bundestag. The report only cov-
ered biodiesel because the quantities of
bioethanol being used were too small .
However, given the rising importance
of biofuels on the market, it may well
be that the next report, due on March
31, 2006, will also investigate this

question as it relates to bioethanol and
rapeseed oil fuel.

The basis for this review process is a
comparison between the average ex-
works prices for conventional die-
sel/biodiesel and the costs of produc-
tion. For the year 2005, the German
government has calculated the over-
compensation for B-100 at 5 euro cents
a lit re and for biodiesel in blends at 10
cents per litre.

Partial taxation at this time has been
rejected as a solution for a number of
reasons.

1. The production of biofuels from
domestic feedstocks contributes to
a lower dependence on imports
and lower emissions of green-
house gases.

2. The increase in the area under
rapeseed reduces surplus produc-
tion in grains and helps to lower
grain intervention stocks.

3. Partial taxation would boost costs
for biodiesel manufacturers and

would result in higher producer
prices, which could lead to a
higher incorporation of imported
vegetable oil s. In turn, this would
undermine efforts at reducing de-
pendency on imports and at creat-
ing alternative outlets for the agri-
cultural sector.

4. The biodiesel industry is a very
young sector which faces enor-
mous challenges in both the feed-
stock market and the fuel market
where it sell s its end products.
The producers have to invest
heavily in research and develop-
ment in order to be able to sell
biodiesel in its pure form. The
sale of B-100 in particular offers
the opportunity to pass on the cost
savings made possible by the
beneficial tax regime to the final
customer. The current price dif-
ferential between biodiesel and
conventional diesel is proof of
that. Rising sales of B-100 will
also help to raise the profile and
the acceptance of biodiesel in gen-
eral.

5. For many independent fuel retail -
ers, biodiesel has become an im-
portant alternative source of in-
come in the fiercely competiti ve
fuel market.

6. Only the marketing of B-100 of-
fers the opportunity to run feed-
stock-related advertising cam-
paigns which help raise the envi-
ronmental awareness of consum-
ers.
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Given the fact that production ca-
pacities for both biodiesel and bioetha-
nol are rising rapidly, there is a grow-
ing need to discuss future fiscal poli -
cies and strategies. This debate is be-
coming even more urgent as there are
rising imports from third countries
such as Brazil , the US or Malaysia of
either finished products or feedstocks
for the production of biofuels. Such
developments are placing the national
tax rules for biofuels under increasing
scrutiny.

At a Community level, the volume
target laid down in the EU Biofuels
Directive is not binding. Therefore, the
politi cal will t o boost biofuel usage is
being reflected in national tax laws. In
addition to the differing reduced excise
regimes, there are also disparities be-
tween member states regarding the
blending targets for 2005, which the
national governments have reported to
the EU Commission. Since much is left
to the discretion of the governments of
the member states, there is a wide
range of poli cies in the individual
countries. A common market for
biofuels does not exist; there must
therefore be concern that the finance
ministers of the member states will
focus primaril y on the harmonisation
of the various legal frameworks.

Diverging tax poli cies have resulted
in higher biodiesel imports into Ger-
many and, as a result, some qualit y
problems. The Union zur Förderung
von Öl- und Proteinpflanzen (UFOP)

and the Deutscher Bauernverband
(DBV ) are therefore recommending
that biodiesel purchases be made solely
from members of the Working Group
on Qualit y Management Biodiesel
(AGQM). In the event of engine dam-
age due to faulty products, the one
necessary prerequisite for fili ng claims
is traceability.

1HHG�IRU�DFWLRQ���:72

It has been necessary to li st biofuels
as a sensiti ve product in the WTO
negotiations and the MERCOSUR
talks in relation to import quotas for
fuel ethanol have highlighted the need
for action. Fuel ethanol is being im-
ported duty-free from countries which
are not party to the preferential trade
agreements via third countries and
through “carousel” trades. The direc-
tive on energy taxes already provides
for a differentiation of incentives on
the basis of the feedstocks use. The
General Directorate "Tax" which the
EU Commission is already proposing
calls for the introduction of a basic
level of tax reductions coupled with
additional incentives depending on
which feedstocks are being used for the
manufacturer of the biofuels.

The effects of this proposal would be
basicall y positi ve because it would help
achieve all the targets associated with
the market introduction of biofuels
(such as the minimisation of import
dependence, reduction of greenhouse
gases and creation of alternative outlets
for agriculture) at the same time. Im-
ports from third countries, no matter

whether in the form of biofuels or
feedstocks for production, would un-
dermine at least some of these targets.

1HHG�IRU�DFWLRQ�DW�QDWLRQDO
OHYHO

The board of the German Farmers’
Union has asked the Federal Govern-
ment for a permanent exemption from
the mineral oil tax for both the agricul-
tural and public transport use of bio-
diesel and rape oil fuel. After all , it
would be absurd if German farmers
had to pay a higher mineral oil tax for
biofuels than their competitors pay for
their purchases of conventional diesel.
Public transport plays an important
role in the promotion of biofuels as it
offers an alternative for mobilit y, par-
ticularly in times of rising fuel prices.

%LRIXHO�SURGXFWLRQ�LQ
*HUPDQ\�DW�WKH�FURVVURDGV"

The announcement by the ‘Grand
Coaliti on’ of the replacement of the tax
exemption for biofuels by mandatory
blending targets sent shock waves
through the entire biofuel sector in-
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cluding agriculture, the oil producers
and biodiesel manufacturers and trad-
ers. However, very shortly after the
publication of the agreement setting up
the Coaliti on, the vice president of the
German Farmers’ Union and member
of the budget commission of the Ger-
man Bundestag, Norbert Schindler,
was able at least partly to allay these
fears by pointing out that the new pol-
icy would only apply to biofuels in
blends. Nevertheless, the debate on this
topic between the coaliti on partners is
clearly not yet over. It is obvious that
the Federal Government has to make
deep cuts in its budget and therefore
tax incentives for various sectors, in-
cluding biofuels, have to be reduced.
The discussion of where the axe should
fall i s currently in full swing and as
yet, the biofuel sector cannot be given a
final ‘all-clear’.

UFOP is therefore recommending
that no further investments be made in
biodiesel in Germany given that ca-
pacity will rise to over 3 mln tonnes of
biodiesel in 2007 with bioethanol con-
tributing another 500,000 tonnes. On
the basis of a full tax exemption, these
quantities would be equivalent to a
gross tax revenue loss to the Federal
Government of over EUR2 bln. Given
the precarious state of the federal
budget, this is an untenable situation.
Under the Federal Government‘s con-
solidation programme, biofuels are
seen helping to reduce the budget
deficit in the years 2007 and 2008 to
the tune of at least EUR1.7-1.8 bln.

The introduction of a biofuel mandate
is an important politi cal signal which
underlines the fact that the strategic
direction of energy supply in the fuel
sector cannot be left solely to the min-
eral oil industry.

This poli cy provides agriculture with
the opportunity to produce renewable,
value-added feedstocks for biofuel
producers. However, as a study by the

IFO Institute (www.ufop.de) has
shown, the tax incentives and the fi-
nancial loss to state coffers are being
substantiall y compensated for, some-
thing which the Federal Government is
not taking into account. This compen-
sation effect is not a factor in the case
of imported biofuels or imported feed-
stocks used for biofuel production. On
the contrary, there is the risk that na-
tional incentives may result in a con-
siderable distortion of competition with
negative consequences for the envi-
ronment and society.

The following proposals are currently
being discussed:

1. Introduction of a biofuel mandate
without tax incentives for ‘green
fuels’ at the refinery stage i.e. the
mineral oil i ndustry, in line with
the volume targets of the EU
Biofuel Directive.

2. Revision of the tax incentives for
biofuels in accordance with the
rules relating to
"overcompensation".

3. Introduction of a minimum tax
rate which could offset revenue
losses from the mineral oil tax and
could calm markets particularly in
respect of biofuel imports. Con-
versely, the introduction of a na-
tional minimum tax rate would re-
sult in a "harmonisation" of the
tax incentives at Community
level. The expectation is that the
export of biofuels to other member
states may become an interesting
alternative, particularly given the
substantial growth in Germany’s
biodiesel capacity.

4. Introduction of a permanent tax
incentive for agriculture to com-
pensate for rising fuel prices and
to alleviate the competiti ve disad-
vantages with regard to the tax
rates for conventional diesel ap-
plied in other member states.

5. In order to create a level playing
field, biofuels producers have to
report feedstocks and quantities
used. On the basis of the different
feedstocks and their prices, the
level of overcompensation is
worked out. The calculation is
therefore based on the feedstocks
actually utili sed and their values.
The prices used in the first report
on overcompensation for the Fed-
eral Government will result in
distortions in the case of mixed
feedstock usage. This will be to
the detriment of those companies
which exclusively use rapeseed oil
as a raw material. The additional
costs of administering the scheme
are considered relatively minor.
Imports may be treated in the
same way and, in the case of bio-
diesel, this can easil y be done us-
ing the composition of fatty acids.

The result is that feedstock-related
distortions can be avoided. (NB: The
US Energy Bill states that the tax in-
centive for biodiesel produced from
waste cooking oil i s only half the rate
of biodiesel produced from virgin soya-
bean oil).

In addition, the continued calculation
of overcompensation on the basis of
more expensive rapeseed oil cannot be
justified when, in fact, a rising share of
the feedstock market is being taken by
cheap vegetable oil imports.

Fixing the overcompensation level
has to be done very carefull y, because
fuel markets are highly volatile. In the
event of falli ng fossil fuel prices, par-
tial taxation (as a result of the over-
compensation revision) may make the
use of biofuels in blends or in their
pure form uneconomic. Mandatory
blending as well as the continuing
usage of biodiesel as a pure fuel in
agriculture provide a safety net for
national and EU biofuel production.


