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Introduction 
 
The Road Haulage Association (RHA) is the primary trade association representing 
the interests of the hire-or-reward sector of the Scottish road freight transport 
industry.  
 
The Association comprises 10,000 member companies with operating centres across 
the United Kingdom with approximately 1,000 in Scotland.  Members range from 
single vehicle owner-drivers right through to multi-national fleet operators.    
 
As well as lobbying government bodies and the authorities on behalf of the 
membership, a major part of the association’s remit is to ensure that the road freight 
sector has the knowledge and ability to operate in a safe, legal, efficient and 
environmentally aware manner.  
 
The Scottish road freight transport sector has always been highly competitive and 
accounts for approximately 10% of the UK Operators licence holders with similar 
bandings, for example, 54% operate one vehicle, 94% operate less than ten vehicles. 
Furthermore, profit margins within the sector are usually only between 2% to 3%.  
However, even this level of profitability is being eroded due to many factors that are 
outside the control of the individual operators. 
 
Fuel Costs   
 
The road freight sector is obviously affected by any fluctuation in the price of fuel, as 
this commodity makes up around one-third of overall operating costs for a typical 
operator. Over the last two years the purchase price of road fuel across Europe has 
increased dramatically. In fact, since January 2005 the cost of fuel purchased within 
Scotland has risen by 20%. It is acknowledged that this concerted increase has had 
a detrimental effect on trade right across the globe and not just in this country. 
 
However, every road freight haulier based within Scotland has been additionally 
affected because of the long term government policy regarding the tax levels set in 
Westminster. Within the UK every litre of Ultra Low Sulphur Diesel (ULSD), which is 
the standard type of fuel used by the majority of commercial goods vehicle operators 
based in Scotland, has a 47.10 pence fuel duty levy added on to the purchase price, 
plus a further 17.5% Value Added Tax imposed (which for most hauliers can be 
claimed back).  Therefore, every purchaser of fuel from within Scotland is paying at 
least 60% in tax to the UK Treasury. 
 
The high level of fuel duty imposed by the UK government, compared with every 
other European member state, is a major component in the present uncompetitive 
state of all Scottish goods vehicle operators.    
 
Foreign registered vehicles, which include those operating from Southern Ireland, 
can quite legally come into Scotland with 1500 litres of fuel purchased outside of the 
UK, at a purchase price at least £300.00GBP lower than is available here. This then 
gives the foreign registered truck a competitive advantage over the domestic haulier, 
which is undoubtedly having a detrimental effect on the Scottish economy and 
therefore the long-term employment prospects for those involved in this industry, 
both directly and indirectly. 
 
Appendix ‘A’ – Weekly fuel costs  UK 
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The industry concern about this was such that the RHA in conjunction with the 
Freight Transport Association commissioned an independent study into the effects of 
high fuel duty levels and foreign competition on the UK. The report of this study was 
published in November and is available to the Committee. But in summary, the 
findings demonstrate very real evidence of the devastating effect this unfair 
competition is having. 
 
Appendix ‘B’ – Burns Report  
 
CASH FLOW: 
 
Many factors impinge on the hauliers’ Cash Flow: 
 
The decision of almost all fuel companies and distributors to request payment every 
two weeks or, in some cases, for the haulier to lodge a sum of money with the Fuel 
Company and then be permitted only to draw fuel to that value. 
 
Drivers’ wages are normally paid weekly so between fuel and wages, well in excess 
of 50%  and in some cases in excess of 60% of costs are paid out far in advance of 
any money due. 
 
The debtor days has grown and unfortunately in some cases as far away as 60 – 90 
days before being paid for work, considering fuel is paid for after two weeks and most 
drivers are paid weekly! 
 
The government also impacts on the cash flow, MOT tests have to be booked and 
paid for 30 days in advance. 
 
Legislation: 
 
The Working Time Directive 
 
The Road Transport (WTD) Regulations, covering mobile workers, came into force 
on 4th April 2005.  These regulations have had a major impact on the road freight 
sector and have forced this industry to revise completely its operational procedures 
and employees’ contractual agreements.  
 
The legislation has imposed a 48-hour average working week on mobile workers, 
without the opportunity - afforded to every other sector of industry - to “opt-out”.  
 
Drivers, already covered by Drivers’ Hours and Tachograph Regulations which 
govern their working limits and ensure that daily and weekly rest-periods are 
observed, are either confused as to why they are requested to complete a further 
round of unnecessary paper-work or concerned that their employer has some reason 
for reducing their working time and therefore reducing their earning capacity! 
 
The number of Scottish hauliers who would have proudly defined themselves as 
“INTERNATIONAL” has reduced dramatically: 
 
The number of EU member states not implementing the working time directive for 
Road Transport has made it totally impossible to compete on any form of  
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work/driving related journey.   Coupled with their cheaper fuel on the continent, the 
lack of exports from Scotland and finally the withdrawal by SUPERFAST of their daily  
sailing schedule to three times a week has disturbing affects on an industry sector 
already in crisis. 
 
Timber-Hauliers are experiencing great difficulty, the driver has to load the timber in 
the forest and unload the timber, he has a specialised vehicle with a crane mounted 
on the vehicle. The WTD is not allowing any flexibility for these employers/drivers 
and thus earnings of both employers and drivers are being reduced.   Timber is a 
high volume low cost product, over 89% of timber used in Scotland is imported 
because it is cheaper, why? 
 
Livestock hauliers devastated and demoralised from BSE and Foot and Mouth are 
now thin on the ground.  WTD is having an impact on them as will be the new EU 
Regulations due to come into effect on 1 January 2007 – almost one year away – 
plenty of time – no there is not!     All Livestock Drivers must have a “Certificate of 
Professional Competence” for driving a livestock vehicle and they must have it in 
their hand on 1 January 2007 – who is going to pay for this new certification?  What 
will cost? Will the Livestock haulier get a rate increase because he has this 
certificate?    If he does not have this new certificate he will not work after 1 January 
2007! 
 
In an industry already experiencing a shortage of skilled workers it has been 
estimated that the WTD legislation alone will increase the existing driver shortage by 
a further 50,000 per annum.  
 
The cost of implementing the Road Transport (WTD) Regulations in the UK has been 
assessed, by Government, to cost industry over £1 billion.  
 
The European Vocational Training Directive (Driver CPC) 
 
An additional concern to this industry is the next European initiative to be imposed on 
the sector; the Vocational Training Directive. This new European Union legislation 
will require vocational/professional drivers of lorries of all sizes to hold a Certificate of 
Professional Competence (CPC), as well as holding a driving licence with the 
appropriate category obtained.  This qualification, once obtained, will need to be 
renewed on a five-yearly basis.  Whilst the road haulage industry is supportive of any 
practice and/or procedure that is proven to substantially improve safety on the roads, 
it cannot be expected to keep absorbing the costs of a continuous stream of 
unproven initiatives from Brussels.     
 
Appendix ‘C’ Summary RHA Members briefing paper 
 
Infrastructure 
 
Operating from within Scotland immediately puts an operator at a disadvantage 
compared with his competitors based in the rest of UK.  
 
The state of the roads in the north of Scotland have been described by members as 
being economically destabilising and contributing greatly to their cost increases in 
terms of  both time and money. 
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Congestion is a further problem facing the UK logistics industry. It is estimated that 
by 2024 road traffic will have grown by between 45% and 55%, based on existing 
government forecasts of traffic growth.  
 
Since 1997 there has been a 7% increase in the amount of road traffic using the UK 
road networks, whilst investment in road infrastructure has reduced by 24%.  
 
In towns across Scotland delivery curfews, access restrictions and parking/delivery 
restrictions make urban deliveries increasingly difficult and costly, whilst at the same 
time clients request more stringent timed delivery windows to be met.  
 
Enforcement 
 
Higher levels of effective enforcement would be a benefit to the road haulage sector, 
as well as contributing towards safer roads across the country. The Scottish road 
transport sector is under particular strain in respect of the environmental burden, as it 
lies at the intersection of sometimes conflicting interests between the commercial and 
competitiveness requirements of road freight movements and issues such as public 
health, traffic congestion and climate change. As a result, it is essential that the 
legitimate, and highly regulated, commercial road transport sector does not have to 
compete with operators who are not adhering to all the regulations and operate at an 
unfair commercial advantage.  
 
Conclusion 
 
The haulage industry in Scotland is at a very serious competitive disadvantage 
compared with its European counterparts.  Furthermore, this situation has been 
brought about by a combination of all the factors and issues mentioned above, none 
of which can be addressed by the operators themselves.   
 
The recently published findings of the Burns Freight Taxes Inquiry have shown that 
that HGV operating costs have been rising at above the level of inflation for many 
years. Their findings show that since 1995 vehicle-operating costs have risen by 43% 
(for a 38 tonne gross vehicle weight articulated vehicle) whilst inflation for the same 
period was 31%. This makes it difficult for operators to gain rate increases from 
customers, who have seen prices fall as a result of Sterling's strength against the US 
Dollar and the Euro, combined with a relatively stagnant Euro economy.  Many 
Scottish businesses will not or cannot pay all the increases Scottish hauliers need to 
sustain their businesses because they too need to remain competitive. During this 
same period UK domestic rates have only increased by 22%. 
 
It is therefore essential that those in authority address the present situation as soon 
as possible, or Scotland will see yet another sector of industry die and be replaced by 
foreign based operators, who are largely unregulated when plying their trade within 
these shores.  Not only will the economy be adversely affected, but safety will be 
compromised and the long term effect will undoubtedly be bleak.  
 
There is not enough space in four pages to do justice to the concerns of hauliers and 
other issues such as,  Illegal use of fast agricultural vehicles, the role of rail freight, 
proposed relaxation of state aid rules for the haulage industry to mention but a few 
will hopefully be fully covered by this inquiry. 
 
 
Phil Flanders 

The Road Haulage Association, Roadway House, The Rural Centre, Ingliston, Newbridge EH28 8NZ 
Telephone:  0131 4724180        e-mail: scotland-northernireland@rha.net       website: www.rha.net 



PPL 09/01/2004 16/01/2004 23/01/2004 30/01/2004 06/02/2004 13/02/2004 20/02/2004 27/02/2004 05/03/2004 12/03/2004

South&East England 62.70 62.19 62.32 62.68 62.05 62.07 61.95 62.16 62.46 62.74
Northern England 62.39 62.23 62.34 62.27 61.78 62.06 61.93 61.72 62.27 62.89

Scotland 63.70 63.97 63.52 64.09 62.93 62.87 62.95 63.03 63.16 64.18
Midland & West England 62.95 62.67 62.86 62.38 62.43 61.98 61.89 62.06 62.46 62.65

UK AVERAGE 62.91 62.85 62.75 62.95 62.31 62.23 62.21 62.27 62.62 63.13



19/03/2004 26/03/2004 02/04/2004 09/04/2004 16/04/2004 23/04/2004 30/04/2004 07/05/2004 14/05/2004 21/05/2004 28/05/2004 04/06/2004 11/06/2004

63.43 63.86 63.77 62.87 64.26 63.94 64.31 64.77 65.83 65.91 65.23 65.14 64.51
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65.03 64.95 64.58 65.50 65.53 65.80 66.54 67.75 68.29 68.33 68.93 68.39 69.00
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Foreword

There are 442000 commercial trucks operating on UK roads run by 
about 103000 operator licence holders. They feed the key channels to 
market in transporting almost all products for retailers, manufacturers and 
distributors, whose supply lines have become much more international in 
scope. 

The cost of commercial road transport is therefore a key element 
in determining the competitiveness of retailers and manufacturers that 
make up UK plc. Fuel cost can represent over 30 per cent of articulated 
vehicle costs and fuel duty is a large element of this. In the UK fuel duty 
is more than twice the average level of other states in Europe at 47.1p 
per litre. The viability of some parts of the UK hire or reward segment is 
directly impacted by this fuel tax, whilst all businesses carry the extra cost. 
In addition, the enforcement of legislation covering commercial vehicles 
and their minimum operating requirements is lower across Europe than it 
is in the UK. This can also impact on fair competition.

The background to this independent inquiry was the Government’s 
changed policy position towards fuel duty and foreign vehicle competition 
in July this year. Previously the Government had accepted the need to 
charge foreign vehicles and to de-couple lorries from cars in determining 
future levels of fuel duty. The framework for this new approach was 
through a lorry road user charge (LRUC). After the Government dropped 
the LRUC in favour of an all vehicle road pricing policy which is not due 
before 2020, the FTA and RHA acted together to initiate this inquiry. In 
the eyes of Government the industry has no special case. The industry is 
therefore back to where it was in 2000.

The inquiry team was asked to take an independent and impartial 
view of the current operating conditions affecting all sectors of the UK 
road transport industry. It was an exercise to engage with all sides of 
the industry to gather factual evidence and demonstrate to Government 
the size of the fuel tax and foreign vehicle problem. Could a case be 
presented to Government for special treatment to combat an unlevel 
playing field in the UK road transport market? There was also a need 
to test the legality of the Government’s fuel tax policy and assess the 
full road track costs of visiting foreign trucks. With the help of John 
Walter, Bob Russett and David Wilson we engaged all parties through 
face to face meetings, telephone contact, a questionnaire, letters, case 
studies and a website which in total generated over 3000 responses. The 
evidence we gathered is broadly based.

This report confirms our method of approach, outlines the evidence 
produced and forms some broad conclusions.  Most of the policy 
options available to the Government have been reviewed in the report 
and we have invited ministers to engage further and respond to the 
recommendations. The evidence to encourage them to do this is very 
clear. The implications of doing nothing would be alarming.

Robbie Burns
November 2005
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1 Executive summary

1.1 Background
The number of foreign-operated vehicles running on UK 
roads has grown substantially to 1.5 million per year 
in line with increased imports from continental Europe.  
These vehicles benefit from an average level of fuel duty 
that is 25p per litre less than equivalent vehicles based 
in the UK – or about 10p per kilometre for articulated 
vehicles. 

Two-tier tax and enforcement

The attractive tax base enjoyed by foreign operators is 
reinforced by the higher and more costly standards of 
enforcement and safety on UK-registered vehicles. This is 
demonstrated by the higher prohibition rates that VOSA 
reports on foreign trucks, particularly for breaches of 
drivers’ hours safety rules and vehicle overloading.

In summary, there is a two-tier tax and enforcement 
process in the UK, which provides an unlevel competitive 
climate favouring foreign-registered carriers over local 
operators:

• UK operators pay 47.1p per litre in fuel duty. This is 
approximately twice the level compared to carriers 
based in other EU member states

• foreign-registered trucks operate in the UK without 
charge, although UK vehicles pay tolls and road 
charges on the Continent

• trucks, as an industrial necessity, have a relatively 
inelastic demand but face the same level of diesel 
fuel duty as discretionary car consumers

• UK enforcement is more stringent which creates 
cost disadvantage for UK companies, whilst foreign 
operators can circumvent the full penalties and 
sanctions of the UK O licensing system

The growth of pan-European sourcing of products from 
outside the UK, based on cheaper sources of labour 
from Eastern Europe, have increased imports mostly 
on foreign vehicles. Such vehicles are cheaper to buy 
and are driven by low wage drivers. This beneficial cost 
advantage is further extended by a fuel duty tax wrapper 
that gives these foreign vehicles a final cost difference of 
up to 40 per cent less than UK-based operators. 

1.2 Evidence
The evidence produced during this inquiry demonstrated 
a number of deep-seated industry concerns over 
Government inertia towards fuel duty levels for UK lorries 
and the direct linkage of fuel duty between cars and 

trucks. Foreign-registered vehicles present short-term 
cost advantages to UK plc. However, the structural threat 
caused by the displacement of UK carriers – particularly 
the smaller companies operating the largest vehicles (of 
38 tonne gross vehicle weight or above) – is a cause for 
concern in the longer term. The hire or reward sector 
is undergoing major competitive pressure with nearly 50 
per cent of companies losing work to foreign operators. 
Net margins are down by 49 per cent since 2000 to 
2.9 per cent and most report that terms of trading have 
deteriorated. Short-term transactional relationships 
prevail. Payment terms have extended and risk profiles 
are higher for service providers. Similar pressure is being 
experienced by own account operators with only 49 
per cent recovering cost increases against 82 per cent 
in 2000. Meanwhile, buyers are using twice as many 
foreign vehicles as they were in 2000.

Regional impact

The impact of foreign vehicles and high fuel tax varies 
by region, with Scotland losing most and longer stem 
mileages accentuating the impact of high fuel duty. To 
stay in business Northern Ireland operators purchase 
most fuel from the Republic of Ireland at lower levels of 
duty. There is more intense foreign competition at the 
main European port entry routes, particularly in 
Kent and Felixstowe. Cabotage (see appendix I) is not 
widespread but is a clear threat to local businesses in 
these areas, particularly where low wage East European 
drivers are being used. Most foreign-operated trucks 
have 1200 litre tanks, carrying a week’s supply of fuel, 
costing £300 less than UK sources of supply. 

1.3 Conclusions
Based on the inquiry evidence collected, the following 
conclusions can be drawn:

a foreign trucks will cause £3 billion road track costs 
and could raise £3.75 billion in fuel tax before UK 
road pricing in 2020

b there is widespread pessimism across the road 
transport industry about the future and Government 
inertia towards unfair foreign competition

c polarisation between large and small companies is 
growing

d some regions suffer more by higher fuel tax

e fuel and operating costs, congestion and legislation 
are also main concerns
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f a shift in the balance of trade to East European 
states means imports into the UK are mainly 
sourced on foreign vehicles

g foreign-operated vehicles are cheaper to buy, have 
reduced fuel tax, access to free roads in the UK, 
face lax enforcement and can have low wage driv-
ers. This has a direct impact on the hire or reward 
sector

h cabotage is not everywhere but has a dramatic 
effect locally

i margin reduction and poor contract terms are wide-
spread throughout the industry

j short-term transactional dealing limits planning 
scope

Although the inquiry focused on seeking an evidence-
based case to present to Government, the full range 
of policy options has been reviewed. From smart 
cards to paper-based vignettes, blue diesel and force 
filling of vehicle fuel tanks in the UK, a wide range of 
policy remedies can be made to work providing full 
Government support is forthcoming. 

1.4 Recommendations
The inquiry makes the following recommendations to 
Government:

a foreign-operated trucks should cover their full UK 
costs through a vehicle charge or an equivalent 
mechanism

b UK operators should be rebated for this charge 
through fuel credits aligned to quarterly VAT returns

c VOSA enforcement resources should be extended 
and focused on drivers’ hours and weight checks 
with transparency of data across Europe 

d Automatic Number Plate Recognition (ANPR) and 
Weigh-In-Motion Mobile Sensors (WIMMS) technol-
ogy should be applied more quickly and priority 
positioned on main port-entry trunk routes

e any new charging and fuel duty differentiation 
policy remedy (for the short and medium term) 
must exploit existing vehicle information systems as 
a holding position, prior to the introduction of full 
road user charging

f low cost, simplicity and speed of implementation 
are main criteria for a new (post LRUC) lorry charg-
ing policy remedy if ministers accept the need for 
fairer competition

g a rebate system to de-couple UK trucks from cars or 
a differential lorry-only diesel, progressively rolled 
out starting with 38t gvw, is the indicative policy

h beyond this evidence gathering stage, a technically 
qualified group should convert the policy direction 
identified by the inquiry into a worked-through pro-
posal with involvement from Government

i a great deal of industry goodwill can be gained for 
modest net cost by charging foreign vehicles and 
relieving those affected by foreign competition in 
the UK

j Government must re-engage the industry with a 
measurable agenda

1.5 Next steps
A summary of the Burns Inquiry Report was presented 
to Government ministers on 14 November 2005, 
inviting their involvement in the design of a practical 
policy remedy as a next step. It should be developed 
through the single industry platform of the FTA and RHA, 
constructed through this inquiry.

Robbie Burns
Chairman

Bob Russett
Consultant to the Inquiry

John Walter
Consultant to the Inquiry
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2.1 Political background to the inquiry

2.1.1 Fuel duty campaign of the late 90s 

The issue of high UK fuel taxation and the competitive 
advantage this offered to foreign hauliers over UK 
businesses has dominated concerns in the road freight 
transport sector for over 10 years. By the end of the 
1990s the price of diesel fuel had reached an all-time 
high after the Government introduced a Fuel Duty 
Escalator, which increased fuel duty by 6 per cent per 
annum in real terms. Successive Governments promoted 
this escalator as a tax on hydrocarbons to reduce the 
country ’s consumption of fuel. The road transport 
industry, already operating to very tight margins and 
squeezed by foreign competition, protested that this was 
an unfair tax. It was difficult to pass on to customers and 
did not reduce the number of necessary road journeys to 
transport freight throughout the UK.

2.1.2 Government response

Following a strong campaign by the leading trade 
associations, along with protests and fuel blockades 
around the country, the Government agreed to respond 
to the needs of the industry. Fuel duty was reduced by 3p 
per litre and vehicle excise duty for commercial vehicles 
was effectively halved. The Government also promised 
to tax trucks differently to cars, and accepted the need to 
tax foreign trucks in the same way as those in the UK. 

2.1.3 Lorry road user charging

This new policy framework was designed to be introduced 
through a new Lorry Road User Charge (LRUC). During 
the early part of the decade, Government proposals 
ranged around two broad approaches to level the 
playing field with foreign operators. 

Firstly, a simple time-based approach to lorry road user 
charging through paper vignettes. This was a single 
vignette charged according to the time a vehicle spent in 
the UK. However, an electronic distance-based charging 
scheme was preferred, combined with a compensating 
rebate on fuel duty, so that there was no net increase in 
tax. In theory the system would be able to differentiate 
between the time of day and the type of road as an 
automated distance-based scheme. 

After considerable work by the various stakeholders 
involved in the LRUC project, doubts emerged over 
technical issues in policing the scheme and the collection 
of charges. In addition there were questions over the 
cost-effectiveness of a project which had become overly 
complex. The costs of the extended system were not likely 

2  Introduction 

INDUSTRY COMMENT

From Sir Digby Jones, Director General of the CBI

“The CBI was disappointed that the Government closed down its road user charging 
project, without a replacement action to address the long term problems of unfair low 
taxed competition from foreign operators. 

CBI members value the efficiency and safety record of the UK road transport sector and in 
particular its focus on flexibility and high service levels. We therefore share your concerns 
for its future viability. It provides our route to market and sources of materials for the 
majority of goods and underpins our competitiveness. As such it has strategic importance 
for the future.

We are particularly concerned, therefore, about the growing attrition of SME hauliers who 
just are unable to compete with foreign hauliers using low taxed fuel. These companies 
are the seed corn of business and haulage for the future and their continued loss will 
weaken the future resilience of UK plc. This is because our world class supply chains are 
founded on a competitive, but stable, domestic road freight market.” 
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to be covered, with only a marginal increase in the new 
revenue from foreign vehicles. 

Problems with other road user charging projects, such as 
the recent German ‘Maut’ toll system may have been an 
influence. Nevertheless, it remained official Government 
policy until July 2005 this year, and the industry had been 
working on the assumption that it would be introduced, 
as scheduled, in 2008.

2.1.4 LRUC abandoned

The Transport Secretary announced in July 2005 that the 
LRUC scheme was to be abandoned. The Government’s 
preference now is to integrate the LRUC into a full all-
vehicle road pricing system. He described a single, 
comprehensive national system of road charging, but 
one unlikely to be in place before 2015 and on past 
performance, an operational date of 2020 is more 
likely. There are no other plans to tackle the problem of 
commercial vehicles and the unfair playing field in the 
UK until then. The Government appears to be refusing 
to look at the pricing of trucks and cars separately and 
seems to be implying that it no longer accepts the case 
for any special tax treatment for trucks. The Government 
needs to be convinced that there is even a problem now. 
The industry is effectively much back where it was in 
2000 prior to the fuel duty campaign and blockades.

2.1.5 UK disadvantaged

UK-based operators are therefore left at a serious 
disadvantage, both by paying for roads that foreign 
operators can use without cost, and having to compete 
with foreign vehicles, which enjoy much lower priced 
fuel. In addition, in most other European countries UK-
registered trucks pay to use the road network, either 
through general motorway tolls, a windscreen sticker 
known as a vignette or, in Germany, Austria and 
Switzerland, through the new specific truck tolls that 
have recently been introduced. Apart from a few bridges 
and tunnels and the new M6 Toll road in the Midlands, 
however, road use in the UK has traditionally been free 
at the point of use.

2.1.6 Highest diesel fuel prices in the 
European Union

Meanwhile, although fuel duties were effectively frozen 
for the four years following the campaigns in 2000, the 
UK has had the highest diesel fuel duties in the European 
Union. The average diesel fuel duty across Europe is 
22p per litre, against 47.1p in the UK. Operators from 
outside the UK can avoid paying high UK fuel prices by 
filling up before they arrive. Foreign articulated vehicles 
can each bring in about 1200 litres of diesel, worth 
£300 at the average fuel duty differential of 25ppl. This 
is an option not readily available to most domestic truck 
operators. Indeed, fuel costs are rising at an ever-faster 
rate and are in excess of 30 per cent of total vehicle 
costs for high mileage articulated vehicle operations. 
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 UK  REST OF EU

Duty as a percentage of diesel price excluding VAT 63% 38%

Duty rate (pence per litre) 47.1ppl 22ppl

Fuel costs as a percentage of hgv operating costs* 33% 29%

UK diesel duty places domestic operators at an unacceptable cost disadvantage: 2005*

*Total costs for 40 tonne gvw artic
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There has been a steady rise in UK bulk diesel prices 
over the last two years with a 20 per cent plus increase 
during the last two years to over 75ppl.

2.1.7 Inquiry initiative 

It is against this background that the Freight Transport 
Association and the Road Haulage Association have 
acted together to commission this independent Burns 
Freight Taxes Inquiry. It is an industry-wide initiative set 
up in order to establish the effects of high fuel duties and 
foreign competition on both the road transport operator 
and the wider UK economy. It presents the current views 
of industry operators, and considers the policy options 
for establishing a level playing field between UK and 
foreign-registered vehicles.

2.2 Inquiry terms of reference
The inquiry was established with the following terms of 
reference:

a to update current statistical and economic 
databases and review the evidence of the effects 
of high overall fuel and vehicle tax on UK lorry 
operators, their customers’ businesses and the UK 
economy as a whole.

b to collate a broad range of views in order to obtain 
evidence from all interested stakeholders. These will 
include:

• vehicle operators 

• vehicle operators’ customers

• transport academics

• representative organisations from the transport 
industry

• transport and road users

• other groups or individuals with an interest or 
stake in the subject

c to assess the true competitive impact of the 
operation of foreign lorries on UK roads, powered 
by fuel purchased in the EU at much reduced duty 
levels to those available in the UK. 

d the inquiry should concentrate on establishing 
the extent of the fuel duty issue and whether the 
evidence exists to present a case to Government for 
any special treatment. Establish what is the extent 
of the problem. Only then consider the options for 
policy remedies which the road transport industry 
should seek from Government to establish a level 
playing field for the UK road transport and haulage 
industry.

e to determine whether there is a collective will within 
the industry to campaign for an equitable operating 
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environment and the appetite for a fight to support 
any suggested policy remedies.

f simultaneously, to carry out further research work in 
support of the inquiry in respect of:

• UK/European competitive legality

• costs to the UK economy of the large and 
increasing numbers of foreign vehicles working 
on UK roads in terms of the costs of accident 
damage, environmental and road track costs

The inquiry was tasked to first report the initial inquiry 
findings to its commissioning organisations, Freight 
Transport Association and Road Haulage Association, by 
November 2005, so as to enable its findings to influence 
the Chancellor’s pre-Budget Statement due in December.

2.3 Industry scale and structure 

2.3.1 The economic role of the UK road freight 
transport industry

The road transport industry plays a vital role in the UK’s 
economy carrying around 83 per cent of all domestic 
freight. In 2004 this amounted to a total of 1,831 million 
tonnes lifted (this is equivalent to 30 tonnes for each 
person living in the UK). Of this, 95 per cent is carried by 
hgvs (over 3.5 tonne gvw), the remainder being carried 
by vans. The overall activity of the feight sector is heavily 
influenced by the performance of the wider economy. As 
the economy has become more service focused and less 
reliant on manufacturing, road freight has had to adapt 
and respond to:

• lean, ‘customer-pull’ supply chains – 
businesses everywhere are reducing stockholding, 
enabling them to reduce costs and be more agile in 
responding to customer and consumer demands 

• global supply chains – industry tends to source 
goods where production costs are lowest. In doing 
so it has taken advantage of the expansion of 
the Eastern EU and the economies available from 
container shipping

• doorstep supply chains – by customer demand, 
more and more freight is delivered to consumers’ 
doors, mainly as a result of the growth in internet 
shopping and direct delivery services offered by 
retailers

• outsourced supply chains – throughout the 
1980s and 1990s businesses outsourced their 
UK logistics requirements. Since 1980 third party 
transport has risen from 50 per cent of goods 
carried to 63 per cent in 2004.   

The UK has led the rest of Europe in supply chain 
innovation, which has largely developed through 
outsourced relationships with a powerful third party 

Bil
lio

n t
on

ne
 ki

lom
etr

es

50

100

150

200

250

300

20
03

19
93

19
83

19
73

19
63

19
53

   

Domestic freight has nearly tripled in 50 years

Source:  Department for Transport, Transport Statistics Great Britain, 2004

UK logistics costs are the lowest in the EU

COUNTRY GDP IN  LOGISTICS  % OF GDP
 US $M IN US $M 

Ireland 67,392 9,611 14.2

Germany 2,352,472 306,264 13.0

Denmark 174,237 22,440 12.8

Portugal 101,182 12,871 12.7

Netherlands 392,550 44,495 11.3

Italy 1,214,272 137,027 11.2

UK 1,151,348 122,344 10.8

Source: Michigan State University Study 1999
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sector. Indeed the UK has excelled at logistics because of 
the ability to adapt and because of the UK’s competitive, 
liberalised market. Freight has become more than a 
derived demand, it now underpins the economy’s global 
competitiveness and reach. Recent research puts the 
worth of the UK logistics sector at 10.8 per cent of the 
UK’s Gross Domestic Product (GDP). Other countries 
such as the Netherlands spend more on transporting 
products (11.3 per cent of GDP) and Germany spends 
13.8 per cent, nearly 28 per cent dearer than in the UK. 

2.3.2 The tax contribution of the UK road freight 
transport industry 

The industry makes a very valuable contribution to the 
Exchequer and to sumptuary Government taxation 
through:

• fuel duty (£3.9 billion)

• vehicle excise duty (around £290 million)

• employer National Insurance Contributions

• Corporation Tax

• Council Tax (on premises)

In addition it pays for roadside enforcement and 
roadworthiness testing through: 

• operator licence fees (£8 million)

• hgv plating and testing fees (£32 million)

For every UK transport company ceasing to trade due 
to foreign competition, the Chancellor ceases to receive 
income from them for all the above revenue streams. In 
addition the wider economy loses through the multiplier 
effect of spending by businesses and their employees. 

2.3.3 Sectors of the UK road freight transport 
market

Organisations involved in logistics and transport are 
divided into three main types of operation.

Haulage contractors operate road transport services 
for hire or reward, with or without providing warehousing 
facilities. In addition, the term 3PL (third party logistics) 
has become common usage for providers offering 
storage, transport, warehousing and supply chain 
management services.

Haulage contractors and 3PLs will have a wide spectrum 
of relationships with their customers. 

• Some have long term contracts lasting up to five 
years working closely with the customer through 
the provision of a dedicated transport resource. 
Agreements are usually on an ‘open-book’ 
arrangement. Operating cost increases such as 
fuel are passed direct to the customer, subject to 
performance reviews and productivity targets. 
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• Other contractors have ‘closed-book’ arrangements 
with their customers. Cost increases are considered at 
a periodic rate review. Some contracts include specific 
fuel cost recovery clauses that operate outside of the 
periodic rate review process. 

• Other hauliers (typically smaller operators) have 
casual relationships with their customers without 
any actual contract terms, which provides very little 
leverage to impose rate rises.

Own account operators undertake road freight 
movements and carry out other supply chain functions 
such as warehousing as a direct adjunct to their primary 
business, such as retailing or manufacturing. Operations 
will be focused on some key performance metrics, such 
as agreed cost budgets and minimum service levels.

In-house road transport functions are sometimes set 
up as a profit centre in their own right and offer limited 
services to other third parties. The objective is usually 
to limit the cost of any imbalance in internal operating 
schedules, to minimise empty running or smooth out daily 
and seasonal fluctuations. They are therefore exposed to 
similar commercial pressures as third party hauliers.

Transport buyers are businesses that buy-in transport 
services for other companies or for their own use. In this 
role they are commonly known as ‘freight forwarders’ 
or brokers – increasingly offering internet-based traffic 
exchanges or freight auction arrangements.

Transport purchasing is becoming increasingly centralised 
with pan-European companies using their purchasing 
power to buy haulage services on a European-wide 
basis. This can lead to haulage being purchased on a 
commoditised, spot basis, the principal criteria being price 
rather than the continuity, or even quality, of service. 

These three categories are broad and may be subdivided 
in many ways. For example, the third party logistics (3PL) 
category can be further subdivided into either asset-
based 3PLs, those that trade mainly on their ownership 
and operation of logistics facilities, or skills-based  
3PLs, firms that are not involved in moving goods but 
offer management and consultancy services to provide 
solutions to logistics and supply chain design issues. 
All are seeking to help review, design or optimise their 
customers’ supply chains.

A relatively new category has appeared in recent years, 
referred to as ‘4PLs’ which procure, marshall and operate 
external resources from the most appropriate supplier 
and act as the lead logistics provider as part of a turnkey 
contract relationship.

2.3.4 Dimensions of the UK road freight transport 
industry  

There are currently 103000 holders of goods vehicle 
operating licences in Great Britain, 50000 for own-
account transport and 53000 for hire or reward services. 

INDUSTRY COMMENT

From David Sheppard, Deputy Head of Transport for the John Lewis 
Partnership

“As a UK-based retailer, the John Lewis Partnership operates approximately 1700 
commercial vehicles solely for own account operations and back-hauling. The issue of 
a high or unfair duty on fuel is therefore academic for us, because all other companies 
in our line of business are in the same boat; the cost either impacts on our bottom line 
profits or ends up being funded by our customers – the general public.

We do welcome the inquiry as there is a compelling case to de-couple the fuel duty for 
commercial vehicle operators from that of the car user. It is easily argued that the former 
is an essential service, the latter less so, in many cases purely for personal benefit. 
Equally there is a case to reduce all mileages being driven unnecessarily in order 
to reduce congestion and emission level; therefore, any measures introduced should 
balance the objectives.
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Between them, in 2004, these businesses operated over 
442000 goods vehicles, of over 3.5 tonne in weight, of 
which around 77100 were over 38 tonne. 

The industry employs a total of 1.6 million people in 
moving, storing, handling and managing freight – 
making it the fifth largest employer in the UK. Over 
600000 of these staff are regularly driving heavy goods 
vehicles.

Information on the composition of typical haulage 
operators in the UK is available from a survey of 
operators conducted on behalf of HM Customs & Excise 
in 2003. In summary, the situation is as follows: 

• forty three per cent of vehicles are registered to 
operators running in excess of 21 vehicles, 73 per 
cent weigh in excess of 12 tonne

• small operators (1–5 vehicles) operate 34 per cent 
of all vehicles over 3.5 tonne. Whilst all groups 
of operators make use of relatively small lorries 
(3.5–12 tonne), these vehicles comprise a much 
more significant part of the fleet for small operators 
(operators with between 1 and 5 vehicles). For 
operators with only one vehicle, 60 per cent 
operate small lorries

• 68 per cent of the UK-registered hgv fleet of 
433600 vehicles (at that time) were of 2-axle 
design, with 56 per cent of these in the 3.5 to 12 
tonne weight categorgy

• 31 per cent of the fleet have 3 or more axles and 
all weigh in excess of 12 tonne

• graph opposite shows the breakdown by weight 
class and the proportion of vehicles at 38 tonne 
gvw and over (then numbered at 70000) directly 
facing the foreign vehicle competition evidenced in 
the inquiry

2.4 Industry trends and key drivers in 
transport

2.4.1 Industry rates and costs

The freight transport industry is highly competitive and 
influenced by low barriers of entry, particularly among 
small hauliers with five or fewer vehicles, making up 
67 per cent of all operators. Small operators are often 
forced to charge only what the market will bear, whilst 
larger operators’ customers are able to exert considerable 
buying power in the marketplace. This means typical 
pre-tax profit margins within transport are down below 
3 per cent and the trend is falling further, which the 
inquiry findings confirm.

Hgv operating costs have been rising at above the 
level of inflation for many years. Since 1995 vehicle 
operating costs have risen by 43 per cent (for a 38 tonne 
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articulated vehicle) whilst inflation for the same period 
was 31 per cent. This makes it difficult for operators 
to gain cost increases from customers, who have seen 
prices fall as a result of Sterling’s strength against the 
US Dollar and the Euro, combined with a relatively 
stagnant Euro economy. Domestic haulage rates have 
only increased by 22 per cent between 1995 and 2005.

2.4.2 Environmental improvements

Improvements in environmental performance and road 
safety have refined the image of road transport over 
the last 10 years. Improvements in vehicle utilisation, 
fuel efficiency and cleaner vehicles make an important 
contribution to the Government’s Kyoto greenhouse gas 
reduction target.

Domestically major improvements in air quality and 
lower levels of serious road accidents have been 
achieved, partly through improvements in the design and 
performance of goods vehicles. Emissions improvements 
are driven by tighter standards imposed by the European 
Commission. So 20 trucks today produce less tailpipe  
emissions than one from 20 years ago. Equally, the noise 
produced by goods vehicles has been reduced by a third 
through quieter engines, tyres and bodywork.

2.4.3 Improvements in fuel use and vehicle 
utilisation

Fuel cost typically represents over 30 per cent of total 
vehicle operating costs for operators of the heaviest 
vehicles. Measures such as fuel-efficient driver training 
programmes have been beneficial in the past few 
years. Average fuel consumption figures for articulated 
vehicles over 33 tonne gross weight have improved from 
7.1 mpg in 1996 to 7.7 mpg in 2004, despite the 
increase in maximum gross vehicle weight from 
38 tonne to 44 tonne. 

Whilst goods moved by road have increased by 10 
per cent in the last 10 years, the number of lorries on 
UK roads increased by only 0.6 per cent each year. 
Vehicles are therefore being used more intensively, often 
on a 24 hour 7 day a week basis. Two-way loading 
through collecting from suppliers on previously empty 
return legs, or returning waste from stores, is becoming 
commonplace. 

2.4.4 Efficiencies through reduced stockholding

During the last 25 years or so increased efficiencies 
in the logistics industry has allowed UK businesses to 
reduce stockholding in their supply chains through 
‘just in time’ deliveries. The industry has responded to 
consumer pressure for responsiveness, convenience and 
increasingly, deliveries directly to the home. As a result 
traffic by trucks and vans has risen steadily. Van traffic  
has seen the strongest growth, up 40 per cent in the last 
10 years compared to a 19 per cent increase for heavy 

Lorry emission improvements have been legislation driven

 NOX CH CO PM EFFECTIVE
 g/kWh g/kWh g/kWh g/kWh SERVICE 
     DATE

Euro 0 14.4 4.2 11.2  Pre 1993

Euro 1 8 1.1 4.5 3.60 1993

Euro 2 7 1.1 4 1.50 1996

Euro 3 5 0.66 2.1 0.10 2000

Euro 4 3 0.46 1.5 0.02 2006

Euro 5 2 0.25 1.5 0.02 2009

Source: EU Commission
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goods vehicles (hgvs), aided by the growth in the home 
delivery market.

2.4.5 Operational improvements

Shared use third party logistics operations, including the 
recent development UK pallet networks, allow single 
vehicles to be used for several customers. Sometimes 
competing companies are sharing vehicle resources to 
maximise efficiency. As a result overall fleet efficiency 
standards are at record levels. Between 1993 and 2003, 
despite an increase in traffic, there has been an overall 
reduction in empty running by vehicles. UK operators are 
making increasing use of vehicle telematics, reinforced 
by allowing the sharing of information between transport 
suppliers and customers, which helps create closer 
working partnerships. There is still scope for the further 
application of in-cab vehicle technology to improve 
vehicle productivity, particularly in the smaller companies. 
Fuel consumption figures have increased across the 
industry along with improved engine performance and 
vehicle design.

2.5 Methodology of the inquiry

2.5.1 Desk review of existing evidence

The inquiry gathered recent relevant national and 
international data from sources such as national 
statistics, Department for Transport and international 
trade associations. Data was analysed for trends and to 
assess how much of a bearing issues other than fuel duty 
and taxes have on the subject. It was a key premise of 
the inquiry that all available evidence as to the size of the 
problem would be gathered and the true dimension of 
the issue established, before starting to evaluate possible 
policy changes to address these issues.

2.5.2 Engagement with transport industry

Stakeholders within the transport industry, were 
approached, including:

• members and non-members of the RHA 

• members and non-members of the FTA 

• other relevant trade associations

• academics

• individuals or groups with an interest in the road 
freight transport industry

Stakeholders were invited to submit evidence to the 
inquiry:

• their views and evidence on competition from 
foreign vehicles 

• evidence, or otherwise, of the effect of high fuel 
and taxes on UK transport operations
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• factual data supporting such evidence

• ideas on potential actions and policies to correct 
any existing imbalance

• how much (if anything) they should be charged for 
use of UK roads

• whether de-coupling truck and car fuel duty would 
be a good idea

• the method by which lorries should be charged in 
the short or longer term

Evidence was gathered from stakeholders by a variety of 
means:

•  from replies to questionnaires sent directly to a wide 
range of people involved in or with an interest in the 
industry and circulated widely in trade magazines, 
etc. Information gathered from this exercise was 
analysed to produce statistical data for the report

• individual questionnaires were selected for further 
investigation to provide case studies as examples 

• in addition 400 key industry personnel received 
individual letters from the inquiry asking for their 
views and evidence to support these views

•  meetings held around the country with key industry 
members, trade association members’ and open 
meetings were also held where anyone with an 
interest attended and debated the issues

• attributable data gathered from these meetings was 
similarly analysed to provide statistical data for the 
report

• ideas and views on potential policy changes 
was also gathered at meetings to provide further 
evidence and potential case studies

In addition an inquiry website and dedicated telephone 
number (both widely advertised) were available which 
allowed for further gathering of views and data as well as 
acting as information points during the inquiry process.
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3.1 Introduction
The market for road haulage in the EU has been steadily 
liberalised. Following the creation of a single market in 
1993 and the abolition of cabotage restrictions in 1998, 
it is now completely open in the UK and other member 
states. This has yielded important benefits for operators 
and transport users alike in terms of improved efficiency, 
better vehicle utilisation, greater flexibility and lower 
costs.

However, liberalisation in the market has not been 
accompanied by a UK tax reform that would allow 
operators to compete on equal terms with their 
continental competitors. Instead, taxation inequality has 
grown since the introduction of the Fuel Duty Escalator by 
the UK Government in 1993. For a 40 tonne articulated 
vehicle, a typical UK operator currently pays £21,834 in 
freight taxes (fuel duty and VED) compared to a French 
operator who would pay £12,699, a Dutch operator 
£11,756 and working from Belgium £10,343. It is most 
acute when foreign operators offer domestic haulage 
service in direct competition with UK operators.

More recently the competitiveness of all UK operators 
(domestic and international) has been further weakened by 
the strength of Sterling against the Euro and by the growth 
in activity of East European operators from accession 
states, following the expansion of the EU in 2004.

This section considers how this relative tax position has 
changed over time, how this and other factors have 
impacted on the competitiveness of UK hauliers and the 
level of activity of foreign vehicles in the UK. 

3.2 Fuel costs – Euro comparison

3.2.1 Relative fuel costs 

Fuel is the single biggest cost element in operating a 40 
tonne articulated truck (the most sensitive vehicle type to 
foreign competition), representing over 30 per cent of all 
costs including driver and overheads. Even for smaller 
rigid trucks which, on average, cover less mileage and 
have better fuel consumption, 21 per cent of their total 
running cost is made up of fuel. 

Currently in the UK 63 per cent of the cost of bulk diesel 
fuel is duty. With profit margins within the road haulage 
industry currently running at 2–3 per cent, the level of fuel 
duty in the UK compared to other European countries is 
central to the competitiveness of UK operators. 

3 Background research

Components of annual vehicle UK operating cost: as at 1 July 2005 

 40T GVW (2+3) ARTIC 7.5T GVW RIGID

Approx annual mileage 70000 40000

  

VED 1,850 165

Insurance 3,716 1,364

Depreciation 9,518 5,060

Fuel 31,471 9,112

Tyres 2,765 504

Maintenance 9,158 2,878

Driver costs 28,809 18,151

Overheads 13,484 6,744

Total costs pa £100,771 £43,978

Fuel costs as a % of total costs 31% 21%

Source: FTA’s Manager’s Guide to Distribution Costs
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3.2.2 Fuel Duty Escalator

The introduction of the Fuel Duty Escalator in 1993 
was declared as the Government’s method of tackling 
carbon dioxide emissions from all road transport by 
using high price to discourage road use. Over time this 
mechanism has created a wide disparity in UK fuel costs 
compared to the rest of Europe. Before the introduction 
of the Fuel Duty Escalator, in March 1993, UK diesel 
prices (excluding VAT) were 40.5 pence per litre (ppl), 
compared to an EU average (excluding the UK) of 
40.3ppl. By March 2000, when the Fuel Duty Escalator 
was abandoned, UK diesel prices were at 67.0ppl, 
compared to an EU average of 41.7ppl, a differential 
of 60 per cent or 25.3ppl. For a 40 tonne artic running 
70000 miles per year, this represents a cost penalty of 
£10700 per year, or 12 per cent higher operating costs.

Whilst the Chancellor cut diesel duty by 3ppl (in March 
2001) and only increased road fuel duty by inflation 
once since then in 2003, UK diesel prices remain 41 per 
cent above the EU average (the equivalent of 22.9ppl). 

3.3 Duty charges – Euro comparison 

3.3.1 VED

All operators must pay vehicle excise duty on vehicles 
registered in the EU. There are minimum levels of VED 
which are set in the Eurovignette Directive 1999/62/EC. 
However, national governments can set their own rates, 
providing these do not fall below the EU minimum. 

Throughout the 1990s the UK suffered from VED 
rates far exceeding the EU minimum and well above 
those set elsewhere in Europe. From January 1999, 
5-axle, 40 tonne artics and drawbar combinations were 
permitted to operate in the UK, but taxed at a punitive 
rate of £5750, supposedly to reflect their higher level of 
road wear. Unfortunately, this class of vehicle is also the 
most affected by direct competition from foreign trucks. As 
a result some UK operators began a process of ‘flagging 
out’, or moving vehicles abroad. They moved operating 
centres for some or all of their fleet to neighbouring 
countries, in order to take advantage of lower VED rates. 

The Chancellor announced in 2000 that UK lorry VED 
rates would be halved. In addition UK lorry VED was 
simplified from over 50 bands to seven and UK rates 
came down from of the top of the EU taxation league. 
However, UK lorry VED rates for a 40 tonne vehicle are 
still second in the EU taxation league.

3.3.2 Vignettes, tolls and user charges

In the UK 22 per cent of the cost of operating a truck is 
freight taxation in the form of lorry VED and fuel duty. 
Most of this (92 per cent for a 40 tonne artic) is fuel duty. 
In other EU member states operators ‘pay as they use’ 
on some roads, in addition to paying lorry VED and fuel 
duty. These additional costs are distance-based charges, 

Trends in diesel duty across the EU

EC MEMBER STATE DUTY (PPL) DUTY (PPL)
 FEB 93 OCT 05

United Kingdom  22.85 47.1

Germany 22.92 31.85

France 21.56 28.23

Italy 27.56 27.96

Sweden * 26.47

Netherlands 22.17 25.75

Slovakia *  25.44

Ireland 22.86 24.92

Denmark 21.31 24.77

Hungary *  24.44

Belgium 23.12 24.38

Czech Republic *  22.81

Finland *  21.64

Portugal 26.19 21.29

Austria *  21.05

Slovenia *  20.49

Spain 21.93 19.89

Poland *  19.82

Luxembourg 16.98 17.96

Cyprus * 16.88

Lithuania * 16.65

Malta * 16.62

Estonia * 16.61

Greece 21.15 16.59

Latvia * 15.95

 EU average 22.55 22.99
*These countries not EU members as at 1993

Source: DGTREN Energy Bulletin

VED rates for a 40t gvw (2+3) artic across Europe: 2005

EUROPEAN STATE  ANNUAL VED RATE (£) 40T GVW (2+3) 
ARTIC (EURO 3 EMISSION STANDARD)

Slovenia £2,444

UK £1,850

Finland £1,385

Germany £1,059

Hungary  £705

Netherlands  £589 

Poland  £456 

France  £428

Belgium  £350

Source: FTA
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or time-based charges (vignettes) or tolls for the use of 
motorways, privately owned and operated. See appendix 
II for a comprehensive listing of EU road charges.

3.3.3 Comparison of total charges (including fuel)

In 2003 the ECMT (European Council of Ministers of 
Transport) published the results of a study into the effects 
on hgv operating costs of duties, taxes and charges 
imposed by European states. The study found that the UK 
is still close to the top of the league of charges, with only 
Switzerland higher.

However, it is not the costs of a continental operator 
offering domestic road transport services in their own 
state which is of primary concern to UK operators and 
the inquiry. It is the competitive advantage that foreign 
operators achieve when offering services in the UK, 
unencumbered by national road tolls and charges. 

Fees paid on domestic hauls per EU country: Q1 2004

A haul of 400km in a Euro 1 40t truck over 1 day is assumed. 1 year = 276 fiscal days, tolled roads = 60% of trip

Source: Efficient Transport Taxes and Charges, ECMT (prepared by Gonzaque Pillet, Nicole Niederhauser and Eric Stephani) OECD

TERRITORIAL CRITERION  NATIONAL CHARGES WEEKLY TERRITORIAL MIDDLE TERRITORIAL MOST TERRITORIAL TOTAL CHARGES PER
   CHARGES CHARGES CHARGES TRIP (EUROS)

                                        USER CHARGES

CHARGES (£),                   VEHICLE EXCISE TAXES FUEL EXCISE DUTIES VIGNETTES TOLLS + USER
COUNTRY SPECIFIC    CHARGES ON A
DOMESTIC HAULS, 2001    DISTANCE/WEIGHT
     BASIS
  

A 10.01 38.66 0.00 54.60 103.26 

B 3.15 39.50 3.86 0.00 46.52

CH 7.48 62.75 0.00 176.00 246.22 

CZ 5.74 39.68 1.58 0.00 47.00 

D 6.81 60.16 0.00 0.00 66.97 

DK 1.88 47.36 5.08 0.00 54.32

E 3.57 37.12 0.00 24.14 64.83 

F 2.17 48.64 0.00 46.00 96.81

FI 5.63 40.88 0.00 0.00 46.52 

H 4.17 43.52 1.88 0.00 49.58

I 2.62 43.87 0.00 24.43 70.91 

NL 3.43 43.52 5.07 0.00 52.03 

NO 1.72 52.48 0.00 0.06 54.26

PG      

PL 1.44 33.76 8.37 12.35 55.92

S 7.42 43.98 4.71 0.00 56.11 

UK 7.28 88.87 0.00 0.00 96.15

The UK has no vignettes, tolls or user charges. This lost revenue to the Exchequer is made up for by the higher fuel duty. However, this means that the cost 
per trip of a foreign truck coming to the UK (arriving full of fuel) is even lower for them.

3.3.4 Comparative costs of a UK domestic operator v 
foreign cabotage operator

In 2000 the Department for Transport sought to quantify 
the competitive position of a UK and foreign haulier 
running a 40 tonne articulated vehicle. Amongst the 



24 Burns Freight Taxes Inquiry Report

scenarios considered by the model was that of a UK 
domestic haulier versus a non UK operator offering 
domestic haulage services in UK (cabotage).

The baseline data set for the cost model was the FTA’s 
Manager’s Guide to Distribution Costs. This provided 
a detailed cost breakdown of the costs of running a 
UK vehicle. The DfT’s cost model then sought to reflect 
variations across EU member states in:

• diesel duty 

• lorry vehicle excise duty

• drivers’ wage costs and subsistence levels

• workshop fitters’ wage costs

• employer social contributions (applicable to all 
transport workers including the wage element of 
transport overhead costs) 

The DfT model has been updated using FTA’s 2005 
Manager’s Guide to Distribution Costs. This has been 
supplemented with a survey of transport trade associations 
across the EU undertaken in September 2005. Fuel duty 

Comparative costs for 40T 2+3 artic (£ per annum): April 2005

Source: Manager’s Guide to Distribution Costs: April 2005, Vehicle Operating Costs Tables      Source of vignette data: FTA International Road Transport Guide

ASSUMPTIONS  UNITED KINGDOM BELGIUM CZECH REPUBLIC GERMANY         HUNGARY  BULGARIA
  

Fuel price (exc VAT) 0.799 0.605 0.588 0.662 0.603 0.49 

Diesel multiplier   100     76      74      83      75    61

 

Domestic driver cost multiplier      1   100   103    100    121      45   27 

Workshop staff cost multiplier   100     83      70    122      26   18 

Employer social contributions     10  32.4       9      14   11.5   32 

Employment cost multiplier          2    100   120        99    104    101 120

 
COSTS

VED 1,850   357  1186 1059 705 242 

Vignette    850    322  519 242 

Insurance 3,644 3,644  3,644 3,644 3,644 3,644 

Depreciation 9,426 9,426  9,426 9,426 9,426 9,426

Fuel 33,020 25,003  24,300 27,359            24,920            20,250  

Tyres 2,757   2,757    2,757 2,757 2,757 2,757 

Maintenance                                 3 9,090   8,306  7,737 10,076 5,711 5,354 

Driver’s wages 28,527 29,318  21,097 29,683 13,372 3,666

Overheads                                    4 13,444 14,813  13,383 13,688             13,536           14,788 

 

Total cost                                        101,758 94,474  83,852 97,692             74,590           60,128

Total cost index                                    100        93         82   96                   73                  59

                          1 Compared to a domestic UK driver
                          2 Index applied to the estimated labour element of overhead costs
                          3 Assumes costs are split 50 per cent labour/50 per cent parts and establishment costs
                          4 Assumes costs are split 50 per cent labour/50 per cent establishment costs
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rates were based on the DGTREN (EC Directorate General 
Transport and Energy) weekly Oil Bulletin. 

The model shows that UK operator costs for a 40 
tonne articulated vehicle are 8 per cent higher than 
Belgium and 4 per cent higher than Germany. The 
cost variation is even more marked for accession 
states, which entered the EU in May 2004. The 
primary reason for this is the significantly lower wage 
costs in former Eastern European States. UK costs are 
22 per higher than the Czech Republic, 31 per cent higher 
than Poland and 37 per cent higher than Hungary.

When the comparison is extended to activity by foreign 
hgvs, where both loading and unloading occurs in the 
UK (ie cabotage), market penetration according to the 
2003 survey is only 0.4 per cent of goods moved. 
However, it should be borne in mind that cabotage tends 
to take place in a number of ‘hot spots’ across the UK 
and in these areas the percentage is much higher and its  
effects are very serious for UK hauliers.

The extent of foreign vehicle activity also varies between 
inter-regional trade flows. When the origin and 
destination information for foreign vehicles is compared 
to activity by GB hauliers (with which they are competing) 
clear ‘hot spots’ emerge. 

The table on the following page shows the percentage 
of hgv traffic on UK roads (measured in terms of tonne 
kilometres) that foreign trucks represent. It should be 
noted that the overall penetration of foreign trucks 
reflects both cabotage journeys and the UK legs of 
international journeys. 

‘Hot spots’ can be broadly divided into three:

• routes to and from the South East of England, 
and East Anglia through which the majority of 
accompanied hgv traffic enters and exits GB

• routes to and from Wales (particularly the corridor 
with the South East of England) reflecting the high 
level of Republic of Ireland traffic transiting GB

ACTIVITY MEASURE UK REGISTERED VEHICLES FOREIGN REGISTERED VEHICLES  TOTAL ACTIVITY PENETRATION OF UK MARKET
  (LOADED AND UNLOADED IN UK)   BY FOREIGN VEHICLES

Goods moved (btkm) 151.7 0.63 152.3 0.41%

Goods lifted (mt) 1,643 2.45 1,646 0.15%

Vehicle kilometres (bkm) 22.2 0.05 22.3 0.22%

Foreign vehicle penetration of domestic hgv activity in the UK: 2003

Source: Survey of foreign vehicle activity in GB – 2003, DfT
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• routes to and from Scotland. Foreign operator pene-
tration on Scottish corridors (6.2 per cent of inbound-
freight, 4.5 per cent of outbound road freight) is 
higher than to other peripheral GB regions. By com-
parison foreign operator market share on North East 
England routes is 5.5 per cent inbound, 3.3 per cent 
outbound, and South West England 2.5 per cent 
inbound, 2.2 per cent outbound). 

Foreign vehicle activity as a % of total goods moved by road in GB: 2003

Source: Continuing Survey of Road Goods Transport: 2003, Survey of Foreign Activity in the UK: 2003

DESTINATION

ORIGIN NORTH  NORTH  YORKS & EAST WEST EAST LONDON SOUTH SOUTH WALES SCOTLAND
 EAST WEST HUMBERSIDE MIDLANDS MIDLANDS ENGLAND  EAST WEST

North East 0.1 0.2 1.1 0.0 0.6 10.2 0.0 29.8 0.0 11.2 1.3

North West 0.7 0.5 2.8 1.3 2.5 6.4 5.8 28.9 4.1 4.6 1.8

Y&H 2.0 2.4 0.7 0.3 0.6 7.8 3.2 24.3 0.2 5.4 4.2

East Midlands 3.8 1.7 1.1 0.3 1.0 4.2 0.8 10.8 0.0 11.2 0.7

West Midlands 0.8 4.1 3.9 1.9 0.4 5.0 0.8 24.3 1.8 6.6 1.1

East England 8.4 4.8 4.7 0.5 6.3 2.5 3.9 9.7 2.9 15.0 11.9

London 0.0 9.2 3.9 3.0 3.7 4.8 1.5 12.4 3.5 38.6 3.0

South East 34.6 46.1 35.4 31.6 44.0 29.0 29.5 14.4 17.4 59.4 37.6

South West 0.0 0.7 0.3 0.4 5.4 2.3 2.1 6.7 0.5 9.1 1.6

Wales 10.1 3.0 7.2 10.9 4.8 15.3 26.5 39.4 1.1 0.4 4.3

Scotland 0.5 2.8 4.0 0.0 4.2 4.1 19.8 44.2 0.5 4.3 0.5 

3.4 Labour charges – Euro comparison 

3.4.1 Driver labour hourly rates, country by country

For UK operators between 30 and 40 per cent of total 
vehicle operating costs are made up of driver wage 
costs. When UK costs are compared with other EU 
states a wide disparity again emerges, particularly with 
operators based in the new EU accession states. The 
figures contained within the table on the opposite page 
show relative annual pay levels for hgv drivers across EU 
member states. The pay comparison looks at take-home 
pay for drivers before tax, rather than total employment 
costs including employer social contributions. 

UK driver pay levels are markedly lower than Germany 
and broadly similar with those in the Netherlands and 
Belgium. 

When 2004 EU accession states are considered a 
marked disparity in pay rates emerges, which has a 
significant implication for operating costs for hauliers 
based in those member states. The UK is 70 per cent 
dearer than Poland, and twice as expensive as Hungary. 
When compared to driver wage levels in Bulgaria (which 
comes into EU membership in January 2007), UK pay 
rates are three and a half times more expensive. 
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Comparative EU wage cost information: hgv drivers with a C+E licence: 2005 (1)

Source: Continuing Survey of Road Goods Transport: 2003, Survey of Foreign Activity in the UK: 2003

 UNITED  BELGIUM CZECH GERMANY HUNGARY BULGARIA
 KINGDOM  REPUBLIC

 £ £ £ £ £ £

DRIVER WAGE COSTS    

Average wage level per annum (including social contributions)

for domestic work 23,920 21,518 20,930 31,238 8775 4112

Average hours worked per year 2,430

Additional costs for subsistence (2) 1,250 1,476 1,550 - 700 1000

Total 25,170 22,994 22,480 31,238 9475 5112

Total employment cost per hour worked 10.36 10.65 10.41 12.51 4.68 2.84

Employment cost index (3) 100 103 100 121 45 27

    

1 Exchange rate £1 =1.47Euros

2 Assume 50 nights a year away

3 Including social costs

3.5 Foreign vehicle penetration over time

3.5.1 Overview of foreign operator activity in the 
UK from 1995–2005

Since 1995 UK international vehicles have steadily lost 
market share to foreign operators. In 1995 market 
share was broadly similar (51 per cent UK registered, 
49 per cent foreign registered). By 2005 UK operators 
accounted for just 25 per cent of traffic. Part of this 
loss can be explained by the increase in hauliers from 
Eastern European countries. Over this period these traffic 
volumes to and from the UK have increased nine-fold. 
However, even now, these only represent 9 per cent of  
total accompanied roll on-roll off market. 

The main beneficiaries of rising traffic levels (in terms of 
absolute vehicle numbers) in the last decade are hauliers 
based in the original 15 EU member states (other than UK 
and Republic of Ireland) prior to 2004, in particular France, 
the Netherlands and Germany. 

3.5.2 Trends in UK – mainland Europe roro traffic 
growth 

The growing importance of the EU as the UK’s principal 
trading partner and overall growth in world trade has 
meant cross Channel traffic has grown steadily. In 2004 
the EU accounted for 57 per cent of all UK imports by 
value compared to 49 per cent in 1994. UK exports have 
been broadly stable for the past decade at 58 per cent. 

UK exports by value have risen by 41 per cent since 
1994. Meanwhile UK imports by value have risen by 
72 per cent. Roll-on/roll-off (roro) freight movements 
to and from mainland Europe have risen to meet this 
rising demand. Since 1990 roro activity has risen 
by 113 per cent. However, the fortunes of the three 

COUNTRY 1995 TRAFFIC  FOUR INCREASE
 LEVEL (‘000  QUARTERS IN VOLUME
 UNITS)  ENDING Q2  SINCE

2005 TRAFFIC   1995 
LEVEL (‘000  (‘000 UNITS)
UNITS)    

EU15 (excluding UK  401.2 1202.9 +801.7

and Ireland)

Non-EU plus 2004   29.0 255.6 +226.6

accession states

UK 486.0 508.6 +22.6

Republic of Ireland 31.0 26.5 –4.5

Trends in cross Channel roro activity from UK to mainland Europe: by registration 
of operator

Source:  Road Goods Vehicles Travelling to Mainland Europe 
Q2 2005, National Office of Statistics
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components of this activity (UK-accompanied traffic, non-
UK accompanied traffic and unaccompanied traffic) have 
fared differently, with the strongest growth coming from 
vehicles registered in the original EU 15 member states 
and, since 2004, from accession states.

3.5.3 Overall penetration of foreign hgvs in the UK 
market

There is limited information on the amount of road haulage 
undertaken in the UK by foreign vehicles – the latest survey 
data being for 2003. In total, foreign vehicle share of hgv 
activity in the UK is relatively small, although once again it 
does have a large impact in certain areas. 

3.6 Other statistics

3.6.1 Extent of UK transport insolvencies and 
bankruptcies 

An analysis of bankruptcies and insolvencies shows that 
business failures in the transport and communications sector 
form a steadily rising proportion of all bankruptcies and 
insolvencies. 

It is clear that the trend in bankruptcies and insolvencies 
in transport and communications shows marked 
variations from year to year. In 1997 bankruptcies and 
insolvencies in transport and communications represented 
10.3 per cent of all bankruptcies and insolvencies. This 
fell to 10.2 per cent in 1998, rising to 13 per cent in 
2004.

However, it is clear that in the case of bankruptcies and 
insolvencies, the proportion of those in the transport and 
communications sectors represents a rising proportion of 
the total. 

3.6.2 UK O licence numbers: trends over time 

The road freight transport sector has historically been 
characterised by a large number of relatively small 
operators and a small number of large operators. 
Analysis of operator licence numbers shows that there 
has been a steady fall in the number of operator 
licences held in the UK – from 125000 in 1993/94 to 
103000 in 2003/04. However, since operators need 
an operator’s licence in each traffic area in which they 
have an operating centre (there are seven traffic areas 
in the UK), there is no clear evidence that the haulage 
market is contracting in terms of numbers of operators 
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and whether any contraction is more prevalent amongst 
a particular size of operator. However, two trends are 
clear: 

• the average fleet size is trending upwards and has 
risen from 3.2 vehicles in 1993/94 to 4 vehicles in 
2003/04, suggesting that there is a growing trend 
of consolidation within the industry

• in 2003/04 there were 11,500 applications for 
new licences. Bearing in mind that the total number 
of O licences within the industry is falling, this sug-
gests that there is a significant churn of approxi-
mately 12 per cent of operators within the road 
transport industry

3.7 Comparison of foreign penetration over 
time set against:

3.7.1 Exchange rates

High UK diesel duty is not the only reason for the loss 
of UK market share. UK international hauliers refuel 
their vehicles wherever the price of diesel is lowest, and 
therefore should have only slightly higher fuel costs than 
that of foreign operators.  

The UK international haulier market share has been 
steadily eroded by the weakness of the Euro against 
Sterling. In 1995 Sterling was trading against the Euro at 
£0.86, by 2000 this had fallen to £0.61. While there has 
been some recovery in its value since then, at £0.68 it is 
still well below 1995 levels. 

When the Sterling/Euro exchange rate is tracked against 
the market penetration of foreign operators, a clear 
correlation emerges. As Sterling strengthens, so market 
share by foreign hauliers of UK cross Channel roro traffic 
increases.

The effect of a high Sterling exchange rate was 
compounded in the 1990s by high levels of VED, 
although the reform of lorry VED in 2001 has lessened 
this distortion.

3.7.2 Trade flows

Another reason for foreign hauliers’ increasing market 
share is that Sterling’s strength against the Euro means 
goods produced in the EU are more competitive than UK 
products, resulting in imports increasing more rapidly than 
UK exports to mainland Europe. Foreign operators based 
on the Continent are often better placed to take on this 
additional work than UK operators. 

When trade flow data is superimposed on roro activity for 
UK and foreign vehicles, it is clear that changes in trade 
volumes contribute to the market changes since 1995, 
but are not their primary cause.
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4.1 Inquiry results overview – dimensions of 
response 

4.1.1  Questionnaire response statistics

In order to give some weight within this report to the feedback 
gained from the questionnaires, the statistics gained from all 
the replies together make interesting reading:

• the total commercial vehicle fleet size of all 
respondents was over 81000 vehicles, of which 
42000 were hgvs

• between them the transport companies responding 
employed a total number of staff of more than 
200000, of which the largest section were, quite 
naturally, drivers

• over 88000 drivers are employed by these firms 
and together their warehouse space occupies a 
total of around 48 million square feet, or more 
than 410 full size football pitches

• our respondents operated a total of nearly 17000 
artics, which is 22 per cent of the total UK artic 
vehicle parc of over 75000 (over 38 tonne). Our 
survey can therefore say it represents nearly one 
quarter of the vehicles operating in the sector most 
affected by foreign competition

• operators within the survey use a total of over 
24000 rigids, which represents over 7 per cent of 
the total rigid vehicle parc of 323000

• our respondents used 39000 vans below 3.5 
tonne, representing less than 2 per cent of the very 
large total vehicle parc of light vans – a category 
not suffering directly from unfair foreign vehicle 
competition

In terms of fleet size, the profile of our sample is comparable 
to the national fleet size as established in the survey 
conducted by Customs and Excise in preparation for LRUC 
in 2003 (see graph in introduction para 2.3.4). So we can 
say that in terms of size of fleet, the questionnaire sample is 
fairly representative of the national picture.

The main respondents to the questionnaire were from 
companies in the general haulage, food, construction 
and industrial sectors.

In terms of operating sectors, 64 per cent of 
questionnaire respondents were from the hire or reward 
sector, 24 per cent were own account and just 12 per 
cent were buyers of transport services. It is probably true 
to say that this level of involvement from each sector is a 

4 Inquiry findings
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fair reflection on the amount of concern in each sector 
about fuel costs and freight taxes.

4.1.2 Operators’ issue priorities 

Our questionnaire revealed, in order of weighted 
importance, that the key issues of importance facing 
operators in the industry were:

• fuel and excise duty

• increasing operating costs

• reduced margins

• increasing UK/EU legislation

• road congestion

• competition from foreign operators

• poor road and port infrastructure

• lack of skilled staff

• bureaucracy from HSE/VOSA

• insurance costs

• Working Time Directive

• increasing customer requirements

• vehicle excise duty

The rising cost of fuel and the effect this has on operators 
is by far the biggest problem currently facing the UK 
road freight transport industry. This is closely followed 
by concerns over increases in other vehicle operating 
costs. Industry commentators are bound to point out that 
given the current economic climate and background, 
when questioned, any industry would arrive at a similar 
conclusion. However, in the case of road freight transport 
costs have risen dramatically in the last few years and 
the opportunities to claw back any of this increase have 
become increasingly slim. No surprise then, that number 
3 on the list was the problem of reducing margins. 

Following these three seminal issues comes the cost of 
UK and EU legislation on the industry and the impact 
of congestion on journey time reliability and efficiency. 
At a UK level the direct impact of foreign competition 
ranks slightly below these two issues. However, from the 
evidence gathered from around the country this is very 
much a regional issue, being a very high priority in a 
number of distinct areas. 

Shortages of drivers and other staff in the transport sector 
have been a high priority issue amongst operators, so for 
this not to be in the top 6 issues means that pure survival 
seems to have overtaken operational issues, although 
this has to be taken in the context of the inquiry and the 
key subjects under investigation.
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4.2 Inquiry results 

4.2.1 The unlevel playing field

Ninety six per cent of respondents to our questionnaire 
do not think that there is a level playing field for UK 
operators competing against foreign registered vehicles.

Many of the comments received suggest that 
competitiveness is a major problem. Foreign operators 
can have lower wages, are able to buy cheaper diesel 
outside of the UK, have lower rates and are less tightly 
regulated than UK trucks (safety standards and Working 
Time Directive). Foreign hauliers paying for use of UK 
roads is widely supported by respondents.

Unsurprisingly, with 96 per cent of respondents suggesting 
there was an unlevel playing field, we received many 
written and verbal examples relating to these issues. 

Wally Smith of D Perfect & Sons Ltd based in Essex  pointed out:
“The truck/trailer combination is an issue which is widely considered unfair. 
The UK haulier has to use a 3 + 3 combination (3 axled tractor and 3 axled 
trailer) to carry out 44 tonne movements in the UK. We know that European 
truck operators consider it acceptable to run with a 2 + 3 combination at 44 
tonne. Running the correct combination means we can only carry the uniform 
fuel tanks at 400 litres. It would be a pointless exercise taking these vehicles 
to Europe to purchase cheaper fuel, yet many European vehicles with 2 + 3 
combinations come into the UK carrying in excess of 1200 litres of diesel. It 
is essential for the wellbeing of the haulage industry in this country that these 
discrepancies are dealt with promptly and fairly.”

4.2.2 The need for de-coupling fuel duty between 
cars and trucks 

When asked which topic was most important, de-
coupling car and truck duty, or tackling foreign 
competition, respondents considered the de-coupling 
issue to be marginally more important. However, on a 
scale of 1 to 5 significant numbers voted for this issue as 
their number 1 priority.

Jim Welch of Welch’s Transport said:
“De-coupling will reduce the pain to the Exchequer of reducing fuel duty, 
which in turn will level the playing field with foreign competition, the most 
important aspect of which is not the loads they bring into the country but the 
domestic loads they undertake before they leave.”

Many operators wrote to the inquiry about the fuel duty de-coupling issue. Mark 
Tonge, Logistics and IT Director of Finnforest, based in Middlesex stated: “Yes, 
we do need to de-couple cars the way fuel duty is charged on trucks. Our 
main customers are in the retail sector and in the last five years we have been 
unable to pass on even 1p of the increase in fuel costs during this time and 
our margins continue to erode.” 

He goes on to say:
“Red diesel is also a contentious point, although not as highly taxed by the UK 
Government, there have been even more significant increases in cost which have 
impacted our mechanical handling costs. This is directly connected to the issue of 
UK fuel duties and freight costs, and should also be addressed by the inquiry.”
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4.3 Hire or reward sector

4.3.1 Turnover

The graph of turnover for hire or reward shows a large 
peak of transport companies with turnovers between £1 
million and £5 million with an average of £7 million.

4.3.2 Work lost to foreign operators

Nearly 50 per cent of hire or reward operators say that 
they have lost work to foreign-registered vehicles in the 
last 5 years. Of the hire or reward operators who have lost 
the work, half say that it represents more than 10 per cent 
of their business turnover. 

One such example came from Robert Ball, Operations Director of Gardner 
European, operating both in the UK and across Europe, based from Plymouth. 
He wrote:
“We welcome the inquiry because the Government is not interested in the 
issue and the British road haulage industry is suffering as a result. Two years 
ago haulage into Europe accounted for about £2.5 million of our turnover. 
It now accounts for £200000, entirely as a result of foreign operators 
undercutting our rates by amounts that we could not possibly match.”

Perhaps more importantly, a full 96 per cent of 
respondents say they have not won any business from 
foreign-registered competitors between 2000 and 2005. 
Of the 4 per cent of operators who have won some 
business, 78 per cent say that this is 10 per cent or less 
of their turnover.

If this small sector is analysed still further it is possible 
to see that the vast majority of work won from foreign 
competition is by larger companies.

4.3.3 Poorer contract terms and conditions

Seventy seven per cent say payment terms are now longer 
than they were in 2000, so customers take longer to pay 
them so cashflow and payment terms are worse than 5 
years ago. 

In addition 90 per cent of hire or reward respondents 
say contract lengths are shorter in 2005 than they were 
in 2000, thus creating more uncertainty for them and 
reducing future investment. Eighty nine per cent state 
they have more end of contract exposure than they 
did in 2000, thus creating greater risk and uncertainty. 
Eighty two per cent say that their charges are now more 
variable than they were 5 years ago, thus exposing them 
to more uncertainty of future revenues.

Fifty four per cent of hire or reward operators state freight 
rates had risen between 2000 and 2005.

The greatest reason for worsening terms and conditions 
was increasing competition amongst UK hauliers in 
the market for road freight services. Eighty six per cent 
of respondents cited this reason. The effects of foreign 
competition on contract terms and conditions was more 
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localised and sector specific and as a result was cited by 
26 per cent of respondents.

The dominance of large companies within the supply 
chain was cited as a specific concern by a number 
of hauliers. However, improved buying effectiveness 
by customers rated amongst the lowest reasons for 
deteriorating terms and conditions and was cited by 18 
per cent of respondents.

In weighted order, the reasons given for worsening terms 
and conditions are:

• competition from UK operators

• foreign competition

• fuel and operating cost increases

• combined issues

• improved buying skills

4.3.4 Reduced margins 

The graph below clearly shows how margins have been 
reducing in the last 5 years. The median for our survey 
sample has reduced from 5.7 to 2.9 per cent in the last 
5 years. This mirrors the recent reports from Plimsoll, 
which confirm that margins are currently moving down 
from 2.7 per cent. 

Plimsoll also reports that 19 per cent of haulage 
companies are in loss, with 10 per cent in loss for a 
second year. It is fairly obvious that this situation is not 
sustainable without serious consequences to UK industry.

The largest percentage of operators responding to the 
survey (31 per cent) felt that increases in fuel and other 
operating costs are the main reasons for a fall in margins. 
Twenty three per cent of respondents cited foreign-
registered competition as the main reason for this fall, 
whilst 21 per cent blame other forms of competition. 
Twenty five per cent of operators believe, due to 
operating cost increases, that a general acceptance of 
reduced margins is the main reason for this decrease.

To illustrate this point, Craig Chirrey from TDG stated: 
“Logistics is being increasingly marginalised. Customers are not prepared to 
pay additional costs incurred. This means efficiencies, at best, result in stand 
still. At the same time legislation gets more onerous and incurs more expense 
addressing the requirements.”

4.3.5 Difficulties in reclaiming fuel and cost 
surcharges

Fully 48 per cent of hire or reward operators say that 
they have been unable to introduce a fuel surcharge 
since 2000. 

The ability to recover fuel costs is inconsistent. Only 
15 per cent have been able to substantially recover fuel 
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costs every year between 2000 and 2005. Just 17 per 
cent have been able to substantially cover other operating 
cost increases from their customers each year from 
2000–2005.

In terms of those companies most successful at recovering 
fuel cost increases, unsurprisingly, larger companies are 
more successful than smaller, most markedly in the last 2 
years of very high fuel cost increases.

As can be imagined, there were many written statements relating to fuel cost 
increases, ranging from the almost obvious.
Alan Tobin of Alan James Tobin: “Anyone visiting Calais will see a major 
industry of selling diesel. No foreign haulier would buy any fuel in UK and we 
miss out on all that revenue.”

To ones that accurately summed up the issue.
Learn Logistics Ltd: “UK operators may try and be as efficient as they can but 
the competition will always have the buffer between costs and profit in the 
form of lower taxes.”

To inputs that were downright saddening:
Charles Green of DH Loveday & Son wrote: “Our firm started in 1949. Fuel 
cost increases entirely wiped out our profit for this year – we now plan to close 
by Xmas 2005 and we’re glad to get out.”

Not everyone believes that fuel prices are the full 
story. Some feel there is further to go in terms of fuel 
management and the efficient use of fuel by UK fleets. 
For example Key Fuels, who manage fuel supply for a 
number of clients, says:

“The vast majority of fleet operators do not have an accurate measure of mpg 
across their fleets, and as a result are unable to adequately control fuel usage. 
In this context, demands for a reduction in fuel duty risk becoming merely 
rhetorical.”

As with fuel, larger companies are generally more 
successful at winning non fuel cost increases from their 
customers. However, in contrast with fuel, they have seen 
a lower extent of success in the last 2 years. This could 
be possible because high fuel increases are visible and 
easy to understand but, once agreed, there may be less 
sympathy from customers to accept other, less visible cost 
increases. This is particularly true when fuel surcharges 
of 6 per cent and above are already being recovered, as 
has been the case in 2005.

4.3.6 Lack of investment in vehicles

In total 65 per cent of hire or reward operators have 
changed their approach to vehicle replacement between 
2000 and 2005. Nearly three-quarters (74 per cent) 
of those that have changed their buying policy say that 
they have extended their vehicle replacement period and 
another two-thirds (62 per cent) say they are buying more 
used vehicles than purchasing new ones.   
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Gordon Brundel from Hunley Transport Ltd, summed up the situation with these words: 
“A majority of hauliers are running older vehicles – we cannot afford to 
reinvest. How long can this last?”

It also became apparent that two-thirds (62 per cent) 
have moved from outright purchase to finance leases. 
Whilst this trend could reflect lower levels of reserves by 
hauliers, it is more likely to reflect hauliers response to a 
very competitive lease market with low interest rates and 
the need for greater asset flexibility as contract periods 
shorten.

Seventy per cent of those that changed their policy 
say that they have moved to higher specification 
vehicles in the last 5 years, although this is likely to be 
influenced by manufacturers increasing the specification 
on basic vehicles, along with technology advances. In 
addition many firms find they have to provide superior 
specification vehicles in order to counter the effect of the 
industry skills shortage – drivers tend to migrate to the 
firms with the best vehicles.

From the inquiry meetings there was a clear feeling 
that operators, especially in the hire or reward sector, 
were expected to be operating newer, cleaner and fuel-
efficient vehicles, but operating cost pressures mitigated 
against this.

4.3.7 Prevalence of subcontracting within road 
haulage

Use of foreign hauliers by UK carriers – the extent 
to which UK hauliers are subcontracting out work to foreign 
carriers is rising. In 2000, 20 per cent of UK hauliers 
reported making at least some use of foreign carriers. By 
2005, 37 per cent of UK hauliers were sub-contacting work 
to foreign operators. The proportion of work that is being 
subcontracted to foreign operators is rising too. In 2000, 2 
per cent of hauliers reported than they used foreign carriers 
for more than 10 per cent of their work. In 2005, 13 per 
cent reported that they used foreign operators for more than 
10 per cent of their volumes.

Use of UK hauliers by UK carriers – the use of UK 
subcontractors remains prevalent within the hire or reward 
sector. Eighty eight per cent of respondents reported that 
they gave subcontracted work to UK carriers in 2000. By 
2005 this had risen to 91 per cent. 

Volumes being subcontracted are also increasing slightly. 
In 2000, 51 per cent of respondents subcontracted 
over 11 per cent of their volumes to other UK carriers. 
By 2005 this had risen to 55 per cent of respondents. 
Responses from hauliers whose business includes 
subcontract work support the findings that there is 
increasing use of subcontractors by UK hauliers. Sub 
contract work from UK hauliers has risen from 34 per 
cent of business to 48 per cent between 2000 and 2005. 
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Use of UK hauliers by foreign carriers –  
subcontracting opportunities from foreign hauliers 
are declining (from 15 per cent of work to 10 per 
cent). This could be a result of foreign operators 
establishing a stronger presence in the UK market, 
enabling more work to be undertaken by their own 
vehicles. Alternatively foreign operators may be 
choosing to subcontract to foreign hauliers, possibly 
to take advantage of lower wage rates, particularly 
among hauliers from 2004 accession states.

4.4 Own account sector

4.4.1 Minimal outsourcing to foreign operators

In the last 5 years there has been an 8 per cent 
overall decline in in-house work volume from 77 
per cent to 69 per cent (according to questionnaire 
respondents). The trend towards the outsourcing of 
road transport that has been in evidence throughout 
the 1980s and 1990s has continued between 2000 
and 2005. Whilst foreign hauliers represent a small 
part of outsourced work, it is a growing proportion, 
which has risen from 2 per cent of activity in 2000 to 
4 per cent in 2005.

The main influence for triggering a shift from in-house 
transport to third party services is the need to tackle rising 
transport operating costs. However, the attractiveness 
of using foreign hauliers to reduce costs does not score 
highly among operators. 

The relatively high scores of increasing customer 
demands and greater sophistication in supply chains 
suggests that whilst price is important in contracting 
out, service level performance also forms a key part 
of the contractor selection decision.

4.4.2 Inability to recover cost increases 

Of the own account operators who completed this 
part of the questionnaire, only 36 per cent were able 
to substantially recover their operating costs for each 
year 2000–2005. In the year 2000, 82 per cent of 
respondents were able to recover their costs to 
some degree, but by 2005 this figure had fallen to 
49 per cent, so there is a marked definitive and 
significant trend downwards.

4.4.3 Lack of investment in vehicles

A similar proportion (70 per cent) of own account 
operators have changed their approach to vehicle 
replacement and specification between 2000 and 2005 
(as had hire or reward). Similar to hauliers, longer vehicle 
replacement cycles is the most common change in policy 
and was cited by 63 per cent of own account operators 
who had changed their replacement cycles. However, 
increased use of secondhand vehicles is much less 
evident among own account operators. Thirty one per 
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cent of own account operators (who changed policy) are 
buying more used vehicles than in 2000, nearly half the 
hauliers’ figure. This may be due to the financial effect 
of the parent company providing a buffer to increased 
costs.

Trends in the role of finance leases and use of higher 
specification vehicles by own account operators are 
similar to those of hauliers. 

Around three-quarters say that they have changed 
to higher specification vehicles in the last 5 years, 
although as with hire or reward, this is likely to be 
influenced by manufacturers and the need to provide 
superior vehicles in order to attract drivers.

In terms of why own account operators have changed 
their buying policy, rising fuel costs, fuel duty and rising 
operating costs were all clear leaders, followed by 
the rising cost of new vehicles and more demanding 
customers.

4.4.4 Own account operating as third party carrier

Thirty eight per cent of own account operators have 
the ability to operate as a third party. These services 
are likely to be limited to smoothing out seasonal 
peaks and using spare capacity. Nonetheless this 
could have a knock-on effect on hire or reward 
activity as it introduces another competitor into the 
market. Of those own account operators that offer 
third party transport services, the average proportion 
of third party transport has increased only marginally 
from 2000 to 2005 from around 10 per cent to 
11 per cent. This is not large enough to have a 
significant influence in the market place.

4.5 Buyers of transport services

4.5.1 Haulage rate increases over 5 years

Nearly half the transport buyers report that, on average, 
haulage rates have risen by between 11 and 20 per 
cent since 2000. This compares to an average rise of 
12.5 per cent reported by hauliers who responded to the 
questionnaire. 

The principal cause for cost increases is the rising price of 
fuel and high non-fuel operating costs. When cost rises 
for these two items alone are considered, haulage rates 
appear to have broadly kept pace. FTA’s Manager’s Guide 
to Distribution Costs suggests that vehicle and driver costs 
have risen by 16 per cent since January 2000. However, 
on top of these rises transport buyers cite strong upward 
cost pressure from traffic congestion, and increasingly 
challenging customer demands.
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4.5.2 Lowered rates for transport buyers, through 
foreign competition

Very few respondents reported rate decreases. Lower 
margins by the hauliers used by transport buyers were 
considered to be the main downward pressure on rates. 
The presence of low cost foreign competition (albeit at 
relatively low levels of penetration of the overall UK road 
freight market) ranks just behind this factor.

4.5.3  Use of foreign contractors doubled

Buying habits have markedly changed in the past 
5 years. The use of foreign hauliers has risen steadily 
since 2000 from 12 per cent of work to 23 per cent of 
work in 2005.

Not all buyers cited lower costs as being their number one reason for the 
increased use of foreign hauliers. Cameron McAdam from Ciba Speciality 
Chemicals Ltd gave this reason:
“More UK hauliers should consider adopting the higher standards of service 
offered by the top continental companies. For example, improved reporting, 
environmental, health and safety standards and general presentation. These 
higher standards are why we are considering adopting more continental 
carriers; not on a costs basis only.”

4.6 Other transport key drivers

4.6.1 Regional variations

Business lost to foreign competition – the 
extent of the impact of foreign competition on UK 
hauliers is most widespread among hauliers based in 
Scotland, 62 per cent of which report they have lost 
business. This impact is felt least in Northern Ireland 
where high fuel taxes are less of a problem because 
of the availability of low-taxed diesel purchased in the 
Republic of Ireland. 

In terms of the aggregate amount of business lost to 
direct foreign competition, there is little variation between 
Scotland, England and Wales. However, incidences of 
significant losses of business over 30 per cent of turnover 
are concentrated in England and Wales. 

Recovery of fuel cost increases – English and 
Scottish hauliers were much more successful than 
elsewhere at recovering fuel costs. The proportion 
of hire or reward operators consistently recovering a 
substantial proportion of higher fuel costs between 
2000 and 2005 was 20 per cent and 18 per cent 
respectively. By contrast, only 8 per cent achieved 
this amongst hire or reward operators in Wales. 
For Northern Ireland operators, only data for 2004 
and 2005 was available. The apparent success for 
Northern Irish hauliers recovering fuel cost rises in 
2005 may reflect the lower level of duty paid on the 
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fuel they use (which is purchased in the Republic 
of Ireland). As a consequence increases in product 
prices have a proportionately bigger impact on fuel 
purchase price.

Recovery of other vehicle operating cost 
increases – a similar condition exists for regional 
variations on recovery of other vehicle operating 
costs. Once again English and Scottish hauliers were 
much more successful than elsewhere at consistently 
recovering a substantial proportion of cost rises, both 
at 23 per cent. Only 8 per cent of Welsh hauliers 
managed to do so. Data for Northern Ireland was 
only available for 2001 and 2003. In these years 
Northern Irish hauliers were less successful than their 
counterparts in Great Britain.

Sandy Bruce from Sandy Bruce Trucking Ltd based in NE Scotland expressed his 
frustration with the current position, highlighting problems with regional industry 
and failing customers. He wrote: 
“I have been in the business 23 years, growing from a single truck to 
operating nearly 100. The biggest issue I foresee is not only the British 
haulage industry being hammered by unfair fuel duty levels, but in the 
North East of Scotland especially we are seeing our customers going 
out of business or moving production overseas. One of the big factors 
behind this is the cost of transport in UK. I have calculated that 25 
per cent of my customers’ bill is tax in the form of fuel duty. I would 
gladly get out of the business if only I could recoup my investment. I 
know very few, if any, operators in the small to medium sector who feel 
differently. Investment is very hard to justify on the current profit margin 
despite our being willing to change and think along different lines – 
eg a smaller depot network and double shifting wherever possible.”

4.6.2 Increasing polarisation of large and small 
companies

The impact of a haulage company’s fleet size on the 
operator’s ability to recover fuel cost increases and other 
vehicle related cost increases since 2000 are covered in 
detail in 4.3.5.

In terms of loss of business to foreign operators, the 
proportion of hauliers reporting that work has been 
taken is broadly similar irrespective of company size. 
However, in terms of the amount of work lost, small 
operators (1–5 hgvs) lost an average of 15 per cent of 
turnover, medium sized operators (6–25 hgvs) lost 
13 per cent and large operators (26+ hgvs) lost 
11 per cent.

There is a very low incidence of winning business 
from foreign operators across all fleet sizes, although 
larger operators appear to be more successful. Two 
per cent of small operators have won business, 5 per 
cent of medium sized operators and 6 per cent of 
large operators.
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Steven Potter, from Bibby Distribution sums up the view from the bigger 
organisations with these words.
“Confidence in robust growth is being driven by customers more than 
competition, whether foreign or domestic. This results in increased 
procurement expertise, the dominance of larger, consolidated companies, 
repeated contract renewals and the need for flexibility to respond to a quickly 
changing marketplace. We have found increasing acceptance from customers 
that we will pass on fuel price increases via surcharging, probably helped 
by the general public being made aware of the issue through private fuel 
purchases. UK operators are yet to fully accept that industry is now global. 
The fact that water surrounds the UK and we are not ‘full’ members of the EU 
does not change facts. Increasingly, competition will come from international 
operators, multi-nationals or trans-nationals. Once accepted, we can get to 
the real arguments over the level playing field. However, I feel a reluctance 
from UK Government to take a tough stance on protecting UK operators at 
this level, probably reflecting a desire not to confront other countries. We are 
talking about the correction of a policy taxing domestic operators through road 
and fuel tax. If the Government backs away from creating artificial barriers to 
free movement of goods by not taxing non-domestic operators, it forgets that it 
has already done this to the UK players.”

4.6.3  UK hauliers’ international operations

In terms of loss of market share, the impact of foreign 
competition has been felt much more acutely by UK-based 
international hauliers than UK-based hauliers serving the 
domestic market. Sixty seven per cent of international 
UK-based hauliers reported that they had lost business 
to foreign competitors over the last 5 years, compared 
to 49 per cent for all UK-based hauliers. Whilst UK-
based international hauliers are able to purchase their 
fuel abroad and thereby avoid high fuel duty costs in the 
UK, their cost position compared to continental-based 
hauliers has deteriorated as a result of Sterling’s strength 
against the Euro and the growing role that Eastern 
European hauliers (with significantly lower labour costs) 
are playing in serving UK international trade flows. As well 
as influencing the relative cost base of UK and continental 
haulier, Sterling appreciation in value against the Euro has 
resulted in imports from continental Europe growing much 
faster than UK exports to continental Europe. The surfeit 
of foreign competition entering the UK, on the back of 
growing import flows, has depressed outbound UK road 
freight rates making international haulage less attractive 
for UK operators.
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Impact of foreign competition on international hire or reward operatorsThe inquiry received many statements relating to the international haulage market. 
This is just one sample from Peter Harding of Peter Harding International Ltd
“My company has recently lost work to Estonian hauliers, signed on a year’s 
contract for 12 units to do both international and UK domestic haulage. There 
will be no confidence in the industry whilst UK operators see money allocated 
to help former Eastern Block countries for equipment etc, yet outstanding fines 
levied at international hauliers remain uncollected; an example being the 
London congestion charge currently running at £11 million. My company paid 
£48000 alone in foreign road tolls, excluding our own road tax, last year. The 
prospect of waiting until 2020 before foreign operators are charged for UK 
road usage is preposterous. Whilst we have to compete in this arena, against 
odds that are very clearly stacked in favour of foreign hauliers, I cannot 
foresee a future, let alone one with profit margins and return.”
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5.1 Criteria for an alternative fuel duty policy

5.1.1 Introduction

A number of potential alternatives of effecting a reduction 
in fuel duty selectively for goods vehicle operators have 
been proposed over the past few years. These have been 
developed by industry to varying degrees in order to 
demonstrate to Government the practicality of possible 
solutions should a political will be found to enact them.

Nearly all the solutions would require changes in the law 
and in most cases would require significant changes in 
operational practices by operators.

There are three factors in particular that need to be 
considered in developing potential solutions, which 
concern the physical application of any solution and they 
are described in 5.1.2 to 5.1.4 below.

5.1.2 Application to bunkered fuel supplies and to 
retail fuel sales

About 80 per cent of fuel drawings by hgvs are made 
from bunkered fuel supplies, either operated by a 
commercial fuel management company or delivered and 
stored on the operator’s site. However, many operators 
rely on retail forecourt purchases to cover longer journeys 
or unexpected peaks. Any system of selective rebates, 
therefore, needs to accommodate the constraints and 
practices of fuel distribution through both channels.

5.1.3 Application to UK-based operators and to 
foreign-registered vehicles visiting the UK

European law expressly prohibits the imposition of 
additional or discriminatory tax burdens on non-UK 
businesses. Were the UK Government to introduce 
arrangements that applied only to visiting vehicles they 
could be subject to infringement actions by the European 
Commission, resulting in hefty fines and political 
embarrassment. For these reasons this report does not 
touch on such solutions.

For any of the solutions mentioned below to be 
implemented they must be applied equally to visiting 
vehicles and to UK businesses. The need for potential 
solutions to apply to all 442000 hgvs registered in the 
UK, as well as to 1.5 million foreign-registered vehicles 
entering the UK each year, increases the scale of any 
new arrangements and hence the costs of start-up and 
implementation by at least an order of magnitude.

5 Future options 

INDUSTRY COMMENT

From the Chartered Institute of Logistics and Transport (UK) 

“In principle, all lorries, including foreign ones, should be charged on the same basis for 
the use of the UK road network. The charges should cover the appropriate share of the 
cost of providing the road network, its maintenance, policing and management.

We think that it is a pity that the lorry road user charging scheme (LRUC) was dropped, 
as it could have served as a pilot for a wider electronic charging scheme. It may be that 
the costs turned out to be too high. Since almost certainly the costs of any scheme will 
have to be borne by road users, costs need to be brought down and the Government 
should be energetically exploring this.

In the medium term, fuel duty is likely to continue to be part of the system of charging 
for road use, but in the long run, greater fuel efficiency and a wider use of alternative 
fuels may make this increasingly difficult. Fuel duty cannot realistically be scaled down 
as a charging mechanism until an alternative is in place.”
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5.1.4 Application to hgvs only rather than all diesel 
fuelled vehicles

The simplest and most obvious remedy to high fuel duty 
would be to reduce duty on diesel fuel. This would, however, 
reduce the costs of fuel to other users of diesel-engined 
vehicles, particularly cars. This would have distorting 
effects on the price of motoring that would conflict with 
stated Government objectives. Moreover the cost to the 
Government of a 1p per litre reduction in diesel and petrol 
duty for all road users would be approximately £465 million 
(£200 million for diesel users) whilst restricting a similar 
reduction solely to hgvs would cost about £75 million 
in foregone revenue. Assuming the chances of political 
action to address the high costs of fuel to the road transport 
industry are dependent partly on the cost to Government, 
then solutions that restrict any reduction to hgvs only are 
more likely to be pursued than those that offer blanket 
reductions.

5.2 Potential solutions to reduce duties

5.2.1 Changes to the road charging landscape 
since 2000

Most, if not all, of the following potential solutions 
to level the playing field in this country between UK 
operators and foreign competition were well known in 
the year 2000 at the time of the fuel protests. Little of 
the detail for each solution has changed in this time, 
although some of the relative costs have altered slightly. 
However, what has changed is that the key resolution to 
the issue which would have redressed the balance, ie 
LRUC, has been removed from the debate. Therefore this 
places a different emphasis on the remaining solutions.

5.2.2 Reduction in diesel duty – EU harmonisation

The EU sets minimum levels for fuel duties, but does not 
establish a maximum. In 2001 the European Commission 
proposed that over a 10-year period, member states 
should bring the duties applied to commercial operators 
into broad alignment. Little progress has been made to 
date with this proposal as member states wish to avoid 
any erosion of their right to set taxes at a national rate. 
Having said that, there is a good competitiveness case 
for doing so in the area of haulage. 

A simple reduction in diesel duty rates so that the UK 
matched the EU average would require, at current rates, 
a 25p per litre reduction; however, each 1p per litre 
reduction in diesel duty costs the Treasury £200 million 
per annum. At the present rates of consumption this 
would cost the Treasury £5.2 billion a year from all road 
users that use diesel. 

To recover this sum through other taxes would require the 
equivalent of:

• 0.7 per cent rise in employer and employee 
National Insurance Contributions or

Perhaps, unsurprisingly, it was members from FTA’s Greater London Freight Council who 
made comments relating to de-coupling of duties on cars and trucks. More than most 
they have been severely effected by London congestion charging and similar schemes 
relating to the London area. They pointed out that the UK Government actually only 
de-couples cars and trucks when it suits them – for example the proposed Low Emission 
Zone for London, targeted only at cvs, even though they make up a small percentage of 
the total traffic volume.

Frank Hunter, Transport Manager for Vehicle Lease & Service Ltd, who provides vehicles 
and support for customers such as Northumbria Water, Northern Electric Distribution and 
Yorkshire Electric Distribution, has said:

“It is essential that something tangible happens to fill the vacuum created by the 
abandonment of the LRUC project. The expertise in transport resides within the 
industry itself, and any practical, lasting solution is much more likely to be generated 
by experienced operators, than from any other source.”
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• a doubling of duty on wines and beer or

• an increase in the standard rate of VAT to 18.7 per 
cent

5.2.3 Fuel duty/vehicle excise duty switch

This option proposes the reduction of fuel duty for all 
diesel fuel to the EU average and the recovery of the 
foregone revenue by a proportionate increase in VED 
rates for diesel cars only. It is argued that the increased 
VED will be offset by the much lower costs of fuel. This 
is similar to the situation that prevails in many other EU 
countries, where the rate of fuel duty is much lower and 
a relatively higher VED rate is paid by cars. 

In the UK the changes in VED would be significant. It 
has been calculated that VED rates for diesel vehicles 
would need to rise to about £870 a year to offset a 
general reduction in duty rates of 25p per litre. Whilst the 
attraction of lower fuel prices closer to the EU average 
would superficially appeal, motorists would only be better 
off once they had driven more than about 29000 miles. 
This would introduce further distortions if journeys were 
made to exceed this threshold.

5.2.4 Fuel duty/VAT switch

This proposes a reduction in fuel duty to the EU average 
but offset by a proportionate increase in VAT on diesel 
fuel, to levels such that the overall rate of tax remained 
the same. As most operators are VAT registered and most 
private motorists are not, then this element of tax can be 
recovered by registered operators through their normal 
VAT transactions.

However, Article 12 of the Sixth Council Directive of the 
EC (77/388/EEC) requires member states to impose a 
standard rate of VAT (which must not be less than 15 per 
cent and in the UK is currently 17.5 per cent), and only 
permits reduced rates of VAT for specific products. The 
directive does not allow a specific higher rate for one 
product. This would prohibit the increase of VAT above the 
current 17.5 per cent for fuel.

An alternative proposal is to create a new tax, which 
could be relievable against output VAT. Once again this 
seems not to be possible under the sixth directive since, 
under Article 17(2), only VAT suffered may be relieved 
against output VAT.

5.2.5 ‘Blue’ diesel

Blue diesel describes a physical fuel product that is in 
all technical respects identical to standard (white) diesel 
except it is taxed at the prevailing EU average duty rate, 
coloured and made available only to goods vehicle 
operators. This fuel would be designated for use in heavy 
goods vehicles only and violations would be punishable 
as for the misuse of rebated fuel (red diesel). A coloured 
(blue) indicator dye would be added to assist detection. 

INDUSTRY COMMENT

From the British Vehicle Rental and Leasing Association

“The BVRLA fully supports the inquiry in this endeavour. If industry is to take on the 
Government in this respect, it can only do so with irrefutable facts and logic. We were 
bitterly disappointed, shocked and even angered, not only at the summary dismissal of 
the LRUC, but also the way in which it was done. We believe that ministers have broken 
their contract with industry and that there now exists a huge gulf in the level of trust that 
we had hitherto placed in this Government. This will take considerable effort on their part 
to bridge this gap.

We will add our voice, and hence those of our members, to the calls on Government to 
take action to ensure the reasonable competitiveness of UK business regarding foreign 
hauliers and the need to de-couple the taxation of the haulage industry from general 
fuel duties”
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Excise duty becomes payable in the fuel distribution chain 
at the ‘duty point’ which is normally ex-refinery or ex-fuel 
depot, as designated by HMRC. The task of creating, 
designating and controlling distribution of this fuel would 
therefore fall upon oil companies and fuel distributors. 
This provoked strong opposition from the oil sector 
and hints that much of the duty differential would be 
eroded as oil companies recovered their additional costs 
of handling and distribution from operators. It is also 
claimed that retail forecourts would not have the storage 
or dispensing capacity to handle a fourth grade of fuel. 

It is suspected that in reality these objections are 
overstated. When new grades of fuel are introduced the 
infrastructure costs normally only amount to 1p per litre 
which at the time is temporarily offset by duty differences 
and there should be no difference with blue diesel. 
Already one major oil company has two grades of diesel 
on all its forecourts.

Blue diesel, or its equivalent, was seriously considered 
as a means of rebating fuel duty to operators under the 
lorry road user charge scheme during 2004–05 but was 
rejected following resistance and representations from 
the oil sector. At the time it may well have been right 
to accept that the high tech satellite system was a more 
secure and appropriate arrangement. Since that solution 
is not possible in the short term the relative simplicity and 
security of a new grade of diesel for professional use has 
great appeal. 

Distribution problems for blue diesel are modest 
compared with the benefits. The majority of haulage 
diesel is private bunkered and many on-road sites have 
major dedicated pumps for large lorries which generally 
are incompatible with the scale of motorists facilities. So 
the real problems only occur at sites where lorries share 
facilities with motorists. This solution would also mean 
that large sums of duty would not be held by the Treasury 
before being rebated back to hauliers.

Red diesel is also not beyond consideration and is 
already distributed exclusively through bulk supplies. 
A multi-tier system of duty rates could incorporate a 
specified range of commercial vehicles, particulary those 
above 38 tonne gvw which are those that are directly 
exposed to foreign vehicle competition.

5.2.6 Biodiesel

A variant on the blue diesel proposal is to make biodiesel 
the fuel of choice for goods vehicle operators through the 
same channels as would have been introduced for blue 
diesel. The important advantage for biodiesel is that it 
is already taxed at much lower rates than conventional 
diesel fuels, which are made from mineral oil. Biodiesel 
is so-called because it is manufactured from naturally 
produced vegetable oils and is already in use as an 
hgv fuel, although only by small numbers of vehicles. 
Production is therefore currently on a limited scale but the 
Treasury has taxed this fuel at the much lower rate of 22p 
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per litre, compared with 47.1p per litre for conventional 
diesel.

By making biodiesel more widely available through 
similar channels to blue diesel then more operators 
would be able to benefit and, assuming no change in 
Government tax policy and a lower pre-duty product 
price resulting from scale production, this would achieve 
the desired reduction in fuel duty and fuel price for hgv 
operators.

The wider use of biodiesel would also have significant 
environmental advantages, as the growth of plants to 
produce the oil from which the fuel is made also absorbs 
carbon dioxide from the atmosphere. The ‘carbon 
balance’ on the production and use of biodiesel is 
therefore much less than for conventional fuels derived 
from mineral oils.

A major hindrance to the wider uptake of biodiesel 
is the reluctance of vehicle manufacturers to extend 
vehicle warranties to cover possible damage to engines 
resulting from use of this type of fuel. Neither is there 
yet a European standard for biodiesel fuel, making 
formal testing and production quality standards difficult 
to maintain.

5.2.7 Rebate schemes

The idea of an Essential User Rebate (EUR) has been 
around since 1998 as a response to both the Fuel 
Duty Escalator and the removal of the final restrictions 
on cabotage, enabling foreign operators to conduct 
cabotage in the UK without the necessity of a permit. 
The RHA evolved a concept to allow O licence holders 
to claim back a rebate on fuel, set at a level to bring UK 
rates in line with the average applying on the Continent, 
which at that stage was around 20p per litre. 

The scheme is similar in essence to the Fuel Duty Rebate 
(FDR) which is already in operation for bus services, so 
a UK precedent exists and has worked satisfactorily for 
bus operators for many years. In addition, a number 
of EU states – including France – have introduced such 
schemes albeit with lower rates of rebate than would 
be necessary in the UK. Essential users (ie owners of 
O licences within the haulage industry) would be able 
to claim a rebate on their fuel used for all valid journeys 
equivalent to the difference between the UK current 
fuel price and the average EU price. Mileages could be 
relatively simply verified using the well-tried tachograph 
system.

In order to make the scheme more palatable to the 
Government, alternative methods of funding the rebate 
were investigated and a report commissioned from the 
Centre for Economics & Business Research (CEBR). After 
the establishment of the Road Haulage Forum, set up by 
the Government in order to address the transport industry 
issues of the time, a select committee had the opportunity 
to question Professor Douglas McWilliams, key author of 
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the report in July 1999. The committee’s findings were 
that the calculations were validated, but they believed it 
would be too difficult to administer and would cost the 
Exchequer too much.

In fact, over a period of time, the scheme could have 
worked out to be tax neutral to the Exchequer. Below are 
the 2001 report’s figures, which have obviously changed 
over time, but illustrate the principle of the loss of revenue 
being offset by regaining currently ‘invisible’ losses. The 
direct loss of fuel duty revenue to the Exchequer in the 
form of a rebate claimed by UK hgvs would be around 
£2 billion pa, but is effectively regained by the invisible 
means shown below. The most important regain is the 
£1 billion pa (now much higher) lost through cabotage, 
which would effectively be reduced to near-zero post 
EUR, along with additional savings from:

• UK haulier losses to foreign competition – £130m

• loss of Northern Ireland cross border fuel – £85m

• UK hauliers buying foreign fuel – £80m

• the effect of UK industry job losses – £800m

• the impact on fuel usage and efficiency – £7m

There are a number of options available for implementing 
a rebate scheme.

Smartcards – Effectively this is one sensible method 
to apply an EUR and was under discussion by the 
Government as a potential solution to the fuel issue after 
the fuel campaign in 2000. It was not chosen as, at the 
time, LRUC was seen as the better option. 

This proposal uses approved fuel debit cards to 
recognise the purchase of fuel by a legitimate goods 
vehicle operator and then automatically adjusts the rate 
of fuel duty charged on the purchase to the new ‘rebated 
rate’. This proposal requires close integration of the fuel 
retailers’ systems with HMRC’s. This approach was the 
more likely system to be adopted for rebating purposes 
under an LRUC scheme and its implementation would 
have required the use of a vehicle card to identify the 
vehicle and link it with a particular purchase of fuel.

Paper-based rebate systems – Possibly a simpler 
method of applying the EUR although the EU in general 
is working to remove paper systems. Such systems are 
used in France and other EU member states to make 
fuel rebates to hauliers. Operators submit fuel purchase 
receipts to a central or local administrative authority and 
an appropriate rebate is paid to the operator based on a 
prescribed rate per litre. 

However, all the above rebate schemes are being 
scrutinised by the European Commission in respect of 
their legality under EU state aid rules. Member states 
wishing to offer such rebates are required to renew their 
permissions every two years. These schemes are also 

Perhaps Nigel Barton, UK & Ireland Operations Director for TNT UK Ltd, has summed up 
the situation succinctly with the following:

“The current situation has an element of self-fulfilling prophecy. As the number of 
foreign trucks on UK roads increases due to their improved competitiveness due to 
their lower diesel prices, the number of UK-based trucks which pay for the roads 
upkeep falls and therefore the Government’s revenue stream falls.”
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vulnerable to fraud and are accordingly limited to small 
amounts of money – 2p or 3p a litre.

5.2.8 Segmental rebate

This option should perhaps be looked at in combination 
with any of the rebate options mentioned above. It simply 
addresses the issue that the effects of foreign competition 
are not felt equally across the whole of the transport 
industry, but affect certain regions and especially the 
heavier end of the hgv population. 

It is an obvious fact that operators running vans and 
smaller lorries are less affected by competition from 
foreign operators. The real competition is within 
the 38 tonne sector and above. There are currently 
approximately 98000 such units currently registered in 
the UK. It is proposed that this segregated rebate would 
be phased in to lower weight limit trucks over time, thus 
maximising the initial impact on the unlevel playing 
field, whilst reducing significantly the impact on the 
Chancellor’s total tax take in any one year.

It is proposed that such a concession would be distance-
based, thus encouraging fuel efficiency by setting a 
standard rebate per unit, which equates to a figure 
slightly below the average fuel consumption in this sector, 
thus encouraging fleet operators to graduate towards 
more fuel efficient vehicles. As with other rebates, there 
would be a balancing income from foreign operators 
fuelling in the UK rather than overseas, UK international 
operators fuelling in the UK rather than overseas, and 
a reduction in refuelling in the Republic of Ireland by 
Northern Ireland operators.

The inquiry has identified a growing trend that operators 
are holding onto older trucks for longer (see paras 
4.3.6 and 4.4.3). In order to incentivise newer, more 
environmentally friendly vehicles, any rebate could be 
targeted according to Euro emission standards, with 
the highest rebate going to (firstly) Euro 4 trucks. One 
unlikely but possible consequence of such a policy is 
that until fully rolled out to all trucks, operators might be 
tempted to up-size their vehicles in order to benefit from 
higher rebates, despite higher fuel consumption from a 
larger vehicle. A reduction in VED for tractor units plated 
below the relevant rebate breakpoint could help ensure 
no increase in vehicle sizes took place.

5.3 Potential solutions to charge visiting 
vehicles

5.3.1 Landing charges

This proposal envisages the levying of a charge on all 
non-UK registered vehicles landing in the UK, to be 
collected by ferry or port authorities or Eurotunnel. The 
charge would be sufficient to increase the overall costs of 
operation closer to the UK average. In order to achieve 
this the charge would need to be set at around £59.



50 Burns Freight Taxes Inquiry Report

Any attempt to introduce this charge would almost 
certainly be ruled illegal by the European Commission 
as it discriminates against non-UK businesses and 
violates the conditions for such charges set out in the 
Eurovignette directive (see below). It is highly unlikely that 
the Government would decide to adopt this approach.

5.3.2 UK vignettes

This system, also known as the ‘Brit Disc’ scheme, is 
based on that adopted by several EU member states 
during the 1980s and 1990s to charge visiting vehicles 
for use of national roads. The UK is currently not a 
member of the scheme. The conditions of issue and 
maximum chargeable rates are fixed by EU Eurovignette 
Directive 1999/62/EC. See appendix II for a detailed 
breakdown of current vignette and toll charges.

The directive sets a maximum daily rate of €8 (approx 
£5.50) and this varies depending on the duration of 
the vehicle in the country issuing the vignette. The 
directive also requires that the vignette charge be paid by 
domestic operators as well and this is normally achieved 
through the VED system, with a rebate in VED offered to 
home-registered vehicles. A comparable scheme in the 
UK would involve the issuing of a combined VED and 
vignette excise disc with an offsetting reduction in VED to 
cover the additional cost of the vignette for UK-registered 
vehicles. Visiting vehicles would be required to purchase 
a vignette before or upon entering the country.

The revenue raised by the scheme is unlikely to recover 
the costs of its introduction, and would in no way cover 
the true cost of foreign operators using the UK road 
network (see para 6.1). In addition, the £5 per day 
maximum charge would make very little difference to the 
£300 advantage that foreign operators have per tank of 
fuel brought into this country. 

The replacement Eurovignette Directive currently being 
negotiated in Europe changes the rules for charging for 
motorway use within the EU, so that new paper-based 
systems are unlikely to be suggested, as the EU favour 
automatic distance charging in line with the abandoned 
LRUC.

5.3.3 LRUC light

Prior to the abandonment of LRUC, and with the benefit 
of an extensive study by PricewaterhouseCoopers, FTA 
was working with HMRC on a possible light version 
of the scheme. This removed the different charges 
for different road types and thus the expensive and 
complicated need to satellite track and individually 
bill each lorry. The scheme revolved around operators 
making their own declaration of vehicle mileages on 
UK roads, from their own records and tachographs and 
reconciling these with fuel purchased for each vehicle. 
In other words a self declaration scheme. The systems, 
checks, and sums of money involved would be similar 
to the VAT returns made by haulage companies and 
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therefore would not represent any major new risk nor 
need new fraud detection processes. Visiting lorries 
would be subject to the same system and make their 
returns every three months. Similar schemes exist at 
much lower rates in some EU states which are available 
to all qualifying hgvs fuelling in those states, irrespective 
of nationality.

5.3.4 Cheaper LRUC paper-based system 

This suggestion was devised by Prof Alan McKinnon from 
Heriot Watt University, who opposed the proposed LRUC 
on the basis that it was too complex and too expensive. 
He suggested an alternative, which would charge hgvs 
on an annual basis, based on readings taken from the 
vehicle odometer. Such mileage declarations would 
be substantiated at the time of the annual hgv test for 
the vehicle. A rebate would then be claimed back for 
the declared mileage on the basis of benchmark fuel 
consumption figures.

This method has a number of issues raised by HMRC 
which would need to be resolved, such as transfering 
vehicles during the year. The details of how to charge 
foreign hauliers, make declarations and settle accounts 
also need to be worked through further. But both 
Professor McKinnon and Robbie Burns are confident that 
with a clear political will and positive application from 
HMRC, these administrative issues could be resolved. 
This approach meets several of the criteria suggested 
from the Burns Inquiry of immediacy, simplicity and the 
use of existing vehicle information. Subject to calculating 
the cost of collection, the approach is worthy of very 
careful further consideration based on the work already 
done, particulary if reduced in scope to feature those 
articulated vehicles above 38 tonne gvw, more exposed 
to foreign vehicle competition.

5.3.5 Filling fuel tank before departure

This is a proposal to introduce legislation that would require 
all vehicles departing the UK to do so with a full tank of fuel 
which would mean that foreign-registered vehicles would 
be required to purchase fuel at UK duty rates thus raising 
the overall costs of operation closer to the UK average. 
The scheme was first suggested by Earl Attlee and it carries 
many practical issues that still need to be resolved. There 
are questions over the legality of forcing foreign nationals to 
purchase supplies whilst in a country and potential practical 
issues around ports of exit when trying to implement this 
policy. In addition the financial benefits to be gained by 
filling up overseas would almost certainly result in foreign 
operators taking the risk of being caught when going 
through the ports. Under these circumstances enforcement 
of this policy would at best be difficult and costly and at 
worst create major hold-ups in ports during peak periods.

5.3.6 Empty fuel tank upon arrival in UK

A complementary proposal to the requirement for full 
fuel tanks, this proposal would ban the carriage of road 

 TOTAL

Typical fuel tank capacity size for 

international hauliers (litres) 1200

Number of foreign haulier vehicles exiting GB 1485000

Fuel used whilst in UK (per vehicle trip) 238

Revenue from foreign hauliers exiting GB* (£m) 166

Number of UK haulier vehicles exiting GB 508600

Fuel used whilst in UK (per vehicle trip) 238 

Revenue from foreign hauliers exiting GB* (£m) 57

Total Exchequer revenue from   

international hauliers (£m)  223
*Assumes full tank on entry and 644km driving in UK

UK Exchequer revenues from requirement to fill hgv fuel tanks prior to
leaving GB 
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vehicles on ferries and Eurotunnel services with more 
than a nominal amount of fuel in their tanks. This would 
be sufficient for manoeuvre but not for undertaking long 
journeys without first re-fuelling in the UK at prevailing 
fuel duty rates, thus raising the cost of operation of these 
vehicles in the UK.

It is proposed that the justification for the banning of 
full fuel tanks be based on safety grounds. This would 
require the agreement of the International Maritime 
Organisation to amend the International Maritime 
Dangerous Goods Code and the Inter-Governmental 
Committee for the Channel Tunnel to amend the safety 
requirement imposed on Eurotunnel. 

None of these organisations feel there is currently 
any reason to restrict diesel in vehicle tanks on safety 
grounds. If a safety case for restricting diesel fuel is 
successful then it is likely a similar ban would have to 
be imposed on cars as petrol is far more flammable that 
diesel fuel. This would seriously interfere with the car-
based tourist traffic, as judging the amount of fuel in a 
tank would result in severe disruption when inexperienced 
drivers misjudged it.

5.4 Potential solutions ranking table       

 
 DESIRABILITY

PARA NO POTENTIAL SOLUTIONS REDRESS EASY TO  LOW COST  FOREIGN    FUEL   SHORT   DE-COUPLE  POLITICAL 
  EXCESS OPERATE TO  OPERATORS SUPPLIERS TIME CARS ACCEPTABILITY
  FUEL DUTY  GOVERNMENT PAY TRUE ACCEPT FRAME
     COSTS

5.2.2 EU harmonisation        

5.2.2 Reduction in fuel duty        

5.2.3 Fuel duty/VED switch        

5.2.4 Fuel duty/VAT switch        

5.2.5 Blue diesel        

5.2.7 Essential User Rebate System        

5.2.7 Rebate through fuel cards        

5.2.7 Paper-based rebate systems        

5.2.8 Rebate for artic vehicles        

5.3.1 Landing charges        

5.3.2 UK vignette        

5.3.3 LRUC light        

5.3.4 Cheaper LRUC paper-based system        

5.3.5 Filling fuel tank before departure        

5.3.6 Empty fuel tank before arrival in UK        
 = acceptable    = Probably unacceptable
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6.1 Foreign trucks cause £3 billion road track 
costs and could raise £3.75 billion in fuel 
tax before UK road pricing in 2020

According to the National Economic Research Associates 
(NERA), foreign lorries operating on UK roads are imposing 
road wear costs of nearly £195 million per year. This NERA 
report was commissioned to provide evidence specifically 
for this inquiry. The NERA calculations were based on 
2003 survey figures – the last available – showing 
foreign-registered vehicles travelled 923 million vehicle 
kilometres on UK roads in that year. The 2003 figures can 
be extrapolated up to the end of 2005 to produce a more up 
to date picture. 

Accounting for a two year growth rate, the annual 
distance travelled by the 1.5 million foreign vehicles 
visiting the UK each year extends to 1072 million vehicle 
kilometres with total annual track costs of £195 million. 
This excludes environmental costs assessed at £35 million 
and accident costs of £33 million per year. If the basic 
track costs of £195 million per year were recoverable 
as a charge, it would raise about £3 billion prior to the 
introduction of a national road pricing scheme in 2020. 
If the current 1072 million kilometres of lorry activity  
were carried out using UK fuel at UK fuel duty rates, it 
would raise £250 million a year towards foreign vehicle 
road costs. This represents an opportunity to raise £3.75 
billion in fuel taxes before UK road pricing in 2020. 

UK commercial vehicles contribute over £4 billion per 
year in fuel and vehicle duties in the UK and fully pay 
for their road wear cost. The fact that a foreign lorry 
makes a zero tax contribution when in the UK, whilst an 
equivalent UK vehicle faces a tax bill for £21834 from 
the Treasury, adds to the mood of pessimism across the 
industry. Anger is being directed towards the Government 
over its perceived inertia and failure to take remedial 
action to counter this unfairness.

CASE STUDY – DEREK LINCH HAULAGE LTD 

This Kent-based company operates 26 vehicles and undertakes work in the UK 
and throughout mainland Europe. Foreign competition has affected its business 
and margins by running loads back into Europe. The haulage rate to Paris is 
currently £650, exactly as it was in 1999. The company has deep concern 
about the activities of some foreign hauliers in Kent and other parts of the UK, 
particularly against a background of little or no enforcement of the rules which 
are applied vigorously to UK-based operations.

An indication of the absurdity of the current fuel cost imbalance is that it 
pays  the company to send a proportion of its vehicles across the Channel via 
Eurotunnel at £65 a time to fill up their 1500 litre tanks with cheaper Belgian 
fuel. This is costing the Chancellor and the environment.

6 Conclusions

6.2 Widespread pessimism about the future 
and Government inertia

During the course of this inquiry, which engaged over 
3000 contacts through meetings, letters, case studies and 
an extensive questionnaire, a distinct mood of pessimism 
prevailed throughout. 

In the face of reducing margins, confidence about the 
future is poor, with a low expectation of any Government 
action. The Burns Inquiry has been seen as the key 
opportunity to impact Government thinking and this is 
why it received such support from all ranks across the 
industry. But much of the response received was born of a 
deep despair through the main body of the industry.

The rapid rise in fuel prices this year has required fuel 
surcharges of 6 per cent and more; but many carriers are 
not recovering this level. Even when passed on, such cost 
increases threaten the international competitive position 
of manufacturing customers. It will also be difficult for 
carriers to recover other operating cost increases (for 
drivers’ wages and vehicle maintenance costs) in the 
light of these surcharges. There is evidence that vehicle 
lives are being extended, along with the use of more 
secondhand vehicles at the heavier end of the hire or 
reward market.

Following a difficult industry phase during 2004/5 
involving the implementation of the new Working Time 
Directive and concerns over driver shortages, fuel tax and 
foreign competition have further deepened the mood at 
a time when they are also preparing for the introduction 
of digital tachographs. They are now the key concerns of 
the industry.

There is disappointment and anger about apparent 
Government inertia and the fuel tax problem. This is 
against a backcloth of rising operator costs and 
increasing legal complexity. There also appears to be a 
two-tier level of enforcement in which foreign vehicles 
are seen to be able to circumvent the higher level of UK 
safety standards, particularly from the new EU states.

Government engagement with the industry is seen as 
skin-deep, fragmented and without any measurable 
agenda. Indeed, correspondence received at the inquiry 
demonstrates almost disbelief as to why the Government 
has chosen to ignore the issue, after abandoning the 
lorry road user charge in July this year. This previous 
policy had effectively recognised the need to de-couple 
lorries from cars for calculating fuel duty and to charge 
foreign vehicles in the UK. It was not a universally 
popular initiative but it provided the policy framework 
that would have levelled the competitive playing field.
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In real terms up to July this year the Government had 
agreed the need to charge foreign trucks and that this 
would be tax neutral for UK companies through a rebate 
system. A simplified version of this approach must remain 
top of the recommended action list for Government, 
along with a need to considerably tighten an unrestricted 
operating environment for foreign operators. An 
increasing number of foreign hgvs are operating outside 
the scope of our O licensing system and the jurisdiction 
of Traffic Commissioners. In the UK these TCs can revoke 
the licence of a persistently offending operator. No 
such powers extend to foreign-based operators and 
the systems do not yet exist that allow the transfer for 
enforcement and prosecution data about operators 
between the member states. An operator’s poor safety 
record in one country is not visible in any other.

Despite periodic difficulties over many years, the road 
transport industry has remained robust. It is largely run 
by self-starters and entrepreneurial survivors. A great 
deal of Government goodwill could be gained by their 
engagement around a measured agenda. It should 
take place through a single representative industry-wide 
platform. Clarity of purpose is needed on the part of the 
industry to avoid fragmenting either the message or the 
proposed agenda for Government. Too many disparate 
representative groups would dilute the impact. A talking 
shop will not lift the pessimism. An agenda for action 
will.

CASE STUDY – S W WREFORD & SONS LTD 

At the heart of the UK haulage tradition in Northamptonshire, Wrefords Transport 
celebrated its centenary last year (2004). Its management has expressed little 
optimism about receiving help or support from Government. A diverse fleet of 
80 vehicles includes 44 tonners and undertakes full or part load work, including 
hazardous cargoes and multi-drop deliveries. 

Continental European business for Wrefords has slumped from 29.5 per cent 
(£1.1 million) in 2001 to 2.9 per cent (£133000) projected for the current year 
to March 2006.

The reduction in European international movements is purely due to foreign-
registered competition offering lower rates. The company has worked hard to 
expand its domestic portfolio and will shortly move to a new base alongside the 
A45 after vacating its traditional home in the centre of Northampton. 

Wreford uses open book accounting, making customers fully aware of how the 
rate for the job is calculated. This method has resulted in potential customers 
revealing that Wreford quotes can be 40 per cent higher than alternatives, 
reflecting the cost advantage that foreign-registered competition enjoys.

6.3 Polarisation between large and small 
companies is growing

Many small companies engaged with the inquiry at 
both meetings and though direct correspondence. With 
relatively low entry barriers, the industry has traditionally 
experienced a high degree of churn. Owner drivers 
and small business start-ups provide a steady stream 

of new suppliers. The inquiry questionnaire response 
came from a range of hire or reward businesses with 
an average annual turnover of £7 million, against an 
industry with a majority of businesses in the £1 million 
to £5 million annual turnover range. Our questionnaire 
responses were therefore skewed towards the small-
medium part of the market, rather than at the very small 
end. 

There is little doubt that as the third party service side of 
the industry continues to consolidate at the large company 
level, the extremes of scale are extending. The journey 
from very small to even medium size organisations is a 
long one. Extending international supply chains adds 
complexity and a higher level of sophistication in terms 
of account support, contract performance criteria and 
information technology requirements. These trends make 
service-orientated turnkey contract arrangements, where 
larger lead logistics providers often orchestrate the whole 
process, more attractive. 

Larger customers are often wanting to deal with fewer 
suppliers and this can push smaller operators into 
subordinated or subcontract positions, working for the 
larger third party providers. Smaller carriers can still have 
a healthy position with a strongly differentiated niche 
position, but this is now much more difficult to achieve. 
According to our response, extending payment terms 
will cause cash flow pressure and it is much easier to 
be a buyer than a provider of road transport in the UK. 
Contract terms are shorter and the service provider is 
being continually exposed to more risk through tighter 
performance requirements and end of contract residual 
issues. The questionnaire evidence is very clear on 
all of this. Commercial arrangements have become 
more transactional, with a casual rather than a contract 
base as the norm. This provides flexibility for retail and 
manufacturer customers facing constant market change 
but can limit planning and innovation.

In this environment high levels of commercial as well 
as operating skill is required, making it more difficult 
for the small players to compete for business other than 
at the commodity end of vehicle provision. The added 
capacity from foreign vehicles and growth of internet 
trading and auction systems all point to squeezed 
margins. Alongside these supply side developments we 
have seen a legislative framework which is increasingly 
complicated and enforcement which is more restrictive 
for UK operations, even without the higher level of UK 
fuel duty. The ability to negotiate skilfully and ‘earn 
a living’, by monitoring and recovering these cost 
increases – particularly fuel surcharges – is essential 
for all businesses, large or small. However, much of 
the correspondence we received, and the case studies 
illustrated, show that for the smaller player it can be the 
difference between life and death.

It follows that the ability to scope larger contracts 
with sufficient capital expenditure and keep up to 
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date with training, information technology and in-cab 
communications requirements, is more demanding for 
the small player. Scale provides overhead advantage to 
finance these back-office functions.

Overall, the advantages offered to foreign vehicles that 
come from the unlevel playing fields in fuel duty and UK 
operating safety standards will be felt more acutely by the 
smaller operator, already under pressure from normal 
market forces and increasing customer demands.

6.4 Some regions suffer more by higher fuel tax
An extensive range of meetings organised around the 
UK demonstrated that the issues of fuel tax and foreign 
competition impact more severely in certain areas.

Port areas – particularly for container imports – 
face the full frontal intensity of foreign competition. 
Cabotage, in absolute numbers, is a small proportion of 
the total UK traffic figures, but it can impact massively on 
a local basis, as it does in Felixstowe and parts of Kent 
for instance. 

Several regional meetings revealed effectively two levels 
of enforcement in the UK, believed to be in part because 
of the difficulty of dealing with non-English speaking 
drivers of foreign vehicles, and the limited sanctions 
currently available. VOSA has identified that some 
international hauliers are much less compliant than 
domestic UK operators. This is particularly evident for 
vehicles from the new member states.

In evidence terms there have been many specific 
references to North European companies from Holland 
and Belgium, operating through the ports with East 
European drivers working at substantially lower 
wage rates. Operators reported that this can result in 
comparative rates being offered at sometimes 40 to 50 
per cent less than local operators.

Scotland – the extent of the impact of foreign 
competition on UK hauliers is most widespread 
in Scotland, 62 per cent of which have lost business 
to these visitors. The Scottish haulage business is in 
a particularly ‘fragile condition’. With extended stem 
mileage, higher fuel prices intensify the competitive threat 
to Scottish exporters. A fuel duty factor of 25p per litre 
higher than foreign vehicles compounds the problems 
for long distance journeys south. Any inbound delivery by 
European vehicles makes them well positioned to return 
Scottish exports to Europe at marginal rates.

There was a distinct air of pessimism in Scotland, 
especially as only 18 per cent of Scottish respondents 
were able to fully recover fuel cost increases from 2000–
2005, compared with 20 per cent in England and 8 per 
cent in Wales.

It is realised that the additional fuel duty erodes the 
competitiveness of Scottish businesses in an increasingly 
global market.

Northern Ireland – the fuel duty differential is less of 
a problem in Northern Ireland because most operators 
purchase fuel from sources in Southern Ireland at EU 
rates. Closeness to the border makes this generally 
possible and without it, many Northern Ireland carriers 
would almost certainly be out of business, because 
haulage rates reflect this lower fuel duty content.

However, a two-tier fuel tax system cannot make sense 
within a 40 mile radius. It inevitably invites criminal 
action in the trafficking of this lower priced fuel 
into Northern Ireland. International operators have 
significantly suffered from European-based competition 
but the impact domestically is less of an issue.

The irony of imposing a high level of fuel duty in the 
UK is that it potentially turns regional policy on its 
head. Attracting major organisations to invest in the 
outer regions of the UK facilitated through grants and 
incentives leaves these companies then having to export 
and distribute through one of the highest cost road 
transport systems in the world. 

CASE STUDY – SOUTH COAST HAULIER

A South coast-based haulier with over 100 vehicles explains how increases in 
fuel and other operating costs have hit it hard in recent years. 

Over the last 5 years costs have risen steadily by 3–4 per cent per year until 
the significant fuel cost increases in 2005 when they jumped by 10 per 
cent. Taking all 5 years together this becomes a 25 per cent increase. The 
company’s rates have gone up by 17 per cent, leaving a negative difference of 
8 per cent. 

It stated: “Making money from pure transport is well nigh impossible and all 
our profit now comes from warehousing and freight forwarding.”

In addition, competing foreign lorries enjoy lower costs overall, together with  
return load opportunities to the South of England after delivering to Scotland 
and the North. The South coast haulier’s best possible rates to a long-term 
customer from the North were undercut by some 40 per cent. This was specialist 
work requiring attention to high service levels with detailed and precise 
procedures laid down rather than general haulage.

The company continues to trade successfully but only after a relentless pursuit of 
new business opportunities. The company feels very strongly about taxation cost 
and unfair competition and would welcome an opportunity to come face to face 
with the ultimate decision-makers.

6.5 Fuel and operating costs, legislation and 
congestion are main concerns

The evidence made available to the inquiry through 
correspondence, meetings and the questionnaire was 
clear in ranking the major concerns of the industry. Along 
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with foreign vehicle competition, fuel cost inclusive of 

fuel duty is top of the concern agenda.

Average bulk fuel prices have increased by about 

20 per cent this year, which would require surcharges 

of 6 per cent and over depending on the nature of the 

operation. Only 48 per cent of hire or reward operators 

have been able to substantially recover high fuel costs in 

2005, and only 15 per cent have done so in each year 

between 2000–2005. Only 17 per cent have recovered 

all other operating cost increases.

Similarly, own account operators have increasing 

difficulty recovering cost increases – either from other 

parts of the same organisation or from external clients. 

In 2000 just over 80 per cent were able to fully recover 

all cost increases. In 2005 this success rate had reduced 

to 49 per cent. Cost recovery fatigue of customers is the 

main reason for failure to recover cost increases, as well 

as losing work to UK and foreign competition.

Both own account and hire or reward organisations are 

reviewing vehicle procurement methods to seek savings, 

including extending vehicle lives. Questionnaire evidence 

also indicates that hire or reward operators are extending 

the use of secondhand vehicles. Buyers of transport have 

doubled their use of foreign vehicles between 2000–

2005, in order to shift to cheaper sources of supply.

The growing complexity of UK and European legislation 

is a constraining factor according to questionnaire 

responses. Congestion has been growing for some time 

and impacts on both cost and service.

CASE STUDY – R SWAIN & SONS LTD 

R Swain is a Rochester-based, fourth-generation family haulier and was founded 
in 1918. The company operates 200 vehicles based across the UK covering 15 
million miles each year. This means it purchases 2 million gallons of diesel fuel 
a year, and in this year alone diesel costs have risen from the annual equivalent 
of £6 million in January (66.5ppl) to nearly £7 million by August (77.5ppl).

The company is being forced to gradually reduce European movements as new 
member states are entering the market operating with much lower costs. By the 
end of 2004 Swain’s driver accompanied service to Switzerland, making an 
average of 20 trips per week, ceased as new entrants with lower costs carried 
out this work.

The company still sends 600 unaccompanied trailers per month to Holland and 
Belgium to be loaded by Dutch hauliers. In order to reduce costs and undercut 
competition the Dutch are using vehicles registered in the new EU member states 
to do this work. The Dutch in turn are sending their vehicles with full tanks of 
diesel to work in the UK delivering the incoming trailers to final destinations. 
Swain is sure that without significant and urgent action it will be unable to 
secure any European work in future.

6.6 Balance of trade shift to Eastern Europe 
means foreign vehicles obtain traffic to UK

A shift in the balance of trade to lower wage European 
regions now facilitates more imports using foreign 
vehicles. The centre of gravity for a great deal of 
manufacturing has shifted East to central Europe whilst 
the UK concentrates more on added value services. 
The sourcing of more imports on local, non UK-based 
vehicles has grown. These vehicles run on a cost base 
which is up to 40 per cent lower than those in the UK, as 
confirmed in the updated cost tables we have produced. 
After arriving in this country these vehicles can then pick 
up UK outward-bound export traffic at marginal rates, 
together with domestic cabotage work within the UK.

In a macro-sense it could be argued that the provision of 
this lower operating cost base offered by foreign vehicles 
provides advantages to UK manufacturers and exporters. 
But this short-term advantage needs to balanced with 
the displacement caused – particularly at the smaller 
company end of the hire or reward sector operating a 
heavier class of vehicle. They are being hit directly by 
these lower cost vehicles from Eastern Europe. 

The UK economy will still require an indigenous haulage 
industry when changes in macro-economic factors (such 
as the balance of trade and currency exchange rates 
impact on manufacturing policy) reduces the number of 
foreign vehicles entering the UK. The loss of UK haulage 
operators means the depletion of experienced business 
skills in the economy that cannot easily be replaced, 
despite the low costs of entry to the haulage market. If 
UK industry had to rely on operators that did not have a 
permanent base in the UK, it would make supply chains 
vulnerable to sudden changes in the transport or labour 
market in the carriers’ country of origin. In addition the 
contribution of a domestic haulage industry in terms of 
employment and tax revenue would be lost along with 
enforcement control.

6.7 Foreign vehicles extend their advantage 
through low wages, low fuel tax, free roads 
in UK, lax enforcement and cheaper vehicles 

Following the extension of the EU to include more East 
European states, there is a clear market advantage to 
their vehicle operators with the availability of drivers 
working at lower local wage levels. Commercial vehicle 
manufacturers also want to establish scale economies 
in these newly developed markets. Lower new vehicle 
prices offer further advantages so that overall these 
foreign operators visiting the UK represent a powerful 
competitive force. Combined with a comparatively lax 
enforcement regime, compared to UK standards, all 
these factors are a major cause for concern. When such 
a significant fuel tax advantage is also added it threatens 
the hire or reward sector, particularly smaller companies. 
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However, high fuel taxes affect all of UK plc by adding to 
manufacturing cost and retail distribution. 

CASE STUDY – Framptons Transport Services

Framptons started business in 1898 as a processor of eggs but diversified into 
transport and built the firm up to 120 employees, 55 vehicles and an annual 
turnover of around £8 million. Ten years ago business to Spain accounted for 90 
per cent of its work, now it has plummeted to only 10 per cent due to UK cost 
differences. Of the remaining 90 per cent of business, half consists of localised 
palletised deliveries through a pallet network and the remainder is full loads 
and/or groupage throughout the UK. 

One of its important clients, a manufacturer in Gloucester, changed to a Spanish 
transporter to save £300 per load. Because the service levels of the Spanish 
operator were poor, Framptons was able to win the work back. But the cost 
difference is so large that the business has again been lost to a Dutch clearing 
house.

Framptons is facing an uncertain future and it is reluctant to invest money in 
new equipment, including environmentally friendly vehicles. Six years ago it 
diversified into servicing and maintaining goods vehicles and two years ago 
established a training school, as it felt that haulage was increasingly less viable. 
Changes in customers’ terms and conditions are also increasing pressure. In 
some cases credit terms have increased from 30 to 90 days.

It stated: “With little or no encouragement from the Government and the 
impossible burden of increasing bureaucracy and unfair competition from 
abroad, the company is very reluctant to invest in an industry that has such an 
uncertain future”. 

6.8 Cabotage impact narrow but having a 
dramatic effect locally

For businesses in the UK, most vehicles with a gross 
vehicle weight of over 3.5 tonne carrying goods for hire 
or reward, or in connection with their own business, 
may only do so if the operator of the vehicle holds a UK 
goods vehicle operator’s licence. 

However, this does not apply to vehicles operated by 
businesses established in other member states. In the 
UK visiting vehicles are permitted to carry out cabotage  
under Regulation (EEC) 3118/93 which lays down 
conditions under which non-resident carriers may operate 
national road haulage services with an EU member state 
(see appendix I). Under Article 1 of this regulation, 
such a non-resident carrier may only operate national 
road haulage services in another member state without 
having a registered office or other establishment in that 
member state if the operation is ‘on a temporary basis’. 
Unfortunately there is no clarification of the meaning 
of the phrase ‘on a temporary basis’. It has been 
interpreted in different ways by various member states. In 
the UK, the DfT has said that the non-registered haulier 
must be able to prove that the vehicle has been leaving 
the UK at least once a month.

The European Commission’s interpretation of temporary 
is based on three relevant decisions of the European 
Court of Justice in the cases of Schnitzer, Andreas Hover 

and Gebhard. Four criteria must be taken into account 
in determining whether specific cabotage operations are 
lawful.

Duration of the cabotage work in days or weeks

Frequency, ie the number of movements carried out

Periodicity, ie whether the operation is regular or 
occasional

Continuity, whether the operator is doing any other 
work or is engaged solely on that cabotage work

All of this says that VOSA, the agency responsible 
for ensuring that operators comply with legislation 
surrounding the use of goods vehicles, does not have 
an easy job trying to sort out what is cabotage. Its traffic 
examiners have the power to impound a vehicle and its 
load if it is operating without an operator’s licence. It 
appears that VOSA is applying a cautious interpretation 
of what is currently going on at East Anglian ports like 
Felixstowe and in Kent. This is resulting in great concern 
that its action is inadequate, or that resources are 
insufficient to tackle the issue.

Most major operators in Felixstowe are seeing significant 
numbers of Dutch hauliers involved in ‘unlawful 
cabotage’ on a regular and systematic basis. They are 
reported to employ Latvian drivers at wage levels believed 
to be so low that they would infringe the legal minimum 
requirements of UK law. Fuel is purchased in mainland 
Europe at lower duty rates and the Dutch equivalent of 
vehicle excise duty is significantly less. Many of these 
vehicles can carry 1200 litre tanks of diesel with a duty 
rate of 25p per litre less than the UK – a saving of £300 
on a full tank. The claim around these port areas of East 
Anglia and Kent is that foreign vehicles are operating 
at and above the maximum 44 tonne gross vehicle 
weight on either 2-axled tractor unit with a 4-axled semi-
trailer or a 2-axled tractor unit with 3-axled semi-trailer. 
When these vehicle combinations carry 44 tonne they 
are operating overweight on their drive axle and when 
operating in the UK they should carry a maximum of 40 
tonne.

These foreign carriers arrive in the UK fully loaded 
on Monday and work on domestic journeys between 
the Channel ports and various destinations in the UK 
before returning to Holland at the weekend. The same 
vehicles return on the following Monday to carry out the 
same operations. It seems difficult to argue that these 
operations are temporary.

In summary, cabotage is certainly not widespread across 
the UK but it could well extend beyond these major pockets 
of activity, if left uncontrolled. Where it does exist, it unfairly 
destabilises and is a massive threat to local companies. 
There are also significant issues of road safety in terms of 
overloading and driver prohibition rates.



58 Burns Freight Taxes Inquiry Report

6.9 Margin reduction and poorer contract 
terms affect hire or reward operators’ 
commercial viability

On the surface it certainly looks easier to be a buyer of 
road transport services than a seller. Competition is fierce 
from both domestic and foreign vehicle operators. Average 
margins have reduced by 49 per cent during the last two 
years from 5.7 to 2.9 per cent, with significant cost increases 
taking place. Only 15 per cent of operators responding have 
fully recovered all fuel increases and just 17 per cent are 
charging all their other operating cost increases.

Commercial relationships between providers of road 
transport services and their customers are changing in 
style, shape and content. Traditional contract obligations 
are giving way to shorter term arrangements with less 
certainty and a higher risk profile carried by the service 
provider. Payment terms have extended to put pressure 
on cash flow and charging methods are more variable. 
Traditional fixed management fee concepts have moved 
towards volume-related unit rates, which can be seasonal 
and more fluctuating in impact. Any contract agreements 
that are taking place are likely again to place more risk 
with the vehicle operator, particularly with residual issues 
at the end of fixed contract terms. This would cover terms 
like the responsibility for redundancy and terminated capital 
equipment.

The overall commercial climate for operators on the 
supply side has tightened considerably over the last few 
years, even without foreign vehicle competition. The 
fuel tax burden adds the final dimension to a mix which 
already offers little security of tenure. This is a mature 
sector in which today’s added value is very quickly 
tomorrow’s commodity offer, and there is constant 
pressure to continuously improve. 

CASE STUDY – STEEL HAULIER 

A Shropshire-based haulier founded in the steel industry has gone out of 
business as general cost increases have reduced its small percentage profit to 
loss. 

This was not liquidation forced upon the company but a simple level-headed 
decision to close down before the inevitable happened. Foreign competition forced 
an earlier withdrawal from the European market and reduced a 60 strong fleet to 
just 25 in 1999. This year the remaining vehicles were also sold. 

The company fought hard over time to obtain a 2.5 per cent fuel surcharge. In 
spite of soaring fuel prices, requests to increase this to 4 per cent were refused 
on at least two occasions. Eventually the continuing rise in fuel prices tipped the 
scales and all hope of a modest profit disappeared.

At the point of closure, rates paid to the company for haulage from Shropshire to 
the North East of England had slumped by 35 per cent compared to rates paid 
in 2000.

6.10 Short-term transactional dealing limits 
business planning by carriers

The fact that commercial relationships between shippers 
and carriers have become more casual in nature is not 
without its advantages to UK plc.

A less rigid contract climate is an advantage to retailers 
and manufacturers who need to flexibly react to market 
changes; this need for agility and change should be 
possible within a good contract relationship. But ‘arms 
length’ transactional dealings with extended payment 
terms that look for ‘insurance policy cover’ against all 
business risks on the part of the buyer, do not provide 
a climate that promotes long-term planning. Training 
processes, health and safety programmes and capital 
investment projects are more effectively conducted in a 
climate of trust and joint working, even in the simplest of 
operations.

The questionnaire responses indicate a significant 
shift in the commercial balance to the disadvantage 
of hire or reward operators. It is partly a reflection of 
excess capacity and competition in general. This has 
been driven by extra capacity from both foreign vehicles 
directly adding to the UK market, along with additional 
UK vehicles displaced from European operations.
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7 Recommendations

7.1 Foreign vehicles should cover their full 
UK costs through a vehicle charge or an 
equivalent mechanism

In order to level the competitive playing field with 
domestic operators, foreign vehicles visiting the UK 
should pay a vehicle charge. Respondents to the 
questionnaire, delegates at public meetings and personal 
letters to the inquiry confirmed the need for this. The 
NERA economic consultant’s report showed that foreign 
vehicles operating in the UK are costing £195 million 
every year in terms of road wear. This excludes any 
direct environmental and accident costs at £35.5m 
and £32.9m per year respectively. UK vehicles already 
pay tolls and other charges in other EU member states 
(see appendix II), so the current status lacks competitive 
balance and disadvantages UK operators. This is a view 
supported by the inquiry findings and conclusions.

During the first half of 2005 about half a million 
accompanied powered vehicles (both UK and foreign) 
entered the UK per quarter, of which 75 per cent 
were foreign trucks, ie not registered in the UK. This 
represents 1.5 million foreign vehicles per annum. This is 
a significant growth in the proportion of foreign vehicles 
on UK roads since 1995 when market share was divided 
evenly between UK-registered vehicles and foreign-
registered vehicles. These foreign vehicles travel a total 
of about 1.1 billion kilometres a year using fuel which 
is invariably purchased outside the UK, at significantly 
lower levels of fuel duty. If these fuel purchases were 
made in the UK, it would raise up to £250 million of tax 
annually.

Diesel fuel duty rates in Europe average 25p per litre 
below the UK rate, and this is an unfair competitive 
advantage for foreign vehicles. Although this gap is 
better bridged by a duty reduction in the UK, realistically 
this may not be a practical option in the short-term, so 
a UK charge to foreign vehicles would seek to level the 
playing field.

A foreign articulated vehicle can carry a 1200 litre tank 
of diesel, worth about £300 at the current fuel duty 
differential rate. The limited tax value of paper vignettes 
at a European maximum of around £5 per vehicle per 
day is not sufficient to bridge the competitive difference. 
The fuel duty advantage of 25p per litre, which at a fuel 
consumption rate of, say 2.5 kilometres per litre, is a 
10 pence per kilometre advantage for foreign vehicles. 
An additional mileage-based charge would be needed. 
Based on the 1.1 billion kilometres travelled by foreign 
vehicles in the UK, such a charge would raise £11 
million annually for each penny per kilometre travelled. 
We would advocate simplicity of approach and avoid the 

previous LRUC complications of trying to vary charges by 
road type and time of day – appropriate only with a more 
expensive electronic system. Any scheme should be limited 
to total kilometres run. 

With the exception of Northern Ireland, which has several 
inland border crossing points to the Republic of Ireland, 
the major UK port crossings for commercial vehicles 
could issue a daily vignette to all vehicles. This would 
capture all incoming foreign vehicles as a date record 
to commence mileage charges to be cross referenced by 
Automatic Number Plate Recognition as that technology 
is rolled out in the UK by VOSA. This vignette could itself 
form the basis of an initial daily charge to which would 
be added a mileage charge.

7.2 UK operators should be rebated for this 
charge through fuel credits aligned to 
quarterly VAT returns 

In order to ensure that any new charges raised are 
tax neutral for UK vehicles, they should be rebated for 
these charges. Existing administration systems, such as 
tachograph readings, could be used to calculate both 
a kilometre-based charge and fuel duty rebate for fuel 
purchased in the UK. 

These could be reconciled quarterly and sanctioned 
through checks at the MOT test. Almost all UK road 
carriers are registered for VAT, which also has to be 
calculated on a quarterly basis. It would make eminent 
sense to ensure the fuel and mileage accounting already 
needed for VAT calculations is not duplicated.

Rebates issued could either be capped at a maximum 
equivalent to the fuel duty differential, based upon fuel 
receipts or set against a fuel consumption benchmark, 
as advocated by Professor Alan McKinnon. Simplicity of 
operation would be a key objective in agreeing a system 
of rebating with Government.

7.3 VOSA enforcement resources should be 
extended and focused on drivers’ hours 
and weight checks with transparency of 
data across Europe 

A number of significant safety concerns have been 
expressed by Traffic Commissioners about non-compliant 
foreign operators.

• “Enforcement is not a level playing field in relation 
to Europe. Different interpretations of good repute, 



60 Burns Freight Taxes Inquiry Report

financial standing and enforcement are making life 
difficult for Traffic Commissioners”

• “It will take the European Commission Transport 
Sub Group to act to change this unsatisfactory state 
of affairs”

• “We have real difficulty with non compliant for-
eign operators due to legal limitations. In the area 
of delayed prohibitions there is no certainty that 
the foreign operator will undertake the required 
repairs when the vehicle returns to its own country. 
Trade associations may wish to lobby authorities to 
remove this compliance advantage from foreign 
operators”

The Chief Executive of VOSA, Stephen Tetlow, confirmed 
that 15000 foreign vehicles were stopped by VOSA in 
2004, with 26000 separate checks carried out. However, 
these vehicle stops represent only 1 per cent of foreign 
vehicle visits. In addition the proportion of prohibitions by 
category of vehicle check is in all cases markedly worse 
for foreign vehicles than those registered in the UK.

CATEGORY UK VEHICLE  FOREIGN  % 
 PROHIBITION  VEHICLE VARIATION
 RATE PROHIBITION
  RATE

Drivers’ hours 
infringements 4.9% 18.0% +260%

Overweight 
vehicles 7.3% 11.2% +150%

This table demonstrates that the growing number of 
foreign lorries on UK roads do not operate to 
the same standards of safety. This is particularly the 
case for drivers’ hours, with a prohibition rate 
for foreign-registered vehicles over 31/2 t imes 
higher. The rate for vehicle overloading offences is 
11/2 times higher for foreign vehicles.

This level of non-compliance calls for more focus on the 
part of VOSA towards drivers’ hours and vehicle weight 
checks for all vehicles. VOSA now operates a system 
of targeted checks for UK-based operators, working on 
available intelligence to make maximum use of their 
scarce resources. An equitable and balanced framework 
between UK and foreign vehicle checking is required.  
A 1 per cent probability of detecting potentially illegal 
foreign vehicle operation is not high enough. VOSA 
resources should be extended, especially at main port 
entry routes and adequate space must be allocated at all 
main ports to permit 24 hour, 7 day week enforcement 
operations.

VOSA systems have comprehensive information about 
the specification, operational history and infringement 
levels of UK vehicles and drivers to allow the targeted 
checks mentioned above, but they have very little 
information about foreign vehicles. Information needs to 
be transparently exchanged across other European states 
in order to track down unsafe operators and ensure 

UK safety levels are maintained. Until transparency is 
achieved no vehicle should be allowed to leave the UK 
with an outstanding prohibition order.

7.4 Automatic Number Plate Recognition 
(ANPR) and Weigh-in-Motion Mobile 
Sensor (WIMMS) technology should 
be applied more quickly and priority 
positioned on main port entry trunk routes 

To assist VOSA in screening vehicles, it is the intention that 
APNR (Automatic Number Plate Recognition) cameras 
linked to weigh-in-motion mobile sensors will be installed 
in the future. These devices can be used to identify 
a vehicle, check its weight as it drives past and, for 
UK vehicles, locate its history from its comprehensive  
database. This information is then linked to enforcement 
officers, usually stationed slightly further along the road, 
so that offenders can be stopped and enforcement action 
taken. Trials of this technology show it to be very powerful 
and effective. Statistics show that overweight vehicles 
(either by axle or gross) have a very high probability 
of committing other offences, such as drivers’ hours 
infringements or poor maintenance.

Adequate finance must be made available so that all 
main UK port entry trunk routes are fully covered by 
fitting this equipment in sufficient quantities. This is a 
far more effective approach than ‘placing a man on 
a bridge’. The use of such technology would allow 
the equitable evidence-based treatment of both UK 
and foreign hauliers. This new technology needs to be 
applied with vigour and rolled out more quickly than 
currently planned. Immediate application of spot fines 
and more regular foreign vehicle checks are needed in 
the interim period.

International lorry traffic into the UK has grown 12 per 
cent between 2003 to the end of June 2005. Since the 
default rates are significantly higher on visiting foreign 
vehicles, and they now represent a bigger proportion of 
trucks using the UK road network, overall safety standards 
have deteriorated. Indeed a recent study on the Surrey 
section of the M25 showed that 35 per cent of the 
accidents involved foreign vehicles but they represented 
less than 10 per cent of commercial traffic volume.

7.5 Any new medium-term policy remedy 
must exploit existing vehicle information 
systems as a holding position prior to the 
introduction of full road user charging

Any new policy remedy, established for the medium-
term, must exploit existing vehicle information systems 
as a holding position, prior to the introduction of full 
integrated road user charging for all vehicles in 2015 to 
2020. The abandonment of the LRUC and the delayed 
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investment in an electronic infrastructure for road 
pricing is simply postponing the inevitable. Any move 
by Government to fill the policy void and recognise the 
immense competitive difficulty being imposed on UK plc 
by high fuel taxes on lorries, whilst welcome, should be 
regarded as a ‘holding position’.

Any new technology invested for measuring a mileage 
charge for lorries should be seen as an enabler and 
precursor to an ‘all-vehicle’ system. It would sensibly 
permit limited scale testing nationally, prior to the 
implementation of any major scheme. 

Without this investment any new medium-term policy 
remedy must exploit existing information systems.  
Tailoring the information we already produce – with 
some possible additions – can be made to work. Subject 
to some adaptation, the existing work of others, like 
Professor McKinnon, can be drawn upon.

7.6 Low cost, simplicity and speed of 
implementation are main criterea for a 
new (post LRUC) policy remedy if ministers 
accept the need for fairer competition

Should ministers accept the need for fairer competition 
based on the evidence gathered during this inquiry, the 
criteria for a new (post LRUC) policy should be based 
upon low cost, simplicity and speed of implementation, 
in order to redress the balance between domestic and 
foreign hauliers. 

This inquiry was charged with challenging the road 
transport industry to provide sufficient evidence to 
produce a case to Government about unfair competition 
through high fuel taxes and to indicate how it might be 
addressed. Adapting existing vehicle information systems 
to achieve the latter is best done with Government 
support and involvement. The industry needs action 
on this front quickly and Government will doubtless 
want maximum tax proceeds net of collection costs. The 
industry does not need a massive investment programme 
to develop an effective charge and fuel duty rebate 
scheme, or extended debate about how to tackle the 
issue of unfair foreign vehicle competition. A low cost, 
user friendly method of administering the exchange of 
funds and rebates is needed.

7.7 A rebate system to de-couple UK trucks 
from cars, or a differential lorry-only 
diesel product, progressively rolled out 
starting with 38t gvw vehicles

Separating the way lorries and cars pay fuel duty reflects 
the need to recognise two separate road user groups. 
Car mileage is very largely discretionary. There are 
nearly always alternative modes of travel available. 
Lorry mileage, however, is relatively inelastic in demand 

as delivery of product is not discretionary. Modern just-
in-time supply chain operations mean there is very little 
flexibility in delivery schedules. Fleet planners must 
manage routes to make best use of road type and, within 
limits, the time of day travelled. They will also minimise 
empty mileage. Delivery of products, however, unlike 
most car mileage, is not discretionary.

The tax linkage of lorry fuel duty with cars is effectively 
only a problem when duty is being increased. With a 
growing car population of 28 million and congestion 
everywhere, demand management action will probably 
call for the raising of car fuel taxes. Without de-coupling 
cars, this would automatically increase lorry and road 
transport costs to UK plc.

In policy terms the need to de-couple trucks from cars 
should be recognised now. The rebate proposals outlined 
above would achieve this separation. It would also 
create a mechanism for the Chancellor to exclude lorries 
when future increases in car fuel duty take place. More 
importantly it would enable lorry fuel duty to be reduced 
in order to level the competitive playing field, without 
the much bigger tax cost of a fuel duty reduction on 
cars. Currently a reduction on heavy goods vehicle fuel 
duty would equate to about £75 million lost revenue 
per penny per litre, or around £1.9 billion, to cover the 
current 25p gap. It would cost £465 million per 1p per 
litre reduction if the UK’s 28 million cars were included.

A paper-based fuel rebate system for UK vehicles would 
be somewhat bureaucratic but far less costly than the 
recently abandoned lorry road user charge scheme. 
Such administration can be reduced if co-ordinated and 
aligned with existing UK legislative requirements.

An alternative, perhaps even simpler, approach is the 
use of a differential lorry-only diesel product, carrying 
a lower rate of fuel duty such as a blue or red diesel. 
It could be made available with fuel duty charged at 
average European market levels. Although the petroleum 
industry has traditionally been against the introduction of 
an additional new fuel product, many oil companies are 
already selling two types of diesel from retail forecourts. 
Most commercial vehicle fuel is consumed through 
industrial-based bulk tanks, but retail outlets are also 
essential. 

Fuel duty rebates for fuel purchased in the UK and lower 
priced diesel would, of course, be made available to 
foreign vehicles attracting fuel tax revenues to the UK, 
which are currently being lost.

In rationing any fuel tax concessions, priority should 
be given to those vehicles most affected by foreign 
competition at the 38 tonne plus gvw end of the range. 
These policy options can be mixed and matched 
according to requirements and only an indicative policy 
direction is being presented here.
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7.8 Beyond this evidence gathering stage a 
technically qualified group should convert 
this policy direction into a worked-
through proposal

The most positive outcome from the evidence gathering 
work of the inquiry is that Government accepts 
an unsustainable commercial environment exists for 
UK operators and that high fuel taxes in the UK are 
a significant contributory factor. Government inertia 
about this has been a reality and must change. Haulage 
businesses are threatened by unfair competition from 
foreign vehicles which contribute nothing to their UK 
road track costs.

A positive, supportive response from Government would 
result in a more detailed policy proposal which would 
help level the competitive playing field. This would be 
better achieved with direct involvement from DfT, HMRC 
and VOSA.

In the time available this inquiry has concentrated on the 
basic evidence gathering techniques. Beyond this stage 
a technically qualified group should enter stage 2 of 
the inquiry, by converting these recommendations into 
a worked-through policy proposal for implementation. 
This could include members of the inquiry team, with 
representatives of both the FTA and RHA, coupled 
with technical input from industry experts and relevant 
academic bodies.

7.9 A great deal of industry goodwill to be 
gained, for modest net cost, by charging 
foreign vehicles whilst relieving those most 
impacted by current policy within the UK

Since July this year there has been a sense of 
abandonment felt by the road transport industry towards 
Government in its handling of the fuel tax and foreign 
vehicle competition issues. LRUC would have gone a 
considerable way to resolving these problems, which 
were accepted by Government right up until July of this 
year. That the LRUC ran out of cost control is something 
that can at least be understood. However, to be now 
devoid of any policy initiatives which can deal with 
these twin issues of fair competition has perplexed all 
observers. 

Regaining the confidence and goodwill of an industry 
needs recognition that these matters need to be put back 
on the political agenda. If foreign vehicles are targeted 
to be charged, the net cost of fuel duty concessions to 
those directly affected is expected to be marginal.

7.10 Government must re-engage with the 
industry with a measurable agenda

The road transport industry in the UK is largely manned 
by hardened operators who can sort the noise from the 
substance when it comes to engagement with politicians. 
Engagement must be meaningful. They have seen that 
intelligent negotiation with Government through various 
representative bodies has achieved very little recently. 
Many are reminded that direct action did get results prior 
to 2000 (fuel protests). This is unfortunate and hopefully 
the evidence produced from this inquiry will at least 
prompt the Government to again review where it stands, 
with this background in mind. The industry needs real 
engagement that is action oriented and engagement that 
demonstrates that Government has some understanding 
of the enormous pressures caused by high fuel duty and 
unfair foreign competition in the UK.   
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Definition of cabotage
From our inquiry findings, it has become obvious that there are wildly varying opinions within the UK haulage industry as to 
what is regarded as fair and unfair competition from overseas. It may be helpful therefore to clarify briefly what constitutes 
cabotage within EU legislation.

The fact that member states were producing varying rules and practices regarding what constituted ‘temporary’ opera-
tions prompted the European Commission to propose the following interpretation of cabotage in January 2005 (Ref 2005/
C21/02).

“The criteria for assessing a cabotage operation conducted on a temporary basis must comply with the definition adopted by 
the European Court of Justice (ECJ) on duration, frequency, continuity and periodicity of service provision.”

The Commission advised that each specific situation would need to be examined individually to access it against the ECJ’s 
findings. In the UK the current Department for Transport interpretation of the ECJ’s decision on cabotage requires that a trans-
port activity by a haulier who is not established in the host state, on the territory of that state:

• cannot be permanent, frequent, regular or continous, but

• must be carried out entirely on a casual and circumstantial basis

• must be at considerable and infrequent intervals, and the vehicle(s) involved must leave the country at least once a month

in order to comply with the judgement of the Court.

Appendix I 
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Appendix II

Examples of tolling systems in Europe

Country Tolls apply to hgvs Where tolls apply Examples of fees Validity

Belgium, the Netherlands, 
Luxembourg, Sweden and 
Denmark

The Eurovignette

12t or over On motorways and certain 
trunk roads

Based on max 3 axles, 
Euro 2/3 emission level
1 day €8
1 week €20
1 month €75
1 year €750 (£510)
More  fo r  m in  4  ax l e 
combinations

Date sensitive

Austria

GO-Box scheme (first GO 
Box costs €5, then FOC)

>3.5t Motorways and a few linking 
trunk roads

2 axles €0.130 /km
3 axles €0.182 /km
4 axles or more €0.273 /km
Higher fees apply on certain 
key routes

Distance travelled

Czech Republic

Sticker system

All vehicles with at least 4 
wheels or vehicles with trailers

Motorways and trunk roads Based on >12t:
1 day CZK 250
15 days CKZ 1300
2 months CKZ 3500
1 year CKZ 14000 (£325)

Date sensitive

France

Stickers and tags

2 axles or more Motorways Based on 4 axles
Calais - Paris €48.60
Paris - Bordeaux €134.10

Pr i ced  on  sec t ions  o f 
motorway used

Germany

Toll-Collect scheme

12t or over Motorways Based on Euro 2/3 with
four or more 3 axles
€0.12 per km
(250 miles approx £35)

Date and time sensitive

Greece >3.5t Motorways and some trunk 
roads

Based on 3 axles
Patra - Corinth €3.00

Priced on section of road used

Hungary

Vignette and tag systems

All vehicles or combinations Most motorways Based on vehicles between 
7.5t and 12t
10 days HUF 9,800
31 days HUF 16,700
1 year HUF 150000 (£406)

Date sensitive

Italy 2 axles or more Motorways Based on 4 axles
Rome - Naples €19.90
Turin - Aosta €28.70
Milan - Tortona €6.50

Priced on section of road used

Lithuania Hgvs and combination vehicles Certain roads Based on 12t to 40t
1 day LTL 20
Weekly  LTL 90
Monthly LTL 180
Yearly LTL 800 (£158)

Date sensitive

Poland

Sticker system

All hgvs Throughout the road and 
motorway network

Based on >12t with max 3 
axles, Euro 1
24 hours PLN 27
7 days PLN 63 (£11)
1 month PLN 190
6 months PLN 760
12 months PLN 1450

Date sensitive

Portugal 2 axles or more Routes Based on >3 axles
Fátima-Leiria €2.55
Coina-Setúbal €1.50

Priced on section of road used

Slovakia All vehicles Motorways, expressways and 
national roads

Road user tax plus motorway 
tolls.
Based  on  veh i c l e s  o r 
combinations >12t
1 day SKK 300
7 days SKK 1400
1 month SKK 3000
1 year SKK 15000 (£265)

Date sensitive
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Country Tolls apply to hgvs Where tolls apply Examples of fees Validity

Slovenia

Sticker and DARS tag

>3.5t Certain trunk roads Based on vehicles >3 axles
A2 Ljubljana -
Pluska SIT 1650
H4 Podnanos - 
Vrtojba SIT 1450
A1 Sentilij-Maribor
Pesnica SIT 700 (£2)

Priced on section of road

Spain 2 axles or more Certain motorways Based on >3 axles
A-1 Burgos-Armiñon €8.38
A-4 Seville-Puerto Real €10.97
A-7 Le Perthus-Lloret €12.59

Pr i c ed  on  s e c t i on  o f 
motorway used

Switzerland

HVF scheme

3.5t or more Entire road network Based on vehicle emissions
Euro 2 CHF 0.0252 tonne km
Euro 3/4 CHF 0.0215 tonne/
km. Example: 40t vehicle 
travelling 300kms pays CHF 
258 (£113)

Emissions, weight and distance

November 2005
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Appendix III

Case studies and quotes
In addition to those used in this report there are a number of case studies and quotes from industry available in downloadable 
format at www.freight-taxes.co.uk
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Summary Guide 
Vocational Training Directive for LGV Drivers 

 
This paper is a brief summary of the main provisions of the new Directive and the DSA consultation document and 
the Directive is subject to full UK consultation and regulation. The RHA cannot accept liability for any civil or legal 
action taken by or against any reader or user of this information. Similar provisions apply to holders of passenger 
carrying licences. Dec 2005. 
 
The Vocational Training Directive has now been adopted and will be implemented into UK 
starting in 2009. A consultation paper from Driving Standards Agency been published, 
outlining on how it proposes to implement the Directive into the UK.  
 
Principles of the Driver CPC scheme: 
 
Professional drivers of vehicles in categories C, C+E, C1, C1+E will, in addition to holding a 
full driving licence, have to hold a valid Certificate of Professional Competence (CPC).  There 
will be a CPC for drivers of goods vehicles, renewable on a 5-yearly basis.  CPC status will be 
recorded on the holder’s driving licence, or the driver will be issued with a separate Driver 
Qualification Card.  
 
 
Key objectives: 
 
• To improve fuel consumption and road safety  
• To encourage and enable young people to take up professional driving 
 
Exemptions: 
 
Drivers of some vehicle types will be exempt from the new requirements, including those: 
• with a maximum authorised speed not exceeding 45 km/h. 
• under the control of  the armed forces, emergency services and for civil defence 
• undergoing road testing or used for driver or CPC training 
• used for non-commercial carriage goods, for personal use or carrying material or 

equipment to be used by the driver in the course of his work, provided that driving the 
vehicle is not the driver 's principal activity. 

 
Acquired Rights 
 
Acquired Rights, or  Grandfather Rights, will be given to those that have the driving licence on 
or before 9 September 2009, but will have to undertake Periodic Training in order to obtain 
their CPC.   
 
Initial qualification 
 
New drivers will need to satisfy an Initial Qualification process in order to be awarded a CPC.  
The UK is choosing the option that entails a more detailed test process in order to assure 
standards. The test will be a 4-hour theory test and a 2-hour practical test (currently Theory 
Test in 1.5 hours long, and practical test is 1.5 hours long).  It is proposed that arrangements  
are introduced that permit a driver to work for up to 3 years before obtaining a CPC where the 
driver is undertaking a National Vocational Training (NVT) course that has a minimum 
duration of 6 months. The DSA does not propose to permit the accelerated initial training 
option in the Directive as it believes it would inhibit the access of younger people and 
introduce unnecessary complexity and costs. 
 
 
 
Periodic training 



 
The Directive requires vocational drivers to undertake 35 hours of Periodic Training: 
 
• within 5 years of obtaining a CPC following Initial Qualification, in order to retain a valid 

CPC 
• within 5 years of the relevant implementation date for vocational drivers exempted under 

“Acquired Rights” from the Initial Qualification provisions, in order to obtain a CPC.   
• within every subsequent 5 yearly CPC re-certification period, in order to retain a valid 

CPC. 
 
Implementation dates 

Initial Qualification arrangements will be in place by September 2009 for new drivers of goods 
vehicles. 
 
The CPC requirement, following Periodic Training,for Acquired Rights drivers must be in 
place by September 2014 for drivers of goods vehicles. 
 
Member States can chose to vary the 5 year period in order to assist with implementing the 
Directive those dates could be between September 2012 and September 2016 for new 
drivers of goods vehicles and DSA is consulting on this. 
 
Regulation of training provision 
 
The Option Initial Qualification being considered by DSA has the advantage of offering 
domestic flexibility in respect of any standards assurance arrangements for CPC training for 
the Initial Qualification.  DSA proposes to adopt a flexible approach towards the standards-
assurance arrangements for Periodic Training, recognising that this is essential if Periodic 
Training is to meet the purposes of the Directive and to meet the needs of individual drivers 
and operators and to meet the standards required by the Directive.  
 
Recording CPC status 
 
The CPC will be recorded by:  
 
• the insertion of a code on the driving licence 
•  a Driver Qualification Card for non-UK driving licence holders. 

 
Consultation 
 
DSA seeks views from interested parties on: 
 
• those parts of the proposals they support and those they oppose; 
• the anticipated impact of the proposals; and 
• any suggestions as to how the proposals might be improved. 
 
Consultation ends on 8 February 2006. Copies of the full consultation document can be 
obtained from the RHA. 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 

List of Subjects to be included in training and testing 
 
 
1.      Safety Regulations 
 
 
1.1.  know the characteristics of the transmission system in order to make the best possible 
use  of it eg curves relating to torque, power, and specific consumption of an engine, area of 
optimum use of revolution counter, gearbox-ratio cover diagrams; 
 
1.2. know the technical characteristics and operation of the safety controls in order to control 

the vehicle, minimise wear and tear and prevent malfunctioning eg specific features of 
hydraulic vacuum servobrake circuit, limits to the use of brakes and retarder, combined 
use of brakes and retarder, making better use of speed and gear ratio, making use of 
vehicle inertia, using ways of slowing down and braking on downhill stretches, action in 
the event of failure;  

 
1.3. know how to optimise fuel consumption.  
 
1.4. know how to load the vehicle with regard to safety rules and proper vehicle use eg forces 

affecting vehicles in motion, use of gearbox-ratios,  calculation of payload of vehicle or 
assembly, calculation of total volume, load distribution, consequences of overloading the 
axle, vehicle stability and centre of gravity, types of packaging and pallets; main 
categories of goods needing securing, clamping and securing techniques, use of 
securing straps, checking of securing devices, use of handling equipment, placing and 
removal of tarpaulins. 

 
1.5. know how to load the vehicle with due regard for safety rules and proper vehicle use eg 

forces affecting vehicles in motion, use of gearbox-ratios according to vehicle load and 
road profile, calculation of payload of vehicle or assembly, load distribution, 
consequences of overloading the axle, vehicle stability and centre of gravity. 

 
2. Application of regulations  
 
2.1. to know the road transport laws eg Drivers Hours Regulation 3820/85 and 3821/85; 
penalties for failure to use, improper use of and tampering with the tachograph; rights and 
duties of drivers regarding Initial Qualification and Periodic Training. 
 
2.2. to know the regulations governing the carriage of goods eg transport operating licences, 
obligations under standard contracts for the carriage of goods, drafting of documents which 
form the transport contract, international transport permits, obligations under the Convention 
on the Contract for the International Carriage of Goods by Road, drafting of the international 
consignment note, crossing borders, freight forwarders, special documents accompanying 
goods.  
 
 
3.    Health, road and environmental safety, service, logistics   
 
3.1. to make drivers aware of the risks of the road and of accidents at work eg types of 
accidents, road accident statistics, involvement of lorries/coaches, human, material and 
financial consequences; 
 
3.2. to prevent trafficking in illegal immigrants eg general information, implications for drivers, 
preventive measures, check list, legislation on transport operator liability;  
 
3.3. to prevent physical risks ergonomic principles eg movements and postures which pose a 
risk, physical fitness, handling exercises, personal protection; 



 
3.4. awareness of the importance of physical and mental ability eg principles of healthy, 
balanced eating, effects of alcohol, drugs or any other substance likely to affect behaviour, 
symptoms, causes, effects of fatigue and stress, fundamental role of the basic work/rest 
cycle; 
 
3.5. to assess emergency situations eg behaviour in an emergency situation: assessing 
situation, avoiding complications of an accident, summoning assistance, assisting casualties, 
first aid, fire, evacuation of occupants of a lorry/bus passengers, ensuring the safety of all 
passengers, reaction in the event of aggression; drafting an accident report; 
 
3.6. customer care and driver and company image eg standard of service provided, roles of 
the driver, people with whom the driver will be dealing, vehicle maintenance, work 
organisation, commercial and financial effects of a dispute. 
 
3.7. to know the economic environment of road haulage and its competition eg rail, shipping: 
different road transport activities eg hire or reward, own account, auxiliary transport activities, 
organisation of the main types of transport company and auxiliary transport activities, 
specialist transport eg tankers, controlled temperature, etc, changes in the industry eg  
subcontracting. 
 
 
Rp Dec 2005. 
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