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�
The Alcohol and other Drugs Council of Australia (ADCA) welcomes the opportunity to provide this submission to the Senate Economics Legislation Committee, to inform their consideration of the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002. 





These bills give effect to the Treasurers announcement, in March 2002, to implement a national excise scheme for low alcohol beer and abolish state-based subsidies for low alcohol beer. 





1.	EXECUTIVE SUMMARY





·	ADCA supports the proposed changes to the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002 as they will provide a simplified alcohol taxation system and take into consideration, to some extent, public health concerns. 





·	ADCA remains concerned, however, that the legislation, in its current form does not go far enough and recommends a further amendment to introduce a tiered excise system with full strength beer taxed at a greater rate than mid-strength beer, which in turn would be taxed at a greater rate than low strength beer.





·	In the longer term, ADCA believes that the alcohol taxation system requires a major overhaul as, in its current form, it provides incentives for the production and consumption of products which have been associated with significant levels of harm to the community. 





·	ADCA calls for the introduction of a volumetric tax on all alcohol products.  Such a tax would result in:





-	the abolition of the Wine Equalisation Tax (WET), which favors cask wine;


-	the removal of the $4 per litre of alcohol concession on Brandy made from grapes; and 


-	a simplified system whereby all alcohol products, regardless of type would be taxed according to alcohol content. 





The 1.15% tax free threshold for beer would also need to be reviewed in terms of its continued effectiveness and the impact of extending it to all alcohol products.





·	A volumetric tax with an expanded tiered excise rate system would represent sound and progressive policy and help to address the huge health, social and economic costs to the community resulting from the misuse of alcohol.    





·	ADCA also calls for a proportion of the revenue collected from alcohol taxation to be directed towards funding the government’s response to the health, social, and economic harms to the community resulting from alcohol misuse.  





2.	THE ROLE OF ADCA





The Alcohol and other Drugs Council of Australia (ADCA), is the Australian peak body for the alcohol and other drugs sector. ADCA is the national voice for people working to reduce the harm caused by alcohol and other drugs. 





ADCA is a non-government, not-for-profit organisation that receives funding for its work through the Federal Government’s Community Sector Support Scheme and the National Drug Strategy Program. 


 


ADCA’s membership includes organisations, services, agencies, and individuals engaged in alcohol and other drug service delivery throughout Australia. ADCA’s membership also includes the major university research centres, tertiary institutions that offer courses in addiction studies and other programs for alcohol and other drug workers, officers in the law and criminal justice system, policy analysts and administrators. 





The collective wisdom and expertise of ADCA’s broad and diverse membership is drawn upon through ADCA’s structure, which includes eight Expert Reference Groups, each with an elected representative for each State and Territory. The Expert Reference Groups cover the fields of: 





·	Aboriginal Peoples and Torres Strait Islanders


·	Law and Criminal Justice


·	Policy and Coordination


·	Prevention and Community Education


·	Research


·	Treatment and Rehabilitation


·	Workforce Development


·	Workplace and Occupational Health and Safety�


ADCA’s policy positions are developed in consultation with its Expert Reference Groups and other key stakeholders.


�



3.	INTRODUCTION





ADCA would like to congratulate the Ministerial Council for Commonwealth-State Financial Relations on agreeing to implement a national excise scheme for low alcohol beer and to express our support for simplified alcohol taxation through these Bills. 





The current subsidy system is complex with wholesalers having to claim rebates for excise paid as well as compensation being paid to individual states and territories. The national excise scheme will eliminate much administrative chaos for the states and bring about stability in alcohol prices in all states and territories for low alcohol beer.   








4.	ADCA’S POSITION ON THE AMENDMENT BILLS: 





ADCA supports the proposed changes detailed in the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002 as they will provide a simplified alcohol taxation system and take into consideration, to some extent, public health concerns.   





However the proposed amendments will result in the same excise rate applying to both full and mid strength packaged beer (although a reduced excise rate will apply to mid-strength draught beer).  While this is an improvement on the current excise regime, which applies a higher excise rate to mid-strength beer and has resulted in some manufacturers increasing the alcohol content of their product to reduce excise payable, from a public health perspective this is not ideal.  





ADCA therefore recommends a further amendment to the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002  to introduce a tiered excise system with full strength beer taxed at a greater rate than mid-strength beer, which in turn would be taxed at a greater rate than low strength beer.  Such an outcome could be achieved by either increasing the rate of excise applying to full-strength beer or alternatively removing the 1.15% excise free threshold for full strength beer.  Both options would result in increased revenue in the first instance, but would provide an incentive for people to consume low and mid-strength beer so this increased revenue may decline somewhat over time. 





 An example of a tiered regime with an increased excise rate for full strength beer is outlined in Table 1, below. 




















Table 1:  Example of Tiered Excise Regime to Meet Health and Economic Outcomes





Example of Tiered Excise Regime to Meet Health & Economic Outcomes


�
�
PACKAGED BEER  


(rate per litre of pure alcohol after the first 1.15%)�
Rates as at announcement of scheme�
Proposed amendments - from 1 July 2002�
Proposed amendments from 1 August 2002�
Sound health & economic policy�
�
Low strength beer 


(< 3.0% alc/vol) �
$45.46�
$28.49 �
$28.95�
$28.95�
�
Mid-strength beer


(3.0%- 3.5% alc/vol)�
$38.59�
$33.22�
$33.75�
$33.75�
�
Full strength beer 


(>3.5% alc/vol)�
$33.22�
$33.22�
$33.75�
A rate significantly above $33.75 (for example $38.59 as currently applies to mid strength beer)�
�






5	WIDER ISSUES FOR ALCOHOL TAXATION





Indirect taxation can be used as both a revenue-raising tool and a tool to address the negative externalities that certain goods and services impose on the broader community.  





The most important economic principle for indirect taxation of goods and services for revenue raising purposes is efficiency i.e. those taxes should not distort production and consumption decisions.  Within this broad principle, there are other factors such as simplicity; compliance costs, minimising incentives for avoidance, and equity.  It is also desirable that, as far as is practicable, closely substitutable products are taxed at similar rates, so as not to distort consumption decisions and revenue collected.  





In addition, if production of certain goods and services imposes costs on the community, known as negative externalities, then taxes can be justified on efficiency grounds because otherwise prices would not take account of the adverse effects on others (Industry Commission, 1995).  





The misuse of alcohol causes enormous harm to the Australian community in economic, health and social terms.  Numerous studies have demonstrated that alcohol misuse causes loss of human life and potential, as well as having a major impact on crime, violence, accidents, family function, and productivity.  For example, it is estimated that in 1997, 3,290 Australians died from injury or disease caused by the harmful and hazardous consumption of alcohol and there were 72,302 hospitalisations (Chikritzhs et. al., 1999 as cited in Commonwealth of Australia, 2001).   





Data from Western Australia (Stockwell et al. 1998) showed that local rates of per capita consumption of cask wine and high strength beer are most highly associated with local rates of violent incidents and alcohol-related hospital admissions.  This was a comprehensive study of all liquor sales, violent incidents and alcohol-related hospital admissions for the whole State over one year.  By comparison, rates of consumption of bottled wine and low strength beer were weakly or not at all related to local rates of these problems.   





A volumetric tax based on alcohol content, eg excise, is the preferred form of tax to deal with the costs imposed on the community by alcohol misuse because it directly relates to the cause of the cost to the community, that is, the amount of alcohol contained in the beverage.  





The proposed approach to alcohol excise rates outlined in the Excise Tariff Amendment Bill (No.1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002 go some way towards applying a volumetric tax based on alcohol content but do not go far enough.  Following these amendments we will still have an alcohol taxation system that encourages the consumption of products with a high alcohol content and gives concessions to multinational companies at the expense of the health and wellbeing of the community. 





The entire alcohol tax system requires a major overhaul and ADCA proposes that the Senate Economics Legislation Committee recommends the introduction of a volumetric tax for all alcohol products.





A volumetric tax would result in:





·	the abolition of the Wine Equalisation Tax (WET), which favours cask wine;





·	the removal of the $4 per litre of alcohol concession on brandy made from grapes; and 





·	a simplified system whereby all alcohol products, regardless of type, would be taxed according to alcohol content.  





The current 1.15% tax free threshold for beer should also be reviewed in terms of its continued effectiveness and the impact of extending it to all alcohol products.





The introduction of a volumetric tax system would require the expansion of the current tiered excise scheme, to better account for the variation of alcohol content in different products and ensure that the system continues to provide an incentive for the consumption and manufacture of beverages with lower alcohol content.   For example, the current excise scheme provides for ready to drink products (RTD’s) of less than 10% alcohol per volume to be taxed at the full strength beer rate.  Under a volumetric tax, the excise rate applying to low and mid-strength beer would also apply to RTD’s with the same alcohol content, however extra tiers could be added to provide for higher excise rates for products that fall between 3.5% and 10% alcohol per volume.  Similarly, additional tiers could be added for products with greater than 10% alcohol per volume. 





This approach would allow all alcohol products, including ready to drink products, to be taxed according to their alcohol content, providing tax concessions to lower alcohol products. This more comprehensive alcohol tax system would encourage manufacturers to develop lower strength alcohol products and translate into greater health and social benefits for the community. 





5.1 WINE and the WET Tax





The Goods and Services Tax (GST) of 10% was imposed in July 2000 on all alcohol beverages.  A further indirect tax in the form of the wine equalisation tax (WET) was imposed on wine and certain other alcoholic beverages, replacing the former wholesale sales tax.  





The WET is an ad valorem tax (i.e. value or price-based) and takes no account of the alcohol content of the beverage.  The WET does not reflect the external costs imposed on the community arising from the misuse of wine and related products and in fact favours cheaper beverages such as cask wine irrespective of their alcohol content.  In particular, the WET results in the alcohol content of cheaper wine such as cask wine being taxed concessionally compared with all other alcoholic products. 





As highlighted earlier, Australian studies have clearly shown that consumption of cask wine (and standard beer) is more closely associated with higher levels of violence, injury and illness than other wines and beer.





Excessive cask wine consumption is a major problem in some Aboriginal communities.  In the Alice Springs region, a population of less than 35,000 people consumed over 1.2 million litres of cask wine in 1998.  That was equivalent to over 5,500 four-litre casks a week.  Since most of the population did not drink cask wine, these data indicate harmful consumption by drinkers of cask wine (Brady and Martin 1999). 





The Queensland Government’s response to the recent Cape York Justice Study demonstrates the direct consequences of excessive alcohol consumption.  Alcohol related death rates of Indigenous people on Cape York are over 21 times the general Queensland rate, and the homicide and violence rate is 18 times higher (Queensland Government 2002).  





The Excise Tariff Amendment Bill (No 1.) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002 does nothing to address this terrible situation and in fact the system will continue to, “…allow a male drinker to attain the maximum daily level of alcohol intake recommended by the National Health and Medical Research Council for only $1.40 and a female drinker to do so for just 70 cents if drinking from a 4 litre wine cask” (Crosbie et al 2002). 





It is concerning that the government is supporting the stance of multinational companies at the expense of the health and welfare of the community through the continued subsidy of cask wine. 





The current situation also disadvantages small wine producers, many of whom concentrate on the innovative and higher quality end of the market, in their ability to compete in the overall wine market.  The WET may actually be discouraging innovation and production of premium wines and encouraging mass production of lower quality wines. This in turn encourages over-consumption of cask wine, which currently represents a high proportion of all wine sold.  





Replacement of the WET with a volumetric tax based on alcohol content would not discriminate between lower quality and premium wines.  A volumetric tax would place upward pressure on lower quality wine prices and downward pressure on premium wine prices.  Although lower income earners may be adversely affected in narrow economic terms by the increase in price of lower quality wine, they would benefit in terms of improved health, social and broader economic outcomes (such as ability to gain employment) resulting from reduced alcohol misuse.  ADCA considers the benefits to low-income earners and the communities they live in would far outweigh the costs to them of increased prices of lower quality wines, such benefits may include reduced aggression and violence, family disruption and increase productivity as well as reduced morbidity and mortality.  





5.2 Approach to Beer and Brandy





Under a volumetric tax system, all products would be taxed according to their alcohol content with no preferred status given to any one particular type of product.  As such, the 1.15% tax free threshold which currently applies to beer would need to be reviewed in terms of its continued effectiveness and the impact of extending it to all alcohol products and the tax concession which currently applies to Brandy made wholly from grape spirit would be abolished. 





5.3 Ready to Drink (RTD's) Pre-mixed Spirits





In addition to the GST, excise is imposed on other domestically manufactured alcoholic beverages, namely beer, spirits such as brandy, rum and vodka, liqueurs and other alcohol drinks not subject to the WET.  Although there are anomalies as to how excise is applied within this group, these beverages are nevertheless generally taxed according to alcohol content.





However ready to drink (RTD) alcoholic beverages such as designer drinks, alcoholic sodas and coolers currently receive some concessional excise advantages to other spirit products.  Instead of paying $57.17 per litre of alcohol as spirits attract, RTD alcoholic beverages with alcohol content less than 10% are taxed at the full strength beer rate of $38.59 per litre of alcohol.





Many RTD products have subsequently reduced in price since the inception of the GST in 2000.  There is no doubt that the RTD category is considered a huge growth industry by alcohol manufacturers.  The Australian Financial Review reported in September 2002 that the RTD category grew by 37% in volume terms in Australia in the 2001-2002 financial year (Mitchell 2002).





Recently there has been significant debate around the impact that RTD products have had on young people.  International studies are demonstrating that the marketing of ready to drink products is appealing to young people and consumption of these products is disproportionately associated with intoxication and hazardous behavior (Cooke et al 2002). 





An exert from a media release from the Hon Trish Worth MP states, “Over the past 3 and-a-half years, tracking studies for the National Alcohol Campaign have seen the proportion of 15-17 year olds drinking pre-mixed spirits dramatically increase from 6% to 22% for boys and from 10% to 37% for girls,” (Worth 2002).  Subsequently, the Federal Government has recently asked the National Expert Advisory Committee on Alcohol to examine the marketing and promotion of RTD alcoholic products to minors.





Counter arguments claim that there is no evidence that alcohol consumption patterns have significantly changed and the increase in market share for RTD products is simply a shift in consumption patterns at the expense of beer.





Changes between the 1998 and 2001 National Drug Household Surveys do not allow us to compare differences in reported national drinking patterns in different age groups and genders, therefore preventing us from determining whether there has been an increase in alcohol consumption among young people.  It would be beneficial to further analyse the Household Survey data to determine whether any such changes have occurred.


What the 2001 Household Survey did show was that RTD products were the most popular beverage choice for young women aged 14-19 years (Worth 2002).  It also showed that nearly 12 percent of females and 10 per cent of males aged 14-19 years were drinking at least weekly at levels that put themselves at risk of short term harm, such as violence or injury while intoxicated (Australian Institute of Health and Welfare 2002).





While, there is no definitive evidence that RTD products are causing increased consumption amongst young people in Australia, there is also no definitive evidence that they aren’t. This is an area that requires further investigation.  





ADCA’s proposed  taxation model would result in the excise rate applying to low and mid-strength beer to also apply to RTD’s with the same alcohol content, however extra tiers could be added to provide for higher excise rates for products that fall between 3.5% and 10% alcohol per volume.  Similarly, additional tiers could be added for products with greater than 10% alcohol per volume. This approach allows RTD products, to be taxed according to their alcohol content, providing tax concessions to lower alcohol RTD products.





5.4 Funding the Government’s response to alcohol problems





Revenue collected from taxes on alcohol is primarily allocated to general revenue.  A better approach would be to allocate a portion of the revenue collected from the volumetric tax on alcohol content to addressing the damage to the community generally from alcohol misuse.  





A good example of successful hypothecation was the Northern Territory’s Living With Alcohol Program.  In 1992, as a core component of the program, the Northern Territory introduced a harm reduction levy on all drinks with strength in excess of 3% alcohol by volume.  This raised an additional $4 to $5 million per year for alcohol prevention and treatment, meeting a critical need in the Territory.   A recent evaluation of the impact of this levy identified a 22% reduction in per capita consumption in the first four years, reductions in hazardous drinking patterns and significant reductions in alcohol related morbidity and mortality (Stockwell et al 2001).





There is currently only one such program in place at the Commonwealth level, namely the Alcohol Education and Rehabilitation Foundation (AERF), which commenced in 2001. $115 million has been allocated over four years to the foundation to fund and support community-based education and rehabilitation projects to assist in the prevention of alcohol and other licit substance abuse.  ADCA supports the continuation of funding to the AERF through hypothecation, noting that the current funding to the foundation is time limited.  


5.5 Indexation





It is well documented that as the price of an item increases the consumption of that item falls.  This relationship has been well established between the price of alcohol and consumption patterns (Crosbie et al, 2002). Currently the indexation provisions of the Excise Tariff Act 1921 provide for excise rates to be automatically indexed in February and August each year, in line with the Consumer Price Index (CPI). The automatic indexation system is important from a public health perspective. This helps to maintain levels of government revenue from alcohol taxation and control the real price of alcohol, relative to the cost of living. 





Hall (1996) warns that if alcohol excise is not inflation-indexed it:





·	creates uncertainty for both governments and industry over the timing and size of possible ad hoc excise rate changes;





·	results in an arbitrary reduction in the excise, depending on the rate of inflation;





·	leaves governments open to lobbying by alcohol industries wanting to prevent excise increases; and 





·	encourages both industry and consumers to engage in precautionary behaviours (such as stock piling or trying to second guess timing of excise changes) in order to avoid price changes.





Hall further argues that “indexation makes the excise regime more transparent, since changes in the real rates of excise require a discretionary decision by governments.”





ADCA concurs with Hall’s view and believes that the current automatic indexation of alcohol excise should remain in place, linked to CPI, to avoid pressure and confusion in the alcohol taxation area. 






































6.	RECOMMENDATIONS 





ADCA recommends that:





ü	The Senate Economics Legislation Committee propose an amendment to the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002 to create a tiered system with full strength beer taxed at a greater rate than mid-strength beer, which in turn would be taxed at a greater rate than low strength beer.  





ü	The automatic indexation of alcohol excise remain in place. �


ü	The States and Territories be encouraged to continue to support and promote low alcohol products.





In the longer term:





ü	The alcohol tax system should be overhauled so as to be consistent with economic and health principles. This would be done by abolishing the WET tax and other concessions and developing a volumetric tax based on alcohol content applied to all alcohol products. A volumetric tax would encourage production and consumption of low alcohol beverages and discourage production and consumption of very high alcohol beverages.





ü	Part of the revenue collected from a volumetric tax on alcohol should be hypothecated to fund the government’s response to the damage caused to the community by alcohol misuse.  ADCA supports continuation of funding to the Alcohol Education and Rehabilitation Foundation through hypothecation. 





�
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