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THE TREASURY


SUBMISSION TO

SENATE ECONOMICS LEGISLATION COMMITTEE

Excise Tariff Amendment Bill (No.1) 2002

Customs Tariff Amendment Bill (No. 2) 2002
11 OCTOBER 2002

	The Commonwealth Treasury has prepared this submission.

The views expressed in this submission are those of the Treasury and do not necessarily reflect those of the Treasurer or of the Government.


Background

Excise Tariff Amendment Bill (No. 1) 2002 and Customs Tariff Amendment Bill (No. 2) 2002 – ‘the Bills’ – are intended to validate in the relevant Acts tariff changes previously introduced in Excise/Customs Tariff Notices or Proposals and provide for removal of indexation provisions from certain oils.  The Bills cover duty issues in four fields.

1. Emulsified diesel/water fuel blends, notified in Excise Tariff Notice No. 2 (2001), published in Special Gazette No S448 on 25 October 2001 and taken to have effect on and from that date.  Excise Tariff Proposal No 1 (2002) for this tariff change was tabled in Parliament on 21 February 2002. 

2. Product stewardship oil levy exemptions, notified in Excise Tariff Notice No. 1 (2002), published in Special Gazette No S109 on 12 April 2002 and taken to have effect on and from 15 April 2002.  Excise Tariff Proposal No. 2 (2002) for this tariff change was tabled in Parliament on 29 May 2002.

3. National scheme for low alcohol beer. Excise Tariff Proposal No. 3 (2002) was tabled in Parliament on 26 June 2002 and the new rates taken to have effect from 1 July 2002.

4. Product stewardship oil indexation.  The Bills provide for the removal of indexation provisions from certain oil products and are proposed to commence on Royal Assent with the intention they will apply to the indexation period commencing on 1 February 2003 and subsequent indexation periods.

The Senate Selection of Bills Committee has referred the Bills to the Senate Economics Legislation Committee (the Committee) on the matter of tariff changes to effect the national scheme for low alcohol beer.  

In particular, the Senate Selection of Bills Committee notes that ‘health issues and taxation anomalies surrounding low alcohol wine, low alcohol beer and competing low alcohol RTDs needs to be reviewed.’

Overview

Alcohol measures included in the Bills are intended to replace State and Territory subsidy schemes for low alcohol beer with lower rates of excise/customs duty.  The changes form a national scheme for low alcohol beer (the Scheme) and overall represent a generally neutral effect on beer pricing.  The necessary changes were unanimously agreed by Commonwealth, State and Territory governments and considered non-controversial.

Passage of the Bills will validate alcohol tariff measures in provisional effect since 1 July 2002.

The Bills do not propose changes that would alter the current effect of taxation policy on alcohol pricing and are not indicative of wider alcohol tax reform.

Details of the Scheme were agreed by the Commonwealth, State and Territories following advice of a Working Party of officials tasked to report on options for its introduction.  The Working Party noted that the taxation of other alcohol products was outside the scope of its brief and that complexities of the alcohol market and product type comparisons indicate that any consideration of extending concessional taxation measures to other alcohol products should be undertaken separately.

The cost pricing impacts of taxation, in isolation, may not be as effective as other, more direct, measures in influencing particular alcohol consumption behaviours, and other measures are often considered more appropriate to address specific health policy issues.

When deciding the detail of the New Tax System in 1999, the Government comprehensively reviewed the taxation arrangements applying to all alcohol  products.  RTD producers benefited as a result of the tax reform, with applicable excise/customs duty decreasing from the same rate as spirits excise/customs duty to a much lower rate more comparable with full strength beer, although exact equivalence with the beer tariff was not introduced.

The Bills propose necessary administrative changes for the efficient management of Australia’s low alcohol beer excise/customs duty environment.  Significant policy changes to alcohol taxation arrangements are not proposed and have not been separately announced or discussed by Government.

Delayed passage of the Bills by the Senate would have the additional effects of at least temporarily continuing to:

· tax water blended with diesel fuel;

· tax certain non-recyclable oils, with no access to off-setting recycling rebates; and

· increase by indexation the taxation of oil products under the Product Stewardship Oil scheme (PSO), which would be at odds with the approach to taxing other petroleum products.  The next indexation occasion is February 2003.

National scheme for low alcohol beer

In 2001 the Commonwealth Treasurer and the State and Territory Treasurers tasked a Working Party of senior officials to consider arrangements that would replace State and Territory low alcohol beer subsidies with reduced rates of federal excise/customs duties.  The Working Party was also asked to report on the health policy merits of low alcohol beer subsidisation against other policy options, but was not asked to comment about other alcohol products.

The Working Party concluded that there is health policy merit for continued concessional treatment of low alcohol beer, and unanimously made recommendations to guide the establishment of a uniform and administratively efficient national scheme for low alcohol beer.

On 22 March 2002 the Commonwealth Treasurer announced, with the unanimous support of State and Territory Treasurers, that the national scheme for low alcohol beer would be adopted.  In his media release, the Treasurer reported that:

The national scheme will eliminate the requirement for wholesalers to lodge a claim for a rebate of excise that they have paid. It will also reduce compliance costs for industry and eliminate administration costs for the States…
…The new national scheme is expected to result in low alcohol beer prices falling by up to 8 per cent in some States. Some price increases may arise in some market segments in some States, but the increases are not expected to be significant for these consumers. This is because either the price effects are negligible or the market share of the affected products is quite small.

The Commonwealth will deduct from each State’s Budget Balancing Assistance (BBA) an amount commensurate with its previous subsidies, indexed for inflation, for as long as each State continues to receive BBA.  When all States no longer require BBA, the Commonwealth will be fully funding the scheme.

Provisional tariff rates in place
Steps were taken to terminate the state subsidy schemes and replace these subsidies through a national scheme, of which the integral elements are lower rates of excise and customs duty.

The altered rates of excise/customs duty took effect provisionally on and from 1 July 2002 under provisions of the Excise Act 1901 and the Customs Act 1901.  These provisions allow the revenue authorities, the Australian Taxation Office in the case of excise and the Australian Customs Service in relation to customs duty, to collect duty at an altered rate for a certain period while the Parliament considers the matter through the corresponding tariff amendment bills that legislate the alterations incorporated in the tariff proposals.

The power to collect duty at altered rates is clearly more contentious when excise and customs duty rates are raised. The excise and customs legislation provide that parties so affected cannot bring proceedings to challenge actions of revenue authorities in collecting revenue at the altered rate for a certain period (normally 12 months from the time of tabling of the tariff proposal).  These provisions are essentially procedural as in the normal course of events the tariff amendment bills will have been dealt with in that time.

The revised tariff rates affect only low alcohol beer with less than 3 percent alcohol per volume and packaged mid strength beer with less than 3.5 percent alcohol per volume, and represent the following change in excise/customs duty per litre of alcohol:

	
	
	Draught Beer
	
	Packaged Beer

	Product
	
	Pre-Concession
(at 30/6/2002)
	
	Post-Concession
(at 1/7/2002)
	
	Pre-Concession
(at 30/6/2002)
	
	Post-Concession
(at 1/7/2002)

	Low alcohol beer (≤ 3.0 per cent alc/vol)
	
	$16.46
	
	$5.69
	
	$45.46
	
	$28.49

	Mid strength beer (≤ 3.5 per cent alc/vol)
	
	$17.87
	
	$17.87
	
	$38.59
	
	$33.22


Alcohol tariff amendments proposed by the Bills will, if passed, validate tariff proposals already in place and ensure the smooth implementation of the move from State and Territory subsidies to a national scheme for low alcohol beer.  The Bills accord with the sound management of Australia’s excise and customs environments and would facilitate the adoption of a Commonwealth-State government initiative that would benefit industry without disadvantaging consumers.

Implications of delayed passage

Tariff measures giving provisional authority to measures included in the Bills came into effect at various times since February 2002.  Should passage of the Bills be delayed and the provisional measures lapse, there will be significant implications for both consumers of low alcohol beer and those impacted by other measures of the Bills.

Low alcohol beer - revenue impacts

A lapse of the provisional tariff rates would return low alcohol excise rates to their previous, higher, level.  An absence of State and Territory subsidies for low alcohol beer to off-set the higher excise rate would increase costs, and therefore prices to consumers, proportional to $68.0 million for
2002-03.

Similarly, as arrangements are already in place with the States and Territories, approximately $62.9 million of BBA is being deducted from the States as unanimously agreed between governments, with no corresponding industry benefit.  Consequently, should the provisional excise arrangements lapse, the Commonwealth may need to reconsider the implementation of the BBA deductions.

Diesel/water blends
Delayed passage of the measure would, following the lapse of provisional tariff arrangements,
re-engage Section 6G of the Excise Tariff Act 1921 that would apply full rates of diesel excise to water, if blended with the fuel.

A major trial of emulsified diesel/water fuel was commenced in early 2002.  A re-introduction of excise to the water component of such a fuel mix would have implications for existing trials and present a potential disincentive to further investment in clean fuels research and product development.

Product Stewardship Oil scheme exemptions

The PSO was introduced in January 2001 as an incentive program to encourage oil recycling by establishing an oil levy, off-set by a grants program for recyclers.  Certain types of oil, however, are non-recyclable yet are subject to the levy without access to the rebates.

Should this measure not be adopted, non-recyclable oils will continue to be subject to the PSO levy, at odds with the purpose of the program, continuing to disadvantage consumers with an annual tax cost of $1.3m and associated compliance costs.

Indexation of oils taxation

Oils subject to the PSO attract a rate of duty that is indexed to increases in the consumer price index.  Indexation is inconsistent with rates of excise/customs duty payable on petroleum fuels.

Non-passage of this measure will maintain the anomaly of taxation treatment across oils and petroleum products, with a cost impact of $1.1m in 2002-03, $1.8m in 2003-04 and $2.5m in
2004-05.  At the same time, industry will incur an additional cost of regularly updating accounting arrangements to correctly report and settle regularly increased duty rates.

Alcohol and A New Tax System

Approaches to taxing alcohol products in Australia respond to a number of factors including general revenue raising, addressing negative externalities associated with alcohol consumption, relevant industry profiles and broader economic considerations.

In 1999 and against the background of wider taxation reforms to introduce A New Tax System (ANTS), rates of alcohol taxation were adjusted to account for the introduction of the Goods and Services Tax, targeting price increases no more than the estimated general price increase related to indirect tax reform for beer and cask wine.
When migrating alcohol taxation arrangements to ANTS, the Government considered external submissions and adopted particular measures in relation to beer, RTDs and wine.  Against this background, the Government has no plans to change the relative taxation of alcohol products.

Beer

Beer is excisable/customable against three categories of alcohol content, backed by established research that favours the continued subsidisation of low alcohol beer.

In relation to the passage of legislation to effect the new tax system, which implemented new beer rates, the Government agreed in negotiations with the Democrats that less excise would also be applied to beer in containers greater than 48 litres (a proxy for draught beer).  This approach responded to a particular issue at the time and is not considered a precedent for other alcohol taxation reform.

For beer, rates of excise/customs duty are calculated on alcohol content exceeding 1.15%.  The effect of the threshold is to ‘compress’ downwards the taxation impacts on low alcohol beer, which has been established in the market for a significant period.  The effective tax rate of beer with a notional alcohol content of 2.5 %, for example, is less than half that of beer with an alcohol content of 5% - ie low alcohol beer is taxed disproportionately at a lower rate.

Ready to drink beverages

ANTS included the establishment of the alcohol tax product category of RTDs - alcohol products, not elsewhere classified by legislation, with an alcohol content of less than 10%.

Previously, RTDs were subject to the significantly higher spirits rate of excise. Under ANTS, RTDs were afforded excise/customs treatment more comparable with smaller packaged full strength beer products (there are no low alcohol RTD products in the market).  The concessional measure of not taxing the first 1.15% of beer alcohol content was not adopted as this was a separate industry measure (see above).

The Distilled Spirits Industry Council of Australia (DSICA) has separately advised that to mirror the excise/customs treatment of beer for RTDs would represent a Budget cost of foregone revenue in the order of $82 million for 2002-03.

Wine and Spirits

The value-based taxation of wine was intentionally maintained by ANTS, rather than moving to a volumetric rate, to minimise potentially adverse impacts on fragile regional economies.  Taxation of spirits was afforded treatment under ANTS equivalent to prior arrangements.

Recent changes in the domestic alcohol market

Although the overall performance of the domestic alcohol industry remains sound, since the introduction of tax reform in 2000 there has been a noticeable shift of product types’ relative market share.  In particular, RTD sales have increased considerably at the expense of full strength beer.

DSICA estimates that, on a litres of alcohol (lal) basis, the division of alcohol market share for 2002-03 will be dominated by beer, which is historically the preferred beverage.  Across product types, the expected division of market share for 2002-03 is:

	Product
	Market Share
	Product
	Market Share

	Full beer
	42 %
	Spirits
	12%

	Mid beer
	2%
	RTDs
	6%

	Light Beer
	5%
	Wine
	33%


The Australian Taxation Office advises that the reported 6% market share of RTDs represents a considerable increase in sales since the pre-ANTS period.  Although the increase in popularity of RTDs may be attributed to the much-reduced rates of excise following ANTS translating to significant price reductions, the success of marketing campaigns targeted at particular consumer groups should not be discounted.  It would not be accurate, without further research, to infer from this shift in market share that RTDs are a direct substitute product for beer. 

Beyond the sales shift from beer to RTDs, there is little evidence of significant movements in the domestic market share of alcohol products.

Health policy issues

Health policy issues are taken into account when considering the taxation arrangements on alcohol products, as well other social, economic and industry factors.  However, the nature and significance of any links between taxation effects on pricing and changes in the consumption of alcoholic products are not clear and may vary depending on the product and the consumer group.

Factors other than the taxation effects on pricing, such as advertising and marketing, may more significantly influence the consumption of various alcohol products by different consumer groups.  More tailored and targeted initiatives to directly address specific alcohol-related problems may be a more effective approach than broad scale taxation measures.

It is noted that the marketing and promotion of RTDs to minors is the subject of investigation by the Expert Advisory Committee on Alcohol, announced in the attached Media Release on 19 September 2002 by the Hon Trish Worth MP, Parliamentary Secretary to the Minister for Health and Ageing.
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                                     19 September 2002

FEDERAL GOVERNMENT CONCERNED ABOUT MARKETING ALCOHOL TO YOUNG PEOPLE

Parliamentary Secretary to the Federal Minister for Health and Ageing, Trish Worth, has asked the National Expert Advisory Committee on Alcohol to examine the marketing and promotion of ready to drink alcoholic products to minors.

Ms Worth said today she expected that the advice received from the Expert Committee on this important issue would be helpful to all Australian governments, particularly in the context of the Ministerial Council on Drug Strategy’s recent decision to ask the Intergovernmental Committee on Drugs to review the effectiveness of the current self-regulatory system for alcohol advertising.

“The Ministerial Council was particularly concerned about opportunistic marketing of alcohol to young people under 18 years of age,” Ms Worth said.
“The increase in high risk drinking by our young people is cause for great concern.

“While many manufacturers are responsible in their product development, I believe that there are some that take a less responsible approach.

“There are now many studies, both in Australia and internationally, to show the impact of pre-mixed drinks on increased levels of youth drinking.  Over the past 3½ 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.

“The 2001 National Drug Household survey found that pre-mixed drinks were the most popular beverage choice for young women aged 14-19 years.

“It also showed that nearly 12 per cent of females and 10 per cent of males aged 14-19 were drinking at least weekly at levels that put themselves at risk of short term harm, such as violence or injury while intoxicated.

“In the past few days there have been calls for a withdrawal of a flavoured alcoholic milk because it was sending the wrong message, especially to young people, which has heightened my concerns about the marketing of ready to drink products.  This is the latest in ready to drink products – the main existing categories being alcohol mixed with cola or with citrus/fruit flavour.”

Ms Worth said the Federal Government is committed to working with State and Territory Governments, industry and the non-government health sector to reduce the harm caused by misuse of alcohol.

“I look forward to receiving appropriate advice from both the review that I have asked the National Expert Advisory Committee on Alcohol to undertake, and the wider review of advertising and promotion of alcohol to young people being conducted by the Intergovernmental Committee on Drugs,” Ms Worth said.

Media contacts:
Mark Williams, Ms Worth’s Office 0401 147 558

                            
Kay McNiece, Commonwealth Dept. of Health and Ageing 0412 132 585
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