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Regulatory Impact Statement

Customs and Excise Act Review: Excise duty: Remissions,
Permits and Timeframes

Agency Disclosure Statement

This Regulatory Impact Statement has been prepared by the New Zealand Customs
Service (Customs).

It provides an analysis of options to address issues associated with the collection of
excise duty in New Zealand.

The following are constraints on the analysis:

. there is a lack of quantitative information in some areas. For example, Customs
does not know the exact cost of complying with the current remission procedures.
In some instances quantitative information was also not provided through the
consultation process. This RIS therefore makes assumptions and uses anecdotal
evidence and comparative information in some areas where data is not available.

. some of the analysis is based on subjective judgments about the likelihood of
events occurring. This is due to the lack of real examples of these events occurring
and the inability to reliably predict the potential of these issues arising.

. the impacts, including the financial impacts, of some options in this RIS are

estimated based on material provided in submissions and examples provided by
the sectors during consultation.

The impacts discussed in this paper are primarily on alcohol manufacturers and Customs
in its role of managing the collection of excise.
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Executive summary

1 Excise is a tax or duty on the domestic manufacture of tobacco, fuel and alcohol.
Excise is applied to all forms of manufactured tobacco and consumable alcohol,
including beer, spirits, wine (fruit wine and cider) and ethanol. Total excise revenue
collected in 2014/15 was $4.2 billion ($2.2 billion in excise and $2 billion in excise-
equivalent duty'). Approximately $910 million of excise and excise equivalent was
collected from alcohol in 2014/15. Approximately $1.506 billion of excise and excise
equivalent was collected from tobacco in 2014/15 and approximately $1.789 billion
of excise and excise equivalent was collected from fuel in 2014/15.

2 The majority of domestically produced alcohol is exported. No excise applies to
exported goods. There is a system in place to collect excise from manufacturers
that sell to the domestic market. Strong controls are in place around the
manufacturing and storage processes for excisable products to ensure that no
goods are released to the market without excise being paid. These controls are
underpinned by:

. a combination of Customs control of the goods in a Customs Controlled Area
(CCA) — excisable products must be manufactured in a Customs controlled
Licensed Manufacturing Area (LMA), with excise due when the goods are
released from the LMA

. a compliance assurance trust based approach which relies on licensees
submitting accurate excise returns and paying the appropriate excise due.

3 In recent years there has been an increase in the number of manufacturers selling
to the domestic market, particularly through the growth in the boutique beer
industry.

4  There are two tobacco manufacturers (one large and one small). The large tobacco
manufacturer produces for the domestic and export markets.

5  The review has found that overall; the excise filing and payment system for alcohol
products is functioning well and meets the objective of Customs collecting the
appropriate amount of revenue. Customs' controls around alcohol and tobacco are
designed to ensure there is minimal revenue leakage and no leakage of goods into
the black market. The system is underpinned by a combination of Customs control
of the goods in a CCA and a trust based approach which relies on licensees
submitting accurate excise returns and paying the appropriate excise due.
Excisable products must be manufactured in a LMA. There are currently 615
alcohol LMAs. Once finished goods are released from the LMA, excise is due
unless the business meets the requirements for off-site storage.

Excise equivalent duty is the excise charged on imports.
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6  While overall the current system for collecting excise on these products is
functioning adequately, the review has indicated that in some areas excise
collection can be streamlined and simplified to reduce costs for excise payers and
Customs, while maintaining revenue. There are also some areas where the system
can be strengthened. This Regulatory Impact Statement (RIS) provides analysis of
options to ensure that:

« the system for managing excise supports modern business practices and
business growth, while ensuring the appropriate amount of revenue is collected
without imposing unnecessary costs on business and Customs.

7 The recommendations in this RIS are to amend the regulations to:

Streamline and simplify the excise system

« remove the need for a manufacturer (alcohol and tobacco) to apply for
remission if goods have not been released for home consumption if records of
the damage or loss are kept by the excise filer and the damage or loss reflected
in the excise return

« remove the need to apply for a permit (alcohol and fuel) to move goods
between Customs Controlled Areas (including Licensed Manufacturing Areas)

Strengthen the excise system

» tighten the provisions for remission of duty (alcohol and tobacco) so that
domestically manufactured product withdrawn from the market and exported
claiming drawback cannot claim remission when reimported for destruction

« tighten the timeframes for excise returns and payment of alcohol excise for new
licensees until they demonstrate compliance as well as enabling Customs to
shorten the return and payment periods in certain circumstances.

Section A: Streamlining excise control processes

Part 1: Remissions process (alcohol and tobacco)
Status Quo

8 The excise liability commences from the start of the manufacturing process. Excise
is due (an excise return is filed and payment made) when the goods are released
for home consumption. If anything goes wrong during the manufacturing process
including if product goes off, or when a decision is made for sample product not to
be released for home consumption, remission (release) by Customs from the
excise liability can be applied for. The business has to apply to Customs indicating
the reason why they seek remission.
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Regulations 60 to 63 of the Customs and Excise Act set out the conditions under
which remissions can be made. These include where goods which are under
Customs control are:

. damaged or deteriorated in condition
. destroyed, pillaged or lost
» diminished in value

. of faulty manufacture.

In considering the application, the chief executive must take a number of factors
into account including being satisfied that the damage or deterioration was not
caused by the wilful act or negligence of the:

. importer or licensee of any Customs controlled area where the goods had
been stored

- or of any of the employees, or persons acting on behalf of the importer or
licensee.

Under the current excise system, manufacturers have to apply to Customs for
excise to be remitted on losses of goods before they are released for home
consumption. Losses occur through breaks, spillage, samples, accidents or other
cause. For example, if a valve is left on through being knocked by a forklift,
manufacturers have to prove that it was not negligent. If bottles of product are
broken, then the neck with the cap still on must be kept in a bin for inspection by
Customs. Tobacco product that is manufactured and not fit for purpose prior to
release for home consumption, is required to be stored and then destroyed under
Customs supervision.

Once Customs has agreed to the remission application the product can be
destroyed. Excisable product is required to be destroyed under Customs
supervision. In recent times, given the increased number of applications and
Customs staff being required for other duties, a Customs officer may not always be
in attendance. In 2014 Customs undertook approximately 210 supervised
destructions.

The alcohol sector has evolved significantly in recent years and now has a much
more horizontal manufacturing system, with multi layered distribution frameworks,

with fully integrated warehouse management and accounting systems that trace
data and movement of stock.

Problems

14

Current procedures and practices for remission of loss in the manufacturing
process are based on regulations that were developed when there were few
manufacturers; they had fully integrated production models; little or no automation
of stock management records; and Customs officers were available to supervise
much of the processes. The remission provisions were relevant in a time when

4
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Customs had full control of the production and storage sites and was responsible
for the security of the site. However, Customs no longer has day to day
involvement in the running of CCA's and the security of excise goods during
manufacture and transport are the responsibility of the owner of the goods.

The system is based on outdated unnecessary procedures and processes
requiring:

. evidence of loss which is based on physical sight rather than business stock
records eg manufacturers are required to keep the bottle neck with the cap on
to prove breakage of bottles until Customs inspects the evidence. Compiling
and keeping physical evidence is a health and safety hazard for business and
for Customs (when required to examine and view evidence. In some
situations photographs are also able to be used as evidence

. time intensive and resource intensive approval process for losses in the
manufacturing process

. Customs officers to decide whether the conditions for release from excise
liability are met is subjective and is subject to variation across the country.

The regulations result in unnecessary compliance costs for business and
unnecessary costs for Customs. The largest alcohol excise manufacturers
estimate that the cost of complying with current remission procedures is close to a
combined cost to them of $500,000 per annum. Customs does not routinely collect
data on numbers of remission applications and current systems make it difficult to
collate this information. Customs is developing mandatory electronic processes for

excise, with automated excise entries being introduced through the Joint Border
Management System in mid-2016.

Problem from a business perspective

17

18

Submitters noted that the assumption is that in destroying a product a manufacturer
is seeking to awvoid excise. This ignores the significant costs involved in
manufacturing product. Businesses claim no consideration is given to whether the
goods are of a suitable standard for consumption as the driver for Customs is to
treat excise as a revenue stream that must be maximised. For example, when a
new beer product is made for trial and a decision is made not to supply the product
to market, Customs have to agree that the product can be dumped and excise
liability be remitted. This can mean product is required to be kept in the LMA until a
decision is made, taking up storage space within the LMA. This is more of a
problem for beer manufacturers who do not have access to off-site storage. For
example, in developing a new product, a beer manufacturer may make a number of
brews before finding the one that will go to market. Application for remission is
required for all those brews.

There are 105 LMAs who complete a return for beer, most of which are small
operations. In some cases, in order to meet the criteria under the regulations,
Customs may require the product to be kept in the LMA until it reaches its ‘best
before' date. When product is to be dumped, Customs are required to be on site to
supervise destruction (although this is not always possible or necessary).
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19 These practices while possibly suitable in 1996 are no longer efficient and the
sector sees them as conveying a lack of trust by Government. They are also not
good use of Customs resources which have to be focussed on such activities of a
mainly voluntarily compliant sector rather than being able to be allocated to where
there is non-compliance.

20 The accountable losses are not a significant excise liability for any individual firm.
They do create a compliance burden for business in terms of disclosures,

discussions, meetings and delayed accounting and administrative costs for
Customs.

Objectives

21 The objective is to ensure that the system for managing excise supports modern
business practices and business growth, while ensuring the appropriate amount of
revenue is collected without imposing unnecessary costs on business.

22 Customs used the following criteria to assess the options:

= Consistency: The rules for remission are consistent with modern business
practice and are consistently applied.

. Effectiveness: The system collects the appropriate amount of revenue.

. Costs: Costs are proportionate to the benefits or less than the benefits.

23  Options that meet these criteria are likely to address the problems that have been
identified. The criteria have been accorded different weights when analysing the
options. The criteria are listed in order of importance.

Options and impact analysis
24 Customs considered the following regulatory options:

Option one: status quo: Manufacturers are required to submit an application to Customns for
remission of excise where product manufactured by them will not be released to market,
physical evidence of loss required, and Customs required to supervise destruction

. Manufacturers are required to submit an application to Customs for remission
of excise where product manufactured by them will not be released to market.
Physical evidence of the loss or damaged stock such as the bottle neck with
the top on must be kept for inspection by Customs. An application is
approved by Customs if it meets the criteria in regulations 60-63. The product
is then destroyed under Customs supervision, although in some situations
Customs will allow the product to be destroyed without them present or for the

complete time to destroy the goods Excise liability is applied to unaccounted
losses and theft of excise goods.

° All businesses keep records of their manufacturing processes as they are
required for accounting and compliance with other regulatory regimes. The

&
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alcohol industry is characterised by a more horizontal manufacturing system
than in the past, with multi layered distribution frameworks and fully integrated

warehouse management and accounting systems that trace data and
nGvement o singk *has Shion Stnek
management and accounting systems. Customs uses these records as well

as the applications for remission when undertaking an audit of the
manufacturer.

Option two: No application for remission of excise, using business records fo verify liability
(preferred option)

Under this option the regulations would be amended to provide that a
manufacturer does not need to apply for remission of excise where product
manufactured by them will not be released to market if suitable records of the
damage or loss are kept by the excise filer and reflected in the excise return.
If the manufacturer does not have a suitable system or is non-compliant,
supplementary evidence of losses would be required. Excise liability will
continue to be applied to unaccounted losses and theft of excise goods.

This option would remove all the unnecessary costs for the manufacturers
associated with the status quo and require reliance on the rm data
collection systems that are standard in most businesses. The xcise
alecohol manufacturers have said this would result in savings of approximately
$0.5 million per annum. There would be a small additional compliance cost for
business as they would need to provide a record of the damage or loss in
their excise return. While this cost has not been quantified, businesses
indicated it would only mean copying the detail from their records to the
excise return. The industry supports this proposal.

Costs for Customs will be reduced as applications will not need to be
processed, evidence verified, and an officer will not have to attend destruction
of the goods. Customs will be able to undertake risk analysis from the time
the return is filed. Customs will use the business records when undertaking
an audit to verify correct revenue has been collected.

Option three: Application for remission of excise required supported by business records
and pholographic evidence

Manufacturers would be required to submit an application to Customs for
remission of excise where product manufactured by them will not be released
to market. Physical evidence of loss of product would not be required. The
manufacturer would be required to keep photographic evidence of the loss as
well as business records. A Customs officer would not supervise destruction
of the goods. When undertaking an audit, Customs would use the business

records as well as the photographic evidence to verify the loss and tie it to the
application.

Under this option, a business would still incur the cost of submitting an
application for remission of excise duty if product they have manufactured is
not going to be released to market. As evidence, the business would be
required to keep photographic evidence as well as their standard business

In-Confidence Unclassified
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records for Customs to verify the goods would not go to market as for
example they had been damaged or destroyed as not marketable.

Businesses would continue to incur costs associated with having to apply for
remission and keep photographic evidence to indicate the lost product. There
would be a small reduction in cost for the manufacturer, as the physical
evidence such as the bottle necks with lids or the brew that was not of
sufficient quality for market, would not be required to be kept for Customs
inspection.

Customs would incur fewer costs than the status quo but additional costs than
under option two. This is because they would not need to inspect goods that
are not going to be released to market and be present when the goods are
destroyed. Customs would still need to process each application for remission
and undertake an audit to verify the correct excise had been collected.

The following table sets out a summary analysis of the options.

In-Confidence Unclassified



payISSEe|oU 99uspHUeI-Hi

‘Pa128||02 BnuUaAal Jo JUnowe sjeudolddy

"UDISSIWEY 10} uoieddde uo ¥5u SSasse
UED SWolsn?) "aouepdwod ARunoa Uo JUe| @) 240N

HSU JOJUOLW O] SWO)SNT mojje
JIW LUINGS 9SI0Xa U0 S8S50] Jo ualeleaag
~gouedwos LBunios Lo JUBIRS S0

*paloa||09 Bnuasal jo unowe ajeudosddy

anuaaal

jo unowe
ajeudoidde
5109)|02 wayshs
‘Ssauanlldays

"WAOIS

O JUELWAADLL PUB BIER 8o 1BY) swalshs Bununoooe
pue asnoyaiem Wwapow uanb 1so00 Aessaocauun

ue aq pnom souapiaa oiydesbojoyd desy o) Buiney

‘Aoua)sisuoau jo ysu o) Buipes) ‘siseq
aseo Ag ased e uo eacudde sannbas s Jng onb snyjes
au) uey) aonoexd SSauIsng LISpOoLW Ui JUSSISU0D a0y

x

SpI03al

pue asuapiaa aydesbojoyd Aq pasejdas sjuawannbas
uoisiatadns pue asuapiaa |[eaisfyd ‘Jeyiew o) paseajod
jou spoof Joy pasnbal s voissIWal Jo) uoljea)ddy

iom) uondp

‘paonpal aue uojeddde Jussisuooul
104 saniunpoddo pue (SpJooal ug sauelad)
sanoeld SSaLISNO LWISPOLW Liw JUSISISU0D)

WInjad BS|OXNE BYJ Uj LWELY) 108]ja) pue Sa5s0|

jo spioaal dasy 1SNLU SIAINJIENUEY “1BYIEw
0} paseajes jou spoob Jo) UO|SSILWBI DJELWIOINE
4o} apivosd 0] suopenBal ay) pusuny

auo uodo

paijissejoun asuapHuo9-uj

‘SWalsAs uewsbeuew ¥oo)s ajdwexs
10y sasnpeld SSaUISNGg LUISPoW JUNDJOE ayE)
joU Op PUE PaIERIN0 8B UOISSIWDJ J0) 53Ny

xx

‘spoob

85|2X8 JO YBY) PUE S8550| pajUNoIdEUN

o} pajdde s| Aujqe asiox3 uoisiaadns
SWolsng Japun pafosisap uay) S| janpoud
8] ‘£9-00 suopenbal u] BUANID BUY) SjE8L
1 ) swoisng fg pasosdde sp uoea)dde

wy ‘swoysng Ag uoijoedsu) Jog yday agq

1snw ¥oojs pabewep 10 s50| 8] Jo a3Uap|AD
[E21sAyd “1eNJEL O} pasealal ag jou [Im
way) Ag paunjaejnuel janposd aioym as|oxe
JO UOISSIWA) 10} SIWoisng o) uopeajdde

ue Jwgns o} pasgnbas aue siaunjIemnuey

:onb smyeg

‘padde
Apuays|suod

aJe pue asnoesd
SSAUISNG Wiapow
LM JUD]SISUoD
4B UDISSILUSI

1oy sang

ayj :foualsisuo)

BlI8)ID

"BLIBJLO BU) }99W JOU S80(  xx

"BUBJLO Y] S1eapy

"ELIZLD 2] 5]aall .__ﬂ__m_m.t.wn_ o

Rayy




ok

pallISSe|ou 99UapPHUOY-t|

‘EUB)UD SWOS SIRRW

‘uopdo pauajald Bl sjeap

"BUBJUD BLIOS SjBW

ueisn|aues

spoob jo uononusap

asiuadns o) paau jou op siaayo pue (oydesSojoyd

URY)} JaLo) paainbal J0U S3uUapiae jo uonsadsu) se
SwoIsny Joj Buses-awn awos jdey aq o) pasnbad jou
souapina |exsfyd se Agsnpul Joj $1S00 Ul UoKONPa ||BWS

x »

‘afewep o 50| Jo 2ouapine joadsul o) pasu
10U i swioisng (wnuue sad suappnasap
oLz noge) spoot jo uopannsap asuadns

0} peall 10U |jiv 18010 Swolsny) "siaked
PSIONE |OYoo|e Uo paseq wnuue jad
wg'ng ARlewnxoidde Ajsnpul Jo4 “SWwolsng

puUE ssauisng Joy awn Sumes ajgejese Apealje

BlEp asn ||w walsAs ‘swojsng) pue Ansnpul

Yioq 10) paaes alufl pue 5]502 paanpay

Ve

{wnuue Jjad suonongsap

paswuadns pLz) swojsng pue (wg'gs) Ansnpul
yloq Joy ssasoud Buiwnsuos awn pue AjjsoD

xx

‘sjyauag

B} ueL) ssa|

10 sjjauaqg ayl
o} ajeuoipodosd
aie 507 151809

'pajaa)|oa anuaaal jo unowe ajewudosddy

PalISSE|OUN 29UdpHUHOD U]




InConfidence Unclassified

Impacts

26 The preferred option would have the following impacts for alcohol manufacturers
and Customs.

Preferred option:

Positive
Impact on alcohol
manufacturers Streamlined control processes are consistent with modern business practice.
Reduces unnecessary costs and saves time,

Positive
Impact on Customs :
Reduces unnecessary costs and saves time.

Recommended option: Amend the regulations to provide for automatic remission

for goods not released to market (alcohol and tobacco). Manufacturers must keep
records of losses and reflect them in the excise return.

Implementation plan

27 If these proposals are accepted, Customs will consult and work with industry to
ensure they are able to be implemented with the least cost possible for business
and Customs. Industry has indicated they are keen to work with Customs. Customs
will also engage with industry to publicise the changes and ensure business
understand the new requirements and know how to comply. This will likely include
the co-development of guidance material to assist voluntary compliance with the
new requirements.

28 Customs will need to review its operating policies and procedures and ensure all
staff understand the new requirements. No system changes are needed but there
will be some small changes to the audit process. The proposals have been
designed to minimise compliance costs and encourage voluntary compliance,
thereby minimise enforcement requirements.

Monitoring, evaluation and review

29  An evaluation and review process will be established by Customs after a period of
implementation of the legislative amendments. Customs will establish a process for
engaging with industry fo ensure ongoing evaluation and review of the
requirements from a business perspective. Monitoring will be built into normal
reporting and assurance (including audit) functions. Customs will be able to monitor
from routine reporting from the Joint Border Management System on excise
payees/amounts paid. Standard audit procedures will check the validity of the
return.

11
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Part 2: Moving goods between LMAs (alcohol)

Status Quo

30

3

32

Section 47 (1)(c) of the Act 1) provides that goods that are subject to the control of
the Customs must not be delivered or removed from a Customs controlled area
except—

(c) pursuant to a permit or other authorisation granted by the chief executive in
respect of those goods, subject to such conditions as the chief executive may
determine;

Modern business practice is for the manufacturing process to take place across
multiple LMAs, for example wine is made in one LMA and then bottled and labelled
in another LMA. A permit is required to move the goods. If the wine LMA has off-
site storage it will also require a permit to move the goods.

The Procedure Statement? provided to licensees sets out the details of the records
that need to be kept for each CCA. In instances where transfers between CCAs is
a common and standard part of a LMAs business, Customs has included these
types of transfers within Procedure Statements issued with some licences. LMAs
can only obtain a permit if they meet conditions set by Customs.

Problems

33

The requirement to obtain permit's or authorisation to move goods between CCAs,
where they are not being released for home consumption, generates costs for
business and Customs and may not be necessary. As most manufacturers have a
continuing movement permit for moving goods between specific CCAs, the
magnitude of the problem for business is not large. While not a large use of
resource for Customs, it does involve resources to issue and audit permits.

Objectives

34

35

The objective is to ensure that the system for managing excise supports modern
business practices and business growth, while ensuring the requirements on

business support collection of the appropriate amount of revenue, while avoiding
unnecessary costs,

Customs used the following criteria to assess the options:

. Effectiveness: The option helps to reduce the risk of revenue leakage.

2 A Procedure Statement records the terms and conditions that the LMA must comply with as par of the issuing

of the licence.

12
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Costs: Reduced costs for business.

Options that meet these criteria are likely to address the problems that have been
identified. The criteria have been accorded different weights when analysing the
options. The criteria are listed in order of importance.

Options and impact analysis

a7

Customs considered the following regulatory options:

Option One: Status quo: Goods moved between CCAs require a permit from Customs

Option two:

38

A permit is required for the manufacturer to move goods between LMAs and
in the case of wine with off-site storage, to the storage CCA. This means an
LMA has to apply to Customs for the permit and Customs assess the
application. This control is aimed at reducing the risk of revenue leakage by
ensuring Customs knows where the goods are.

Where transfers between CCAs is a common and standard part of a LMAs
business, Customs has included these types of transfers within Procedure
Statements issued with some licences. LMAs can only obtain a permit if they
meet conditions set by Customs. Customs also incurs costs from having to

process permit applications and audit them. Stock movements are also part of
the normal audit process.

No permit for moving goods between CCAs (preferred option)

Under this option, the regulations will be amended to remove the requirement

to apply for a permit. All blanket permissions for moving goods will be noted in
the LMA's Procedure Statement or Alcohol Excise Plan.

Business identified the permit process as an unnecessary cost for them when
they have fully integrated warehouse management and accounting systems
that trace data and movement of stock. These management and accounting
systems will be used in conjunction with blanket permissions in the LMA
Procedure Statement or Alcohol Excise Plan. This will reduce the risk of
revenue leakage. Customs will continue to audit movement as part of its

normal business audit.
Business support this option.

Customs will not incur costs from having to process and audit permit
applications.

The following table sets out a summary analysis of the options.

13
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Impacts

39 The preferred option would have the following impacts for alcohol manufacturers
and Customs.

Preferred option:

Positive
Impact on alcohol

manufacturers Removal of the requirement for a permit to move goods will reduce costs for
business but it will be a small impact on alcohel manufacturers.

Positive

Impact on Customs Removal of the requirement for a permit will be a small impact on Customs.
Customs will not need 1o process permit applications. Customs will need to
check stock movement records during an audil,

Recommended option: Remove the need to apply for a permit to move goods
(alcohol and fuel) between CCAs.

Implementation plan

40 These proposals require amendment to the Customs and Excise Regulations 1996.
If these proposals are accepted, Customs will consult and work with industry to
ensure they are able to be implemented with the least cost possible for business
and Customs. Industry has indicated they are keen to work with Customs. Customs
will also engage with industry to publicise the changes and ensure business
understand the new requirements and know how to comply. This will likely include
the co-development of guidance material to assist voluntary compliance with the
new requirements. Customs will need to review its operating policies and
procedures and ensure all staff understand the new requirements. No system
changes are needed. The proposals have been designed to minimise compliance

costs and encourage wvoluntary compliance, thereby minimise enforcement
requirements.

Monitoring, evaluation and review

41  An evaluation and review process will be established by Customs after a period of
implementation of the legislative amendments. Customs will establish a process for
engaging with industry to ensure ongoing evaluation and review of the
requirements from a business perspective. Monitoring will be built into normal
reporting and assurance (including audit) functions. Customs can monitor from
routine reporting from the Joint Border Management System on excise

payees/amounts paid, and standard audit procedures will check the validity of the
return.
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Section B: Strengthening the Excise System

Part 1: Payment timeframes for alcohol manufacturers

Status Quo

42  Across the whole of the excise system, businesses with an obligation to pay excise
are required to submit returns and pay excise within timeframes set in accordance
to their annual excise liability as outlined in the table below. The monthly return and
payment period applies to all of the fuel companies, all tobacco manufacturers and
the large alcohol manufacturers. The other payment periods only apply to small and
medium sized alcohol manufacturers and some fuel blenders.

Excise liability <$50,000 $50,000 - $100,000 >$100,000
(p.a)

Return and Annually Six-monthly Monthly
payment period

43 Businesses can elect to make payments more frequently, but cannot make
payments less frequently.

44 No return needs to be filed if no excise is payable. The issues and
recommendations about the current lack of nil returns are outlined in the paper

‘Regulatory Impact Statement Customs and Excise Act Review: Excise duty on
alcohol products’.

45 The payment system was designed to free up cash flow for smaller businesses.
The intention was that less frequent excise payments would give businesses more
flexibility to choose how to allocate their business capital. However in some
circumstances Customs has found that due to infrequent payment requirements,

smaller businesses become unable to meet excise payments due to funds being
used elsewhere,

Problems

46 Overall, the excise filing and payment system for alcohol products is functioning well
and meets the objective of Customs collecting the appropriate amount of revenue.
This regulation was designed to assist small and medium size excise manufacturers.
For some, especially the smaller ones it seems to pose some risks.

47 A small number of businesses are unable to meet their excise payment obligations
due to mismanagement of funds as they use the cash flow required to meet their
excise liability to meet other costs, and then find themselves unable to make the
payment when it is due. Customs does not view this as a large problem. At the end
of December 2014 there were 6 of a total of 97 six monthly payers, and 15 of 323
annual payers, still in arrears. The debt involved was $823,000. Another factor is
the current payment system does not align with other business payment cycles.
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The current payment timeframes do not support some businesses to voluntarily
comply with their obligations to pay excise.

48 New businesses have a lot of obligations and processes to learn in the early years

following start up. Infrequent 6-monthly or yearly payment periods do not help new
businesses to understand their excise requirements.

49  In addition, currently Customs does not have the ability to manage the frequency of
payments in situations when businesses face financial difficulty. For example,
Customs does not have the ability to require a small business, with an excise
liability of less than $50,000, to pay excise monthly instead of annually when it is in
financial difficulty.

Objectives

50 The objective is to support small and medium size businesses to meet excise

obligations while enabling business growth, and to give Customs more flexibility to
manage effective collection of excise.

51 Customs used the following criteria to assess the options:

. Effectiveness: The option helps to ensure that the appropriate amount of
excise is collected by Customs.

. Supports business growth: The option supports business growth.

. Supports voluntary compliance: The option supports businesses to
voluntarily comply with their obligations regarding excise.

J Costs: The costs are proportionate to the benefits or less than the benefits.

52 Options that meet these criteria are likely to address the problems that have been
identified. The criteria have been accorded different weights when analysing the
options. The criteria are listed in order of importance.

Options and impact analysis

53 Customs considered the following regulatory options:

Option one: status quo: Three payment periods based on the business excise liability

. There are three set payment periods, depending on the annual excise liability
of a business: annually (>$50,000), six-monthly ($50,000 - $100,000),
monthly (<$100,000).

v Customs cannot reduce the payment period when a business finds itself
unable to meet its excise obligations.

Option two: reduce payment periods from 1, 6, and 12 months to 1, 2, and 6 months,
respectively, depending on the annual excise liability of a business

17
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. Under this option, the payment periods would be reduced from 1, 6, and 12
months to 1, 2, and 6 months respectively depending on the annual excise
liability of a business.

- This option would assist with ensuring the correct amount of revenue is
collected as the businesses currently paying 6 and 12 months are less likely
to have used the money elsewhere in the business and are therefore more
likely to be in a position to meet their excise obligations.

° This option would mean all 6 and 12 monthly payers would be affected
including those who have used the deferred payment to grow their business
as well as manage to meet their excise obligation.

. Customs would still not be able to reduce the payment period when a
business finds itself unable to meet its excise obligations.

Option three: Monthly payment cycle for alf new alcohol licensees until they demonstrate
sufficient understanding of their excise obligations and have sufficient systems in place

. Under this option, every new alcohol licensee, regardless of their excise
liability, would start on a monthly payment cycle. Licensees would need to
earn the right to a deferral period (of 6 or 12 months according to their annual
excise liability). Alcohol licensees earn the right to deferred payment by
demonstrating to Customs that they have the appropriate systems and
processes in place and sufficient knowledge of the system to comply.

Option four: Monthly payment cycle for all new alcohol licensees until they demonstrate
sufficient understanding of their excise obligations and have sufficient systems in place.

Customs able to reduce payment period when business cannot meet excise obligations
(preferred option)

° As under option three, under this option, every new alcohol licensee,
regardless of their excise liability, would start on a monthly payment cycle.
Licensees would need to earn the right to a deferral period (of 6 or 12 months
according to their annual excise liability). Alcohol licensees earn the right to
deferred payment by demonstrating to Customs that they have the
appropriate systems and processes in place and sufficient knowledge of the
system to comply. Customs also has the ability to shorten the return and
payment periods in certain circumstances.

. Business support this option.

Option five: Three payment periods based on the business excise liability with Customs able
to reduce payment period when business cannot meet excise obligations

. Under this option, there would be no change to the current three set payment
periods, depending on the annual excise liability of a business: annually
(>$50,000), six-monthly ($50,000 - $100,000), monthly (<$100,000).

54  Customs would be able to reduce the payment period when a business finds itself
unable to meet its excise obligations.

55 Customs used a multi-criteria analysis framework to assess the options. The
following table sets out a summary analysis of the options.
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Impacts
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56 The preferred option would have the following impacts for alcohol manufacturers

and Customs.

Preferred option:

Every new alcohol licenses, regardless of their excise liability, starts on a
monthly payment cycle. Licensees then earn the right to a deferral period
(of 6 or 12 months according to their annual excise liability). Alcohol

licensees earn the right to deferred payment by demonstrating to Customs
that they have the appropriate systems and processes in place and
sufficient knowledge of the system to comply. Customs also has the ability
to shorten the return and payment periods in certain circumstances.

Impact en alcohol
manufacturers with an excise
liability of more than $100,000

MNeutral

Mo impact on large alcohol manufacturers.

Impact on alcohol
manufacturers with an excise
liahility of $50,000-$100,000

Neutral

Mo change to current medium size aleohol manufaciurers who comply with
their excise obligations.

This change will impact medium-sized alcohol manufacturers entering the
markel.

Marginal increase in compliance burden due to more regular payment
periods than current settings. Compliance burden will reduce over time for
those businesses that develop a history of consistent excise payments.

Impact on alcohol
manufacturers with an excise
liability of $0-$50,000

Neutral

No change to cument small size alcohol manufaciurers who comply with their
excise obligations.

This change will impact small alcohol manufacturers entering the market,

Marginal increase in compliance burden due to more regular payment
periods than current sellings, Compliance burden will reduce over time for
those businesses that develop a history of consistent excise payments.

Impact on Customs

Positive

Customs has a greater ability to tailor payment requirements on a case-
by-case basis. Reduced cost for Cusloms given they can assist new
licensees to comply in the first year or until they illustrate compliance, Less
cost on Customs as businesses in financial difficulty can be put on monthly
payments rather than Customs having to use resource Lo follow-up non-
payment. This will help enable Customs o better manage the excise
system.

Recommended option: Every new alcohol licensee, regardless of their excise liability,
starts on a monthly payment cycle. Licensees then earn the right to a deferral period (of
6 or 12 months according to their annual excise liability). Alcohol licensees earn the right
to deferred payment by demonstrating to Customs that they have the appropriate
systems and processes in place and sufficient knowledge of the system to comply.
Customs also has the ability to shorten the return and payment periods in certain

circumstances.
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Implementation plan

57 If these proposals are accepted, Customs will engage with industry to publicise the
changes and ensure business understand the new requirements and know how to
comply. The proposals have been designed to minimise compliance costs and
encourage voluntary compliance, thereby minimise enforcement requirements

58 Customs will ensure its systems are able to indicate when a business might be
finding it difficult to meet their excise obligations and work with them to assist with
compliance. As part of this process, Customs will be able to produce data to show
how many new excise payers are on monthly payments, and how many current
payers it has moved to monthly payments.

Monitoring, evaluation and review

39 From the systems Customs will set up, Customs will be able to record how long a
new licensee is on monthly payments and why, as well as how many and how long
current licensees are moved to monthly payments. An evaluation and review process
will be established by Customs after a period of implementation of the legislative
amendments to assist with determining the effectiveness of the system and what if
any changes might be required. This will be part of an early intervention under
Customs debt management strategy. Monitoring will be built into normal reporting
and assurance (including audit) functions.
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Part 2: Remission on import for goods previously
exported on which drawback has been granted

Status Quo

60

61

62

Refunds of excise are not available on unsold stock released for home
consumption by a manufacturer. The excise system only permits a refund of duty
after goods are released for home consumption if those goods are of faulty
manufacture. In all other circumstances there is no refund available. This is
because excise is a tax on manufacture and not a sales tax.

A refund (drawback) can be applied for and approved by Customs if a manufacturer
exports any unsold stock that has been released for home consumption. If a firm
withdrew stock from the market and exports it, receiving drawback of the excise
paid (a refund), then reimports that same stock for destruction, then it is arguable
that Customs has to remit the excise liability. Export in this situation does not
require the goods to enter another country; the goods would only need to leave
New Zealand waters.

New Zealand is a signatory to the Kyoto Convention. Under this convention,
drawback (refund) is approved where duty has been paid on goods that are
subsequently exported.

Problem

63

64

There is a loophole in the law that could result in product that is exported claiming
drawback then seeking remission of excise when the same stock is re-imported for
destruction. The higher the rate of excise the more cost effective it would be to
circumvent the controls in the excise system in this manner. This loophole

undermines the principle that excise is a tax on manufacture rather than
consumption.

While this is a loophole at present—has recently

asked Customs whether it can do this.

Objectives

65

66

The objective is to ensure that the appropriate amount of revenue is collected.

Customs assessed the options against the following criteria;
° Consistency: The law is applied consistently across excise goods.

. Effectiveness: The excise system collects the appropriate amount of
revenue.
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International standards: The legislation aligns with current international
standards.

Options and impact analysis

67 Customs considered the following regulatory options:

Option one: status quo: drawback is available for domestic manufactured stock (alcohol and
tobacco) withdrawn from market and exported. This stock can be re-imported for destruction
and arguably, remission of excise is available

Under this option, excisable product not sold domestically can be exported
and a refund of excise obtained and then re-imported for destruction and
arguably, remission of excise is available.

If remission of excise on the product re-imported for destruction was
available, this would undermine the principle that excise is a tax on
manufacture rather than consumption. This would make excise a tax on
consumption.

Crown revenue due on excisable product manufactured and released to
market would be lost.

Option two: domestically manufactured product (alcohol and tobacco) withdrawn from the
market and exported claiming drawback cannot claim remission when reimported for
desiruction (preferred option)

Under this option domestically manufactured product (alcohol and tobacco)
withdrawn from the market and exported claiming drawback cannot claim
remission when reimported for destruction (likely expired stock).

This option would support the principle of the system that excise is a tax on
manufacture rather than consumption.

This option would encourage domestic manufacturers of these products to
take responsibility for the quantity of goods produced and released to market.

Drawback would still be available for exporters who needed to take product
on the market back to export. Drawback provisions would be consistent with
Kyoto Convention.

Under this option there would be clarity that goods claiming drawback are not
entitled to remission. This would reduce any potential legal costs for business
and Customs and provide certainty.

All revenue would be protected.
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Option three: allow refund (alcohol and tobacco) on unsold stock manufactured in New

Zealand

This option would undermine the principle that excise is a tax on manufacture
rather than consumption.

This option would not encourage domestic manufacturers of these products to
take any responsibility for the quantity of goods produced.

This would make excise a tax on consumption.

If this provision was not extended to imported excisable goods, New Zealand
manufacturers would have a significant competitive advantage over their
competitors who import product. This would be more of an issue in the
tobacco sector where a larger percentage of the domestic market is supplied
by imported product.

Crown revenue would be reduced.

Option four: remove the ability to claim drawback on excisable products (alcohol and

tobacco)

This option would protect Crown revenue.

While the drawback provisions would likely be consistent with the Kyoto
Convention, as under the Convention New Zealand can restrict drawback on
goods that have paid domestic excise duty. This option would be detrimental
to those New Zealand exporters who currently remove goods from the market
to fulfil an export order and claim a refund on the excise they have paid.
Under this option they would not be able to get a refund of the excise paid.
This option would impact more on boutique beer brands who have their beer
produced by contract manufacturers, and excise is paid by the manufacturer
as they have the liability.

68 The following table sets out a summary analysis of the options.
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Impacts

69 The preferred option would have the following impacts for alcohol and tobacco
manufacturers and Customs.

Preferred option:

Meutral

Impact on alcohol and Customs has no evidence that this loophole had been used by mdusli bul it

does remove an excise duly avoidance s . There is evidence
i corin T SR

Reduces polential legal costs. Provides clarity of the law.

Positive

Closes a loophole and ensures the appropriate amount of revenue is

Impact on Customs collected. Reduces potential legal costs.

Provides clarity of the law.

Recommended Option: tighten the provisions for remission (alcohol and tobacco),
no remission on goods on which drawback has been claimed.

Implementation plan

70 Removing the entitlement to remission for goods on which drawback has been
granted will require an amendment to the Customs and Excise Regulations.

71 If these proposals are accepted Customs will engage with industry to publicise the
changes and ensure business understand the new requirements and know how to
comply. The proposals have been designed to minimise compliance costs and
encourage voluntary compliance, thereby minimise enforcement requirements.

Monitoring, evaluation and review

72 An evaluation and review process will be established by Customs after a period of
implementation of the legislative amendments. Monitoring will be built into normal
reporting and assurance (including audit) functions.

Consultation

73 Public consultation on the proposals was undertaken from March to May 2015 with
33 of the 89 submissions received commenting on excise. Improving the process
for remission of excise was one of the three key areas identified by excise
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submitters under the review. During the industry workshops stakeholders indicated
support for the preferred options. Between March and June Customs undertook
more in-depth consultation with a range of alcohol manufacturers and the alcohol
industry associations. A number of workshops enabled industry input into the
development of final recommendations on legislative change.

74  Public consultation was not undertaken on the proposal to tighten the provisions for
remission of duty (alcohol and tobacco) when drawback has been claimed as

75 Customs established a Senior Officials Advisory Group and the Stakeholder
Reference Group in early 2014. These Groups met regularly during the review and
consulted on the issues and recommendations in this paper.?  comection: New Zealand Food & Grocery

Council: Fonterm incloding Anchor Ethanol

Limited

76  In addition to the public consultation the following private sector organisations have

been involved in the review process: New Zealand Winegrowers; Brewers
Association of Australia and New Zealand Inc; Brewers Guild: Spirits NZ; New
Zealand Food and Grocery Council; Russell McVeagh; Constellation Brands New
Zealand; Pernod Ricard Winemakers; Lion; DB Breweries Ltd; Blackburn Croft &
Co; Wineworks; Fruit Wine & Cider Makers New Zealand; Fonterra including
Anchor Alcohol.

77 The following government agencies were consulted on the contents of this

Regulatory Impact Statement: The Treasury; Inland Revenue and the Ministry of
Business, Innovation and Employment.

3 Members of the Senior Officials Advisory Group include: the Ministry for Primary Industries, the Ministry of
Business, Innovation, and Employment, New Zealand Police, the Ministry of Transpert, Inland Revenue and
the Department of the Prime Minister and Cabinel. The Stakeholder Reference Group included
representatives from the Importers’ Institute, NZ Shippers' Council, Port CED Forum, New Zealand Airports
Association, Business Mew Zealand / Export New Zealand, Board of Airline Representatives NZ,
International Container Lines Committee, Customs Brokers and Freight Forwarders Federation of NZ, the
Conference of Asia Pacific Express Carriers, and Shipping New Zealand.
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