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Appropriateness of current indirect tax arrangements
Do not delete this return as it gives space between the box and what precedes it.
	Key points

	· Most imports are subject to a low value threshold (LVT) of $1000. Imports below this threshold are generally not subject to indirect taxes, fees and charges, or the requirement for a full import declaration. This distorts consumer choices in favour of overseas online retailers. However, the Commission considers that this is not the main factor affecting the international competitiveness of Australian retailers.

· As the GST is a broad based consumption tax the LVT should, in principle, be reduced to a low level to ensure tax neutrality. But the costs of collecting additional revenues must be balanced against the gains from removing the distortion.
· Around 58 million international parcels under the $1000 threshold now arrive in Australia. Based on available data, the Commission estimates that with current parcel volumes and processing costs, removal of the LVT would generate revenue of around $600 million at a cost of well over $2 billion borne by businesses consumers and government.
· In most scenarios estimated, total collection costs would still exceed additional revenues or generate net efficiency losses for the community. Significant reductions in collection costs per parcel are required to generate positive outcomes.

· Other countries, with lower thresholds, have put more effort into streamlining revenue collection and the collection of taxes at point of sale by some overseas online retailers. However, there is very limited published material describing the policy framework used in setting their thresholds, and little information about their assessment of the costs and benefits of different threshold levels.

· The Government should establish a taskforce to develop a new approach, based on international best practice, to process parcels with the objectives of:

· minimising delays in the delivery of parcels to businesses and consumers

· collecting taxes efficiently and passing on the collection costs to the consumer

· accommodating the expected growth in the number of international parcels.
· The costs and benefits of implementing new arrangements should be assessed.
· The LVT should only be lowered if it can be demonstrated that it is cost effective to do so — the costs of raising this additional revenue should be at least broadly comparable to the costs of raising other taxes. 
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 SEQ Heading2 1
Low value importation threshold

The customs barrier aims to achieve a number of objectives relating to control of the movement of goods into Australia. It provides a mechanism to prevent both the entry of prohibited imports into Australia and to collect taxes on imports. To facilitate the efficient flow of goods, and the cost effective collection of revenue, most low value imports are exempted from the collection of taxes.
The current growth in the volume of parcels entering Australia, which appears to be largely driven by the growth in online shopping from overseas retailers, has placed pressure on the existing facilities of the Australian Customs and Border Protection Service (Customs) and Australia Post. At the same time, concerns about the impact on Australian retailers of overseas online shopping have drawn attention to the appropriateness of the existing arrangements for handling low value imports.

Concerns raised by industry

Recently Australian retailers have raised a number of concerns about the impact of the low value threshold (LVT) for imports. The threshold exempts most imports with a value of less than $1000 from GST, customs duty, fees and charges, and the requirement to complete a full import declaration. Retailers consider that the exemption gives overseas online retailers an unfair competitive advantage when selling low value goods to Australian consumers and businesses (box 
7.1).

The exemption also results in a loss of GST and customs revenue for governments, which can be expected to grow if projected increases in online retailing are realised.

The submissions received by the Commission indicate that there are broad concerns across the retail industry, but some specific sectors seem to be particularly affected. Many submissions from bicycle wholesalers, retailers and industry bodies have outlined the problems their industry is facing. As discussed in chapter 4, a large volume of sales are going to overseas suppliers with the result that businesses report that they are finding it increasingly difficult to survive. Cycling businesses report customers examining goods in their stores, but buying online from overseas retailers, and in some cases bringing their overseas purchases into the store for installation.
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Retailer concerns about the low value importation threshold

	In our view the Australian retail industry is no longer on a level playing field. With the influx of international e-tailing, Australian are disadvantaged due to the imbalance of GST and duty taxation. (BB Retail Capital, sub. 128, p. 1)

This entrenched disadvantage will ultimately drive the domestic competitor out of business, as one would expect in a competitive market. Domestic online retailers have survived, so far, because ‘other’ factors have protected them from the full effects of the regulatory advantages their international competitors benefit from when competing in the Australian market. (National Retail Association Limited, sub. 102, p. 3)

The exemption effectively subsidises foreign online businesses at the expense of Australian business, thus threatening their livelihoods and the jobs that they provide. (Star Audio Visual Association Inc., sub. 13, p.1)

Because no GST is charged on orders from OS retail sites we are unable to compete. The discrepancy means that we are losing sales and the Australian Government is losing tax revenue. If this trend continues unabated then retail in Australia will be devastated costing thousands of jobs and destroying many businesses. (Slam Factory, sub. 33, p. 1)

It is well known that a significant percentage of our industry’s sales of component ensembles, racing wheel sets, higher-end road tyres, cycle clothing, and cycling shoes are being lost offshore. Anecdotally, I would estimate that between 5-20% of these categories and possibly 3-5% of overall sales is being lost. The percentages are growing steadily. (Renegade Cycles, sub. 34, p. 1)

Despite being regarded as a luxury industry the average sale per jewellery item amounts to no more than $200.00. If other countries can manage to administer lower thresholds (refer Productivity Commission Issues Paper) Australia should be able to do likewise. A system needs to be implemented by the Australian Customs Authorities that will result in the efficient processing of lower valued items that will result in a net benefit. (Jewellers Association of Australia, sub. 65, p. 2)

Bicycle parts, clothing and accessories are often small and light in nature, offering themselves to be easily transported through air freight. This combined with the average price of goods being below the $1000 Low Value Threshold (an internal industry survey identifying that 75% of product sold in Australian specialised bicycle stores is priced below $1000) has supported the growing trend of offshore purchasing. (Bicycle Industries Australia, sub. 53, p. 3)

The low value threshold acts like a tariff in reverse to Australian online retailers, even if it is only a psychological barrier the fact that they know that the overseas competitors have got an unfair advantage in their favour in the beginning, this is sometimes all it takes to prevent investment. (Wholesale Diving Supplies Pty Ltd, sub. 59, p. 2)

	

	


Retailers in the footwear and clothing, sporting goods, toys, photography and jewellery sectors have also made similar submissions to this inquiry.

These pressures and changes are not unique to Australia. International experience suggests that some of the success of the online retail model may be more related to the characteristics of certain retail businesses and less to issues such as the low value threshold (LVT). The Australian Automotive Aftermarket Association (sub. 38) pointed out that in the United States 60 per cent of sales in the independent auto aftermarket sector are now made online. This sort of business involving a multitude of parts, which consumers want quickly, and where freight costs are probably a relatively small part of the total value of the goods, seems intuitively to offer large competitive advantages to a centralised online supplier. 

The issues being raised by retailers have also been raised earlier in other fora. In 1998 the Joint Committee on Public Accounts and Audit (JCPAA) noted that:

Some Australian retailing groups advised the Committee that their viability was under threat from a combination of the screen free limit [the duty and sales tax free limit and the commercial entry thresholds for imported goods], an uncompetitive wholesale sales tax regime and the growth in internet commerce. It was claimed that the internet would lead to an increase in consumers taking advantage of the screen free limit. Second, Australian retailers argued that they could not compete against imported goods that were not subject to duty and sales tax. These groups suggested that if internet commerce reached its expected potential then the screen free limit would be exploited and would result in an unlevel playing field. (JCPAA 1998, p. 141)

In 2009, the Board of Taxation examined the LVT issue as part of a broader review of the application of GST to cross-border transactions. It concluded that any lowering of the threshold would likely increase administrative costs for the Government as more goods were brought into the customs system in order to account for GST and duty, and the additional costs were likely to outweigh any benefits. Moreover, consumers (and businesses) would have to pay disproportionately high costs including GST, duty and administrative charges to have their goods released from Customs compared to the actual value of the goods, if the threshold were reduced (Board of Taxation 2010).
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The Australian threshold

The Australian Government has set a low value importation threshold of $1000. Goods imported into Australia (including those purchased online) valued at less than $1000 do not attract customs duty, GST, Customs and AQIS charges, and are subject to a lower level of reporting to Customs. The only exceptions are for alcohol and tobacco on which the full range of taxes and charges must be paid.

Exemption from GST

The A New Tax System (Goods and Services Tax) Act 1999 specifies that if goods are duty free under the Customs by-laws (because, for example, their value is below the threshold), they are also non-taxable importations. Otherwise GST is collected at the rate of 10 per cent of the Value of Taxable Importation. This value includes the customs value on which customs duty is assessed, any duty payable, transport and insurance costs, and Wine Equalisation Tax where applicable.

Where the recipient of a parcel is a business registered for GST, the threshold has little practical effect on the collection of GST revenue, although it does on customs duty. If a registered business pays GST on an import of goods it is able to claim an input credit for that amount against its GST liabilities. Effectively, the GST not collected from registered businesses at the time of the importation is collected as part of any subsequent sales of goods or services.

Exemption from duty

Customs By-laws, under the Customs Tariff Act 1995, apply the ‘free’ duty rate to a consignment of goods imported into Australia if the customs value does not exceed $1000. The by-laws specifically exclude consignments containing tobacco, tobacco products, or alcoholic beverages, irrespective of value.

The amount of duty normally imposed on imports is based on the customs value of the goods and the tariff rate for those goods (see table 
7.1 for examples). The customs value is usually the amount paid for the goods, converted to Australian currency at the exchange rate applicable on the day the goods were exported.

The rate of import duty varies depending on the tariff classification of the goods, whether any concessional rates apply and whether the goods are entitled to a free or reduced rate of duty under preferential trade agreements (box 
7.2). The tariff rates and concessions are set out in the Customs Tariff Act 1995 and the schedules to that Act. Most goods which are not free of duty are subject to a 5 per cent rate of tariff while clothing attracts a tariff of 10 per cent.

Because of the different rates applied to different goods, and the wide range of concessions, it is not possible to accurately estimate what the average rate of duty is on goods whose value is below the threshold, and therefore what the amount of duty forgone might be. In March 2011, Australia reported to the World Trade Organization’s Trade Policy Review that over 46 per cent of all tariff lines are duty free. Of the lines that attract duty rates, 96 per cent are applied at a rate of 5 per cent or less. The average applied tariff rate is 2.9 per cent (WTO 2011a). However, this figure is a simple average which is not weighted to take into account the mix of goods being imported, or the preferential rates which apply to imports originating in some countries.

Table 7.

 SEQ Table \* ARABIC 1
Examples of customs duty on imported goods

	
Goods
	Duty 
rate
	
Exemptions
	
	Schedule 3 Reference 

	Books and magazine
	Free
	
	
	Chapter 49

	Cameras and camera accessories
	Free
	
	
	Chapter 90

	CDs and DVDs
	Free
	
	
	8523.40.00

	Toys

Puzzles (other than puzzle books)

Electric trains and scale model kits

Construction sets

Toy musical instruments
	5%

Free 

5%

Free
	Free: NZ, Papua New Guinea, Forum Island countries, developing countries, least developed countries, Singapore, United States, Thailand, Chile, AANZ countries
	
	9503.00.50

9503.00.60

9503.00.70

9503.00.40

	Sports equipment

Skis

Ski-fastenings

Other ski equipment

Water-skis

Lawn-tennis balls

Golf balls

Bicycle parts (other than frames and forks)

Bicycles, frames and forks
	Free

Free

5%

5%

Free

5%

Free

5%
	Free: NZ, Papua New Guinea, Forum Island countries, developing countries, least developed countries, Singapore, United States, Thailand, Chile, AANZ countries
	
	9506.11.00

9506.12.00

9506.12.00

9506.29.00

9506.61.00

9506.32.00

8714.92.00 – 8714.99.00

8712.00.00, 8714.91.00

	Compact disc players
	5%
	Free: NZ, Papua New Guinea, Forum Island countries, developing countries, least developed countries, Singapore, United States, Thailand, Chile, AANZ countries
	
	8519.20.90

	Footwear (other than some specialist footwear such as ski-boots and footwear for diving which are free) 
	5%
	Free: NZ, Papua New Guinea, Forum Island countries, developing countries, least developed countries, Singapore, United States (certain goods are at a concessional rate until 1 January 2014), Thailand, Chile, AANZ countries
	
	6401, 6402, 6403, 6404, 6405

	Clothing – dresses, mens’ suits, jeans
	10%

From 1 July 2015 rate falls to 5%
	5% developing countries. Free: NZ, Papua New Guinea, Forum Island countries, least developed countries, Singapore, United States, Thailand, Chile, AANZ countries, and from 1 July 2015 developing countries 
	
	Chapter 62


Source: Customs Tariff Act 1995, Schedule 3.
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Preferential trade arrangements

	Many goods originating in certain countries are free from duty or have special rates of duty applied, sometimes as a result of preferential trade agreements. Goods originating in the following countries may be free of duty or have lower than usual rates of duty: 

· Canada 

· Chile

· New Guinea

· New Zealand 

· Singapore

· Thailand

· United States

· countries covered by the ASEAN - Australia - New Zealand Free Trade Area (AANZ countries) (New Zealand, Singapore, Myanmar, Brunei Darussalam, Vietnam, Malaysia, Philippines, Thailand, Indonesia, Laos and Cambodia)

· Forum Island countries (Cook islands, Fiji, Kiribati, Republic of Marshall Islands, Federated States of Micronesia, Nauru, Niue, Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu, Vanuatu)

· least developed countries (fifty countries including Afghanistan, Bangladesh, Cambodia, Maldives, Nepal and Uganda)
· developing countries (up to 87 countries, which may include Argentina, Brazil, China, Cyprus, Czech Republic, East Timor, India, Korea, Mexico, Turkey and Vietnam).

The rules for determining the country of origin of goods for which a preferential rate of duty is claimed are set out in Division 1A of Part VIII of the Customs Act 1901. The country of origin is generally the country where the goods were manufactured, not the last country through which the goods passed before arriving in Australia.

	Source: Customs Act 1901; Customs Tariff Act 1995; World Customs Organization http://www.wcoomd.org/home_cboverviewboxes_valelearningoncustomsvaluation_orinonpreferenctialoverviewchallenges.htm (accessed 17 August 2011).

	

	


In 2009-10, Customs reported that the total amount of duty collected was $5.7 billion while the amount of GST collected or deferred was $21.9 billion (Customs 2010). This suggests that the amount of customs duty collected on imports was equivalent to about 26 per cent of the amount of GST. During its recent Enhanced Compliance Campaign on the low value threshold, Customs identified additional revenue comprising $589 000 in GST payments or deferred GST, and an additional $128 000 of duty (Customs 2011a). This suggests that the amount of duty which might be collected on parcels with a value near the current threshold is around 22 per cent of the amount of GST.

Lower reporting requirements

Under section 68 of the Customs Act 1901, and the associated regulations, imported goods that have a value not exceeding $1000 will not be subject to formal entry requirements. International mail parcels are only required to carry a CN22 or CN23 Customs Declaration (or equivalent). Low value goods carried by express carriers are documented through the electronic Self Assessed Clearance (SAC) process which requires a lower level of information and documentation than a full import declaration (FID). 

Exemption from fees and charges

Customs Integrated Cargo System Cost Recovery Charges and Australian Quarantine and Inspection Service (AQIS) Import Declaration Fees are imposed on consignments subject to a FID. The Customs charge for electronic entry of air and sea consignments which are entering through the FID process is $40.20 per declaration. International Mail parcels valued at above $1000 would usually pay the manual documentary charge for a FID of $48.85 per declaration. The full schedule of customs charges are set out in Australian Customs Notice No. 2006/21. 

AQIS also imposes a standard charge for each FID, and a range of other charges for specific AQIS activities such as goods inspections. The basic charge is $15 for each FID declaration on an entry by air, and $14 for each FID on an entry by sea (AQIS 2011). The standard charge only affects air and sea consignments valued at more than $1000. There is normally no AQIS charge for postal items requiring a FID. These charges are currently collected through the Customs Integrated Cargo System (ICS).

Alignment of thresholds

At present Australia applies the same $1000 threshold to each of the four relevant areas: customs duty, GST, fees and charges, and level of reporting. However, the thresholds have not always been aligned. In the late 1990s different thresholds applied to the collection of duty and tax, to the requirement for a formal customs entry, and different thresholds applied to postal goods and other cargo.

The existing nexus between these four areas need not necessarily be retained. Changing the threshold for the collection of GST, for example, does not necessarily mean that the threshold for collection of customs duty, for reporting requirements, or for the imposition of fees and charges, should be changed in the same manner. Other countries apply different thresholds to different areas.
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Overseas indirect tax arrangements

To inform discussion on this issue, the Commission has examined how mail processing and tax collection systems work in other countries. Most other countries have set thresholds below which they do not attempt to collect taxes. Some examples of threshold levels are set out in table F.1 (see appendix F). Many countries also have different, usually higher, thresholds for gifts.

The Commission has sought information on how other countries have approached the issue of setting a threshold. However, there is very little public information available. In considering the appropriate threshold it appears that some countries emphasise the economic costs and benefits of the threshold, while other countries place more emphasis on equity, law enforcement, or the protection of domestic industries. Where the costs and benefits are considered in determining the most appropriate threshold, the threshold may differ depending upon the administrative arrangements and duty and tax rates. In countries with low or no VAT/GST and low rates of duties, such as the United States, the threshold level at which the benefits of collecting revenue exceed the costs will usually be higher than in countries with high rates of tax and duty.

There are some international arrangements regarding thresholds. The thresholds applied by members of the European Union (EU) are guided by a Council Directive which requires each member to set a threshold within a limited range. These thresholds apply only to goods from outside the EU as the movement of goods within the EU is not subject to the collection of duty and taxes at the border. Asia‑Pacific Economic Cooperation (APEC) officials have recently been instructed to develop a plan to identify ways to simplify customs procedures to ensure the wider implementation of commercially useful de minimis values.

The Commission has also sought information about methods of processing international mail parcels. While other countries have different approaches to the process, the initial sorting of international mail parcels in other jurisdictions generally appears to be a manual process, similar to that used in Australia. However, other countries have much more streamlined processes for assessing and collecting duty and taxes on international mail parcels with a value above the threshold.
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Impact of the threshold on revenue

The current LVT in Australia has the effect of reducing the amount of both GST and duty collected. In the case of GST, the revenue collected is distributed to the states and territories after the Commonwealth’s costs of collecting the revenue have been deducted. Provided that the cost of collecting revenue to the Commonwealth is less than the revenue collected, the states and territories will gain additional funds from lowering the threshold. However, for parcels of very low value the cost to the Commonwealth of collecting the revenue may exceed the revenue collected and lead to a reduction in the funds transferred to the state and territory governments. In this context the additional revenue collected arising from lowering the LVT includes not only the GST now collected on imports. Additional GST will be collected on goods sold by domestic retailers if some consumers switch back to domestic retailers as a result of the higher prices on imports. Also, other consumers may switch their spending from higher priced imports to other service industries where additional GST revenue will then be collected. 

As customs duty flows to the Commonwealth any net customs duty revenue gained from lowering the threshold will flow to the Commonwealth.

Estimating the current and future impacts on revenue is not a straightforward process. Treasury has previously estimated that in 2010-11, the GST revenue forgone might be $460 million, rising to $610 million in 2013-14, although Treasury noted that the estimate reliability was ‘low’ (Treasury 2011). The Conference of Asia Pacific Express Carriers (CAPEC) has suggested the level of revenue forgone may be significantly lower at $315 million (sub. 90).

A number of factors affect the calculation of the amount of revenue currently forgone and the possible impact of any changes to the threshold. The accuracy of any estimates will be affected by the reliability of data on the:

· number, value, and distribution of low value consignments entering Australia through international mail, air cargo and sea cargo

· rate of duty applicable to low value consignments

· value of consignments whose contents are GST exempt, addressed to businesses registered for GST, or to non-profit organisations exempt from GST

· level of other costs (such as freight, insurance and customs duty) which may be included in calculations of the Value of Taxable Importation for calculation of GST 

· extent to which any change in the threshold may affect the behaviour of importers and alter the value of consignments entering Australia.

Unfortunately, much of the data needed for an accurate estimate of forgone revenue are either not available, or consists of estimates which may have a low level of reliability. While detailed information is available on the number and value of parcels entering Australia through air cargo, only limited data are available on the number and value of international mail parcels (the vast majority of parcels entering Australia).

The average rate of duty applicable to low value consignments is not known. As noted earlier, based on the total amount of customs duty and GST collected on imports, and the revenue collected during the customs compliance campaign when contraventions were detected, the amount of duty collected may be around 22‑26 per cent of the amount of GST. The Centre of International Economics (CIE) has estimated that the average rate of duty applicable to low value imports is 3 per cent for imports to business and 5 per cent for imports to individuals (sub. 90). 

There is little impact on GST revenue from the different treatment of parcels delivered to businesses registered for GST and non-profit bodies as they will yield no additional GST if the threshold were reduced to zero. CAPEC members sampled just under 70 000 low value consignments over a one week period and estimated the number and value of consignments being delivered to businesses and individuals based on the consignee name. The results of this sampling are set out in table 
7.2.

These data indicate that a large proportion of lower value air cargo parcels are destined for business users and, as might be expected, a larger proportion of high value parcels are destined for businesses. The proportion of business parcels arriving through international mail will probably be lower, but there are no data on this.

Lowering the threshold is likely to result in a fall in the number of low value parcels brought into Australia by price sensitive consumers. This will affect the amount of additional revenue collected, but the extent of that change is unclear. The CIE has suggested that the demand elasticity could be around 1 (sub. 90, attachment 1). 
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Low value consignments for individuals and businesses

	
	Consignment value
	Consignment numbers

	Value range
	Business/other
	Individual
	Business/other
	Individual

	$
	%
	%
	%
	%

	0-100
	33.2
	66.8
	49.8
	50.2

	101-200
	29.7
	70.3
	29.4
	70.6

	201-300
	35.7
	64.3
	35.4
	64.6

	301-400
	41.4
	58.6
	41.3
	58.7

	401-500
	45.8
	54.2
	45.8
	54.2

	501-600
	50.0
	50.0
	50.1
	49.9

	601-700
	53.2
	46.8
	53.3
	46.7

	701-800
	58.2
	41.8
	58.2
	41.8

	801-900
	55.5
	44.5
	55.5
	44.5

	901-1000
	59.5
	40.5
	59.4
	40.6


Source: CAPEC (sub. 90, attachment 1, pp. 13-15).

The National Retail Association has suggested that there may be a much larger shift of retail spending to overseas retailers as a result of price differentials caused by the LVT. It has provided the Commission with overseas research which suggests that the elasticity could be large (Ellison and Ellison 2008). However, that research only examined a single product market within the United States, where price could be expected to be the most significant driver of consumers’ decisions about where to buy the same product. In this case the results are likely to be different because, even when the products being considered for purchase, either online or from a local retailer, are identical, they are not perfect substitutes. Consumers considering buying goods online from overseas retailers do not have to opportunity to examine those goods in a store or take immediate delivery; the overseas online transaction entails high freight costs (whether explicit, or built into the purchase price in the case of ‘free’ delivery); and they may not be protected by Australian product safety standards, consumer laws or, in many cases, warranties. There is insufficient information to consider other than a very broad range of estimates of how elastic the demand for goods from overseas retailers might be to changes in the LVT, though it will clearly be different for different goods.
Reducing the threshold may also lead to other changes in behaviour, such as ordering larger quantities of goods in one consignment to spread the freight and administrative costs over a larger number of individual items, as there will be less opportunity to gain from importing small quantities.
Having said that, a proportion of any fall in imports of low value consignments due to a change in the threshold is likely to be due to consumers switching to domestic channels for the same items. The goods sold through those domestic channels will have had duty and GST paid on them when they were imported by domestic retailers, which ultimately will flow through to costs paid by the consumer.

The Commission has estimated that the additional revenue (ignoring collection costs and any behavioural changes) which might be collected if the threshold were abolished may be around $480 million in GST and $135 million in duty (see figure 
7.1). However, these estimates are based on a large number of assumptions and should be treated as only providing a general guide to the revenue implications of changes to the threshold.

Figure 7.
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Estimated additional gross revenue at lower threshold levels (excluding costs of collection)a
For air cargo and international mail, 2010-11 
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a(Assumptions: average value of international mail items in each value range is the same as the average value for air cargo; average rate of customs duty is 2.5 per cent; average cost of freight for air cargo is 30 per cent of parcel value; value of air cargo parcels delivered to GST registered businesses is as set out in table 
7.2; 10 per cent of international mail parcels are delivered to GST registered businesses; no parcels contain goods exempt from GST or are addressed to exempt entities; the number and range distribution of international mail parcels is as estimated in table 
7.3; the number, value and distribution of air cargo parcels is as set out in table 
7.4; no adjustment has been made to account for elasticity of demand; sea cargo has not been included. Note that the figure only shows additional gross revenue, not the net revenue after deducting the costs of collection.

Data source: Commission estimate.

Any additional charges which might be collected by the Government from importers as a result of a change in the threshold would not represent additional net revenue. The charges are imposed on a cost recovery basis and represent a transfer of the general costs of border operations from the Government to importers. They do not generate any net revenue for the government.

In addition to any direct increase in the amount of revenue received by governments, a reduction in the threshold may be significant in protecting the tax base from erosion as overseas online retailing continues to grow.
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Processing of parcels entering Australia

Most of the parcels entering Australia with a value below the current threshold are entering as international mail. In 2009-10 over 36 million parcels entered through this avenue. During the same year just over eight million parcels entered Australia as air cargo consignments, usually being handled by the major express carrier businesses. A small number of parcels also entered Australia as sea cargo.

Parcels brought into Australia as international mail or by express couriers as air cargo enter Australia through distinctly different processes.

Processing of international mail

The number of international mail parcels entering Australia has been growing rapidly over recent years. Australia Post (sub. DR192) has indicated that in the financial year 2010-11 the volume of inbound international parcels grew by 56%, compared with a growth rate of 28.1% for the previous financial year. However, the Commission has not received any data from Australia Post on the actual number of international mail parcels which have been received.

It has been estimated that there were over 36 million items of international mail imported in 2009-10 (Customs 2011d). Based on the growth in volume of air cargo parcels received during the 2010-11 financial year, compared with the previous year, the Commission estimates that the total number of international mail parcels for 2010-11 may be around 47.5 million. Table 
7.3 shows an estimate of the number of international mail parcels in each value range entering Australia.

Most parcels are valued at less than $100, but there are no comprehensive data on the average value of international mail parcels. In 2009-10, only about 20 000 (0.32 per cent) of all international mail parcels were valued at more than $1000. Some data are available from limited sampling conducted by Customs.

Table 7.

 SEQ Table \* ARABIC 3
Estimated number and value of international mail parcels entering Australia, 2010‑11a
	
Value range
	Percentage in range - lower estimate
	Percentage in range - upper estimate
	Estimated number of parcels in range

	$
	
	
	millions

	0-100
	68.59
	75.16
	34.85

	101-200
	12.85
	12.95
	6.26

	201-300
	4.85
	6.11
	2.66

	301-400
	2.45
	3.73
	1.50

	401-500
	1.61
	2.34
	0.96

	501-600
	1.17
	1.18
	0.57

	601-700
	0.88
	0.89
	0.43

	701-800
	0.02
	0.37
	0.09

	801-900
	0.02
	0.26
	0.07

	901-1000
	0.02
	0.28
	0.07

	Total
	
	
	7.46


a(Columns do not total to 100 per cent. The estimate of the number of parcels is based on mid range percentage adjusted to total 100 per cent.

Sources: Customs (2011c); Productivity Commission estimate of likely total volume.

The distribution of parcels across the value ranges shown in table 
7.3 is very similar to the distribution across value ranges of online overseas purchases, shown in chapter 4 (table 4.2). Nevertheless, not all of these parcels are online purchases. A significant number, for example, will be gifts, care packages, goods being sent home by travellers, or business documents.

Individual international mail parcels are not electronically documented or reported prior to their arrival. The parcels have a CN 22 or CN 23 Customs Declaration (see box 
7.3 and box 
7.4) attached which identifies the sender and recipient, gives a brief description of the contents, their value, and whether the item is a gift. The CN 22 and CN 23 Customs Declaration is an agreed international document. 

Due to the number of parcels arriving, Customs is not equipped to assess value for all mail articles. It employs a risk-based approach, whereby Customs arranges to be present only for a proportion of mail articles assessed as most likely to contain border risks. This includes identifying goods above $1000 and for other revenue and border risks (Customs 2011c).

Identifying articles for revenue liability is an intensive physical process that requires manual checking of each article. If the value of the parcel is over $1000, Customs refers the item to Australia Post which inputs details into its own system and sends the addressee a First Notice advising them of the need to complete a Full Import Declaration (FID). Upon receipt of the completed paper FID, Customs manually enters the information into its Integrated Cargo System (ICS), calculates the liabilities due, and sends the addressee a notice to pay the duty, GST, and a cost recovery charge of $48.85. Once payment has been received by Customs, the parcel is released for delivery. While this process is underway, Australia Post retains possession of the parcel. Secure storage of these parcels is occupying increasing space in international mail gateways.

This is an inefficient process. While it may have been adequate when parcel volumes were much lower, it needs to be streamlined regardless of what changes may be made to the threshold.

FIDs were originally designed for use by third party service providers in the air and sea cargo streams, and are predominately reported to Customs electronically through the ICS. But for International Mail parcels:

Customs and Border Protection has designed a manual FID that can be used in the postal stream by importers, however, they often experience challenges identifying the required tariff codes. As a result, this often leads to importers contacting Customs and Border Protection for assistance in completing the manual declaration. Any increases in the current number of manual FIDs being lodged would likely lead to an increase in enquiries. While the small numbers makes this achievable at the moment, increases would require a change to the existing process and manual FID (while ensuring alignment in requirements across import streams). (Customs 2011c, p. 3)
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Universal Postal Union

	The Universal Postal Union (UPU) was established in 1874 and currently has 191 member countries. It became a specialised agency of the United Nations in 1948.

The UPU is the primary forum for setting the rules of international co-operation between national postal authorities. For example, the UPU:

· sets standards for the size of postal items. For instance the UPU regards a parcel as a postal item weighing more than 2kg. (Australia Post refers to items less than 20 mm thick and weighing less than 500g as a larger letter; items larger than this are generally described in Australia as parcels. This is the definition used in this report.)

· sets standards for the addressing of postal items

· sets standards for CN 22 and CN 23 Customs Declarations carried on postal items travelling between countries

· sets terminal dues and transit charges for mail travelling between different countries

· promotes cooperation on technical issues and the development of new technology.

	Source: Universal Postal Union, http://auspost.com.au/annualreport2010/parcels-and-logistics/, (accessed 31 October 2011).
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CN 23 Customs Declaration
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	Source: Universal Postal Union, Parcel Post Manual, p. F.8

	

	


Air Cargo

In 2009-10, just over 8 million air cargo consignments valued at less than $1000 entered Australia. The majority of these consignments were carried by the major express carrier (courier) businesses DHL, TNT, FedEx and UPS. In the 2010-2011 financial year the number of parcels rose to 10.6 million (table 
7.4).

Table 7.
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Air cargo consignments for July 2010 to June 2011

Consignments with a value of less than $1000

	

Value range
	

Number
	Per cent of air cargo valued at < $1000
	Total 
declared 
value
	Per cent of
 total value
	Average

value 

	$
	
	%
	$
	%
	$

	0-100
	7 206 897
	68.1
	171 389 203
	13.3
	23.78

	101-200
	1 378 728
	13.0
	199 540 094
	15.4
	144.73

	201-300
	633 720
	6.0
	155 481 616
	12.0
	245.35

	301-400
	366 328
	3.5
	127 333 699
	9.9
	347.68

	401-500
	266 221
	2.5
	119 763 577
	9.2
	449.87

	501-600
	197 217
	1.9
	108 154 880
	8.4
	548.41

	601-700
	154 594
	1.5
	100 355 453
	7.8
	649.15

	701-800
	134 940
	1.3
	101 237 677
	7.8
	750.24

	801-900
	128 737
	1.2
	109 833 503
	8.5
	853.16

	901-1000
	105 379
	1.0
	99 779 148
	7.7
	946.86

	Total
	10 572 671
	100.0
	1 292 868 850
	100.0
	122.28


Source: Customs (2011a).

The figures in table 
7.4 only represent air cargo consignments valued at below the $1000 threshold. While there are very few international mail items with a value above the threshold, the proportion of air cargo consignments of higher value is much more significant (table 
7.5).

All air cargo parcels with a value less than the threshold must be declared to Customs on a Self Assessed Clearance (SAC) lodged electronically with Customs. The carriers collect information about the sender, receiver, type of goods and value when accepting the parcel for delivery. The SAC is filed electronically by the importer (usually the express carrier for small items) and forms the basis of further reporting to Customs. Customs is notified in advance of the arrival of the parcel. This allows Customs and AQIS to carry out a risk assessment on the parcel while it is in transit.

Table 7.
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Air cargo consignments for July 2010 to March 2011

Consignments with a value between $1001 and $5000

	Value range
	Number of consignments
	Total declared value

	$
	
	$

	1001 – 1100
	33 793
	35 389 115

	1101 – 1200
	29 480
	33 896 835

	1201 – 1300
	26 972
	33 679 845

	1301 – 1400
	25 040
	33 801 924

	1401 – 1500
	23 426
	33 985 815

	1501 – 5000
	321 323
	882 081 710

	Total
	460 034
	1 052 835 244


Source: Customs (2011c).

Upon arrival in Australia the parcels are physically checked and screened as required. If there are no issues requiring further action, they are released for delivery. 

For air cargo consignments with a value above the threshold, the carriers collect additional information when the parcel is lodged. This information is used by customs brokers employed by the express couriers to identify the tariff code and make a FID.

The fee for Customs clearance of air freight entering through a FID is $40.20. AQIS also imposes a $15 Import Declaration Fee for each FID in relation to consignments entering by air. If a parcel has been sent by one of their account holders, the express carriers will usually deliver the parcel and add any taxes and charges to the account. The express carriers may impose a charge for providing this service. Where there is no account, the taxes and charges are collected before delivery of the parcel.

Sea Cargo

The number of low value consignments entering Australia by sea is small, as the majority of sea cargo consignments are in excess of the low value threshold. In 2009-10 sea cargo accounted for 47 369 low value consignments. This represents approximately 0.1 per cent of the number of low value air cargo and mail parcels. The number of sea cargo consignments in this category has increased somewhat in the last year: from July 2010 to March 2011 there were 55 356 low value sea cargo consignments. These consignments are also processed through the SAC process. In the same period, a further 105 454 sea cargo consignments with a value of between $1001 and $5000 entered Australia (Customs 2011c).
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Economic principles

A fundamental principle and objective of tax policy is to raise revenue in a manner that minimises the cost to the community. Generally, the more broadly based a tax the lower will be the ‘excess burden’ of raising a dollar of revenue — that is, the cost of distortions and compliance in addition to the loss of a dollar transferred to government. This is not only because of the potential for economies of scale in administration and collection but also because there is less scope for people to change their production or consumption decisions to avoid the tax (which results in inefficiency). Conversely, the application of taxes to some transactions but not others has the potential to distort the market. This could lead to distortions in resource allocation, losses in efficiency, and a consequent reduction in community welfare. A low value threshold for imports can be seen as operating as a negative tariff for the domestic retail industry and their suppliers. In the case of the GST it would be consistent with the principle of minimising distortions in resource allocation to apply the same rate of taxes and duty to all imports so that competing businesses were treated equally.
That is, the LVT for imported goods introduces inefficiency into the GST base. While currently there appears to be little evidence of significant compliance problems with imported goods, the absence of taxes on LVT transactions will distort the prices consumers face and may give them an incentive to bring in goods in small quantities or break up larger items into several transactions. The LVT will also provide consumers with an incentive, to reduce their consumption of the services provided by local bricks and mortar and domestic on-line retail outlets. Removal of such inefficiency, of itself, would generate welfare gains to the community 
Customs duties on the other hand are taxes on consumers and businesses which purchase foreign goods. Unlike the GST, which is a broad based consumption tax which is intended to minimise distortions, one of the main roles of customs duty has been to create distortions which favour domestic business over overseas business. The low value threshold with respect to customs duty undermines the protective effect of the tariff assistance provided to industries where duty is applicable. Again, however, the negative effect of the threshold on industry needs to be weighed against the benefits consumers receive from lower prices of goods (that is an increase in consumer surplus) due to the exemption from taxes and associated collection costs and, on the other hand, the administrative and compliance costs of collection were the LVT to be lowered.

Notwithstanding the potential for inefficiency from non-neutral taxation of substitutable transactions, the costs of collecting taxes which are borne by government, business and consumers entail efficiency losses and are part of the deadweight loss for the community. Therefore, from the viewpoint of maximising the welfare of all Australians, the question is whether there are likely to be bigger losses in welfare from trying to provide equal treatment by collecting taxes on all imports, than from the distortions created by differential rates of tax and duty for overseas and domestic retailers. 

As the recent Henry Tax Review noted:

Related to the issue of complexity are the costs of administering and complying with the tax and transfer system. These costs represent a net loss to the economy, because the resources engaged in these activities could otherwise be put to more highly valued uses. Recent research suggests there is an optimal level of system complexity and operating costs, one that balances administration and compliance costs with improved efficiency and distributional outcomes. (Henry 2009, p. 21)

Many taxes provide for exemptions, or simplified arrangements, when the costs of administration and compliance are high in relation to the amount of revenue which might be collected. For example; small businesses with a turnover of less than $75 000 are not required to register for GST; many small businesses, including retailers, are not required to register for payroll tax; and the income tax system provides a number of concessions for small business such as simplified treatment of depreciating assets. The effect is that competing businesses are treated differently depending upon their size or how they are structured. These provisions reduce government revenue and may cause distortions in resource allocation, but are generally considered justified because they reduce the deadweight costs to the community of administration and compliance.

In 1985 the Industries Assistance Commission (IAC) was asked to inquire into the passenger concessions under which some goods brought into Australia by travellers were allowed to enter free of duty and sales tax. In its report the IAC noted that ‘passenger concessions have adverse effects on public revenue, change the pattern of resource use and are inequitable’ (IAC 1985, p. 65). Nevertheless the IAC took into account the impact on the flow of passengers through airports and recommended a duty free limit of $1000:
It recommends that if the Government wishes to achieve, on average, an unimpeded flow of 90% of Australian residents through the Customs barrier, together with a restriction on usage (once every three months) and a review at lengthy intervals (say every 5 years), the limit be set at $1000. (IAC 1985, p. 7)

A reduction in the LVT would contribute towards an improvement to the welfare of the community by removing the current distortion in resource allocation arising from the differential treatment of Australian and overseas retailers. The extent of that benefit is difficult to determine, as it depends on the willingness of consumers to substitute direct foreign purchases for domestic sources. The Commission estimates that even if consumers regarded the two modes as highly substitutable for all goods purchased (which, for reasons outlined earlier, is highly improbable), the efficiency benefit from removing non-neutral tax treatment would be in the order of $70 million per year. Allowing for a moderate degree of substitutability puts the annual cost at around $10 million (appendix H). While not insignificant, these costs must be weighed against the costs incurred collecting the tax on LVT purchases.
On behalf of eBay Australia, the Allen Consulting Group conducted a broader analysis of the impact of lowering the GST low value import threshold from the current value of $1000 to $250. The modelling was based on a computable general equilibrium framework using the Monash Multi Regional Forecasting Model. The modelling showed that lowering the threshold would lead to reductions in GDP, consumption, exports, imports and employment. The changes predicted were not large, with GDP expected to decline by $20 million. The results suggested that there would be a slight negative impact on employment and that the reduction in the threshold would act like a tariff with an increase in production in some industries, such as manufacturing, being more than offset by a decline in the output of other industries, including retailing (eBay Australia, sub. 101).

An examination of the broad effect of changing the de minimis in the United States has also concluded that the benefits of a high threshold outweigh the costs. A paper recently submitted by the United States to APEC stated that raising the de minimis threshold for shipments entering the United States from US$200 to US$800 would produce net benefits to the United States.

While a higher de minimis exemption might reduce government revenue, it will also cut overall compliance costs, reduce delivery times, and encourage low value imports, especially direct purchases by consumers and small business firms from overseas suppliers. We estimate that the annual net gain from raising the de minimis threshold on the existing volume of US shipments would be about $26 million, taking into account the cost savings to all affected parties – customers, express firms and U.S. Customs and Border Protection (CBP). In other words, the loss of tariff revenue and fees would be more than offset by the savings to the multiple parties in the delivery chain. (Hufbauer and Wong 2011, p. 1)

It would also be undesirable for entry processes to become an impediment to trade. Competition from international retailers can be important in driving efficiency in the Australian retail industry. In addition many businesses currently receive goods which enter Australia under the LVT. Longer delays or unnecessary charges associated with processing such imports will hinder those businesses and there will be very limited additional revenue collected, as discussed later.

Table 
7.6 shows the combined impact of the current taxes and processing charges on the cost of importing goods into Australia by international mail. For goods with a value below $100 (which comprise almost one quarter of all goods entering under the LVT) taxes and charges will of course represent a higher share of their value. Moreover, these data are likely to underestimate the full cost as they have not taken into account freight charges in the value on which GST is calculated, and do not include any estimate of the administrative costs of completing a FID.

Table 7.
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Taxes and charges as a percentage of value of goods

International mail parcels

	


Value of Goods
	Manual 
Import 
Processing charge
	GST and duty
(5 per cent)
 GST (10 per cent)
	
Total 
taxes 
and charges
	
Total as a percentage 
of value

	$
	$
	$
	$
	%

	100
	48.85
	15.00
	63.85
	64

	200
	48.85
	30.00
	78.85
	39

	300
	48.85
	45.00
	93.85
	31

	400
	48.85
	60.00
	108.85
	27

	500
	48.85
	75.00
	123.85
	25

	600
	48.85
	90.00
	138.85
	23

	700
	48.85
	105.00
	153.85
	22

	800
	48.85
	120.00
	168.85
	21

	900
	48.85
	135.00
	183.85
	20

	1000
	48.85
	150.00
	198.85
	20


Source: Customs (2011c, p. 9).
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Impact of the threshold arrangements

Impact on the retail industry

The application of a low value importation threshold has an effect on the domestic retail industry. Because of the growth of online overseas purchases via the internet some domestic retailers are now having to compete with overseas retailers. The LVT contributes to a price differential so that consumers sometimes find that it is cheaper to buy goods online from overseas retailers than through domestic retailers (see chapter 6). Domestic retailers claim that the price differential contributed to by the threshold leads to:

· a reduction in turnover for domestic retailers

· reduced profitability of domestic retailers

· loss of employment with domestic retailers.

The immediate effect of a threshold is to reduce the cost to consumers of buying goods from overseas retailers. By exempting many parcels from customs duty and GST, overseas retailers benefit from a cost advantage of 10-20 per cent over domestic retailers who are paying duty (where applicable) and GST on their stock (National Retail Association, sub. 102). 

In a survey conducted by the National Retail Association (NRA) over half of the respondents estimated their consequent loss of sales to be over 20 per cent of their turnover (sub. 102). The loss in turnover can be significant for a business in that a reduction of ‘10-20% of your turnover does not take 10-20% of your profit it sometimes takes 50-100% of your net profit’ (Wholesale Diving Supplies, sub. 59, p. 4).

While some retailers and industry organisations have raised strong concerns about the impact of the threshold on the level of online overseas shopping, others have placed more emphasis on other factors. The National Association of Retail Grocers of Australia says that ‘the problems experienced by the industry in relation to lower priced goods coming in from internet based overseas suppliers is in part due to poor competition in local markets resulting from higher level of market concentration in many retail sectors’ (sub. 124, p. 6). 

Assessing the impact of the threshold on the competitiveness of the Australian retail industry, and therefore the likely impact of any change to the current arrangements, is not simple. As discussed in the previous chapter there are a number of factors which appear to be driving the growth of online retailing in general and which affect the relative competitiveness of domestic and overseas retailers. Moreover, not all of the parcels entering under the threshold are consumer or business purchases.

Further, there are natural barriers which make it more difficult for overseas retailers to compete for customers in Australia. Large importers, such as retailers, often enjoy the benefits of buying in bulk and paying wholesale prices. They also pay significantly lower unit freight costs than a consumer ordering one item and receiving it by post or express courier. For example, the standard rate for sending a 1lb (454 gram) parcel from the United States to Australia by one express courier is US$72.25 (A$67), or about 55 per cent of the value of the average air cargo parcel (DHL 2011).

Postal services are less expensive. Sending a Priority Mail International Small Flat Rate Box from the United States to Australia costs US$13.25 ($A12) while a medium box costs US$43.23 ($A40) (United States Postal Service 2011). The Commission estimates, based on limited data, that the average value of mail parcels entering under the threshold may be around $87.
 On this basis, the cost of postage from the United States may be 15-46 per cent of the value of the average parcel. The cost of freight on small parcels can significantly outweigh any competitive advantage that overseas retailers enjoy as a result of the threshold. Moreover, Australian retailers are able to offer better consumer protection, warranty, and support services.

While the low value threshold contributes to the price differentials which are affecting domestic retailers it is not the only cause of such price differences, and should not distract attention from more critical long term issues affecting the competitiveness of Australian retailers (see chapter 4).

Enforcement issues

Retailers have also been concerned that they are suffering additional harm because the threshold is being abused by overseas online retailers (ASGA 2010; NRA, sub. 102). During the first three months of 2011, Customs conducted an Enhanced Compliance Campaign to ensure that GST and customs duty concessions for low value imports were not being abused or exploited (Customs 2011a).

The results of the compliance campaign do not support the contention that there are high levels of non-compliance with the current threshold. The level of non-compliance identified in relation to international mail parcels was around 0.1 per cent while for air cargo parcels it was higher at 2.2 per cent. The usual targeted compliance activity by Customs, which continued during the campaign period, identified higher levels of non-compliance: 9.1 per cent for air cargo parcels and 3.2 per cent for international mail parcels in the target higher risk categories. While instances of underreporting of value and consignment splitting were found, there is little evidence of a significant compliance problem.

The Australia Sporting Goods Association is also concerned that goods are being imported, taking advantage of the threshold, and then sold online in Australia without the sales being reported through the tax system. The ATO is currently engaged in an online data matching program using data from eBay Australia and Trading Post Australia to assess the level of taxation compliance by online sellers of goods and services. The data are used to identify individuals and businesses who are:

· participating in the cash economy

· non-compliant with registration requirements

· not reporting or under reporting sales

· not meeting their lodgement and payment obligations under tax law (ATO 2011).

Costs to governments of collecting revenue

The information available on the cost of collecting revenue on lower value consignments is limited. Customs has indicated that the integrated nature of the processing of international mail makes it difficult to attribute a specific cost to the identification of revenue liability. This occurs as part of Custom’s broader targeting for a range of border protection risks including the identification of illegal goods such as illicit drugs, medicines, pornography, weapons and quarantine risks, with a view to preventing these items from entering Australia.

Customs states that its overall activity in international mail is delivered at an approximate cost of $19 million (Customs 2011c). This is predominately an employee related cost, excluding technologies such as x-ray examination. It does not include the costs to Australia Post or the express carriers of housing Custom’s activities within their facilities and so does not represent the full cost of Custom’s activities.

At present, the Commission has not been provided with an estimate of the incremental cost to governments of collecting customs duty and GST on parcels. When the charges were last amended in 2005, in response to the change to the threshold, the explanatory statement to the regulations said that:

One result of this change is that the number of import declarations and warehouse declarations is expected to decrease over current and forward years, and hence the amount of import processing charges collected is also expected to decrease. Consequently, the increases in charges are to address the projected revenue shortfall and restore full cost recovery in accordance with the Australian Government Cost Recovery Guidelines. (Import Processing Charges Regulations 2006, Select Legislative Instrument 2006 No 82, Explanatory Statement)

Customs has advised the Commission that ‘the International Processing Charge (IPC) is a notional recovery of the cost elements of border processing’ (Customs 2011c, p. 8). Thus the import processing charge does not provide a guide to the incremental cost of processing an individual parcel for the sole purpose of collecting revenue. Rather, it represents a transfer from the government to importers of some of the administrative costs of processing imports.

Customs has estimated that, once an international mail item has been identified for revenue purposes, manually processing a FID takes up to 45 minutes. This would represent about $20.63 in labour costs based on average hourly cash earnings for clerical and administrative workers (ABS 2010d). There would also be additional costs from overheads. The additional cost to Customs from processing more air cargo parcels for revenue purposes would be much lower as the additional data collection and entry is performed by the express carriers. By comparison New Zealand Customs estimated that it takes an average of 20-30 minutes of officer time to process a Private Import Declaration at a cost of about NZ$26.00 ($A20) comprised of NZ$18.50 (A$14) in labour costs with overheads of NZ$7.50 (A$6) on average (New Zealand Customs Service 2011a).

As AQIS activities do not relate to the collection of revenue, there should be minimal changes to the cost to AQIS if more parcels are processed for revenue purposes. Nevertheless, AQIS processes are likely be affected by any change to the existing procedures.

The costs of collecting this revenue represents a deadweight loss for Australians. The administrative and compliance costs, to all parties, of collecting the revenue diverts resources from more productive activities. The relative efficiency with which taxes are collected can have an impact on the broader Australian economy. As an example of collection costs to the Government in other areas, in 2009-10 the ATO reported net GST cash collection of $44.1 billion. The states compensate the Commonwealth for the costs incurred by the ATO and Customs in administering the GST. In 2010-11 those costs were $598 million, or approximately 1.4 per cent of the net revenue collected (ATO 2010a).

Impact on Customs processes

Customs has raised issues about the ability of its existing infrastructure to cope with any increased processing. During 2009-10 around 20 000 international mail items entered Australia through a FID. Any reduction in the threshold would significantly increase the number of items being processed. On the Commission’s estimate of the number of mail parcels likely to have arrived in 2010-11, reducing the threshold to $700 may involve an increase in the number of mail parcels on which GST and revenue will have to be collected to around 240 000. Lowering it further to $500 would increase the number to around 1.2 million parcels. 

Customs has indicated that the ICS has been designed to manage transaction volumes in line with the current entry threshold, with reserve capacity to deal with the expected increased volumes of imported goods over its working life. A change to the threshold would require system capacity upgrades to reflect a new threshold as hundreds of thousands, or millions, of new declarations would be introduced, and each of these must be validated and processed. It noted that any variations to the threshold that impact on systems performance could reduce the efficiency of cargo logistics operations by slowing down cargo clearance times. Similarly a reduced threshold would result in many clients previously unaffected by duty and GST matters being required to meet the more complex issues of formal declarations (such as classification and valuation) for the first time. This would lead to an increase in requests for assistance from the Customs Information & Support Centre (Customs 2011c).

Costs to carriers

Australia Post

The collection of duty and GST on parcels also imposes costs on the carriers of those parcels. As described above, international mail parcels are processed by Customs and AQIS in Australia Post’s four international gateways.

Australia Post is required to make floor space and equipment available to Customs and AQIS in its facilities. If parcels are opened by Customs or AQIS, international agreements require Australia Post staff to be present. Parcels which are being investigated, or on which revenue is being collected, are stored by Australia Post. Australia Post is involved in the process of contacting addressees who need to complete a full Customs clearance. Australia Post also pays fees to AQIS and, under some circumstances, may be required to meet some of Customs costs.

Australia Post also has to deal with any parcels which cannot be delivered, or where the addressee refuses to pay taxes and charges. This is likely to become a more significant issue if the threshold is lowered and the costs to addressees are a greater proportion of a parcels value.

At present Australia Post must absorb these costs. The Commission understands that international arrangements under the Universal Postal Union would make it difficult for Australia Post to recover any additional costs from senders or overseas postal administrations. Australia Post has noted that the terminal dues it receives from other postal administrations are well below the cost of delivery within Australia. It estimates that in the financial years 2010-2012 it will make a loss of $1.06 per inbound international airmail packet (parcel of less than 2 kilograms) (sub. 120). The Commission has not received any information about the incremental cost to Australia Post if more parcels were above the threshold as a consequence of lowering the LVT.

Express Carriers

The costs to express carriers are different to those of Australia Post. As described above, the express carriers capture much more information about parcels when they are lodged. The express carriers have end to end responsibility for the carriage of parcels and are therefore able to build any changes to compliance costs into their freight charges. They also employ their own customs brokers and are able to complete the processing of a FID in house on behalf of the consignee.

Express carriers would face additional costs if a larger proportion of the parcels they were carrying were required to be entered through a FID rather than as SACs. CAPEC identified the range of possible additional costs as including: 

· additional time for brokers and classifiers. About 10 to 15 minutes is required for each formal declaration. Hourly rates for brokers and classifiers are typically $60 to $80 per hour 

· additional time for administrative support staff 

· additional costs for invoicing

· additional storage space for consignments (as formal declaration items are held for longer than those processed through SACs) 

· on-costs such as building space, computer equipment etc. 

CIE has estimated that CAPEC members would need to employ an additional 785 staff if the threshold were reduced to zero. It estimates that the additional costs to express carriers would be, conservatively, $30 per consignment (sub. 90, attachment 1).

Costs to other businesses

Businesses face significant costs from importing goods with a value over the threshold. The FID process takes longer to complete than the SAC or normal international mail processes, and entails additional costs through government charges and taxes. Businesses also have to meet the administrative costs of completing a FID either internally, through engaging a customs broker, or through their express carrier. The charges for employing a customs broker vary but CAPEC has indicated that the cost of engaging a customs broker ranges from upwards of $50 for each consignment (sub. 90, attachment 1). Customs estimates that the charge is likely to be up to $100 per parcel (Customs 2011c). In the 2008-09 financial year, 32 per cent of all postal declarations by businesses and consumers were lodged by customs brokers (Customs 2009).

While there is usually little difference in the cost of GST to a registered business under the two processes, there may be a change in the timing with some businesses being required to pay part of the GST at the time of importation (as well as duty) rather than following the final sale. Significantly, there will be additional compliance costs to GST registered businesses, even though they will, in effect, only be paying duty as there is no more GST being collected. 

While businesses face costs from complying with all of their taxation obligations, the likely compliance cost to business from importing lower value parcels, under a reduced LVT, would probably be significantly higher than for other transactions. For comparison, it would be useful to consider the compliance costs of other areas of taxation. Unfortunately, there is limited information available on the cost to the community of compliance with tax systems. The Henry Review (Australia’s Future Tax System) noted that the only available studies on the compliance costs of personal and business taxpayers in Australia dated from the 1990s and estimated that overall compliance cost were from 7 to 12 percent of the tax revenue raised (Henry 2008). The Henry Review reported that:
There has been no comprehensive quantitative study of GST compliance costs in Australia. A study of compliance costs in the UK suggests that VAT compliance costs decrease as a proportion of sales as sales increase, with compliance costs ranging from 0.003 per cent of taxable sales for large businesses to almost 2 per cent for small businesses (Sandford et al. 1989, p. 116). Estimates of compliance costs under a VAT system as reported by the United States Government Accountability Office (2008, p. 16) suggest that small business with sales under $50,000 face a cost of compliance of 2 per cent of annual sales, compared with 0.04 per cent for businesses with sales over $1 million. (Henry 2009, vol. 2, p. 288)

Slemrod (2010), commenting on US income taxes, indicated that the best estimate of compliance costs was 10 per cent of the revenue raised. Based on the limited and imperfect evidence available, it would appear that the total costs of compliance and administration (as discussed earlier) for other taxes are probably around 8-13 per cent of the revenue raised.
Moreover, businesses importing goods through a full import declaration face the cost of having capital tied up in undelivered parcels, costs flowing from possible customer dissatisfaction with delays, and possibly costs from production processes being delayed while goods are being cleared. These costs are difficult to quantify. In a paper examining the United States experience with low value imports, Hufbauer and Wong (2011) applied a time cost to purchasers of 0.4 per cent of the declared value of an entry for each day of delay. Applying this to a parcel valued at $122 (the average value of air cargo consignments valued at less than $1000) entry of which was delayed for two days would produce an estimated cost of delay to the receiving business of just under $1. During 2009-10 the total value of air cargo consignments entering Australia was $874 million. The cost of delay for two days for this total value of consignments would be around $7 million using the methodology of Hufbauer and Wong (2011).

Costs to consumers

Consumers in Australia face higher costs for items with a value above the threshold than for those below it. The FID process takes longer to complete than the SAC process or the processing of other international mail parcels, and entails additional costs through government charges on top of the cost of taxes. Consumers also have to meet the costs of completing a FID. On low value items these imposts could add a cost well in excess of the value of the item being imported.

The FID process requires the importer to provide information about the tariff classification of the goods and the statistical code. The Commission understands that few consumers are able to complete forms for this process without seeking assistance from Customs or engaging a customs broker. Customs has said that ‘for goods valued above the threshold, the vast majority of importers use the services of a customs broker or agent to expedite the clearance process, as it requires a relatively detailed knowledge of Customs procedures and systems, and knowledge of tariff classification applicable to a variety of goods’ (Customs 2011c, p. 1).

The costs to consumers of delays in receiving parcels and of completing forms or locating a customs broker to complete the process for them are difficult to estimate. However, these costs are potentially significant. Threshold arrangements may also have an impact on how readily consumers can obtain goods which are not generally available in their area. 
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Changing the threshold

The exact cost of collecting revenue on each additional parcel under the current arrangements is difficult to estimate because of the lack of data. Using the Customs processing charges as a crude, lower bound proxy for all costs (and ignoring the possible need to engage a customs broker) provides one approach to estimating the costs and benefits of a change to the LVT. For example, reducing the threshold to $100 would raise roughly $500 million from about 16 million parcels (assuming no change in volumes as a consequence of consumers having to pay additional taxes and collection costs). But, based on the current customs processing charges, this would cost consumers and businesses approximately $750 million.

However, actual processing costs are likely to be considerably higher. For an international mail parcel it could be around $30 for the Government (made up of $20.63 labour plus Customs overheads), $10 for Australia Post (Commission estimate of costs from entering data, contacting addressees and storing parcels), $50 to the addressee (the minimum cost of engaging a customs broker to complete the FID), and possibly $2 for the delay in receiving the parcel. The cost to the community of processing each additional International Mail consignment under the current arrangements could therefore be around $90.

Based on the data available and the Commission’s estimates for 2010-11, reducing the current threshold for the collection of duty and GST to $100 while utilising the current processing system might:

· bring an additional 12.6 million international mail parcels and 3.4 million air cargo parcels into the revenue stream

· generate an estimated $495 million in additional revenue from GST ($385 million) and duty ($110 million)

· imply a processing cost to Customs of $378 million (based on the estimated cost of labour for processing additional international mail parcels)

· impose additional costs on express couriers of $102 million and Australia Post $126 million (based on the $30 per consignment estimated by express couriers and $10 per consignment for international mail)

· impose additional costs on businesses and consumer of about $630 million to complete FIDs on international mail parcels (based on $50 per consignment for 12.6 million parcels).

Effectively, it may cost the community over $1.2 billion to facilitate the collection of $496 million in revenue.

The Commission also undertook some illustrative modelling of the impacts of lowering the LVT which (in contrast to the estimates shown in this chapter) allows for a range of consumer responses to increased prices following imposition of the tax and the associated collection costs. As indicated in table 
7.6, depending on collection costs these price increases could be substantial. As shown in appendix H, even under assumptions most favourable to reducing the LVT, the model confirms that a $100 threshold assuming average collection costs of $50 per parcel would result in sizable welfare losses for the community.

An alternative approach would be to make only a small movement towards a lower threshold — to $900 for example. Initially assuming no consumer adjustment to higher prices, at this threshold level, about $16 million in additional tax revenues would be collected at a cost of around $9.7 million on an additional 178 000 parcels. On a simple arithmetic analysis, such a threshold appears feasible. But this would leave 99 per cent of parcels with no tax and duty collected, making little improvement to tax neutrality and thus failing to address concerns about ‘level playing field’ competition. 

Furthermore, at this threshold level, the number of mail parcels required to be processed would be over three times the current level and, with the current processing system, even this relatively small increase is likely to cause significant delivery delays.
Commission modelling indicates that reducing the LVT to $500 would similarly result in collection costs significantly exceeding the benefits from removing non-neutral tax treatment.

Thus, even under highly favourable assumptions, with collection costs at $50 per parcel on average, the additional total collection costs arising from reducing the LVT would outweigh potential gains from removing non-neutral treatment of imported goods. Moreover, at this level of collection costs, the cost of raising the additional revenue would seem high compared with the average cost of collecting GST and other reasonably cost-effective taxes.

Only when collection costs are more than halved (and possibly less than $12.50) does the cost–benefit trade–off become neutral or positive in some scenarios. While additional revenues are estimated to exceed total additional collection costs at somewhat higher levels of unit collection costs, it is unclear whether this would represent a reasonably cost effective means of revenue raising compared with other taxes. These indicative unit processing costs appear comparable with current charges in the United Kingdom (A$12) and Canada (A$8) imposed by their postal administrations. 

All the estimates above assume no special or higher threshold for gifts. Although such special exemptions do apply in many other countries they add complexity and are also subject to rorting and abuse. If the objective is to lower collection costs as much as possible then adding a special exemption for gifts is not helpful.

Although it is desirable for all businesses to be treated equally for tax purposes, under the current arrangements the cost to the community of a significantly lower threshold appears to be far too high to make such a change viable. A small lowering of the threshold would not meet the tax neutrality concerns of retailers as the majority of parcels would still be entering Australia without duty or GST being paid and, as shown in figure 
7.1, it would not raise much revenue either.

The conclusion from this indicative analysis is that any consideration of a significantly reduced threshold would necessitate a radically redesigned and highly efficient revenue collection system. Without a large degree of automation it is hard to see how it would be possible to achieve the sort of figures suggested above. Whether achieving this is possible remains to be seen, but given initiatives abroad in places like Canada and the United Kingdom, it would seem worthwhile to investigate this. Unless it is possible to achieve the desirable improvement in tax neutrality, and at the same time meet a cost efficiency test, then a reduction in the threshold should not occur.

Further, any reduction to the threshold could not be implemented in the short term without very significant cost impacts. The large increase in the volume of parcels being processed for the collection of customs duty and GST would not be possible with the existing facilities and staffing levels. This is particularly the case for international mail parcels where even a small change in the threshold, reducing it to $800 for example, would have resulted in an increase in the number of parcels to be processed in 2009-10 from 20 000 to about 160 000.

The Post Office Agents Association has raised its concerns about the costs arising from any sudden change in the volume of parcels being processed for revenue, and the ability of the postal system to cope with increased volumes:

If Australia Post is to be used to collect the revenue and processing costs associated with inbound international parcels, then the processes put in place must be efficient and transparent and result in proper cost allocation between the various agencies involved. Australia Post must not be forced to subsidise these operations.

Any taskforce investigating this matter must also take into account the effect that the resultant increase in parcel handline will have on the post office network. If parcels are stored at post offices while awaiting collection and payment, then this will put further pressure on the available storage space at post offices. Many metropolitan licensed post offices are already experiencing parcel storage capacity issues, a problem especially in areas with high retail rents. (trans., p. 121)
Before the threshold is changed a new approach for processing parcels, particularly those in the international mail stream, is required. Any new approach to processing parcels should meet a number of criteria:

· imposing minimum delays in the delivery of parcels to businesses and consumers

· allowing for the large expected increase in parcel volumes associated with the growth of online retailing

· passing on collection costs to the end consumer

· minimising manual processes to the greatest extent possible

· imposing no added barrier to trade, or protection of domestic industry from import competition

· not having a higher threshold for gifts, if this would add to complexity and to incentives to inappropriately use this special exemption.
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Options for reforming processes

Customs duty

Set separate thresholds for collecting customs duty and GST

The collection of customs duty is more burdensome than the collection of GST and yields less revenue. In order to assess the amount of GST on a parcel, Customs only has to establish the value of the parcel and any other costs, such as freight, included in the Value of Taxable Importation. Assessing the applicable level of customs duty requires establishing not only the customs value of the goods, but also the place of origin and the correct tariff classification.

While it is more difficult to correctly assess the amount of duty than the amount of GST, the revenue produced is approximately a quarter of the amount. Moreover, the revenue generated by customs duty is expected to continue to decline in the future as rates of duty fall and more preferential trade agreements are negotiated.

These factors suggest that consideration should be given to setting a separate, higher, threshold for duty than for GST. Having a lower threshold for GST than for duty would simplify the collection of GST, as the amount of tax can be assessed from the declared value of the parcel without having to obtain the more detailed information required to assess the amount of duty due. This would also minimise any additional delays.

Rationalisation of customs duties

The processing of parcels might also be made more efficient by rationalising the schedule of customs duties. Currently there is a multiplicity of customs classifications which sometimes apply different rates of duties to very similar goods. The current tariff classification arrangements may be adding an unjustified level of complexity to the collection of duty.

Revising and simplifying the tariff schedule may both reduce the administrative burden of assessing tariff duties and produce economic gains for Australia. This could be done either by reducing tariffs on some goods to the same level as the tariffs on similar goods, or by introducing a simplified tariff schedule for lower value goods. In its recent study of trade agreements the Commission found that:

While Australia’s previous unilateral reform efforts have reduced tariffs substantially, even at current (low) tariff levels the modelling conducted as part of this study suggests that much of the future economic gains available to Australia from tariff reductions could be achieved through unilateral reform. (PC 2010b, p. XXVI)

Japan already has a simplified tariff applicable to goods valued at ¥100 000 or less (A$1147.45). The simplified tariff schedule reduces thousands of categorised items to six categories, and alcoholic beverages (Japan Customs 2011).

In its 2011 Budget, the Canadian Government announced that it is initiating a process to simplify the Customs Tariff in order to facilitate trade and lower the administrative burden for businesses. It proposes to introduce new tariff items to the Customs tariff to facilitate the processing of low value non-commercial imports arriving by post or courier. These will simplify the Canada Border Services Agency’s tariff classification process of postal and courier imports with values less than Can$500 (A$480) (Canada 2011).

In the longer term, Canada intends to replace its current process for rating goods individually with a simplified tariff rate under its strategic review initiative. The Generic Harmonized System code will apply to low risk, low value, goods. Under the existing postal program, 50 per cent of the CBSA's costs are dedicated to rating the duties and taxes on parcels that fall into the low value shipment category. The CBSA anticipates significant savings from the proposal (CBSA 2010).

In the United Kingdom, goods brought in by travellers from outside the EU which are valued at above the duty free allowance of £270 ($A417), but at less than £630 (A$972), have duty applied at a flat rate of 2.5 per cent (HMRC 2011).

The Commission understands that in the United Kingdom the process of assessing duty is simplified by using software which identifies the most appropriate customs tariff based on the limited information carried on the CN 22 or CN 23 label.

Developing a simplified tariff for goods entering Australia with a value below $5000 may significantly reduce the cost of processing low value imports, and avoid the need to employ customs brokers for such imports. This approach appears to work well in other jurisdictions. It is understood that Australian Customs already use some form of simplified tool for assessing duty on personal goods carried by incoming air passengers which exceed the duty free concession.

In response to the draft report the Fair Imports Alliance (FIA) urged the Commission to give greater consideration to tariff reform:

The FIA believe that reducing taxes, duties and tariffs imposed on imports [by] Australian wholesale distributors, suppliers and retailers would reduce the costs of imports from their place of manufacturer and allow sales to Australian consumers at a cheaper price. The imposition of unnecessary duties and outdated tariffs should be removed and proposed reductions in tariffs should be brought forward. (sub. DR171, p. 6)

Similarly, the Australian National Retailers Association (sub. DR190) recommended immediately removing customs duty from all consumer goods except clothing, textile and passenger vehicles. It suggested that planned reductions of duty on clothing and textiles in January 2015 should be brought forward to January 2012, and that the duty on clothing and textiles be eliminated by 2015.

The Commission has previously considered both general tariff arrangements and the assistance provided to the textile, clothing and footwear industries (TCF). In 2000 the Commission found that even the 5 per cent general tariff continued to distort producer and consumer choice and reduce the international competitiveness of a range of Australian producers. The Commission also noted that the interaction of tariffs and a complex set of concessional duty arrangements causes significant monitoring and compliance costs for business. The Commission recommended that general tariff rates be reduced to free no later than 2003 (PC 2000).
In 2003, the Commission conducted an extensive review of TCF assistance. It found that there would be advantage in continuing the step down approach employed in the then current assistance package and said that its preferred option was to maintain tariffs on apparel and certain finished textiles at 10 per cent until 1 January 2015, and then reduce them to 5 per cent (PC 2003). There does not appear to be a strong case for altering the current timetable for reducing TCF tariffs, bearing in mind the potential impact on all of the affected parties.
Full Import Declarations

The main difference between the information required for a customs declaration on an international mail parcel, or through a SAC, and that required for a FID relates to identifying the tariff classification and statistical code for the goods. This information is set out in the Customs Tariff Act 1995 which is over 1500 pages long. It is unrealistic to expect small businesses or consumers to be able to accurately identify this information without assistance.

The paper based process for FIDs of international mail parcels appears to be unnecessarily burdensome on Australia Post, Customs and addressees. It should be possible to develop an online system which would allow an addressee to enter the information required by customs.

Maintaining or increasing the current threshold for a FID and streamlining the procedures, would minimise the costs to all stakeholders. Alternatively, the need for some of the additional information required for a FID might be avoided by changing the way customs duties are applied to low value consignments and reviewing the need to gather statistical data on lower value consignments.

Customs has acknowledged the drawbacks of the current system for processing parcels which are above the threshold. In response to requests for information by the Commission it said that:

The development of a simplified electronic solution would have particular benefits for private importers, as an alternative to extending current arrangements to require formal manual declarations for low value goods. This would require additional funding to develop systems and provide resources for the collection of the additional GST (and, potentially, duty), and the implementation of a cargo intervention and compliance strategy for revenue collection for low value goods. (Customs 2011c, p. 1)

Information on international mail parcels

At Australia Post’s international gateways, parcels are manually sorted to identify parcels with a value above the threshold. Information on those parcels is then manually entered into Australia Post’s and Custom’s systems. Streamlining this process would bring gains in efficiency to the Australian economy and would facilitate the collection of taxes on lower value parcels. This could be achieved by having electronic information linked to each parcel. Customs and AQIS would also be better able to risk assesses parcels for border protection purposes if more information were readily available. However, it may be difficult to introduce any change along these lines unilaterally as Australia Post does not control the receipt of parcels by overseas postal agencies.

Little progress appears to have been made in Australia on moving away from manual processing. In 1998, the Joint Committee on Public Accounts and Audit recommended that Australian Customs and Australia Post should examine improvements that can be made to, and international progress with, bar coding and related item identification systems for imported goods (JCPAA 1998). In response to that report the (then) Parliamentary Secretary to the Minister for Finance and Administration said that:

Customs and Australia Post are agreed that priority should be given to the introduction of streamlined postal clearance procedures, particularly through the electronic reporting of postal consignments at item level. Customs coordinated the preparation of a paper, arguing options along these lines with Australia Post. This paper was presented in September 1998 to the World Customs Organisation (WCO), the Universal Postal Union (UPU), national postal authorities and the International Express Carriers Council.

The paper envisages a staged approach, initially focussing on business mail and commercial parcels, with postal authorities to report electronically to Customs. Bar coding of individual items and use of the World Wide Web will be evaluated and a pilot project is planned for early 1999 between US/UK/Australia. (Slipper 1999, p. 4)

Customs has advised the Commission that the UPU is currently in the process of developing and trialling a pilot Customs Declaration System which is intended as an electronic reporting tool between postal agencies and customs administrations. The system being trialled would be reliant on data capture arrangements being agreed and implemented across the UPU membership (Customs 2011c).

Fees and charges

At present the threshold for exemption from duty and GST also applies to fees and charges. Only imports which are entering through a FID are required to meet the costs of processing imports by paying Customs Import Processing Charges and AQIS Import Declaration Fees. Importers of low value goods benefit from not having to pay charges that are imposed on importers of higher value consignments. It could be argued that this creates a distortion of the market which favours importers of low value parcels over the importers of higher value consignments.

Even though items valued at below the threshold are not subject to the collection of taxes, Customs has to assess whether any taxes are due, and Customs and AQIS have to screen these items for dangerous or prohibited goods. At present the costs of processing are recovered with respect to consignments above the threshold and bulk imports, but not for items below the threshold. A charge which reflected the costs of processing would remove a possible distortion in favour of small consignments, and any consequent inefficiency.

Having said that, the collection of charges on millions of parcels on which no taxes were being collected would be problematic. The most efficient way of doing so would be to collect the charge in bulk through Australia Post (for postal items) and through the express courier businesses for the consignments they are carrying. The charge might be recovered by the carriers from the persons sending the parcels. However, the Commission understands that Australia Post may be unable to recover charges of this nature from foreign postal services. It would therefore be forced to absorb the cost, or attempt to collect the charge from the individual recipients of the parcels.

Responsibility for collecting revenue

Currently in Australia revenue on air cargo parcels is collected from the addressee by the carrier, while revenue on international mail parcels is collected from the addressee by Customs through its ICS. However, as noted above, in the United Kingdom and Canada the postal authority is responsible for collecting the revenue from the addressee, and it is allowed to collect a fee to recover its costs in doing so.

This would appear to be a more efficient way of collecting revenue on international mail parcels than the current multi-step Australian system which involves both Customs and Australia Post. However, it may be necessary to introduce legislation to allow Australia Post to carry out this role. Any revised arrangements would also have to ensure that Australia Post and express carriers did not have to bear the cost of taxes and charges if an addressee refused to accept delivery of a parcel.

Changing the point at which GST and duty is collected

Changing the point at which GST is collected from the border barrier could improve the efficiency of the process.

There are already some arrangements in place which allow international online retailers to collect taxes at the time of sale and pass them on to the government of the country where the buyer is located (appendix F). An arrangement of this nature would be an efficient way to collect GST. But adopting this approach would require other changes to processes.

Arrangements would have to be put into place to ensure that when the parcel arrived at the border it could be identified as having already had tax paid on it, and the tax due reconciled with the tax forwarded by the retailer. The success of this approach would probably depend on there being incentives for overseas online retailers and their customers in Australia to participate in these arrangements. It may also be difficult to extend this approach to smaller online retailers who only make occasional sales to customers in Australia.

There are already arrangements within the EU under which online retailers in and outside the EU who exceed a certain level of sales to consumers in another country can be required to register for VAT in that country. An arrangement along these lines would be dependent on international co-operation.

Another alternative may be to collect GST on overseas purchases made using credit or debit cards by requiring card issuers to collect the GST as part of the transaction. The Commission sought information from financial intermediaries on the feasibility of this option. In response Visa advised that:

Visa is of the view that we could not perform this function. It is noteworthy that Visa does not perform this role for any other jurisdiction globally.

The core reason for our inability to perform such a function is that no technical data solution exists to deliver the suggested collection outcome. It is important to also note that no Visa-controlled steps exist that would change this situation. (sub. DR123, pp. 1‑2)
The Commission understands that the current system for processing payments does not allow the identification of the individual components of a transaction which would be needed to identify what taxes were applicable. The Commission is not aware of any government which is currently using this approach.
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Overseas online purchases of intangibles 

At present, GST is not being collected in Australia on services and intangible goods (such as computer software, games, music, videos and electronic books) purchased by consumer from overseas (Board of Taxation 2010). The revenue likely to be lost from this source in 2010-11 was $1 billion (Treasury 2011). This is approximately twice the amount of revenue which is being forgone as a result of the low value threshold on goods.

Within the European Union this issue has been addressed by taxing the supplier of services to consumers in the country where the supplier is located. The general rule within the EU is that the supply of services to a taxable person are taxed at the place where the recipient is established. But the supply of services to non-taxable persons is taxed in the place where the supplier has established their business. This approach avoids the difficulty of identifying and taxing consumers as the supply of services to consumers is brought within the tax net by taxing the business which is supplying the service (EU 2008). Where the supplier is established outside the EU the place of taxation is the country where the consumer is located.
The Commission’s investigations of this issue have not identified other jurisdictions which are able to effectively bring these purchases within the tax system. While some countries, such as Switzerland, have regulations making foreign suppliers liable for VAT enforcing those regulations is difficult. Failing the cooperation of major suppliers of such intangibles, these transactions might be brought into the tax system if a workable means was found to collect the GST at the time of the transaction through the credit or debit card issuer, but for the time being this seems problematic.

Any effective approach to this issue would appear to require international cooperation, and might best be explored by an international body such as the OECD.
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The way forward

The Commission is of the view that the exemption from payment of GST and customs duty on goods valued at less than $1000 is not the main factor affecting the international competitiveness of Australian retailers. This is particularly so due to the current large difference (in excess of the 10-20 per cent accounted for by the GST and duty) between domestic and overseas retail prices for many goods purchased online. Other factors influencing this judgement include: some consumers shop online overseas because they can not obtain the goods they require locally; the cost of freight on individual items is comparatively high and provides some natural protection; and the willingness of Australian consumers to pay a small premium (some have suggested 20 per cent) for the security of purchasing from an Australian supplier. Indeed the issue of the level of the LVT may be distracting attention from more fundamental issues facing the retail industry arising from their increasing exposure to international competition.

Nonetheless, in principle, the GST, as a broad based consumption tax, should apply equally to all transactions. Having no low value threshold and subjecting all imported goods to the payment of GST would minimise distortions in resource allocations, losses in efficiency, and consequent reductions in community welfare. But there are circumstances under which it is inefficient to impose compliance costs on the government and the community in an attempt to collect small amounts of revenue.

The LVT with respect to customs duty undermines the protective effect of the tariff assistance provided to industries where duty is applicable. Again, however, the negative effect of the threshold on industry needs to be weighed against the benefits consumers receive from lower costs of goods and the impact of administrative and compliance costs. The collection costs for duty are far more substantial than the collection of GST because of the varying rates of customs duty depending upon the product category and source country. Ascertaining the correct rate of customs duty on small consignment is burdensome and usually beyond the expertise of most consumers.

While mindful of the views of several retailers (box 7.5), the evidence strongly suggests that precipitate action to lower the threshold would bring with it net costs to the community. The current costs of collection would need to be significantly reduced to support such a decision. In the Commission’s assessment, resources should be devoted to exploring the most cost-effective and expeditious manner of reducing collection costs to facilitate a cost-effective approach to greater tax neutrality.

The current parcel handling logistics processes used in Australia by Customs and Australia Post need to be significantly improved. In fact, it has become clear during the course of this inquiry that such processes need to be examined irrespective of changes to the LVT. Current processes appear not to be up to the task of accommodating the future demands of expected growth in online retailing. An overall examination of the processing system should seek to lower costs of processing international mail. The challenges in the express courier system are less than with the mail system, but costs are still far too high to be appropriate with a much lower LVT.

Processes associated with the operation of the Custom’s barrier, and in particular unnecessarily high costs or long delays in processing and delivering parcels, should not be accepted simply in order to shelter retailers from international competition. It should be noted that not only consumers, but many smaller retailers and other businesses would be adversely impacted by any system which imposed large delays or added unreasonable costs over and above the relevant GST and duty payable. This is particularly the case for any registered business importing low value items, as in that case it is unlikely that there would be any ultimate loss of GST revenue anyway.

Accordingly, the Government should investigate a new approach to processing incoming parcels, particularly those in the international mail stream, although costs also need to be examined in the express carrier stream. The Government should establish a taskforce of independent experts to design a new system for processing lower value parcels. The terms of reference should outline the criteria, set out earlier in this chapter (section 7.8), which any new system must satisfy. The members of the taskforce should be experienced in the design and implementation of systems capable of sorting and processing larger volumes of consignments. Although not members of the taskforce, it should be advised by Customs, AQIS, Australia Post and CAPEC.

Do not delete this return as it gives space between the box and what precedes it.
	Box 7.
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Responses to the draft recommendations

	We maintain the Productivity Commission should recommend the LVT is lowered to $100, until there is international agreement to standardise de minimis thresholds. (Shopping Centre Council of Australia, sub. DR186, p. 5)
We would further like to see the time process for the reduction of the $1000 threshold to be tightened up. We feel that there is a long lag and that there is an opportunity for that to be sped up and to be tightened up. (ARA, trans., p. 4) 

The pessimistic view would be that if the report isn’t altered insofar as it’s focussed on the implementation of actions of recommendation, there will be no relief for the Australian retail sector until perhaps 2014. (NRA, trans., p. 58)

I think that the Commission has recommended that the government report in 2012. The Assistant Treasurer has made it clear in public comments that it would be at least two years after that report which to me, in government terms, sounds like 2014, possibly 2015. In terms of the pace of change of the retail sector, we believe the marketplace is changing such that some of those changes probably need to occur sooner. (ASGA, trans., p. 84)

We again support the formation of this but we are concerned about the time it would take.   … If we wait another three years, five years, we’re talking 30 per cent in five years. The Australian bike industry can’t sustain that. So those time frames for us are very critical. (Bicycle Industries Australia, trans., p. 137)

CAPEC also welcomes the establishment of a taskforce charged with investigating new approaches to the processing of low value imported parcels, and greatly appreciates the endorsement of having CAPEC involved in this process. A more efficient border clearance and revenue collection system would benefit all key stakeholders. (CAPEC, sub. DR156, p. 1)

We affirm the Commission’s conclusion that, in principle, the LVT should be reduced to ensure tax neutrality. However we are concerned that the creation of a taskforce to investigate the system of processing parcels will result in a significant delay before the achievement of such tax neutrality on imports, if at all. (ForTheRiders Bike Shop, sub. DR158, p. 1)

We are concerned about the timeframes associated with any change stemming from this taskforce, with the retail sector, especially the bicycle sector suffering considerably from the massive growth in offshore online purchasing. … A speedy response is required to prevent the bicycle sector, which employs over 10,000, being forced to reduced both staffing levels and services to the community. (Colony BMX, sub. DR 169, p. 2)

The Fair Imports Alliance supports changing the parcel handling processes of both air and sea cargo and international mail, thus reducing the administrative compliance and enforcement costs of administering the LVIT, and allowing it to be reduced. … The FIA strongly urges the Productivity Commission to convey to the Government the sense of urgency in creating greater efficiencies in the handling of inbound packages by air and sea cargo or international mail. The FIA believes that the removal of the competitive disadvantage imposed by the current LVIT should be a priority for the Government and does not believe that the retail sector should have to wait three years before it sees any change. (Fair Imports Alliance, sub. DR171, pp. 5-6)

	

	


The proposal to establish a taskforce was canvassed in the Commission’s draft report. Most responses to the draft report supported this general approach while suggesting some refinements. Australia Post (sub. DR192), for example, suggested that a representative of AQIS should also be invited to act in an advisory role to the taskforce. The Commission agrees and has amended its recommendation accordingly. The Australian Retailers Association (trans., pp. 4-7) suggested that industry bodies representing retailers affected by the LVT should also be involved in the taskforce as some of their members have experienced difficulties under the current system and would be able to contribute to improvements. While the taskforce should consult widely with regular importers and other stakeholders, they are not as central to the implementation of any changes as the businesses and agencies which will have to implement those changes in their own facilities.

A number of responses to the draft report raised concern about the time frame for the taskforce’s report and the implementation of changes (box 
7.5). Their concerns are understandable. Nevertheless, until a revised process is designed it is not reasonable to nominate a fixed timeframe for its implementation. It is important, therefore, that the taskforce recommended by the Commission report back in 2012 with a tight, but achievable, proposed timetable for improving the processing system. 

From preliminary investigations, the Commission is aware of some international initiatives and processes already in place which have the potential to lower the costs of collecting taxes and duty on incoming low value parcels. It should be noted that this is a rapidly changing scene. Other countries have also been grappling with these sorts of challenges and several of them have already developed promising improvements which might be employed here. These include:

· encouraging larger online retailers to collect applicable taxes at point of sale

· the collection of electronic data on international mail parcels

· for mail parcels, using Australia Post to collect the revenue and processing costs, rather than the current multistep clunky process between Australia Post and Customs

· greatly simplifying duty assessment by having a limited number of rates and classifications (e.g. ten or less) for low value items, rather than the current system of entering items by individual tariff code which often requires using a customs broker.

Once a more efficient system has been fully investigated, utilising international best practice, the costs and benefits of implementing any new process should be assessed. If a new process can satisfy the criteria noted above (section 7.8) and meet the needs of Customs and AQIS for their other border protection responsibilities, the LVT arrangements should then be reassessed and the most appropriate threshold for Australia determined. In determining the most appropriate level to which the LVT should be lowered the additional tax revenue from all sources should be compared to the costs of collection and any other costs to consumers and businesses, such as the loss of consumer surplus.

The Commission understands that the investment required in the mail system is likely to be significant, and a new process may take some time to fully implement. 

Recommendation 7.1

There are strong in-principle grounds for the low value threshold (LVT) exemption for GST and duty on imported goods to be lowered significantly, to promote tax neutrality with domestic sales. However, the Government should not proceed to lower the LVT unless it can be demonstrated that it is cost effective to do so. The cost of raising the additional revenue should be at least broadly comparable to the cost of raising other taxes, and ideally the efficiency gains from reducing the non-neutrality should outweigh the additional costs of revenue collection.
Recommendation 7.2

The Government should establish a taskforce charged with investigating new approaches to the processing of low value imported parcels, particularly those in the international mail stream, and recommending a new process which would deliver significant improvements and efficiencies in handling. The taskforce should comprise independent members, with the Australian Customs and Border Protection Service (Customs), the Australian Quarantine and Inspection Service (AQIS), Australia Post and the Conference of Asia Pacific Express Carriers providing advice. The terms of reference should outline the criteria that any new system must satisfy including: minimising the costs of processing and delivery delays, streamlining the assessment of Customs Duty, user pays, and without compromise to the border protection functions of Customs and AQIS. This review should report to Government in 2012 and propose an expeditious timeframe for its proposed changes.

Once an improved international parcels process has been designed, the Australian Government should reassess the extent to which the LVT could be lowered while still remaining cost-effective.
�	See: SCV Bicycle Imports, sub. 30; Yarra Valley Cycles, sub. 32; Slam Factory, sub. 33; Renegade Cycles, sub. 34; Strictly BMX, sub. 35; Hyperdome Bike Hub, sub 36; Sacred Ride, sub. 44; Blackman Bicycle Services Pty Ltd, sub. 52; Bicycle Industries Australia, sub. 53; Back Bone BMX, sub 54; ForTheRiders Bike Shop, sub. 55; Mainly BMX, sub. 56; Retail Cycle Traders Australia, sub. 57; Colony BMX Retail, sub. 58; KWT Nominees, sub. 76.


�	Based on the estimated distribution of international mail parcels across value ranges, and the average value in each range for air cargo consignments.
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_1381735120.unknown

_1381735289.unknown

_1381735318.unknown

_1381735418.unknown

_1381737155.unknown

_1381735328.unknown

_1381735307.unknown

_1381735258.unknown

_1381735272.unknown

_1381735206.unknown

_1379854678.unknown

_1381732660.unknown

_1381733652.unknown

_1381654163.unknown

_1381671491.unknown

_1379854669.unknown

_1379854672.unknown

_1379854668.unknown

_1379854662.unknown

