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MINISTRY OF FINANCE AND ECONOMIC DEVELOPMENT

SECOND READING OF THE EXCISE DUTY (AMENDMENT) BILL

 [Tuesday 12 July 2011]

Mr Speaker, Sir, I move that the Excise (Amendment) Bill be read a second time.

The Bill provides for the implementation of the measure announced in the 2011 Budget Speech for modifying the excise taxation system of motor cars which is based on their engine capacity to take into account their CO2 emission.  It thus amends the Excise Act to provide, in addition to the excise duty chargeable on a motor car, for the imposition of a CO2 levy or for the granting of a CO2 rebate from the excise duty payable, depending on the CO2 emission of that car.
Mr Speaker, Sir, the motor vehicle industry is a very dynamic sector, which is subject to rapid changes in technology as well as market conditions.  That is why, periodically, major reforms have been brought to the taxation structure.  The last two major reforms in the tax structure of motor vehicles were brought in July 2003 and in June 2006.
In July 2003, the following changes were brought:
(i) The registration duty that was at valorem rate of 11% was replaced by a schedule of fixed fees;
(ii) the excise duty rates, ranging from 90% to 250%, were lowered to the range between 65% and 185%; and
(iii) the parameters for the valuation of second hand motor vehicles by Customs were modified.

 In June 2006, the excise duty bands were brought from 4 to 2, and the rates of duty ranging from 65%, 95%, 135% to 185% curtailed to 55% and 100%. 


The reform we are initiating is to align our vehicle taxation system with the Maurice Ile Durable (MID) vision whose objective is to make of Mauritius a world model and reference of sustainable development.  To this end, I emphasised at paragraph 286 of my Budget Speech last year the need to modify our motor vehicle taxation system to reflect the Polluter Pay Principle and take into account the CO2 emission standard which is becoming the new practice worldwide.  I also mentioned that the IMF would carry out a study on the current taxation system, including excise duty, registration duty and road tax and make appropriate recommendations.  This study was meant to complement an earlier work already undertaken by Agence Française de Développement (AFD) while at the same time giving due consideration to the need to safeguard government revenue base.

This study was undertaken in January/February this year in the context of the IMF Article IV mission.  Two reports were submitted, namely “Options for Environmental Tax Reform in Mauritius” and “Policy Note: Near Term Options for Green Tax Reform in Mauritius”.  The two reports not only cover issues related to motor vehicle excise taxation but also include matters regarding road congestion and carbon taxation.  The IMF outlined that even with a fully green excise taxation regime, the volume of CO2 emission would not be lowered if road traffic congestion rose.  Given the significant share of government revenue from motor vehicle taxation, they came with a number of options, both short term and longer term, for environment tax reforms in the area of road transportation and motor vehicles that would reconcile revenue protection and environment promotion objectives.  


On the question of road congestion, I would like to mention here that Government has been spending over Rs 5.5 billion in the last 3 years on road and traffic improvement. The ambitious Road Decongestion Programme will involve investment of Rs 25 billion over the next 5 years in further enlargement of the Curepipe-Port-Louis motorway, construction of the Harbour bridge and of a link bridge between Royal Road to join M1 at Soreze, construction of the Ring Road as well as the Terre Rouge-Verdun-Ebene road which will act as an outer ring road.  Government has also been investing on road projects to improve access and mobility in other parts of the country including Phoenix-Beau Songes link road, Triolet by-pass, Goodlands by-pass, and access road at Reduit Triangle.  
Mr Speaker, Sir, let me recall the taxation system currently in place on car ownership.  We have, besides the general VAT, three distinct taxes on motor car ownership.  These are all related to engine size, as measured by cylinder capacity in cubic centimetres (cc).
First, an excise duty which is a one-off ad valorem tax levied on the import price of a vehicle.  There are two rates, namely:
i. 55 percent, if the engine capacity is less than 1,600 cc; or
ii. 100 percent, if the engine capacity is greater than 1,600 cc.

Second, registration fee payable on first entry into Mauritius or any subsequent transfer of ownership: for a first registration.  The rate varies from Rs 12,500 and Rs 150,000 depending on engine size whilst for subsequent transfers, the age of the vehicle is also taken into account.

Third, road tax payable every year, varying between Rs 3,500 and Rs 13,000, again depending on engine size.


Regarding excise taxation, the IMF team recommended a two level system:

First, so as to safeguard revenue, to keep the present ad valorem excise tax based on the import price.  The preferred recommended option was to move to a single flat rate applicable on all cars irrespective of the engine capacity.  Their proposal was to have an intermediate rate between the two existing rates.  In fact, their calculation concluded that in order not to lose revenue, the single rate should be fixed at 66%, meaning that smaller-sized cars would have had to be more heavily taxed whilst the excise duty rate on bigger cars and luxury cars would be lowered.
Second, to achieve the green objective, the above excise duty amount would be adjusted by a revenue-neutral feebate system, i.e., a Fee and Rebate system (similar to the French system of ‘bonus/malus écologique’), under which a motor car buyer would pay an additional amount as penalty (or fee) per gramme of CO2 per km emission above a set threshold.  On the other hand, the buyer would receive a rebate (or subsidy) calculated on the basis of gramme of CO2 per km if the CO2 standard emission of his motor car is below the CO2 threshold.

To ensure the system protects revenue over time and also keeps pace with technological change, the IMF recommended that the CO2 gramme per km threshold be worked out each year on the basis of the previous year’s pattern of imports.


In addition, the IMF recommended that over the medium term, the road tax be converted into a “congestion charge per km”, whereby motorists are encouraged to drive less to reduce their tax bill.

As regards registration duty, the IMF recommended that it should be lowered progressively and the revenue loss be compensated through a rise in the proposed cordon congestion toll.


We have carefully examined the different proposals submitted by not only the IMF but also the AFD and other stakeholders.  We have worked out numerous scenarios and various combinations taking into consideration national interests.  It is clear that the balance to be struck between revenue protection considerations and environmental objectives is a very delicate one.  It is also clear that moving towards a full and comprehensive CO2 based system of motor vehicle taxation can only be done one step at a time and in phases.


Mr Speaker, Sir, we believe that the proposals put before the House today are the most appropriate at this stage.  We are confident that their implementation will be acknowledged as a major milestone and a watershed in the MID process.

The Excise (Amendment) Bill makes provision for keeping the current multi-band approach for the time being.  Introducing a single flat rate that would be revenue-neutral will necessitate an increase in the excise duty rate for smaller cars from 55% to 66% which would lead to a rise in the selling price in many cases, even after allowing for rebate for lower CO2 emission.


So as to narrow the gap between the 55% rate and 100% excise rate and pave the way towards a single flat rate in the future, we are introducing an intermediate band and rate, for cars of cylinder capacity between 1,601 cc to 2,000 cc.  The new tax structure and excise rates levied on import price will be as follows:-

· 55%, for motor cars below 1,600 cc , that is no change;
· 75% instead of 100%, for motor cars between 1,601 to 

2000 cc; and 
· 100%, for motor cars of more than 2,000 cc, that is no 

change.

The environmental consideration in our excise taxation is incorporated through the imposition of a CO2 levy or granting of a CO2 rebate. 
We are introducing a CO2 levy or CO2 rebate around a dynamic CO2 threshold similar to the IMF proposal.  The CO2 threshold up to end December 2012 will be 158 gramme per km, which is the average CO2 emission of new motor vehicles classified as motor cars imported into Mauritius in 2010 – using the same unified international measurement standard UN ECE 101 as used by other countries for taxation.  The CO2 threshold will be reviewed in subsequent years to reflect the average pattern of import of new motor cars.  The task of computing the average CO2 emission will be done jointly by my ministry and Mauritius Revenue Authority.  A Technical Certification Committee under the chair of Central Statistical Office and comprising representatives from the Ministry of Finance, Ministry of Environment, Ministry of Commerce, Mauritius Revenue Authority and National Transport Authority will verify and certify the correctness of the average CO2 and advise accordingly.
The CO2 levy will be payable if the CO2 gramme per Km of a motor car exceeds the CO2 threshold of 158 CO2 gramme per Km.  A graduated CO2 levy rupee rates are being proposed as follows, which is set out in Sub-part B of the First Schedule of the The Excise (Amendment) Bill:-
+Rs 2,000 per gramme/km, for Cars from 159 to 190 CO2 grammes/km; 

+Rs 3,000 per gramme/km, for Cars from 191 to 225 CO2 grammes/km;
+Rs 4,000 per gramme/km, for Cars from 226 to 290 CO2 grammes/km; and  

+Rs 5,000 per gramme/km, for  Cars above 290 CO2 grammes/km

The amount of CO2 levy payable will be the difference between the CO2 gramme per Km of the motor car and the CO2 threshold of 158 CO2 gramme per Km, multiplied by the CO2 rate.  For instance, if the CO2 gramme per Km of the motor car is 168, the amount of CO2 levy will be difference between the CO2 gramme per Km of the motor car and the CO2 threshold of 158 CO2 gramme per Km, that is 10 gramme per Km multiplied by the CO2 levy rate of Rs 2,000 per gramme/km.  In this case the amount of CO2 levy payable will be Rs 20,000.
On the other hand, a CO2 rebate is granted when the the CO2 gramme per Km of a motor car is below the CO2 threshold of 158 CO2 gramme per Km.  In this case also a graduated rupee rates for CO2 Rebate is proposed as follows-
- Rs 3,000 per gramme/km, for Cars with up to 90 CO2 grammes/km; and
- Rs 1,000 per gramme/km, for Cars from 91 to 158 CO2 grammes/km.
The same formula as in the case of CO2 levy will be used for the computation of CO2 rebate. For instance, if the CO2 gramme per Km of the motor car is 148, the amount of CO2 levy will be difference between the CO2 gramme per Km of the motor car and the CO2 threshold of 158 CO2 gramme per Km, that is 10 gramme per Km multiplied by the CO2 rebate rate of Rs 1,000 per gramme/km.  In this case the amount of CO2 rebate will be Rs 10,000.  This amount will be deducted from the excise duty payable.  This amount of rebate that can be deducted is limited only up to the amount of excise duty that is payable.

As I have mentioned earlier, the implementation is being made one step at a time and in phases.  The CO2 levy or CO2 rebate system will apply only to motor cars at this stage, including estate wagons, jeep-type vehicles and Sports Utility Vehicles (SUV).  It will not apply to such motor vehicles as single-cabs, double-cabs, lorries, buses and minibuses. The motor cars that will be subject to CO2 rebate/levy will be specified in Part III of the First Schedule to the Excise Act.  An amendment will be proposed at Committee Stage to reorder the First Schedule to this Bill as the Second Schedule and the existing Second Schedule to this Bill will be reordered as the First Schedule.  Since 84% of the vehicle fleet (excluding auto cycles and motor cycles) is made up of motor cars, our proposals will address significantly the issue of CO2 emissions, although some of the other types of vehicles may contribute more individually than a motor car.  
As a consequence of the introduction of the CO2 levy or CO2 rebate system, the rate of excise duty applicable on hybrid cars will have to be reviewed.  There is presently a preferential rate of duty on hybrid cars through a 50% duty reduction introduced in 2008.  It is proposed to replace that concession by the new CO2 levy/rebate system.



Regarding electric cars, since their CO2 standard emission is zero, they cannot be integrated into the CO2 levy or CO2 rebate system.  In fact, both the AFD and the IMF recommended that a specific tax regime be applied to this category of cars.  Current Regulations provide for the various excise duty rates to be reduced by 50% for electric cars on the basis of a threshold relating to the power rating of the engine, namely 57.5 kw.  Representations have been received from various dealers on the appropriateness of this threshold value and on the tax base itself.  My Ministry, together with other concerned ministries, will hold consultations with car dealers on this very technical aspect.
Given the objective being sought is to bring a shift in consumer choice from high CO2 emission cars to lower CO2 emitting ones, the CO2 levy/rebate system will be applied to all cars purchased, whether new or second-hand, whether private-owned, company-owned or government-owned, whether duty-paid or full duty-free or partially duty exempted, save, as I have just indicated, for electric cars.

On the operational side, the measurement of the CO2 Emission has to be compliant with the UN ECE 101 Standard.  For new cars, CO2 Emission certificate will be made available by the car dealer.  Regarding imported second-hand motor cars, the actual CO2 emission of the motor car will be the basis for the determination of the CO2 levy or CO2 rebate.  For imported second-hand motor cars, CO2 emission per gramme per km has to be certified by an authorised Pre-Shipment Inspection (PSI) Company and included this additional element in the Pre-Shipment Inspection presently required by the Ministry of Commerce before issue of an import permit.  The Consumer Protection (Control of Imports) Regulations is being amended accordingly.
The Bill makes provision for consequential amendment to be made to the VAT Act so that the CO2 levy or CO2 rebate forms part of the VAT base.  This means that the VAT amount will be computed on the excise duty plus the amount of CO2 levy charged or minus the amount of CO2 rebate granted from the excise duty payable, as the case may be.
I am also providing for transitional provision in the Bill for the smooth implementation of this measure.  Thus, the measure will not be applicable to new motor cars that have already been shipped or where a confirmed order has been placed for an individual provided that the motor car is shipped on or before 31 December 2011 and for imported second hand cars for which import permit have already been issued and for motor cars in bond before 13 July, that is the commencement date of this Bill.  However, options will be granted to importers to choose the new tax regime provided that a valid CO2 certificate is submitted.
The measures I have just announced have been designed to be revenue neutral.
Mr Speaker, Sir, I am taking opportunity of this Excise (Amendment) Bill to remove an anomaly in the taxation of double space cabin vehicle of pick-up type.  Presently, a fully built double space cabin pick up is subject to an excise rate of 40% whereas one without rear bed (caisson) is subject to a 10% excise rate.  Virtually, all double space cabin vehicles are imported without rear bed, which are imported separately to evade payment of 40% excise duty.  It is proposed to impose a single excise rate of 20%, effective as from tomorrow 13 July.  I wish to remind the House that qualified small planters, farmers, fishermen cooperative societies and SMEs can benefit from full duty exemption.  The First Schedule of the Excise Act is being amended in the Bill accordingly.

Mr Speaker, Sir, with these words, I commend the Bill to the House. 
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