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Introduction

In the first half of 2019, the possibility of introducing taxation on non-alcoholic
drinks based on their sugar content was announced as a measure aimed at
improving public health. The Ministry of Finance’s argument states that the EU
Member States, citing the United Kingdom, Ireland and Portugal, have introduced a
sugar-based taxation system for non-alcoholic drinks. Similar tax solutions have
previously been implemented in France, Finland, Belgium and Hungary. The
proponent of the law in Croatia also expects a decrease in the sugar content of
non-alcoholic drinks and a reduction in the consumption of non-alcoholic drinks and
consequently a reduction in obesity and diseases associated with excessive sugar
intake. In the case of energy drinks, they shall be taxed based on the quantity of

taurine or methylxanthine.

Consultation with the interested public on the draft Act on Amendments to the
Excise Tax Act on Coffee and Non-alcoholic Drinks was published on September 17,
2019. The public consultation report published on October 31, 2019 shows that
comments received from the industry, associations and natural persons have been
largely rejected. The vast majority of the comments to the draft Act were not

accepted.

The Excise Tax Act on Coffee and Non-alcoholic Drinks entered into force on
January 1, 2020. The Act stipulates a new methodology for calculating taxation,
which will be defined by the Regulation which will enter into force on March 1,
2020.
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Implications for Industry and Economy

Despite the fact that public health protection is a priority for the industry and
AmCham, it is not possible to assess the effects that the new Excise Tax Act on
Coffee and Non-alcoholic Drinks will have on improving the public health, that is, on

reducing the general population obesity rate.

The American Chamber of Commerce in Croatia believes that taxing one type of
sugar-containing product with the aim of reducing the sugar consumption of the
general population will not produce effective results. AmCham believes that a
comprehensive approach is needed in order to successfully address a certain issue.
The isolation and taxation of one industry as the solution to a much more complex

issue of national importance cannot produce quality results.

At the same time, the proposed legal amendments could cause a number of
negative effects for the non-alcoholic drinks industry, including:

e selective isolation of individual products as the cause of national public health
issue,

e selection of certain ingredients for taxation purposes (methylxanthine and
taurine) whose safety assessment was carried by the European Food Safety
Authority and approved for their use,

e excessive taxation because the fixed amount of taxation has not been
abolished despite the introduction of a progressive rate,

e the creation of illegal markets and cross-border consumption,

e job cuts,

e the creation of market uncertainty for the non-alcoholic drinks industry since
the public consultations finish just one days before the Regulation enters into
force, with the uncertainty of the results of the public consultation, and

e named circumstances of tax uncertainty reflect negatively on the entire

Croatian economy.

In terms of cross-border consumption and illegal trade, Croatia is considered a

highly exposed country. Additional taxation of non-alcoholic drinks will contribute
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primarily to greater cross-border consumption, thus failing to achieve the fiscal and

health effects of the proposed measure. Denmark is an example of a country in
which cross-border consumption of non-alcoholic drinks accounted for more than a
third of the total domestic consumption, resulting in the full withdrawal of the non-

alcoholic drinks tax in 2014.

Legislative amendments on non-alcoholic drinks with added sugar will cause a rise
in prices of such products, reduced demand which diminishes investment
opportunities and could have a negative impact on the number of employees in the
non-alcoholic drinks industry. The full impact of this taxation will be known only
after the adoption of the Government Regulation, which further contributes to the

uncertainty and business plans for the current year and the upcoming period.

As far as energy drinks are concerned, they will be taxed based on the proportion
of methylxanthine or taurine. Given that most energy drinks are imported, and that
their production in Croatia is almost non-existent, this tax would primarily concern
imported products. Typically, energy drinks contain a mixture of caffeine, taurine,
vitamins, and other safe and approved functional ingredients, as confirmed by the
European Food Safety Authority (EFSA). Furthermore, EFSA has repeatedly
confirmed that there is no harm in the ingredients of energy drinks, either
individually or in combination. This contributes to the argument that this is an
insufficiently substantiated tax if aimed at the prevention of obesity and the

improvement of public health.

The proposed taxation methodology, which provides for a fixed rate, will include
sugar-free products with low or no calorific value, which is contrary to the purpose

of the proposed law.

The time period between the official legislative proposal and the actual amendment
of the Act was extremely short. The Act itself entered into force on January 1,
2020. The accompanying Regulation is scheduled to enter into force on March 1,
2020, and the Government published its first official draft on February 15, 2020.

These are extremely short deadlines given the impact the amendments will have on
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consumers, manufacturers, distributors, retail stores and tax authorities. Given that

the Act provides for amendments that will have a significant impact on the overall
business of the industry, the overall process of communication between the

industry and government institutions should have been longer.

This way of enacting and communicating significant legislative amendments to the
representatives of the non-alcoholic drinks industry calls into question their ability
to plan and forecast the business for the current year. The overall situation has a
negative effect on the general business environment, since it violates the principle

of business predictability.

Recommendations and Conclusion

The American Chamber of Commerce in Croatia (AmCham) has constructively
participated with its proposals in the last four rounds of amendments to the tax
legislation and on this occasion it also welcomes the Government’s efforts to reduce
tax burdens and simplify business in terms of tax administration as well as tax

predictability.

AmCham supports the efforts of the Government of the Republic of Croatia to
improve the health of the Croatian citizens and calls for the definition of a

comprehensive solution concerning the fight against obesity.

Industry-specific taxation without the comprehensive solution for the public health

and tax issues needs to be revised, so AmCham proposes:

1. As the variable taxation model will be introduced, the basic flat-rate tax
burden should be abolished. The current model, a combination of the
fixed and variable tax burden, is in contrast to the declared purpose of the
proposed law and contributes to complexity of application.

2. It is necessary to take into account the timely adjustment of business
entities that are affected by the legislative change, especially in the case of

amendments that involve a greater financial burden. The business entities
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need to be given sufficient time to make changes to their business plans and

budgets. AmCham proposes a postponement of the entry into force of the
Regulation until January 1, 2021 in order to ensure the predictability of
the business environment.

3. Improving the health of the general population requires a comprehensive
approach. Isolation of sugar and its specific product group (non-alcoholic
drinks containing sugar) is a partial solution that will not contribute to the
solution of the complex public health problem. The taxation of
methylxanthine and taurine is covered by the same argumentation which is
not justified in the harm assessment by the competent European bodies such
as the European Food Safety Authority (EFSA). AmCham, therefore, proposes
abolishing any tax burdens on non-alcoholic drinks containing
methylxanthine or taurine since there is no evidence of their harmfulness
nor their taxation contributes to the achievement of legislative goals.

4. The non-alcoholic drinks industry representatives want to make a proactive
contribution to improving health in Croatia. A partnership between the
industry and relevant institutions in public health campaigns can be
an example of a good practice in responsible behavior in pursuing common

goals.

AmCham believes that continued communication between institutions and market
representatives, which would include the Ministry of Health, the Ministry of Finance,
representatives of non-alcoholic drinks manufacturers and distributors and
associations representing the interests of the business community as well as public
health is necessary in order to reach solutions that would result in the better health
for citizens, especially young people, in a gradual and systematic manner and in a

way that would not cause a market disruption.

A McKinsey Global Institute study found that taxes are one of the least effective
interventions. According to the study, planned and targeted measures such as
reducing the sugar content of products, introducing smaller packages, and

educating citizens give the most effective results in the fight against obesity.
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Public authorities” focus on public health activities (public health campaigns and

amendments to tax acts and regulations) is expected. AmCham believes that
achieving these goals requires a partnership with the business community and
other stakeholders. The realization of these goals and securing the necessary
financial resources requires a productive co-operation between the industry and the
competent institutions as well as long-term planning of activities and costs; this is
why AmCham calls for the definition of multi-annual plans related to

legislative amendments.
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For additional information, please contact:
American Chamber of Commerce in Croatia
Andrea Doko Jelusi¢,

Executive Director

T: 01 4836 777

E: andrea.doko@amcham.hr
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