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REGULATION IMPACT STATEMENT

(Office of Best Practise Regulation reference 9028)

CHANGES TO THE CHERRY INDUSTRY LEVY AND EXPORT CHARGE

Background

The Australian cherry industry consists of approximately 700 growers. In 2004-2005 the industry produced 8,200 tonnes of cherries with a gross value of production of $67 million (Australian Food Statistics, 2006).The industry is concentrated in New South Wales, South Australia and Victoria and has smaller but important production areas in Tasmania and Western Australia. Key production areas within these States include the Young, Orange and Bathurst regions (NSW), the Dandenong Ranges (Vic), Mount Lofty Ranges and Riverland area (SA), Huon Valley (Tas) and the Bridgetown and Mt Barker areas (WA). Approximately 80 to 85 per cent of product is consumed domestically.

In 2005-06, Australia exported 910 tonnes of fresh cherries, valued at $7.6 million. Imports of fresh cherries in 2005-06 totalled 790 tonnes, valued at $6.6 million. Almost all imports of fresh cherries came from the USA. These fresh imports are counter-seasonal supplies and do not compete directly with Australian product. Australia also imported $6.6 million of preserved and processed cherries in 2005-06, including glace and canned. This compares with exports of preserved and processed cherries in 2005-06 of $500,000.

The Australian cherry season runs from early-November until February with fresh cherries having a short shelf-life of approximately three weeks. There have been plantings of cherry trees in all producing states in recent years. Given the number of young trees coming into bearing, production of cherries is forecast by Cherry Growers of Australia Incorporated (CGA) to increase substantially by 2010. The cherry industry views the maintenance and expansion of export markets as a vital part of selling this increased production and achieving a successful future.

However, the cherry industry has experienced difficulties in recent years in maintaining and expanding market access for exports. This is partly due to changed quarantine regulations in a number of export markets. For example, on 1 January 2006 Chinese Taipei introduced amendments to a number of its quarantine regulations covering requirements for imports of plant products. As a result of amendments relating to potential Queensland fruit fly (QFly) host products, Australian cherry growers lost market access to Chinese Taipei (with the exception of Tasmania and the Riverland area of South Australia which are both recognised by Chinese Taipei as free of QFly). Subsequently, the value of Australian fresh cherry exports to Chinese Taipei dropped from $3.75 million in 2005 to $0.18 million in 2006. The industry, with financial assistance from the Australian Government, is currently conducting research to generate scientific data that will validate its treatment methods for QFly in an attempt to improve its access to export markets.

Cherry Growers of Australia Incorporated (CGA) is recognised by the Australian Government as the peak body representing cherry growers. CGA is a member of Horticulture Australia Limited (HAL) and the industry is involved in Regulations made under the Primary Industries Levies and Charges Collection Act 1991, the Primary Industries (Excise) Levies Act 1999 and the Primary Industries (Customs) Charges Act 1999.

A statutory levy and export charge commenced on 15 November 1993 to support research and development (R&D) activities, which are performed by Horticulture Australia Limited. The levy is collected at the first point of sale and applied to cherry growers at a rate of 1 cent per kilogram, collecting on average $74,268 each year (plus annual matching Government funding of approximately $72,000 for R&D). Levy is not collected on cherries directed to processing. 

Some members of the cherry industry currently also contribute to a voluntary R&D levy, which raises a total of approximately $95,000 annually from grower contributions (plus approximately $95,000 in matching Australian Government funding).

Horticulture Australia Limited (HAL), on behalf of CGA, has made a submission to the Australian Government for an increase in the research and development (R&D) component of the cherry levy; the establishment of a new marketing and promotions levy; and the establishment of regulations to enable an emergency plant pest response (EPPR) levy.

The proposal put to the Australian Government is for:

· A 3c/kg increase in the R&D levy and export charge on cherry growers, bringing the total R&D component of the cherry levy and export charge to 4c/kg;

· the establishment of a new cherry marketing and promotions levy and export charge of 3c/kg; and

· the establishment of a cherry EPPR levy, initially to be set at zero (0) cents/kg.

The net effect of the proposed changes would see the cherry statutory levy and export charge increase from the existing 1c/kg to a new total levy of 7c/kg.  This represents a 600 per cent increase and is expected to raise approximately $297,000 each year for R&D and $222,000 for marketing activities.

This Regulation Impact Statement addresses the R&D and marketing components of the levy proposal.

Problem
The cherry industry completed a working plan in June 2005 titled “Taking Stock and Setting Direction: A working plan for the Australian Cherry Industry”.  The working plan outlined a range of key challenges facing the industry, including difficulties in accessing export markets and an expected doubling in the volume of cherries produced in Australia from new plantings coming to bear.

To offset expected increases in the volume of production and to continue to build a stronger industry, CGA wishes to pursue a range of strategies aimed at increasing domestic consumption of cherries and expanding markets for exports.  However, the cherry industry currently lacks a consistent and sufficient source of funds to finance the R&D and marketing initiatives that CGA believes will be important for achieving its goals.  Currently, the industry’s only consistent source of funding comes from the existing 1 cent cherry R&D levy.  Due to Australia’s relatively small number of cherry growers (approximately 700), the existing statutory levy raises, on average, a modest amount of $74,268 annually in grower contributions.  CGA believes that this modest level of funding has constrained the number and extent of R&D programmes that the industry can undertake. Although some growers also contribute additional voluntary R&D levy funds, this source of funding is inconsistent and varies from year to year.

CGA claims that due to a lack of financial resources, the industry has been unable to undertake essential research for market access and market maintenance and as a result, has lost export markets (for example, Chinese Taipei).  According to CGA, increased funding for R&D is essential to allow the industry to commission the research necessary to achieve market access to at least four important export markets.  Similarly, CGA believes that the current lack of funds for marketing initiatives has resulted in the industry being unable to organise and finance marketing programmes of a scale necessary to increase demand or influence price.

Objectives of Government action
The objective is enable the cherry industry to establish a more extensive and consistent source of funding for R&D and marketing initiatives identified by the industry as priorities.  This will give the cherry industry a greater capacity to finance a range of R&D and marketing programmes that will help the industry to achieve its goals, such as increasing domestic consumption of cherries and exports.

Options that may achieve the objective
Option 1 - Status Quo

Under this option, there would be no change to the current level of funding going to the cherry industry for R&D purposes.
Option 2 - Industry Cooperative/ Marketing Groups and Private Research Providers

Individual growers, industry cooperatives and marketing groups could engage private research providers to conduct R&D and marketing initiatives.

Option 3 - A Voluntary Levy System

Cherry growers could be asked to increase their level of voluntary contributions for the purpose of raising additional R&D and marketing funds.
Option 4 - Increase the Cherry Statutory Levy to a total rate of 7c/kg

The Government could accept CGA’s proposal to increase the cherry industry statutory R&D levy to 4 cents/kg and establish a statutory cherry marketing levy at a rate of 3 cents/kg.

Impact analysis – costs, benefits and risks
Impact group identification

Increasing the funds available to HAL for additional R&D and marketing of Australian cherries is aimed at generating increased market demand for Australian cherries against forecast production trends.  In the absence of increased market opportunities, greater volumes of cherries would be available to consumers, which in turn is likely to result in an oversupply and lead to reduced returns for some cherry growers.

The provision of increased funds to HAL for additional R&D and marketing of Australian cherries is most suitably funded by the Australian cherry industry, as cherry growers are likely to be the beneficiary of the outcomes achieved by the additional R&D and marketing work.  Therefore, the group likely to be impacted by the proposal to raise the additional R&D and marketing funds are also expected to be the beneficiaries; that is cherry growers.

Option 1 – Status Quo

Continuing the status quo, with the statutory levy remaining at the existing 1c/kg rate would mean the cherry industry would be unlikely to have sufficient funds to pursue the new R&D and marketing initiatives the industry wishes to undertake. As such, domestic cherry consumption could be expected to remain at its current rate per capita and the industry would likely experience continuing problems in accessing export markets in the absence of new research needed for market access.

The existing levy does not allocate any funds for marketing activities, and the average annual cherry R&D statutory levy collection of $74,268 is viewed by CGA as not being sufficient to fund the initiatives that are considered by CGA as essential for securing the industry’s future.  For example, it is likely that the industry would be unable to pursue R&D initiatives on QFly that is expected to improve access to export markets.

Without increased funding for R&D and marketing initiatives aimed at increasing domestic demand for cherries as well as exports, expected future increases in the volume of Australian cherry production could result in lower cherry prices due to increased supply.  In such a scenario, consumers may obtain economic benefit from lower cherry prices, however the profitability of the cherry industry would suffer under lower returns.  By maintaining the status quo, the Australian Government would continue to provide matching funding for R&D at the existing rate.

Option 2 – Industry Cooperative/ Marketing Groups and Private Research Providers

As the cherry industry is a comparatively small horticultural industry (in terms of number of growers), CGA claims that the majority of growers are not large enough to undertake their own marketing and R&D activities nor to create the economies of scale to do these activities through some form of co-operative effort between growers.  Evidence 

As such, the option of relying on individual growers or groups of growers to conduct private research may struggle to achieve the quantum and consistency of funding required for pursuing the new marketing and R&D strategies identified by the industry. Additionally, any research conducted privately is unlikely to be provided for the benefit of all growers, as the commissioner of the research would likely seek a competitive advantage from being the ‘first mover’. In seeking a competitive advantage, private researchers would also be less likely to pursue research of an industry-wide or public good nature.

Option 3 – A Voluntary Levy System

A voluntary levy system would see cherry growers choosing to voluntarily pay an R&D and marketing levy, which would be managed by HAL. Some cherry growers currently contribute towards a voluntary R&D levy.  The voluntary cherry R&D levy is managed by HAL and raises an average of approximately $95,000 annually, plus an additional $95,000 in matching Australian Government funding. However, this funding is inconsistent and unpredictable, with contributions differing greatly from year to year.  For example, the amount of cherry grower voluntary R&D levy contributions fell from $80,616 in 2003-04 to $43,700 in 2004-05, before increasing to $184,525 in 2005-06. The unpredictable and varying annual amounts of voluntary contributions is a significant detraction of a voluntary levy system, as it is difficult to predict the future levy collection in order to commit to R&D projects that run for longer than 12 months.

The main detraction of a voluntary levy system for attempting to raise additional R&D and marketing levy funds is the likelihood of the ‘free-rider’ problem occurring. Even if some cherry growers understand that there are benefits to be gained from increased R&D and marketing, if they saw that there were other cherry growers willing to fund enough R&D and marketing activities voluntarily, they are likely to further their own private interests by diverting their contributions to alternative activities.  Indeed, it could be expected that there would already exist a number of growers who don’t contribute to the current voluntary cherry R&D levy but still obtain the benefits of the resulting R&D. It may therefore be difficult to significantly increase the amount raised by the voluntary cherry R&D levy to the necessary level, as this would involve either the ‘free riders’ contributing levy funds, or else require those who currently contribute voluntary R&D levy funds paying even greater amounts. 

The option of raising the necessary funds through an increased voluntary levy system has an increased likelihood of equity problems between growers and is also likely to result in a varying and less reliable source of funding, as it will be difficult to forecast who will voluntarily pay levy contributions in any given year.

Option 4 - Proposed increase to the Cherry Statutory Levy to a total rate of 7c/kg

The fourth option is for the Australian Government to agree to the CGA proposal for an increase in the cherry industry statutory levy to a collective total of 7c/kg (4c/kg for R&D plus 3c/kg for marketing).  The proposed statutory levy would be compulsory Australia-wide and managed by HAL.

As the levy and charge is borne by cherry growers, and the supply of cherries could be assumed to be less elastic than consumer demand for cherries, it is likely that cherry growers would bear the majority, if not all of the increased cost of the levy. However, it is possible that, under certain circumstances, the cost of the increased levy may be borne by consumers by way of a minor increase in the retail price for cherries.

Based on the average collection figure of the existing 1 cent/kg cherry industry statutory levy and export charge ($74,268 per annum), the proposed cherry levy and charge is expected to annually raise:

	Component of Levy
	Total Levy/Charge
	Levy/Charge Receipts

	R&D
	4 cents/kg
	$297,070

	Marketing
	3 cents/kg
	$222,803


After deducting levy collection costs and the HAL administrative fee it is expected there would be around $260,000 available annually for expenditure on R&D.

There would be a cost to the Australian Government of around $260,000 annually from the provision of matching funds for R&D activities. This represents a marginal cost of approximately $188,000 above the current amount the Government provides in matching cherry R&D levy funding (approximately $72,000 per annum currently). However, it could be expected under this option that in turn, the amount of grower contributions to the voluntary cherry R&D levy would fall significantly. As the Government currently contributes an average of approximately $95,000 annually in matching voluntary R&D levy contributions, the saving from this would partly offset the increased cost from an increase in the statutory R&D levy. As such, the cost to the Australian Government may be as low as $165,000, (i.e. a marginal cost of $93,000 above the total amount (matching statutory plus voluntary funds) currently provided to the industry).

The Government does not match expenditure on marketing programmes.

There will be no administrative costs for the Australian Government in collecting and remitting the levy and export charge, as the LRS operates under full cost recovery. According to the CGA, the current fee charged by the LRS, based on the time dedicated in collecting the cherry levy in 2006/07, is $6,335 per annum. This is expected to remain at a similar level if the new, increased levy rates were introduced, because the levy collection points are already known and established.

Consistent with the existing cherry industry levy, the proposed levy and charge would be collected on fresh market sales only (domestic and export markets). Fruit directed to processing/juicing would continue to be exempt from levy. 

It is not expected the proposed levy and charge would have a disproportionate or unequal impact on a particular group or size of growers, as the percentage of levy and charge payable on the sale of fresh cherries would be the same for all growers, irrespective of size of operation. Additionally, a statutory levy would eliminate the potential for ‘free-riders’, as the levy would be compulsory.

While cherry growers are expected to bear the cost of the proposed increase to the cherry industry statutory levy, they are most likely to be the beneficiaries of increased R&D and marketing initiatives.  Cherry growers are also likely to obtain an economic benefit from R&D and marketing initiatives that were successful in increasing domestic cherry consumption and improving access to export markets.

According to CGA, with much of the proposed R&D levy (anticipated to be approximately $560,000 per annum including matched Government funding) initially to be spent on undertaking Fruit Fly research, the development of appropriate and acceptable protocols and the formulation of marketing plans is anticipated to have a significant direct benefit to the industry. The successful completion of QFly research and the development of appropriate entry protocols resulting in the return and/or entry into the markets of Chinese Taipei ($4.8m), China ($9m), New Zealand ($3.6m) and the USA ($6.6m) would have an estimated benefit of $24 million per annum to the Australian Cherry Industry.

Based on HAL-commissioned 2004 research conducted by the Australian Bureau of Agricultural and Resource Economics, titled Horticultural research: An evaluation of the costs and benefits of selected projects, the CGA has estimated that a benefit cost ratio of eight for the proposed cherry levy would result in an annual expenditure of $715,000 of levy monies converting to an annual benefit for growers of approximately $5.72 million. 

Another study, commissioned in 2005 by HAL titled Quantifying the Return on Investment of Horticulture Australia Supported Projects, also revealed positive returns on investment through HAL in R&D. The study examined a sample of 75 individual HAL projects and found that HAL provides a significant return on investment for its stakeholders with economic benefits ranging from $0.70 to $68.10 for every dollar invested. The aggregate results of the individual projects evaluated indicate HAL projects have provided a benefit cost ratio of 3.8.  This implies that for every dollar invested in HAL projects, a benefit of $3.80 is generated.

Competition Policy

The proposed increase in the cherry industry statutory levy and export charge would be applied at a rate that is universal across the cherry levy paying population.  The additional money to be raised through the cherry industry levy would be utilised solely for R&D and marketing purposes.  The additional R&D and marketing initiatives to be funded could be expected to strengthen the industry’s profitability.

Consultation
CGA conducted a thorough consultation campaign with all known levy payers, in line with the Australian Government’s levy principles and guidelines. Following the completion of a discussion paper in 2002 on the possibility of increasing the statutory R&D levy and introducing a marketing levy, CGA developed a national database of growers in 2003 as part of an initial levy review process. In the lead-up to the 2006 ballot on the new levy proposal, the national database was updated with information from the five CGA State Affiliate organisations and Tree Fruit magazine. The final list was supplied to the Australian Electoral Commission (AEC) for the issuing of voting papers in July 2006 for the purpose of conducting an industry-wide ballot.

In June 2006, CGA conducted a national consultation process on the proposed levy changes. The President and Secretary of CGA visited all five State Affiliates and conducted grower meetings in a representative range of growing regions. CGA advertised the meetings in the June-July 2006 edition of Tree Fruit magazine, which is the main industry journal for the cherry industry. CGA also released a media release on 10 July 2006 regarding the levy proposal and ballot process.

On 4 July 2006 CGA sent a ‘Levy Pack’ to all growers (722) on the national database.  The packs included: an open letter with regards the levy vote; a discussion paper outlining the issues, suggested projects and budgets; and a voting procedures information sheet. The ballot was conducted by the AEC between 1 and 26 July 2006.

· The ballot proposed an increase of the R&D levy to 5c/kg; the introduction of a new 3c/kg marketing levy; and the introduction of an Emergency Plant Pest Response (EPPR) Levy, initially set at zero cents.

· 275 ballot papers were returned for scrutiny, with 267 submitted for counting (ie eight ballot papers were considered by the AEC as not meeting the minimum declaration criteria to be counted). Growers voted in favour of the EPPR levy (186 for; 79 against; and 2 informal) and the marketing/promotion levy (136 for; 129 against; and 2 informal).

· However, the vote to increase the R&D levy to 5c/kg was narrowly defeated (132 for; 133 against; and 2 informal).

Delegates at the CGA Annual General Meeting on 1 August 2006 resolved to conduct another ballot of growers on a proposal to increase the R&D levy to 4c/kg (instead of the 5c/kg proposal that had been defeated in the July 2006 ballot). The ballot was conducted in September and October 2006 by CGA with outside assistance from individuals considered independent of CGA, including a Justice of the Peace.

After a further review of the CGA database and the preparation of new ballot materials, voting papers were sent to 700 growers. The reduction from 722 to 700 potential voters for the second ballot resulted from some packages being returned after the first ballot (indicating that those individuals were no longer growing cherries), as well as a clarification to the voter eligibility rules for managed investment schemes (MIS) following confusion in the first ballot which may have led to a MIS being given multiple votes rather than one vote per enterprise. The ballot contained a single resolution to increase the R&D levy to 4c/kg. By the close of the ballot, 195 papers were returned; of which 190 were submitted for scrutiny (ie five ballot papers were considered by the returning officer as not meeting the minimum declaration criteria to be counted). Growers voted in favour of the 4c/kg R&D levy proposal by 134 votes to 56.

CGA submitted its combined total of 7 cent/kg statutory levy proposal to the Government in January 2007 on the basis of the positive industry vote for the 3 cent/kg marketing levy and zero cent/kg EPPR levy in the July 2006 ballot, together with the positive industry vote for a 4 cent/kg R&D levy in the September/October 2006 ballot. 

The response rate for each ballot (38 per cent in the July ballot and 28 per cent in the September/October ballot) is consistent with response rates for previous levy ballots in several other horticultural industries, reflecting that it is inherently difficult to achieve widespread participation in a voluntary ballot.  In 2006, for example, 23 per cent of avocado growers participated in a levy ballot for their industry and 30 per cent of turf growers participated in a ballot concerning the turf levy.

After formal submission of the CGA proposal to the Government, the Government’s Levy Guidelines and Principles for new primary industry levies provides it with the ability to have a three month period for industry comment.  The Government invoked a three-month consultation period between 8 February and 8 May 2007, which was advertised by HAL.  The Government did not receive any dissenting submissions during this three month period.

Conclusion and recommended option
The proposed increase to the cherry industry statutory levy and export charge to 7 cents/kg is regarded as the only effective and equitable means of raising the additional funding required to strengthen the cherry industry’s R&D and marketing initiatives.  In addition, the cherry industry statutory levy and export charge’s recommended increase to 7 cents/kg:

· conforms with the Government’s Levy Guidelines and Principles; 

· will be applied universally across the levy paying population; 

· has clear potential to benefit the industry; and

· is not expected to impose extra costs on consumers.

It is therefore recommended for implementation.

Implementation and review
The increased levy and export charge are to be implemented as soon as practicable, depending on the legislative process.  If accepted by the Government, it is expected that the levy and charge will come into force in the second half of 2007, preferably before the cherry season starts in November.

The CGA levy proposal stated that the R&D and marketing levy amounts and allocations would be annually benchmarked and then fully reviewed by CGA three years after the implementation of the levy proposal. If the proposal is implemented in October 2007, this would set a review date of October 2010.  However, given that it generally takes one year of an industry levy collections before a suitable pool of funds exist to undertake worthwhile marketing and R&D programmes, it is more likely the industry review would be conducted in October 2011.

In addition to the three-year industry review that is proposed, the annual levy payers meeting that HAL is required by the Government to conduct (currently held for all the 23 existing horticultural industries with statutory levies in place including cherries), provides growers with an annual forum in which levy matters can be raised and reviewed.
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