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EXPLANATORY MEMORANDUM -

I. Introduction

In accordance with the Council Directive of 19 December 1972(1)
anended by the Council Directives of 25 June 1974(2) and 18 December,1975(3)‘“
the first stage of harmonization of the structures of the excise duty on

as

manufactured tobacco covers at present a period of 48 months from

1 July 1973 to 30 June 1977. This first stage concerns the excise duty

on cigarettes only. Apart from certain general provisions on the principles
of harmonization, the Directives do not contain any specific provisions

concerning other manufactured tohaccos,

Article 1'(3) and (4) of the above Directive provides that the Council,
acting on a proposal from the Commission, must adopt a Directive at least
one éar before the expiry of the first stage, i.e., before 1 JulJ 1976,
laying down the special criteria apnllcable during the follow1nu gtage

or stages.

This proposal for a directive concerns the provisions applicable during
the second stage of harmonization of the structure of the excise duties
on cigarettes. It does not concern manufactured tobacco other than

cigarettes.

II, Bacl round-‘

On 21 Aprll 1970 the Counc11 adoated a desolutlon( 3 conoernlnU tuxe~'
other than tnrnover taxes Wthh affect the consunptlon of manufactured

to%auoo. At that tine, two excise gystems for the taxatlon of cig arettes

(105 Wo. L 303, 31 December 1972
(2)o5 No. L 180, 3 July 1974
(3)0s wo.

(4)og Wo. ¢ 50/1, 28 April 1970.



existed in the Community of the Six. In Germany, a specific excise was
levied as a fixed amount.pgrléigaréﬁtgg_ in the five other Member States,
the excise was levied as a percentage of ‘the tax—-inclusive retail price.
The Council Resolution~of 21 April 1970 provided that both these systems
shoﬁld“be combined in a harmonized system consisting in part of a .
proportional component and in part of a specific component. The Council
Resolution did not fix the relationship between the two components, but

_ provided that ‘2t the final stage of harmonization, beginning 1 January 1980,
the relationship should be such that the range of retail prices would
reflect fairly the difference in the nanufacturers! delivery pricese.

These provisions of the Resolutioﬁ were embodied in the. Council Directive
of 19.12.1972(1). The Directive also established that a first stage of
‘harmonization would run for two years from 1.7.1973. During thio s+age,
and without prejudice-to “the ratio finally %o be adepted, the specific
component of the excise to he levied on cigarettes was flxed at not less
than 5p and not more than 75% of the aggregate amount of the ad valorem

and specific components.

Thé Council Directive was of course adopted prior to the enlargenent of
the Community. However, during discussions on the Directive, two of the
new Member States, Ireland and the United Kingdom, pointed out that their
excise system for taxlng cigarettes, which was levied on the weight of

the raw tobacco, differcd from both of the systems applied in the original
six Member States. They repres iented that the directive would radically
alter their marlwets for cigarettes and that a period of derogat:on would
be essential. Both these vountrles were therefofe accorded a derogation
from the Directive until the end of 1977 Thus seven of the nine Member
Gtates implemonted the first stage of harmonization by 1 July 1973,

(1)o7 wo. L 303, 31 December 1972.



Discussions held during 1973, wifh a view %0 a second movement towards
alignment of these different tax systems; proved abqrtive. In‘éddition,
the Commission itself felt that the aocentuation of the different market
conditions resulting from the enlargement of the Community required
further examination before concrete proposals for a second stage could be
put forward. The,Comm1§81on therefore proposed, in March 1974, a twelve=-
.month prolongation of the first stage, to 30 Jume 1976, in oider to provide
more time for the searéh for a satisfactory,soiﬁtion. A prolongation had
the additional advantage of permitting the effects of the first stage to
be assessed hefore further proposals were put forward. ‘The Council
adopted the twelve-month prolongation in its Directive of 25 June 1974(1).

The Commission also submitted in March 1974 a draft second Directive on
harinonization of tobacco excises 2 , which speéifies the groﬁps of products
into which manufactured tobgcco is 1o be divided within the harmonized
system, and defines the characteristics of each pfbducf group; The
Economic and Social Committee and the European Parliament gawve their
opinions on the proposals in July and November 1974 respectzvexy 3

The Comm1s91on attaches some 1mportance to the prompt adoptlon of thls
Directive, since it is manifest that progress in harmonlzlng other aspeots
of the tax structure should be matched Ly the adoption of uniform product
groups and definitionse If this 1s not the case, 1ncons1stencles in the
coverage of the tobacco taxes may emerge as harmonlzatlon )robresses.

The Commission alsoc notes that both the European Parliament and the
Economic and Social Committee recently deplored the Councilts failure

(4)

to adopt the Second Diregtive , and urged the Council to do so without

delaye

(Los m. 1 180, 3 July 1974
(2)o5 Wo. ¢ 72, 27 June 1974
(3)OJ No, € 125, 16 October 1974 (ECS) 0J No. 155; 9 December 1974 (EP)

A
(47OJ (Resolutions on second prolongation).
0J No. C, 239, 20 October 1975.



late in 1974, the Commission authorised a study by consultants into the
likely effects on demand for cigarettes of black and blond tobaccos sold
on Community markets in response to changes in the system of taxing
manufactured tobacdds. "The study examined three alternative excise
structures for cigarettész a stéucture with a high specific component;
a structure with‘a high ad valorem component; and a structure combining
substéntial ad valorem and specific components. The consultants received
a high level of co-operation and much data from tobacco producers
throughout the Community. They also discussed their estimates of the
probable effects of each of the three alternatlves with the major -
cigarette producers.

he report on the study concluded, inter alia, that over the Community as
a whole, harmonlzation on a predominantly ad valorem structure seemed
likely to produce less disturbance in the short term %o existing market
patterns than would either of the other'two alternatives examined.
However, it was also concluded that there are grounds for the view that a
structure combining at the final staoe substantial elements of both. ad

valorem and specific taxation would cjease the possibility of increased

inter~penetration of markets, The précise ratio of specific to ad valorem
taxation which would create balanced opportunities for suoh inter-
penetrat;on would require’ further study. The report also referred to
concern expressed by private gector producers at the pressure on profit
margins and product quaiity of a predominantly ad valorem structure, and
concluded that further Btudy was necessary in order to evaluate such
problems.

These conolﬁsions are of‘éourse the responsibilify of the aguthors of the
study, and in no way commit the Commission. Nevertheless, the Commission
considers that the study contributes usefully to discussion of tobacco
excise harmonization, and has taken its findings into account.in.the
preparation of the present proposals., The study will be published as

soon ag possible,



III. The general lines of the grogosal

Broadly, the choice for future proposals appears to lie between the
alternatives of continued prolongation. of the first stage pending
agreement on the final structure, slow progression via a large number

of modest stages, or moving as soon as possible (i.e., from 1 July 1977)
40 a second stage requiring substantial increases in the minima for
both the ad valorem and specific components. - The first course has so
far proved fruitless., The second would prolong the excise harmonization
process far into the future., Such a process would expose producers in
particular to continuing uncertainty both as to the final outcome and as
to each succeeding stage, and would inevitably inhibit product and
investment planning over a lengthy period, Moreover, successive small
steps would provide only a gradual stimulus towards market inter-
penetration. The third course seems likely to provide an immediate
stimulus to market interpenetration. By reducing substantially the
spread between the permitted minimum and maximum peroentages for both
the specific and ad valorem components, it would appreciably narrow the
gap to be bridged at the final stage, but would leave a margin for
manceuvre at the final stage, to be used in the light of experience during
the second stage. By comparison with the second altefnative,‘it would
greatly reduce both the degree and the period of uncertainty for
producers, The Commission proposals are therefore based on the third

choioce above. .

IV, The absence of proposals for the final stoge

The Europeah Parliament, in its opihion on the proposal for a second

prolongation of the first stége, urged the Commission to submit proposals
for a second and subsequenf stages as soon as possible, The Commission
understands, and indeed shares, the concern to reduce uncertainty over
future harmonization to a minimum. This is clearly desirable. Reference
has already been made to the inhibiting effects on long~term plamming of
continuing uncértaiﬁty over the future path of excise harmonisation. The
question of whether or not the present proposal should, in addition to the
sécond stage provisions, include provisions for the final stage, has

therefore been carefully considered.

/e



Unfortunately, discussions to date have merely demonstrated the persistent
divergence of viewboints on the relationship to apply at the final stage
between the specifioc and ad valorem eleéments in a harionized excise.
Little or no'change has been remarked in the differing viewpoints during
discussions over the last two'years. The likelihood of agreement on a
proposal for the fiﬁal stage is therefore slim at the present time.
Moreover, to submit such a proposal now would run counter to the concept
of progressive harmonization. If such a proposal were adopted, it would
commit the Communmfy to the final stage in advance of the experience of
the second stabe. In other words, if harmonization is to progress with
some flexibility and in the light of experience, some degree of uncertainty
is an unavoiddbie consequence, Finally, the report of the study +to which
reference has already been made, suggests that the final stage requires
further study on a variety of counts before proposals are formulated.

For these reasons, the Commission has concluded that its present proposal
shou'd be confined to the second stage. However, as has already been
pointed out, the proposal is intended to raduce both the period and degree

of wicertainty by as great a margin as is practioable.

V; The length of the second stase
It is proposed that the second stage should run from 1 July 1977 to
31 December 1980 - a period of 3} years. A third and final stage would

therefore commence on 1 January 1981, This date is 12 months later than

the deadline of 1 January 1980 originally fixed by the Council in its

resolution of 21 April 1970, However, the

guccessive prolongations of the first stage .have made it extremely

difficult to meet that deadline whilst at the same time permitting a
relatively smooth transition from the existing situation. & second stage

of significantly less than 3% years duration would oblige the Cormission

to begin preparation of proposals for the final stage before the full

effect of the second stage proposals had been felt in all Member States,

since Ireland and UK, by virtue of their derogation until 31 December YT aw
uwnlikdy * begin the harmonisation process until six months after the probosed

A
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commencenent date for the second stage. -As both these countrics at

present apply an excise which is neither proportional by value nor

specific by unit and have not even undergone the effects of the first

stage of harmonization, it is of particular importance that harmonization

in these two countries should be given time to have its full effect before
neasures for the final stage are prepared. In view of thesc congiderations,
the Commission feels that a second stage of the period proposed is

essential.

VI, Inclusion of VAT in the ad valorem component

In the’first directive of 1972 it was provided that the specific component
in the excise duty should be determined by reference to the sum of the two
components of the excise duty (specific component plus‘proportioﬁal
conponent) Tt is now proposed, for the second and subsequont stages,
that the sp001f10 component should be calchlated by rcference to the total
tax levied on cons umptlon of clgarettes (specific component plus |

proportional component plus proportional VAT).

In a mixed ekcise duty system such as that established for cigaréttes,

VAT, which is a proportional tax by definition, modifies all the
relatlonshlps, gsince the proportional component of the excise duty is
calcoulated on the basis of a retail selling price, inclusive of all taxes .
{i.ee, the spe01f10 and proportionzl excise component and also VAT). The
incidence of VAT on retail selling price, although of course much less than
that & the excisé; nevertheless varies appreciably from one country to
another. A table of VAT rates is attachea at Amnex 1., Thus, it appears
eSsential that +the size of the gpecific component of the mixed excise

duty shouldIB fixed, not in relation to the total excise duty, but in

relation to the total fax levied on consumption (excise duty + VAT).



VII. The vroposed svecific/ad valorem relationship during the second

starze

The Commission has been informed by the lMenber States that the'prqvisions
relating *o-the first stage~(spécific component equal to between,ﬁ%‘and_
T5% of the 4otal excise duty) have not appreciably affected either the
tax revenues or. the ﬁanket conditiors in the seven llember States in which
these provisions are currently applied. In fact, this range broadly
reflects the situation which obtained in the original six llember States:
five Member States each undertook an aligmment of 5% (0 to 5%), whilst
one undertook an allgnment of 25 (100% +o 75p); as a resul+ of its v
accession to the Comnurlfys Denmark brou6h+ +he sveclfin exclse comvonent
to 75% (the Uhi+ed hlngdom and Ireland havln; obta1ned . deferment un+il
3 December 1977). ' :

The exten+ to whlch the ﬁernltfed varlatlon in the sveclflc comaonent
should be Qompressed durlp the qecond stape depenas upon 2 var1etJ of ;
considerations. First, the Comm1331on env1sabe a relutlvely 1on5 aecond
stage whieh will in practice he ‘the last stage before the *1na1
harmonization of structures.’ Secondly, the reduotion in the pennltted
varlatlon in the specific component (and consequen+1" the ;ncrease in
the required mlnlmun peroentaoe for Joth +he speclflc and ad vmlorem '
combonents) should be sufflclenfl great to offer a marsed qflmulus uO
market 1nter~enetrat10n,s1nce the prospect of increased exmorf marke+s

in refurn for ooselble reducf*on% in domes tic market shares is in 1tself‘
lluely to0 con+r10u+e towardr an abreed solutlon. For these +wo reasnns,
the movemen+ toward a flxed ratio should there¢ore be con81derable.
Thirdlf 1f fhe 1mpasse encoun*ered 1n bas t dlscuss1ors on +he flnal st )
is to be av01ded the movement durxng +he second stage ohould not be 80
great ae 1o pred}cate the f;nal_struciure. bourthly, the movemenb should
be of broadlr cémpérablé magnitude for all lember States. (The UK and
Ireland could constitute a special case, If they use their derogation to.
the full, they will have %o move directly to the second stage ih one step
at the end of 1977). These considerations, if taken alone, would suggest
that the specific component in the second stage should be not less than
20% and not more than 60% of the excise,

/e



However, the .proposal to caleculate the percentage of the specific
conponent . by reference to the tota} tax bhurden (excise + VAT) and to
include VAT within the ad valorem component conéiderably modifiés this
judgement, All other things being equal, those countries at present
apnlying the maximum permitted specific component will find that inclusion
of VAT within the calculations will offset to some extent the reduction in
the specific excise., Consequently, the adaptatiorn required Will be less
in practice than it appearss By contrast, those countries at present
appiying the minimum permitted gpecific component will find that inclusion
of VAT within the calculations will awment the adaptation which fhey are

required to make in the second stage.

Consequently, a proposal for the second stage to reduce the”permitted1
variation in the specific component (at present, between 5% and 75% of

the excise, exclusive of VAT) by an equal figure at both ends, would
oblige: certain Member States to mcke a much greater adaptation:than otherse.
This imbalance could be broadly corrected by an asymmetric reduction in the
specific range which would ensure compzrable movenments by all the

Member States.

For these reagons, it is proposed that the permitted percentage range for
the specific component during the second stage should be not less than
15% and not more than 50% of the total tax burden (excise + VAT)s The
changes in tax structures which‘msmberrStates could be expected to make in

response to these provisions are shown in Annex 2,

VIiIi. Comments on the articles

Article 1

This Article provides that account shall be taken of VAT in the inclusion
of the excise, so that the specific component is determined by reference
to the total tax levied (specific excise component + proportional excise

component + proportional VAT)..

Article 2

No comment,



Article 3

This fArticle introduces a new heading “Title III" concerning the special
provisions’applicable during. the  second stage of harmonization,

Article 11 gnem ,

The first sta(,e ‘of harmonization prov:.ded for in Article T of the

' Directive of 19 Dec.ember 1972 has already beon twice extended by 12
months, and now oovers a period of 48 months‘up to 30 June 1977« This
Article prov:n.des that the second stag,e ghall run for 3% years, from
1 Taly 1977 'l;o 31 Decenber 1980,

-1

Article 12 Snewl

Paragraph 1

This' paragraph mcorporates the principle grevmusly 1a.1d down iﬁ : ,
Article 8 (1) of the Directive of 19 December 1972, but’ also;ta.ke,s‘mtﬁc .
account ‘a *possible change in the most popular price category for cigarettes.
Such a ‘change in the most popular price éa:begory could as well stem .from

a change 'in consumer tastes as from-a change in prices. Subject to-the
requirement for annual review and, if necessary, amendment, the

possn.billty of aprice change requiring an immediate tax change will be

avoided.

This provisiocn replaces Article 8 (2) of the Directive of 19 Dé_cemb.er 1972,
which established for:the first stage of harmonization a specifio -componént
of between 5% and 15% of the %otal excise. Paragraph 2 provides that the
specific component in the second stage shall be betweeir 25% and 50% of the
total tax burden (i.e., excise + VAT). :

Paragraph 3

A si‘.milar.proviaiioh‘ is q,lr;ea.dy égpliéab}.e during the fir_’st 'stage“v

fofe
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Paragraph 4

This provision already applies during the first stage.,

The right to exclude customs duties from the basis on which the
proportional component is calculated is contrary to the general principle
laid down in Article 4 (1) of the Directive of 19 December 1972, However,

as a transitional measure, this right may also be retained during the

second stagee.

Paragrash 5

This provision already applies during the first stage.

Background date

Also attached for information are Annexes showing:—

Arnex 3 ¢ Spread of retail prices of cigarettes in each Member State,

Anmex 4 ¢ Retail price in each Member State of the most popular cigarette,

and fiscal burden.

Ammex 5 : Cigarette consumption. and proportion imporied.



\, BELGIUM
NETHERLANDS
GERMANY
FRANCE
ITALY
DENMARX
UNITED KINGDOM

IRELAND

\Z

VAT on cigarettes

ANNEX I

on the retail price
(all taxes included)

' 5466%
2 %
12,280
9.91%
6.96%-
15.25%
13.04%
C Ted B
6432%
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ANNEX IT

% B T N P RN

Application by the Member States of the directive of 19,12.72
(first stage of harmonisation) and the situation resulting

from the draft directive (second stage of harmonisation)

Respective parts of the specific and ad valorem components(l) in
the taxation of cigarettes in the most popular price category

Situation at 1.9.75 Proposed ﬁu'l.7.77(3/
(First stage) | (Second stage)
Excise VAT . Total tex . Total tax
i (Bxcise + VAT) | (Excise + VAT)
Specific | Ad.val. | Ad. val. Spec. { Ad, val,] Specific | Ad. val,
between | between 100% between between
5% and | 95% and 15% and | 85% and
755 25% _, Josop | 508
(%) (7 | (%) (%) (%) (%)
France 5 95 é 445 9545 15 85
Italy 5 . ]9 ! f 4 96 15 85
Belgium . 5.3 .. {947 - .o 448 <1 95,2 - 15 85
Luxembourg 4.8(2) 95,2 g 4.7 95.3 | 15 85
Netherlands  4.6(2) |95.4 8 37 { 96,3 | 15 85
F.R.G. T4.1 25.9 1 g 63,6 36,4 50 , 50
Denmark 4. |25.6 i 62.8 | 37.2 |0 50
United () =)
Kingdom 100\ - — 89.8 10.2 { - (4) . - (4)
Ireland 100(4) - _ 91 9 A=) 1 .=(a)

(1) The specific component is a fixed sum per cigarette.
The proportional component is calculated on the retail price.,

(2) In the Grand-Duchy of Luxembourg and in the Netherlands the specifib
component no.longer represents 5% of the excise, ‘

(3) On the assumption that each Member State makes the smallest change
permissible, ® o

(4) At present in the United Kingdom and Ifeiand, the excise is based on the
weight of the raw tobacco (derogation until 31.12.77). R '
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Spread of retail prices for cigarettes in

each Membef State

(Index 100 = most popular price class)

ANNSX 11T
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Cigarettes of the most popular price class (index 100) represented

Belgium
Luxembourg
Netherlands
Germany
France

Italy

Dermark

United Kingdom
Ireland

- in 1974:

19% of cigarette sales
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65% " ‘"
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38% "
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s
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ANNEX IV

" Situation- in.

"7 August 1975

Retail prices of cigarettes of the most
; popular price class end tax burden or these cigarettes

Retail price per 20 cigarettes Tax burden (excise + VAT)

t
in u.a. S in un.a.

H

| Denmark : 9.99 Kr;‘= 1.40 u,a.

g | Denmark : 83.8% = 1.17 u.ae

| Germény @ 2.30 DM = 0.75 u.a.

__‘UI\: :" 41.5»p‘;¢ = 0072 u.ao
__Irelénd: 34 pe = 0,59 ueas - o
BT Cooons o Germany ¢ T0%h = 0,53 Uea.
| Netherlands: 2 F1,(25) = 0.51 u.a.gzo) UK 5 70.3k = 0.51 w.a.
1 Belgium: 27 Fre(25) = 0447 w.a.(20)
d__'.i."t‘,c":!,l;}r: 350 Lixje" = 0,43 u.a. __}_reland . 70.3% = 0.41 Usae
_“Luxgmbourg: 21~Fr,(?5) = 0.41 w.a.(20) Netherlands: 67% = 0,34 U.a.
{ France: 1,70FF, = 0.33 u.a. Ttaly - ¢ T4dh = 0.32 ua.
: g ' Belgium 67% = 0,31 Ueas
Fra-noe : 72.7% = 0024 Nele
Luxembourg: 60.8% = 0.22 Weas

Y
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Belgium = uwmﬁwc;wm
Netherlands ,
Germany

France

Italy ,
United Kingdom
Ireland
Denmark

, ;.
Community total
y T

\ .

ANNEX V

Consumption of cigarettes Aawuwwoswv in_the oo&ﬁﬁbwﬁw.
1973
‘Motal - | Part supplied by imports % Total | Paft supplied by imports oA
all of whion | imported Hj o P of which imported
sources we  EBC . sources EEC
20,236 2,009 2,002 9.9 20,243 | 2,051 2,047 10.1%
123,423 5,111 3,512 26% 23,428 | - 8,074 7,745 34 .4%
125,461 970 779 0.7% 128,017 | 1,255 1,005 0.9%
75,319 5,695 5,675 T.55 803492 | 6,554 6,513 8.1%
80,151 14,186 14,144 17.7% 87,489 | 21,455 21,406 24 .5%
137,400 | 1,941 1,019 1.4% 137,000 2,020 - 1,533 1.5%
6,802 128 100 % 7,405 - 298 215 0%
7,608 1,154 500 15.1% 6,796 789’ 350 11.6%
476,460 32,194 27,831 6.75% 490,875 ~1 42,496 40,814 8.65%

World (estimate) 3,500,000

.

More than 86% of imporis
are of Community origin

More than 96% of imports
are of Community origin
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“Proposal for o Couneil DifeéfiVﬁ'Of’-&oo
anending Dircetive Uo. 72/464/EEC
on taxes other than turnover taxes which affect

the consumption of manufactured tobacco

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the Iurcpean Economic Community,
and in particular Articles 99 and 100 thereof,

Having regard to the proposal from the Commission,
’Having regard 40 the opinion of the Buropean Parliament,
Having regard to the opinion of the Economic and Social Comnittee,

Whereas, in accordance with Council Directive No. 72/464/Euc() of

19 December 1972, as amended by Directives Nos. 74/318/EEC of 25 June 1974(2)
and 75/ /EEC of 18 December, 1975(3) on taxes other than turnover
taxes which affect the consumption of manufactured tobacco, the Council

must, before 30 June 1976, adopt a Directive laying down the special
criteria applicable after the first stage, covering, subject to

Article 1 (4), a period of 48 months from 1 July 1973;

Whereas, the special criteria applicable during the first stage have
permitted an initial approximation of the structures of the excise duties
on cigarettes in seven of the nine ilember States, without the tax revenue
of the "ember States or the conditions on their markets being appreciably
affected;

N\ .
(1)o7 Mo L 303, 31 December 1672, p. 1 ond
(2)os Wo. L 180, 3 Julr 1974, p. 30

(3)OJ No.
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Whereas the United Kingdon and Ireland, by virtue of Article 12 of
Council Directive No. 72/464/EEC of 19 Deceuber 1972, may defer
application of the abave Directives wnti] 31 Decerber 1977 snd thot these
Directives hove ngt yet, therefore,’ had any Practicol efift d% in those two
Menvor Stetes; N e S o : ‘

Whereas the structure of the excise duty on cigarettes must include; in
addition to a spe01fléjﬁgﬁponent calculated per "Ini%t of “the product, a
proportional component based on the retall sellln prlce, inclusive of
all taxes; whereas account should be taken of the fact that the VAT
anpllcable to c1garettes has the sane effect as a proportlonal excise
duxy by f1x1ng thn'relationshlp be+ween the spacific ccmp0qeht of the

excise and the total tax burdens

Whereas it is necessany to- lay down the gpecial provisions app]zcable
during a second stage in such mammer as to orientate the ex01ses applied
to c1garettes by the lember States towards a common structure;

Whereas the structure of the excise duty on manufactured tobacco.other

than cigarettes will be determined at a later date;

HAS . ADOPTED THIS DIRECTIVE: . .
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Article 1’

Article 4 (3) of Council Directive Lo. 72/454/ZEC of 19 December 1972,

ig amended o8 Tollowss

"3, At the final stage of harmonization of struétures9 the same ratio
shall be establiched for cigarettes in all Member States between
the specific excige duty and the sum of the proportional excise duty
and of VAT, in such a way that the range of retail selling prices

reflects fairly the difference in the manufacturers? delivery prices".

Article 2

Title III and Articles 11, 12 and 13 of the Council Directive of
19 December 1972 become Title IV and Articles 13, 14 and 15 respectively.

The following new Title III is inserted in the Council Directive of

19 December 1972:

"Title III

Special provisions applicable duxing,the gsecond stoge

of harmonization

Article 11

l. Without prejudice to tha application of Article 1 (4), the second
stage of harmonization of the structures of the excise duty on
manufactured tobacco.shall cover the period from 1 July 1977 to
31 December 1930,

2. During this second stage of harmonization, Article. 12 shall be
applicable,
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3.

4.

5

Article 12

The amount of the specifié excise duty levied on cigaréttGS'shall'be
established hy reference to cigarettes in the ' most ‘popular price
category according to the data available on 1 January of each year,
beginning with 1 January 1977,

The, specific component of the excise duty may not be lower thar 15%
or higher than 50% of the’amount of the total tax burden resulting
from the aggrggaiion of the proportional excise duty, the épecific
excise duiy apd the VAT levied on these cigarettes-

If the excise duty or the VAT levied on the price class referred to
above is anmended after 1 January 1977, the amount of the specific
excise duty shall be established by reference o the new total fax

burden on the cigarettes referred to in paragraph l.

In derogation from Article 4 (1), each Member State may exclude
customs duties from the basis of calculation of the proportional

excise duty on cigarettes.

The Member Statcs may levy on cigareties a minimum excise duty the
amount of which may not, however; béihigher than 90% of the agsregate
amount of the prOportionaIVéxciéé'duty and~%h¢ gpetific execise duty
which they levy on the cigaretfas referred t0 in paragraph 1,"

Article 4

This Directive is addressed to the lMember States.

Done at Brussels, seesessccrcsecs for the Council,

The President.
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