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Alcohol duty reduction proposal 2335‘{2;&“ industry coalition |Zﬁ ,fq:_

Our preliminary analysis suggests that a reduction of ad valorem taxes on aicoholic
beverages may result in a tax revenue loss in the first year of implementation (2007E),
however depending on the level of growth in demand, this could be recovered in as
little as two and half years for wine and two years for spirits.

Retail price impact: Reductions of over 20%

Our analysis on the potential effects of an ad valorem reduction on wine and spirits
suggests that the overall retail prices could fall by 22% and 25%, respectively. This is
dependent on the current tax levels on wine and spirits being reduced to 40% and 50%,
respectively. Under the new duty levels, the retail price of a HK$65 bottle of wine would
then be HK$51 and a HK$145 bottle of spirits would cost HK$109. This is shown
below, in Chart 7.

Chart 7: Under our proposal, prices for wine and spirits may fall by up to 25%
Price case studies for standard wine and spirits products, assuming AV is halved

. Price/bottle *
Standard bottle of wine Current (80%) Proposed (40%)
- Duties HK$14 HK$7
- Ex-producer costs HK$18 HK$18
Landed cost in Hong Kong HK$32 HK$25
Retail price HK$65 HK$51
Percentage change - -22%

s Price/bottle *
SaTids bosts ofispint Current (100%) _Proposed (50%)
- Duties HK$46 HK$23
- Ex-producer costs HK$46 HK$46
Landed cost in Hong Kong HK$93 HK$70
Retail price HK$145 HK$109
Percentage change - -25%

Note 1: Estimates, rounded to the nearest HK$.

Source: HKWSIC research.

Tax revenue impact: Higher CAGRs from lower taxes

Tax revenue from wine has been rising steadily in recent years and has recovered since
the Asian financial crisis. Our forecasts suggest that under the current tax levels, it will
continue to rise in a similar manner between 2007E - 2010E. However, our analysis
also shows that if the government were to introduce a 40% ad valorem tax on wine, tax
revenue growth could potentially grow at faster levels.

Our ‘average’ scenario implies an additional 20% market growth in the first year of the
tax change and then assumes that demand will gradually normalize.

Although we forecast a dip in 2007E, we estimate that tax revenue from wine could
grow at a 2007E-2010E compound annual growth rate (CAGR) of 20% under the
‘average’ scenario. This compares to a CAGR of just 5% under the current scenario. Our
wine forecast is displayed in Chart 8, below.

HKWSIC - 10 November, 2006 12
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No | Brand Bottle size  Price-HKD (2006) Price-HKD (2007)  Variance (HKD)  Variance (%)

1 | United States (Other) Paul Masson Carafe 1L 79 395 -395 -50.00%

2 | Champagne (Super Premium) Belle Epoque 75c¢l 1999 1108 -891 -44.60%

3 | Australian (Chardonnay) Lindemands Cawarra 75cl 85 50 -3b6 -41.20%

4 | Australian (Chardonnay) Eaglehawk 75cl 109 65 -44 -40.40%

5 | Australian (Chardonnay) Penfolds K. Hil 75¢l 165 99 -66 -40.00%

6 | Australian (Cabernet Sauvignon) Flinders Choice 75¢l 99 65 -34 -34.30%

7 | Chilean Augustinos 75¢l 89 59 -30 -33.70%

8 | Chilean Concha vy Toro Frontera Cab. Sauv. 75¢l 72 49 -23 -31.90%

9 | Chinese Great Wall Cabernet 75cl 115 79 -36 -31.30%
10 | Champagne (Premium) Perrier Jouet 75¢l 650 449 -201 -30.90%
11 | ltalian Carrizal 75¢l 99 69 -30 -30.30%
12 | Other Sparkling Wines (French) French Cellars 75cl 99 69 -30 -30.30%
13 | Argentinian Etchart Arnaldo B 75¢l 169 119 -50 -29.60%
14 | South African Cape Soleil Merlot 75cl 69 49 -20 -29.00%
15 | Australian (Chardonnay) Hardy's VR 75cl 69 495 -195 -28.30%
16 | Chilean Concha vy Toro Casillero de Diablo 75cl 109 79 -30 -27.50%
17 | Australian (Chardonnay) Yellowtail 75¢l 109 30 -29 -26.60%
18 | Australian (Cabernet Sauvignon) Yellowtail 75¢l 109 80 -29 -26.60%
19 | Other Sparkling Wines (Australian) ~ Jacob's Creek 75cl 125 92 -33 -26.40%
20 | Australian (Chardonnay) Lindemans Bin Range 75cl 99 74 -25 -25.30%
21 | Australian (Chardonnay) Jacob Creek Res. 75¢l 165 124 -41 -24.80%
22 | Australian (Chardonnay) Hardy's Nottage Hil 75c¢l 75 579 -17.1 -22.80%
23 | Argentinian Etchart Chardonnay 75cl 115 89 -26 -22.60%
24 | Portuguese Mateus Rose 75cl 83 65 -18 -21.70%
25 | Other Sparkling Wines (Spanish) Cristalino 75¢l 75 59 -16 -21.30%
26 | Chilean Concha vy Toro Trio 75cl 99 79 -20 -20.20%
27 | Australian (Cabernet Sauvignon) Wolf Blass Red 75cl 99 79 -20 -20.20%
28 | New Zealand Nobilo Varietals 75cl 99 79 -20 -20.20%
29 | Champagne (Super Premium) Dom Perignon Vintage 75cl 11500 9200 -2300 -20.00%
30 | ltalian Ruffino Chianti 75cl 158 129 -29 -18.40%
31 | New Zealand KWV Pinotage/Chardonnay 75cl 79 65 -14 -17.70%
32 | United States (Other) Carlo Rossi Californian Red 75¢ 42 348 -7.2 -17.10%
33 | New Zealand KWV Cape Vin Rouge 75cl 59 49 -10 -16.90%
34 | Chilean Concha vy Toro Sunrise Cab. Sauv. Chard. 75¢l 83 69 -14 -16.90%
35 | United States (Other) Carlo Rossi Californian White 1.5L 72 59.9 -12.1 -16.80%
36 | United States (Caberbet Sauvignon) Robert Mondavi Woodbridge 75c¢l 95 79 -16 -16.80%
37 | Portuguese Mateus Signature 75cl 102 85 -17 -16.70%
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No | Brand Bottle size  Price-HKD (2006) Price-HKD (2007)  Variance (HKD) — Variance (%)
38 | United States (Caberbet Sauvignon) E&J Gallo Sierra Valley 75¢l 69 578 -11.2 -16.20%
39 | Champagne (Rose STD) Veuve Clicquot 75¢l 578 488 -90 -15.60%
40 | French Louis Bernard Rhone 75c¢l 129 109 -20 -15.60%
41 | French Mouton Cadet Rouge 75c¢l 139 119 -20 -14.40%
42 | Australian (Chardonnay) Wolf Blass Yellow 75¢l 99 85 -14 -14.10%
43 | Australian (Chardonnay) Jacob's Creek 75¢l 95 82 -13 -13.70%
44 | Australian (Cabernet Sauvignon) Jacob's Creek 75¢l 95 82 -13 -13.70%
45 | Champagne (Premium) Murmm 75cl 438 378 -60 -13.70%
46 | Champagne (Rose STD) Moet et Chandon 75¢l 518 448 -70 -1350%
47 | Champagne (Super Premium) Veuve Clicquot Grande Dame 75¢l 1488 1288 -200 -13.40%
48 | Australian (Cabernet Sauvignon) Hardy's Nottage Hil 75¢l 75 65 -10 -13.30%
49 | Australian (Cabernet Sauvignon) Lindemans Bin Range 75¢l 85 74 -11 -12.90%
50 | Other Sparkling Wines (Australian)  Sir James 75cl 125 109 -16 -12.80%
51 | French Fleur de Luze 75¢l 79 69 -10 -12.70%
52 | ltalian Torres Sangre de Toro 75cl 79 69 -10 -12.70%
53 | Chinese Dynasty 75¢l 79 69 -10 -12.70%
54 | Australian (Chardonnay) Brown Brothers 75¢l 159 139 -20 -12.60%
55 | ltalian Nueve dos 75¢l 32 28 -4 -12.50%
56 | Australian (Cabernet Sauvignon) Hardy's VR 75¢l 55 49 -6 -10.90%
57 | United States (Other) Wild Vines 75¢l 39 35 -4 -10.30%
58 | Australian (Wine Casks) Stanley 2L 99 89 -10 -10.10%
59 | French Own Lable V de T Blanc 75¢l 50 45 -5 -10.00%
60 | French Pigalle 75¢l 43 39 -4 -9.30%
61 | United States (Caberbet Sauvignon) Canyon Road 75¢l 79 72 -7 -8.90%
62 | United States (Other) Franzia 75¢l 35 32 -3 -8.60%
63 | Champagne (Premium) Laurent Perrier Vintage 75¢l 545 500 -45 -8.30%
64 | Champagne (Premium) Moet et Chandon 75cl 365 335 -30 -8.20%
65 | Other Sparkling Wines (German) Henkell Trocken 75c¢l 129 119 -10 -7.80%
66 | Champagne (Premium) Bollinger 75¢l 569 525 -44 -7.70%
67 | Champagne (Premium) Piper Heidsieck 75¢l 339 318 -21 -6.20%
68 | Australian (Cabernet Sauvignon) Wyndham Est. 75¢l 1156 108 -7 -6.10%
69 | French French Cellars 75c¢l 69 65 -4 -5.80%
70 | Australian (Chardonnay) Penfolds Rawsons R. 75cl 79 75 -4 -5.10%
71 | Australian (Cabernet Sauvignon) Penfolds Rawsons Retreat 75cl 79 75 -4 -5.10%
72 | French Fortant Varietals 75c¢l 75 72 -3 -4.00%
73 | Champagne (Premium) Laurent Perrier 75¢l 485 470 -15 -3.10%
74 | Champagne (Premium) Veuve Clicquot 75¢l 385 375 -10 -2.60%
75 | Chilean Ladera Verde 75¢l 35 35 0 0.00%
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No | Brand Bottle size  Price-HKD (2006) Price-HKD (2007)  Variance (HKD) — Variance (%)
76 | United States (Caberbet Sauvignon)  Glen Ellen 75¢l 79 79 0 0.00%
77 | Australian (Wine Casks) Frantzia 3L 89 89 0 0.00%
78 | Australian (Cabernet Sauvignon) Rosemount 75c¢l 119 119 0 0.00%
79 | Champagne (Premium) Nicolas Feuillate 75¢l 389 389 0 0.00%
80 | Champagne (Premium) Billecart-Salmon 75¢l 469 469 0 0.00%
81 | Champagne (Super Premium) Roederer Vintage 75c¢l 1018 1018 0 0.00%
g2 | Champagne (Premium) Lanson 75¢l 388 389 1 0.30%
83 | Other Sparkling Wines (Australian) ~ Green Point Brut 75¢l 259 265 6 2.30%
84 | ltalian Frescobaldi Chianti 75¢l 109 112 3 2.80%
85 | Australian (Wine Casks) Stanley 4L 129 135 6 4.70%
86 | Champagne (Rose STD) Piper Heidsieck 75¢l 525 550 25 4.80%
87 | Australian (Cabernet Sauvignon) Houghton 75¢l 929 109 10 10.10%
88 | Champagne (Rose Super Premium)  Dom Perignon 75cl 2600 32562 652 25.10%
89 | Chilean Cadliterra Cab. Sauv. /Chardonay 75¢l 72 98 26 36.10%

ErR R Fﬁ&f\{g[ﬁl;iﬁéﬁ (http://legco.gov.hk/yr06-07/chinese/bc/bc05/papers/bc050525¢b 1-17 18-3-c.pdf )
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