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Summary

This briefing provides an overview of the proposed Soft Drinks Industry Levy, and a
background on sugar and health.

Health impact of high sugar products

The consumption of too much high sugar food and drink can lead to weight gain which
can increase the risk of medical conditions such as type 2 diabetes, heart disease and
stroke. High sugar consumption can also increase the risk of tooth decay. There has been
particular concern around the impact of high sugar products on children, and the levels of
obesity in this group. Both the World Health Organisation' and the Scientific Advisory
Committee on Nutrition? recommended a reduction in the daily intake of free sugars in
2015.2

In October 2015, Public Health England published its report, Sugar Reduction: The
evidence for action which recommended interventions to reduce sugar consumption.*
The report stated that no single action would be effective in reducing sugar intake. It
recommended a broad range of different measures, one of these was an introduction of a
tax on high sugar products. The report stated that "/t is /ikely that price increases on
specific high sugar products like sugar sweetened drinks, such as through fiscal measures
like a tax or levy, if set high enough, would reduce purchasing at least in the short term. ”

A new levy on soft drinks

In the 2016 Budget, the former chancellor, George Osborne announced the introduction
of a levy on soft drinks. The levy would apply to manufacturers and importers of sugar
added soft drinks and would be implemented in April 2018. There would be exemptions
for fruit juices and milk based drinks and for small producers. The proceeds of the Levy
would be used in England to increase spending on PE in schools, after school clubs and
breakfast clubs.

The Government have emphasised that the intention is to encourage producers to
reformulate their products to reduce sugar content, and therefore come under the
threshold for the levy. In the second half of 2016, a number of producers and retailers,
including Lucozade Ribena Suntory and Tesco have already announced plans to reduce the
total sugar content of their products.

The Soft Drinks Industry Levy has been welcomed by health organisations, but there has
been some opposition from industry representatives.

' World Health Organisation, WHO calls on countries to reduce sugars intake among adults and children,
March 2015

2 Scientific Advisory Committee on Nutrition, Expert nutritionists recommend halving sugar in diet, July 2015

3 Free Sugars is a term used by the World Health Organisation to describe “all monosaccharides and
disaccharides added to foods by the manufacturer, cook, or consumer, plus sugars naturally present in
honey, syrups, and fruit juices.”

4 Public Health England, Sugar Reduction: The evidence for action, October 2015



https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
http://www.who.int/mediacentre/news/releases/2015/sugar-guideline/en/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/446188/SACN_Carbohydrates_Press_Release_July_2015.PDF
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
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1. Sugar and health

A Public Health England report, Sugar Reduction: The evidence for
action, published in October 2015, provides a good overview of the
impact sugar can have on the health of adults and children:

Consuming too much sugar and too many foods and drinks high
in sugar can lead to weight gain, which in turn increases the risk
of heart disease, type 2 diabetes, stroke and some cancers. It is
also linked to tooth decay. In 2012, almost 25% of adults in
England were obese and a further 37% were overweight. In
children, the situation is particularly worrying with almost 10% of
4 to 5 year olds and 19% of 10 to 11 year olds being obese. An
additional 13% and 14% of 4 to 5 year olds and 10 to 11 year
olds respectively are overweight. In 2013, one-third of five year
olds and almost half of eight year olds had decay in their milk
teeth, with tooth decay also found in 34% and 46% of 12 and 15
year olds respectively. Obesity and its consequences alone cost the
NHS £5.1bn per year.

Both excess weight and tooth decay are associated with
deprivation in England. For example, children living in the most
deprived communities are twice as likely to be obese or
overweight as those in the least deprived for both age groups
considered (reception and year 6).

Excessive sugar consumption has been highlighted by the World Health
Organisation as being a major factor in the rise of obesity and
overweight worldwide. Sugar can be a significant source of
unnecessary calories, particularly in children’s diets.>

Further information on sugar and health is provided in the 2016
POSTnote, Sugar and Health Policy.

1.1 Sugar consumption

Since 1991, the Government dietary advice has been that non-milk
extrinsic sugars® should make up no more than 10% of our total dietary
intake. In March 2015, the World Health Organisation published new
guidelines on sugar intake. This recommended that the daily intake of
free sugars’ should be less than 10% of total energy intake. It also
stated that a further reduction below 5% per day would provide
additional health benefits.®

In July 2015, the Scientific Advisory Committee on Nutrition (SACN)
published new recommendations on carbohydrates. This recommended
that free sugars should make up no more than 5% of our total dietary

> WHO, WHO urges global action to curtail consumption and health impacts of sugary
drinks, October 2016

& The SACN states that non-milk extrinsic sugars “include sugars added to foods, e.g.
sucrose, glucose and fructose, and sugars naturally present in fruit juices, e.g.
glucose and fructose.”

7 Free Sugars is a term used by the World Health Organisation to describe “all
monosaccharides and disaccharides added to foods by the manufacturer, cook, or
consumer, plus sugars naturally present in honey, syrups, and fruit juices.”

8 WHO, WHO calls on countries to reduce sugars intake among adults and children, 4
March 2015



http://researchbriefings.files.parliament.uk/documents/POST-PN-0530/POST-PN-0530.pdf
http://www.who.int/mediacentre/news/releases/2015/sugar-guideline/en/
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intake for those aged 2 years and over. This amount of sugar is
represented in the Public Health England infographic below:

New recommended maximum daily sugar intake*

X6 x5
N A

X7

Adults & 11+ 7-10 years

“A five year old
should have no
more than 19g of
sugar in a day, but

Figure 1: Public Health England July 2015°

However, UK sugar intakes are well above the recommended dietary
levels. The National Diet and Nutmhog Survey shows that in the 2008- a typical can of cola
2012 period, amongst school aged children and teenagers free sugars can have 359"
made up between 14.7% and 15.6% of energy intake, and amongst (Department of
adults 12.1% of energy intake.™ Health)

The Department of Health have outlined why sugary drinks are a

particularly important source of sugar for children:
There are nine teaspoons of sugar in a 330ml can of cola,
instantly taking children above their recommended maximum for
the day. A five year old should have no more than 19g of sugar in
a day, but a typical can of cola can have 35g. Public health experts
from the Chief Medical Officer to the British Heart Foundation
agree that sugar-sweetened soft drinks are a major source of
sugar for children and teenagers, and that sugar intake drives
obesity.™

1.2 Childhood obesity

The National Child Measurement Programme reports that 22% of 4-5
year olds in England were overweight or obese, and that in year six that
proportion increased to over a third.™

Children living in deprived areas are substantially more likely to be
obese. Among reception (age 4-5) children, 5.5% of those in the least
deprived areas are obese compared with 12.5% of those in the most
deprived areas. In Year 6 (age 10-11), 11.7% of children in the least

°  PHE, Expert interview: New sugar recommendations, July 2015

9 PHE, New National Diet and Nutrition Survey shows UK population is eating too
much sugar, saturated fat and salt, May 2014

' Department of Health, , Soft Drinks Industry Levy: 12 things you should know, 18
August 2016

12 National Child Measurement Programme - England, 2015-16, November 2016



https://publichealthmatters.blog.gov.uk/2015/07/17/expert-interview-new-sugar-recommendations/
https://www.gov.uk/government/news/new-national-diet-and-nutrition-survey-shows-uk-population-is-eating-too-much-sugar-saturated-fat-and-salt
https://www.gov.uk/government/news/new-national-diet-and-nutrition-survey-shows-uk-population-is-eating-too-much-sugar-saturated-fat-and-salt
https://www.gov.uk/government/news/soft-drinks-industry-levy-12-things-you-should-know
http://content.digital.nhs.uk/searchcatalogue?productid=23381&q=national+child+measurement+programme&sort=Relevance&size=10&page=1#top
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deprived areas are obese, compared with 26.0% in the most deprived
areas.

Reception Year 6
25%
20%
15%
10%
i N
0%
Owerneight Obese Cheraveight Obe=e

Figure 2 Childhood obesity by deprivation decile, England,
2015/16

Children in the most deprived areas are also marginally more likely to be

underweight than those in the least deprived areas.

Further information about obesity levels in the UK are provided in the
Commons Library briefing paper on Obesity Statistics.

= Most Deprived
Leat Deprived


http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN03336
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2. Sugar reduction

In June 2014, Public Health England (PHE) published the discussion
paper, Sugar Reduction: Responding to the challenge. This outlined
future plans to review the evidence and identify areas of action which
would be effective in reducing sugar intake.

In October 2015, the PHE report, Sugar Reduction: The evidence for
action outlined the findings of the review and recommended
interventions to reduce sugar consumption. The report states that no
single action will be effective in reducing sugar intake. It recommends a
broad range of different measures, one of these is an introduction of a
tax on high sugar products (bold retained from original document):

Implementing a broad, structured programme of parallel
measures to reduce the impact of influences that increase
consumption, reduce the sugar content of food and drinks, and
support people in making healthier choices through information
and education, would be likely to achieve meaningful reductions
in sugar intakes across the population. Our analysis of the
evidence suggests that a successful programme could include the
following levers:

1. Reduce and rebalance the number and type of price
promotions in all retail outlets including supermarkets and
convenience stores and the out of home sector (including
restaurants, cafes and takeaways)

2. Significantly reduce opportunities to market and advertise
high sugar food and drink products to children and adults
across all media including digital platforms and through
sponsorship

3. The setting of a clear definition for high sugar foods to
aid with actions 1 and 2 above. Currently the only regulatory
framework for doing this is via the Ofcom nutrient profiling
model, which would benefit from being reviewed and
strengthened

4. Introduction of a broad, structured and transparently
monitored programme of gradual sugar reduction in everyday
food and drink products, combined with reductions in portion
size

5. Introduction of a price increase of a minimum of 10-20% on
high sugar products through the use of a tax or levy such as on
full sugar soft drinks, based on the emerging evidence of the
impact of such measures in other countries

6. Adopt, implement and monitor the government buying
standards for food and catering services (GBSF) across the public
sector, including national and local government and the
NHS to the ensure provision and sale of healthier food and drinks
in hospitals, leisure centres etc

7. Ensure that accredited training in diet and health is routinely
delivered to all of those who have opportunities to influence food
choices in the catering, fitness and leisure sectors and others
within local authorities

8. Continue to raise awareness of concerns around sugar levels in
the diet to the public as well as health professionals, employers,


https://www.gov.uk/government/publications/sugar-reduction-responding-to-the-challenge
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
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the food industry etc., encourage action to reduce intakes and
provide practical steps to help people lower their own and
their families sugar intake.

PHE report that by meeting the SACN recommendations on sugar
consumption within 10 years the quality of life for individuals would be
improved, and the savings to the NHS could be around £500 million
every year.™

2.1 Support for a tax on sugary drinks

The House of Commons Health Select Committee published the report
Childhood obesity—brave and bold actionin October 2015. This
supported the introduction of a sugar tax alongside a number of other
measures to tackle childhood obesity:

Chair of the Health Committee, Dr Sarah Wollaston MP, says:

"One third of children leaving primary school are overweight or
obese, and the most deprived children are twice as likely to be
obese than the least deprived. This has serious consequences for
both their current and future health and wellbeing and we cannot
continue to fail these children. There are many causes and no one
single or simplistic approach will provide the answer. We
therefore urge the Prime Minister to make a positive and lasting
difference to children’s health and life chances through bold and
wide ranging measures within his childhood obesity strategy.

We believe that if the Government fails to act, the problem will
become far worse. A full package of bold measures is required
and should be implemented as soon as possible. We believe that a
sugary drinks tax should be included in these measures with all
proceeds clearly directed to improving our children’s health." '®

The British Medical Association', the Faculty of Public Health'Z, Royal
College of General Practitioners' and dental organisations such as the
British Dental Health Foundation' have expressed support for a tax on
sugary drinks. In October 2016, the World Health Organisation
published a report saying that “ taxing sugary drinks can lower
consumption and reduce obesity, type 2 diabetes and tooth decay."*°

A number of children’s and environmental organisations, such as
Friends of the Earth,?" School Food Matters and the Health Visitors
Association have also expressed support for the introduction of a tax on
sugary drinks.

13 PHE, Sugar Reduction: The evidence for action, October 2015

4 PHE, Sugar Reduction: The evidence for action, October 2015

5 The House of Commons Health Select Committee, Childhood obesity demands bold
Government action committee report finds, 30 November 2015

16 British Medical Association, Food for thought, July 2015

7 Faculty of Public Health, FPH welcomes publication of PHE's sugar report, October
2015

'8 Royal College of General Practitioners, GPs back levy on sugary drinks in battle to
curb obesity, 20 October 2015

9 British Dental Health Foundation, Oral health charity calls for action on sugar after
PHE report, 26 October 2015

20 WHO, WHO urges global action to curtail consumption and health impacts of sugary
drinks, October 2016

21 Friends of the Earth, Why Friends of the Earth supports the call for a sugary drinks
tax, 2013



http://www.fph.org.uk/fph_welcomes_publication_of_phe's_sugar_report
http://www.rcgp.org.uk/news/2015/october/gps-back-levy-on-sugary-drinks-in-battle-to-curb-obesity.aspx
http://www.rcgp.org.uk/news/2015/october/gps-back-levy-on-sugary-drinks-in-battle-to-curb-obesity.aspx
https://www.dentalhealth.org/news/details/889
http://www.foe.co.uk/news/sugary_drinks_tax_38931
http://www.schoolfoodmatters.com/news/337-sugar-rush.html
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/470179/Sugar_reduction_The_evidence_for_action.pdf
http://www.parliament.uk/business/committees/committees-a-z/commons-select/health-committee/news-parliament-20151/childhood-obesity-report-published-15-16/
http://www.parliament.uk/business/committees/committees-a-z/commons-select/health-committee/news-parliament-20151/childhood-obesity-report-published-15-16/
http://bmaopac.hosted.exlibrisgroup.com/exlibris/aleph/a21_1/apache_media/7CY7PA145G9D95CXKXVPKPYBP7JS6I.pdf
http://www.fph.org.uk/fph_welcomes_publication_of_phe's_sugar_report
http://www.rcgp.org.uk/news/2015/october/gps-back-levy-on-sugary-drinks-in-battle-to-curb-obesity.aspx
http://www.rcgp.org.uk/news/2015/october/gps-back-levy-on-sugary-drinks-in-battle-to-curb-obesity.aspx
https://www.dentalhealth.org/news/details/889
https://www.dentalhealth.org/news/details/889
http://www.foe.co.uk/news/sugary_drinks_tax_38931
http://www.foe.co.uk/news/sugary_drinks_tax_38931
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Some supporters of a tax on sugary drinks have highlighted the sales tax
introduced in Mexico in 2014; where the tax was added to the price of
the drink at the point of purchase with the aim of reducing
consumption (similar to taxes on tobacco and alcohol in the UK?).
There, a 10% tax on the price of a drink, has resulted in an average of
6% reduction in sales of high sugar drinks (increasing to 12%) and a
4% increase in the purchase of untaxed drinks.? The Soft Drink
Industry Levy introduced in the 2016 Budget is a different model - this
would be imposed on manufacturers and importers, and aims to
encourage the reformulation of products.

22 For more details on the structure and operation of excise duties in the UK see,
Thomas Pope & Tom Waters, A survey of the UK tax system, Institute for Fiscal
Studies, November 2016 — specifically, pp19-20. Statistics on these taxes published
by HM Revenue & Customs are collated on the UK Trade Info site.

23 BMJ, Beverage purchases from stores in Mexico under the excise tax on sugar
sweetened beverages: observational study, January 2016



https://www.ifs.org.uk/publications/1711
https://www.ifs.org.uk/publications/1711
https://www.ifs.org.uk/uploads/publications/bns/bn09.pdf#page=20
https://www.uktradeinfo.com/Statistics/Pages/TaxAndDutybulletins.aspx
http://www.bmj.com/content/352/bmj.h6704
http://www.bmj.com/content/352/bmj.h6704
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3. The Soft Drink Industry Levy

In the 2016 Budget, the former Chancellor, George Osborne,
announced a levy on the producers and importers of soft drinks, to be
introduced in 2018. 24

It is planned that the levy will consist of two rates, based on the total
sugar content of these beverages - the lower rate threshold is 5g/100ml|
of prepared drink, and the threshold for the higher rate of tax is
8g/100ml of prepared drink. The tax rate for each level was not
announced.

Pure fruit juices and milk-based drinks are to be exempt from the levy,
and there will be an exclusion for small producers.

In his Budget speech the former Chancellor argued that the levy would
create an incentive for producers to reduce sugar levels in products, and
he observed that many drinks manufacturers were already reformulating
their products to do this:

We are introducing the levy on the industry which means that
companies can reduce the sugar content of their products, as
many already do. It means that they can promote low-sugar or
no-sugar brands, as many already are. They can take these
perfectly reasonable steps to help with children’s health. Of
course, some may choose to pass the price on to consumers, and
that will be their decision, and this would have an impact on
consumption t00.2°

The Government have said that the expected revenue for this levy will
be £520 million in the first year.?® Based on this, the Office for Budget
Responsibility (OBR) has estimated that the rates implied are 18
pence/litre for the lower bracket sugary drinks, and 24 pence/litre for
those drinks over 8g/litre.?’

The OBR have also reported that this revenue is likely to decrease due to
reformulation and the promotion of lower sugar alternatives. They have
estimated that income in 2019-20 will be £500 million and in 2020-21,
will be £455 million.?® In response a recent debate, the Minister for
School Standards, Nick Gibb, confirmed that the funding from the levy
is committed to 2020.%

24 HM Treasury, Budget 2016, HC 901 March 2016 para 1.90-96, para 2.157

2> HC Deb 16 March 2016 c964

26 HM Treasury, Budget 2016 Policy Costings, March 2016 p12

27 Office of Budget Responsibility, Economic & Fiscal Outlook Cm 9212, March 2016
par 4.76

28 Office of Budget Responsibility, Budget 2016: policy costings, March 2016

22 HC Deb 10 January 2017, ¢53WH



https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/508193/HMT_Budget_2016_Web_Accessible.pdf#page=35
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/508193/HMT_Budget_2016_Web_Accessible.pdf#page=114
http://www.publications.parliament.uk/pa/cm201516/cmhansrd/cm160316/debtext/160316-0001.htm#16031632000226
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/508147/PU1912_Policy_Costings_FINAL3.pdf#page=16
http://cdn.budgetresponsibility.org.uk/March2016EFO.pdf#page=132
http://cdn.budgetresponsibility.org.uk/March2016EFO.pdf#page=132
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/508147/PU1912_Policy_Costings_FINAL3.pdf
https://goo.gl/TSLLZ6
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Box 1: Soft drinks controlled under the levy

A chart published by the Behavioural Insights Team illustrates the different cut off points for the two
levy rates against the sugar content on a wide range of sugary soft drinks. As illustrated below, regular
cola and energy drinks seem to fall amongst those drinks that fall in the higher rate bracket:

Red Bull
Pepsi

Tup

Sainsburys CassicCola

Relentiess

CocaCola

Tesco Tropical Juice Drink

Tesco Cola

Lucozade ener gy

Sainsburys Cola

Or Pepper

Fanta

-8 R B B

Lipton | ce Tea Lemon

Sprite —

Schweppes Lemonade

Tango

Lo rade sport

Tesco Lemonade I

Y ———

i
a 1 2 3 4 5 7] 7
Sugar per 100ml (g}

The Budget document provided more information about the investment
of the money raised into school PE and sport provision and breakfast
clubs:

. double the primary school PE and sport premium
from £160 million per year to £320 million per year
from September 2017 to help schools support healthier,
more active lifestyles. This funding will enable primary
schools to make further improvements to the quality and
breadth of PE and sport they offer, such as by introducing
new activities and after school clubs and making greater
use of coaches

. provide up to £285 million a year to give 25% of
secondary schools increased opportunity to extend
their school day to offer a wider range of activities for
pupils, including more sport

. provide £10 million funding a year to expand
breakfast clubs in up to 1,600 schools starting from
September 2017, to ensure more children have a nutritious
breakfast as a healthy start to their school day3°

The devolved Administrations will receive money through the Barnett
formula.

The Government published a consultation on the soft drink industry levy
in August 2016. This requested responses on a wide range of issues
relating to the levy including the soft drinks that would be covered by

30 Budget 2016, HC 901 March 2016 para 1.90-96


http://www.behaviouralinsights.co.uk/health/behaviour-change-and-the-new-sugar-tax/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/508193/HMT_Budget_2016_Web_Accessible.pdf#page=35
http://38r8om2xjhhl25mw24492dir.wpengine.netdna-cdn.com/wp-content/uploads/2016/03/bitanalysis1-e1458302437890.jpg
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the levy, and which should be exempt, and who should be liable for the
levy.

More information on the consultation responses and the Government
response to this can be found in the summary of responses document.'

3.1 Responses to the levy

There have been a number of different responses following the
announcement of the levy.

Health organisations response

The announcement in the Budget was widely welcomed by a number of
medical organisations®? and health charities.®* For example, the
President of the Faculty of Public Health described the levy as a
significant step in the right direction, and that it will have a positive
effect on the lives of the population:

"This levy is a very welcome and significant step in the right
direction. It is a strong and symbolic tool for helping to reduce the
levels of sugar in our diets.

“This measure is supported by a majority of the public, and sends
a clear signal to industry that the public’s health is a key part of
the economic recovery.

"FPH congratulates the government for accepting the strong,
evidence-based argument that this will have a positive effect on
the lives of the population. Today’s announcement, which we
called for in our 2014 manifesto, should encourage everyone who
campaigns to improve health that it is possible to influence
government policy.

"Today’'s announcement is a significant moment for our health,
because one in three children and two in three adults in the UK
are obese or overweight. The average child consumes over 100
calories a day from sugar sweetened drinks, representing one
tenth of their entire daily intake. Regular consumption of sugary
drinks can lead to obesity, diabetes, heart disease and rotten teeth

[.]3

The Sports and Recreation Alliance Chief Executive, Emma Boggis, said
that the funding for sport will deliver more opportunities for children to
be active. *

31 HMRC, Soft Drink Industry levy: Summary of Responses, December 2016

32 Royal College of Paediatrics and Child Health, George Osborne unveils sugar tax on
soft drinks, 16 March 2016

33 British Heart Foundation, George Osborne announces levy on sugary drinks and a
rise in tobacco tax, 16 March 2016

34 Faculty of Public Health, FPH warmly welcomes new sugar tax, 16 March 2016

3> Sport and Recreation Alliance, Budget 2016 - Primary PE and school sport premium
to get sugar tax funding, 17 March 2017



https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/575828/Soft_Drinks_Industry_Levy_-_summary_of_responses.pdf
https://www.gov.uk/government/consultations/soft-drinks-industry-levy
http://www.rcpch.ac.uk/news/george-osborne-unveils-sugar-tax-soft-drinks
http://www.rcpch.ac.uk/news/george-osborne-unveils-sugar-tax-soft-drinks
https://www.bhf.org.uk/news-from-the-bhf/news-archive/2016/march/sugar-levy
https://www.bhf.org.uk/news-from-the-bhf/news-archive/2016/march/sugar-levy
http://www.fph.org.uk/fph_'warmly_welcomes'_chancellor's_announcement_of_'sugar_levy'
http://www.sportandrecreation.org.uk/news/parliament/budget-2016-primary-pe-and-school-sport-pre
http://www.sportandrecreation.org.uk/news/parliament/budget-2016-primary-pe-and-school-sport-pre
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Industry response

Since the Budget 2016, a number of soft drink companies and retailers
have already announced that they will be reformulating their products.
This includes Tesco,?® Lucozade Ribena Suntory®” and Britvic.3®

Some industry representatives have expressed concerns about the levy,
saying it could lead to job losses and not have a significant impact on
obesity levels.3® The ‘Face the Facts, Can the Tax’ campaign is
supported by a number of retail, manufacturing and hospitality
companies, and calls on the Government to review the policy and
withdraw plans to introduce the levy.*® Some soft drinks manufacturers
have said they are disappointed and that soft drinks have been singled
out by the Government.*!

The structure of the tax

In their commentary on the Budget, the Institute of Fiscal Studies (IFS)
raised concerns about how effective the new levy might be due to its
design. 4

The planned charge will be a flat rate per litre of product that will be
dependent on whether the product is within the lower or higher sugar
bracket. This would mean that a product with a higher sugar total
would, in effect, pay less per gram of sugar than lower sugar products
that are still within scope of the levy.

In December 2016, an article published by the IFS suggested that the
levy structure could create a lack of incentive to reformulate products
within either the high sugar rate (over 8g/100ml), or the mid-sugar rate
(5-8g/100ml) unless the reformulation would move the product into the
lower tax bracket, or to becoming an untaxed product. Under the levy
for example, a product with 10g/100ml of sugar would be taxed at the
same rate as a product with 20g/100ml of sugar. The authors
suggested an alternative tax design - to introduce a rate of 20p per 100
grams of sugar:

This would lead to clear incentives for all manufacturers to reduce
the sugar content of their products. Consider again a
manufacturer of a 1 litre bottle of drink that contains 11 grams of
sugar per 100 millilitres. Now the product will face a tax of 22
pence. Lowering the sugar content of the product by 1 gram per
100 millilitres reduces this by 2 pence and increasing the sugar
content by 1 gram per 100 millilitres raises tax due by 2 pence.*?

36 Tesco, Tesco reduces sugar content in all own brand soft drinks, November 2016

37 The Times, Lucozade promises ‘game-changing’ reformulation with less sugar,
November 2016

38 The Guardian, Britvic to change recipes for more of its drinks to avoid sugar tax, 19
May 2016

39 British Soft Drinks Association, BSDA's response to the Soft Drinks Tax Consultation
and the Childhood Obesity Strategy, October 2016

40 Face the facts, can the tax campaign website [accessed 10 January 2017]

41 Beverage Daily, UK sugar tax on soft drinks: the industry’s reaction, March 2016

42 |nstitute of Fiscal Studies, IFS Budget briefing: The Soft Drinks Levy, 17 March 2016.
See also, the opening remarks made by IFS director Paul Johnson at this event (IFS

March 2016 p7).
43 |FS, Observations: Sweetening the sugar tax?, December 2016
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The IFS Chart below shows distribution of the sugar contents across all
soft drink purchased in 2010-11 (with fraction of purchases shown on
left hand vertical axis) alongside the current proposed tax amount and
the alternative tax proposed by the IFS (per 100 grams of sugar):
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Figure 3: Institute for Fiscal Studies, Observations: Sweetening
the sugar tax?*

Impacts of the tax

A Lancet study published in December 2016 looked at three possible
industry responses to the Soft Drinks Industry Levy - reformulation, a
price rise, and a change in the market share of low, medium and high
sugar products. The authors’ modelling suggested that the first
scenario, where industry reformulates its products, would result in the
greatest benefits to health. In its best case scenario, the study
estimated that there could be 144,000 fewer obese adults in around
two years following the introduction of the levy, and 19,000 fewer
cases of type 2 diabetes in over ten years, following reformulation
(which it assumes to be 30% reduction in sugar content of all high
sugar drinks, and 15% reduction in medium sugar drinks).** The
authors report that the greatest uncertainty as regards the impacts of
the levy is how industry will respond; each scenario considered had a
different potential impact on health.

An August 2016 economic impacts study produced on behalf of the
British Soft Drink Association by Oxford Economics reported that the
levy would result in lower sales of soft drinks. It stated that this could
lead to the industry contributing £132 million less to UK GDP, and could
lead to 4,000 job losses.*® However, the report has been questioned for

44 |FS, Observations: Sweetening the sugar tax?, December 2016

4> The Lancet, Health impact assessment of the UK soft drinks industry levy: a
comparative risk assessment modelling study, December 2016

46 Oxford Economics, The Economic Impact of the Soft Drinks Levy, August 2016
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assuming that the full cost of the levy will be passed on to consumers
and for not considering the impact of reformulation. This contradicts
both the Government'’s stated purpose of the levy, and recent industry
reports of reformulation both related and unrelated to the introduction
of the levy.?

3.2 Draft Finance Bill 2017

The draft finance Bill was published in December 2016. Provisions
relating to the Soft Drinks Industry Levy are within clauses 51-78 and
Schedule 15 and 17 of the Bill. The draft Bill is currently subject to
consultation until 1 February 2017.

The HMRC website provides links to:
. The Draft Finance Bill 2017

o Draft explanatory notes

o A tax information and impact note relating to the Soft drink
Industry Levy

This briefing does not provide a clause by clause overview of this section
of the draft Bill. However, the following bullet points provide some
further detail on the proposed levy:

o The levy will apply from April 2018 to producers and importers of
soft drinks;

. A lower tax rate will apply to drinks with a total sugar content of
5 grams or more per 100ml; a higher rate will apply to drinks with
a sugar content of 8 grams or more per 100ml;

. The 100ml applies to the ‘prepared drink.” This will mean that
any drink that requires dilution will be assessed at the diluted level
(as indicated by information on the packaging of the product).

. Fruit juice, vegetable juice and milk are not considered an added
sugar ingredient. The Bill gives HMRC powers to prescribe what is
meant by fruit/vegetable juice.

. The levy will not apply to drinks where no sugar has been added,
to milk based, or milk substitute based drinks.

o There are a number of exemptions to the provisions within the
Bill. This includes baby formula and products used to treat dietary
conditions;

. HMRC have powers under the draft Bill to make regulations
specifying further criteria for exempt soft drinks.

o Drinks containing up to 1.2% ABV alcohol are included in the levy
but provision will be made to exclude some of these drinks from
the levy.

. Small producers will be excluded from the levy. The small

producer threshold has been set at one million litres of product;

47 BBC News, Reality Check: Would the sugar tax cost 4,000 jobs?, August 2016
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o Producers will be able to claim credit from HMRC in respect of
exported soft drinks;

. The Commissioners of Revenue and Customs may make
regulations in regards of the payment, collection and recovery of

the levy.
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