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Executive Summary

The Deposit Law on Beverage Containers 1999 came into effect on October 1,
2001, and the Ministry of Environmental Protection was placed in charge of its
implementation.  This work is intended to examine, from a wide perspective, the
implementation of the law in light of its goals and to recommend further steps that
should be taken in keeping with them.

During the legislative process it was decided not to include containers of volume
equal to or greater than 1.5 liters within the coverage of the law – a decision that
contradicted the environmental stance that was part of the law’s foundation.  The
demand to expand the law was raised repeatedly in discussions of the Knesset
Economic Affairs Committee, at which different opinions were expressed and
much debate took place.

This work addresses three main issues:

1. The feasibility of expanding the law to include containers whose volume is
equal to or greater than 1.5 liters;

2. Increasing market competition;
3. Increasing public involvement.

The work revealed that from both economic and environmental perspectives, the
law should be expanded to include large containers. On this basis a number of
principal recommendations are made for the modification and expansion of the
law.

The Ministry of Environmental Protection and the Ministry of Finance have adopted
the principles suggested in this work.  On the basis of these and additional
assessments made by the Ministry of Environmental Protection, the Ministry has
proposed, in collaboration with the Ministry of Finance, amendments to the Deposit
Law.



vi

Current Process for Treatment of Returned Beverage Containers

Return to Retailer and Receipt
of Deposit

Receipt, Sorting, and Storage by
the Retailer

Collection by a Recycling
Corporation and Return of

Deposit to Retailer

Collection and Sorting by
a Central Collector

Collection by a Local Collector

Garbage Receptacle/ Public Space

Collection by a Recycling
Corporation and Return of

Deposit to Collector, Including
Incentive Pay

Sale of Material for Recycling

Transfer to Sorting Center

Consumer
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The Current Law

According to the directives of the current law, manufacturers of beverages,
importers, and some of the stores in which they are sold (henceforth, “the firms”)
are required to charge a deposit of 25 agurot (0.25 NIS) on every bottle they sell.
At the same time, the manufacturers, importers, and distributors must accept empty
beverage bottles from consumers and refund them the amount of the deposit (that
is, 25 agurot per bottle).

The law also included stipulations for the formation of the Ela Recycling
Corporation: it is responsible for the collection of all empty beverage bottles for
which the deposit was collected by the firms that make use of the Corporation’s
services.  The collection target set for 2001 was 50%; for 2004 , 70%; and from
2006 onward, 85%.

The Deposit Law applies to all beverage containers made of plastic, glass, or
aluminum whose volume is greater than 0.125 liters and smaller than 1.5 liters.
The number of containers covered by the law – approximately 500 million per
year.  The law does not apply to containers whose volume is equal to or greater
than 1.5 liters,  of which it is estimated there are also about 500 million a year.

These are the goals of the law (i.e., the benefits it was meant to bring):
1. Cleaning public areas;
2. Raising the environmental awareness of the public;
3. Decreasing the volume of refuse sent to burial.

Data from the Recycling Corporation reveals that in 2003 62% of the bottles sold
were collected (the collection target for that year was 60%); as mentioned, in
2004 the set target was 70%; and in 2005, 80%.  The current law allows the
corporation to make use of the difference between the sum of the deposits paid
and the sum refunded  to finance the implementation of the law.  Our calculations
have shown that as long as the difference between deposits and refunds is the only
source of income for the corporation, it will only be possible to reach a 72%
collection level.  A higher level of collection might very well cause the corporation
a deficit.
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Furthermore, beyond the economy-wide cost-benefit analysis and the question of
whether it will be possible to reach the targets set in the law, there are other issues
that need to be addressed as well:

1. The fact that the law covers only half of the beverage containers

2. The low level of public involvement in beverage container return

3. The problem of inadequate accessibility to the collection points and the
inconvenience of returning containers

4. Lack of competition due to the fact that there is only one collection corporation

5. The fact that the corporation is in a position to put pressure on the government:
if the corporation closes down, the government will have no means of forcing
the firms to reach its targets for collection and, consequently, the goals of the
law will not be attained.  In this situation the firms will have no incentive to
collect empty bottles. Thus, in the absence of actual return of empty containers,
the deposit fee will become something like a tax on the consumer for the
support of the fund for a clean environment in the Ministry of Environmental
Protection.  For this reason, the corporation is in a position of strength vis-à-
vis the government, and any time it does not meet regulations, it can threaten
to declare bankruptcy and thus elicit compromises from the government.
Therefore, in essence, a state of mutual dependency exists between a private
body and a governmental one.

6. The problem of free-riders: manufacturers who are not members of the
corporation have no real motivation to join it or to independently collect their
empty containers. This situation creates various problems: the rate of the
corporation’s container collection is skewed upward, since the corporation
collects these containers (that is, containers produced by other manufacturers)
and calculates the rate of collection accordingly; if the corporation refuses to
collect these containers, the public might very well be left with containers that
the stores will be unwilling to accept.

7. The cost of implementing the law falls on the consumer and on the storeowners,
and not on the manufacturer, in contradiction to the “polluter pays” principle.
This principle should lead to the right division of costs between all parties
responsible for creating the pollution.
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8. Annual measurement of return data in light of the collection targets leads to
pressure on the corporation by the collectors at the year’s end.

9. The statistics on bottle collection are skewed upward because the corporation
collects containers from manufacturers who are not members of the corporation
and are not supposed to benefit from its services.  On the other hand, statistics
regarding container sales are based only on data from manufacturers who are
members of the corporation and are meant to benefit from its services.

10. Government intervention – unnecessary – is possible with the corporation’s
consent.

11. There is inadequate marking to distinguish between containers that require a
deposit and those that do not.

12. There is a problem of storage space both for the distributors and for the stores.

13. The distributors must cover the high costs of handling the containers.

14. The process has led to problems of tax evasion and money laundering.

With a broad view on all these issues, it is clear that the current system does not
stand up to normative economic standards.  Therefore the following analyses should
be carried out:

1. An economic cost-benefit analysis, from an economy-wide perspective;

2. If the project in general is found to be economically worthwhile, the best
alternative should be chosen, including an assessment of the application of the
law to all relevant containers.
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Summary of Cost-Benefit Analysis of the Law

Following is a summary of the cost-benefit analysis of the law, by type of container.

A. Operation and Treatment Costs

Total Costs

Type of Indirect Cost of Sale of Cost of Total
Container Cost Receipt Raw Treatment Cost

Material from the
Retailer,

Collector,
and After

Glass 1 4.20 (0.88) 12.26 16.58

Plastic
Containers
under 1.5
Liters 1 4.20 (2.43) 9.33 12.10

Plastic
Containers
1.5 Liters
and Above 1 5.46 (4.83) 10.92 12.55

Aluminum
Cans 1 4.20 (2.71) 9.33 11.82

Total Cost
of Law 1 4.90 -3.64 10.54 IS 115,202

* Cost of Receipt – is the cost to the retailer of receiving the container from the consumer,
return of deposit, sorting, and storage.  The average cost of receipt of a container is 9
agurot for a large container, but this is relevant only for the cost to the retailer.  The cost of
collection by a collector is included in the cost of treatment (see first column).  In this table
the cost of receipt to the retailer is divided among all the beverage containers, and is
therefore relatively low.

Cost of Treatment – includes the collection from the retailer/collector, including
transportation and treatment at the sorting center.

Indirect Cost – supervising, overseeing, advertising, and general costs of the recycling
corporation and of government supervision.
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B. Benefits to the Economy

These are the benefits of implementing the Deposit Law:

1. Cleaner public spaces;
2. A rise in public environmental awareness;
3. A reduction in the volume of waste sent to burial;
4. Savings in the costs of alternative treatment of containers;
5. Positive external effects stemming from the use of recycled materials;
6. Reducing pollution in  the process of manufacturing containers or producing

raw materials;
7. Creation of jobs.

The following table summarizes the total benefits per container, for each type of
container:

Total Benefit of a Beverage Container (in agurot)

Type of Decrease External Employ- Cleaning Alternative Total
Container in Volume Effects of ment of Public Benefit Benefit

of Buried Energy Space
Waste Saving and

Benefits
from

Recycling

Glass 0.20 1.00 0.60 7.00 5.08 13.90

Plastic
Containers
under 1.5
Liters 0.29 2.50 0.60 5.00 2.27 10.66

Plastic
Containers
1.5 Liters
and Above 0.49 2.50 0.60 5.00 4.20 12.79

Aluminum
Cans 0.20 7.00 0.60 5.00 1.10 13.90

Average Total
in Agurot 0.38 3.09 0.60 5.22 3.46 12.74
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Cost-Benefit Analysis of the Proposed Law: Summary

One can see from the table that while the cost is greater than the benefit, the
difference between them is slight, and one can therefore say that the law more or
less balances itself out economically.  It should be emphasized that some of the
benefits (public awareness, for example) have not been quantified in the framework
of this analysis, and as a result the benefit side of the equation is skewed downward.
The costs presented in the analysis were calculated according to the costs incurred
by the corporation.  We expect that once competition develops, and as a result of
the increase in the number of containers, the average cost of treatment per container
will be less than that presented here, and so the benefit will be greater than the
cost.

As part of the analysis, alternative treatments were considered – collection for
burial, voluntary collection at the source, collection from transfer stations, and
professional collectors.  All these alternatives proved more expensive and would
not achieve the goals of the law.  The benefits from the Deposit Law exceed those
from any other system of treatment – see appendix no. 3 – cost-benefit analysis.

The Formulation and Analysis of Alternatives
within the Framework of the Deposit Law

After having evaluated the economic feasibility of the law, two additional issues
should be examined:
1. What types of containers should be covered by the law?
2. What option is best for the implementation of the law?

What types of containers should be covered by the law?

It is worthwhile to include plastic and aluminum containers, which together
compose 80% of beverage containers, under the coverage of the law.  It is not
worthwhile to include glass containers.

Glass – the value of raw material is close to zero, and there is no solution for
recycling glass in the anticipated quantities (even today there is no adequate
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solution, and the expansion of the law will of course exacerbate the problem), the
cost of treatment is high and problematic (the glass breaks).   It does not stand up
in an analysis of cost versus benefit to the economy.

Cardboard and certain plastics (milk containers, detergent containers) – these types
of containers were not analyzed, but because the value of their raw materials is
very low and their inclusion in the law would create severe logistical problems,
we suggest leaving these types of containers outside the coverage of the law.

Conclusions

On the face of it, the results would suggest that glass, cardboard, and other plastic
containers should not be covered by the Deposit Law.

The Problem

It is not possible to apply the law to only certain types of containers. Such a decision
would result in discrimination against different types of containers for the same
kind of drink and would encourage people to buy beverages in containers that do
not require a deposit, thus producing the opposite of the desired effect.

A Possible Solution

The Deposit Law could cover only non-alcoholic beverage containers and beer
containers (but not wine or other alcoholic beverages), excluding milk containers.
In such a way most of the containers on which a deposit is not worthwhile would
be removed from consideration, without leading to undesirable consumption
changes that might occur if the law were implemented only on certain types of
bottles – such as encouraging consumers to switch from a type of bottle that requires
a deposit to a type that does not.

The Result

The number of containers covered by the law would grow from approximately
500 million to approximately 900 million annually, and the implementation of the
law would be more economically beneficial.
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Alternatives within the Deposit Law framework – Analysis

We carried out an analysis of some possible alternatives within the framework of
the Deposit Law. The efficiency of the alternatives was measured according to the
following criteria:

1. Attaining the goal – as has been defined;

2. Economic cost – the total cost to all to all economic players: manufacturers,
consumers, retailers, local authorities, the government, etc.;

3. Implementation – would it be possible to implement the alternative, and what
obstacles would its implementation face;

4. Timetable – are there issues that could postpone the implementation of the
alternative for a considerable period of time;

5. Sharing the costs – who would have to pay the costs of the alternative, and
would it stand up to the “polluter pays” principle?;

6. External effects – other effects on the economy, such as regarding competition
in the beverage market, employment, etc.;

7. Flexibility concerning possible changes in the future – the robustness of the
law to cardinal changes in the market, such as an increase in the number of
containers, an increase in the amount of imports, changes in the types of
containers (due to exogenous developments);

8. The level of government involvement required – the level of supervision, types
of licenses needed, the level of involvement regarding treatment types, etc.;

9. Equal opportunity and the level of competition in the market – does the
alternative encourage competition, help remove entry barriers to relevant
parties, reduce concentration of market power, etc.

The Alternatives

There are five possible alternatives (including the zero alternative):

1. The zero-alternative (a limited version): According to this alternative, the
current system will remain in effect, except for the expansion of the law to
include bottles of 1.5 liters and the exclusion of alcoholic beverages (apart
from beer) from the coverage of the law.
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2. Alternative 1: responsibility lies with the manufacturer. This alternative is
similar to the base alternative, except that responsibility is transferred to the
manufacturer.  According to this system, all manufacturers are responsible for
collecting the containers they produce, according to the targets set in the law
or its accompanying regulations.  In addition, each manufacturer will be able
to keep any surplus deposit money (‘the difference’) without regard to the
actual cost of treatment.

3. Alternative 2: the clearing center. This alternative is similar in almost all
ways to the first alternative, which places collection responsibility on the
manufacturer, with one difference: the government (by way of an external
contractor) will establish a financial clearing center for corporations and
manufacturers. This clearing center will serve one key purpose – to manage
the accounting related to the collection of containers from different
manufacturers. If the collection corporation of one manufacturer collects the
containers of another manufacturer, the clearing center will credit the
appropriate manufacturer.  In order to create an incentive for a collection
corporation to collect containers from different manufacturers (and thereby
increase the efficiency of the collection), an additional collection fee may be
set with which the manufacturer will credit the collector. The amount could be
set either by the government or by negotiations between the collectors.

4. Alternative 3: conceptual separation between manufacturing and
collection of containers. According to this alternative, manufacturing,
marketing and collection will be conceptually separated. This alternative would
require manufacturers to reach a certain level of collection, with disregard to
the manufacturer of the containers collected: as in alternative 2, every
manufacturer will be able to collect any container covered by the deposit law,
but under this alternative, a clearing center for accounting would not be
necessary.

5. Alternative 4: A non-operator corporation.  This alternative proposes
creating a single corporation that would not be engaged in the actual operation
of container collection, but rather would be responsible for managing
contractors, through open tenders. This solution would to a certain extent
increase competition in the market, but would leave most of the problems of
the zero-alternative unresolved.
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Comparison of the Alternatives

In order to compare the different alternatives, the following table shows a summary
of all the considerations and criteria thus far discussed:

Comparison of Alternatives*

Parameters Separation Disposal Manufacturers’ Limited
Between Center Responsibility Version
Production
and Collection

Achievement No Limit, Any No Limit, Any No Limit, Any Limit of 70%-
of Goal – Goal Can Be Goal Can Be Goal Can Be 75% Return,
Multiple Set by Decision Set by Decision Set by Decision According to
Collection the Difference
Points of Deposits

Proposed Level 85% 85% 85% 72%
of Return

Number of 765  million IS 765  million IS 765  million IS 648   million IS
Containers
Returned
Per Year

Average Cost 12.8  agurot 16.1  agurot 12.8   agurot 12.8  agurot
of Container

Total Annual 98  million IS 98  million IS 123.2  million IS 98 million IS
Cost for an identical

quantity

Net Benefit to 0.46 million IS 0.46 million IS 8.6 million IS 0.46 million IS
the Economy according to according to

85% collection 85% collection

Level of Very High, Many High, Several Very Low, Low, Only a
Competition Corporations Corporations Increased Single

Will be Created Possible Power to the Corporation,
Corporation Power as a
as Compared to Monopoly
Small Producers

Accessibility to High High Fair Fair
the Consumer



xvii

Parameters Separation Disposal Manufacturers’ Limited
Between Center Responsibility Version
Production
and Collection

Timetable Medium Time- Long-term – Short term – Immediate
frame – 1 1/2 two years up to a year
years

Feasibility Medium Low High High

Level of Medium Very High Medium, Medium,
Government similar to similar to
Involvement current current

Simplicity of Medium Complicated Good Good
the System

Flexibility for Good Low Good Good
Future Change

Division of Among the Among the Among the Between the
Burden Producer, the Producer, the Producer, the Producer and

Consumer, and Consumer, and Consumer, and the Retailer
the Retailer the Retailer the Retailer

Possible Error Medium High Medium Medium

Unintended None None None Exist
Beneficiaries

Summary 1 4 2 3
(Rating of
Alternatives)

* IS – Israeli Shekel; Ag’ – Agurot (100 Agurot = 1 Israeli Shekel)

Main Conclusions

From a comparison of the alternatives presented in the table, two alternatives stand
out as having clear advantages over the rest – the alternative placing collection
responsibility on the manufacturers and the alternative in which sale (manufacture)
and collection are separated. These two alternatives are preferable to the others in
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terms of cost (over that of the clearing center) and in attaining the collection targets
(over that of the limited base version).  When compared to these two alternatives,
the other options have no advantages, so one can conclude that the two leading
alternatives are 2 and 4.

Between these two alternatives, the proposal for separating the sale and collection
of containers also brings with it the notable benefit of increasing competition.
This is important in terms of anti-trust regulation and the need for government
regulation of non-competitive markets. Competitive markets usually lead to lower
costs and to greater accessibility and convenience to the consumer. The most
significant disadvantage of this alternative in comparison to the manufacturers’
responsibility alternative is in the intermediate period before the system is worked
out; however, once it has stabilized the manufacturers’ responsibility alternative
will have no further advantage over it.

We therefore recommend the alternative of the conceptual separation between
manufacturing and collection.

Analysis According to Primary Parameters

The chosen alternative

The cost of implementing the law

After comparing the alternatives, one can say that apart from the option of
establishing a clearing center (which would be relatively expensive), all the other
alternatives would cost more or less the same; therefore the test of the economic
benefits of running the system should not be the criterion for selecting the best
alternative. One should pay attention to the composition of the costs, which is
different for each of the alternatives: for example, while the (single) corporation
enjoys advantages arising from the existence of economies of scale (in the sorting
center as well as in the command and control system), an increase in competition
and a lesser need to transport the containers to a number of different sorting center
sites will, to a certain extent, balance out with these advantages.
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Attaining the goals

In terms of this parameter, the zero alternative is the least beneficial in that it
entails collection targets derived from the funding sources of the corporations.  If
the funding is inadequate, the corporations will close down and a situation will be
reached in which there will be no need to meet any collection targets whatsoever.
This is one of the main failings of this alternative – the targets are inherently
determined by the source of funding and thus it is impossible to reach the target of
85%, and the goal set out by the law will not be met in full.  In all the other
alternatives the connection between these two aspects is cut off, and any goal may
be set according to government decision.

Net benefit to the economy

Since the benefit of the deposit system is about equal to its cost, it is preferable to
deal with as many containers as possible (except for those made of glass) within
the framework of the deposit law.  The limit should be set at the point at which the
marginal cost of container collection exceeds the marginal benefit from collection.
Since the zero-alternative is limited by a target collection level of about 72%, this
alternative is inferior to the others.

The degree of competition in the market

As was presented in the analysis of the alternatives, only the alternatives involving
the clearing center and that of separation between sale and collection will allow
for the entrance of competing firms into the collection business. Due to the relatively
high cost of the clearing center, the highest degree of competition can be attained
through employing the separation alternative.  It should be emphasized that today
competition exists as regards the collection and the transport of the containers, but
the corporation is, in effect, monopolistic in its dealings all those involved at these
stages as well as with the retailers. In its dealings with consumers, the corporation
is also monopolist.

Accessibility and convenience to consumers

The expansion of the coverage of the law to include containers whose volume is
1.5 liters as well as the increase in collection rates will result in an improvement in
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the accessibility and convenience to the consumer regardless of the alternative
chosen.    In the limited alternative these changes will have the least effect, and in
the case of separation between manufacturing and collection they will produce
the greatest effect, as compared to all the other alternatives.

Timetable for implementation

Without question, the fewer and the smaller the changes introduced, the faster the
implementation will be.  From this perspective, therefore, the zero-alternative and
the alternative which shifts responsibility to the producer are highly advantageous
over the other alternatives.

Chances for Implementation

As in the previous article, the fewer the changes made the greater the chances for
implementation.  Chances for implementation are also greater when the operational
mechanism is simpler, and therefore the option of the clearing center is substantially
inferior to the other alternatives.  The separation alternative may also encounter
problems in implementation.

Degree of government involvement

There are great advantages to an option that requires a low degree of government
involvement. The government must set clear ground rules for the market and
establish a mechanism that will minimize its direct intervention.  In all of the
alternatives the government will remain involved, but for different reasons and at
different levels.  In the zero-alternative and the manufacturers’ responsibility
alternative the government has to approve the corporation[s] and settle various
issues (see the analysis of the current situation), whereas in the alternative of
separation the government will have to monitor accessibility to the consumer.
The great advantage of the separation option is that it may be expected that after
the system has stabilized, competition will eliminate the necessity of future
government intervention.  On the other hand, the existence of a monopoly will
require continuous government involvement and oversight.  It is clear that the
clearing center alternative would prove to be most troublesome in this respect,
requiring tight government regulation.
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Sharing the burden

As noted, the burden should be born by the polluter. One can define three players
in the lifecycle of a container: the manufacturer, the retailer, and the consumer.
Although it is not possible to specify the precise weight of each of these, it should
be clear that each should bear some part of the burden.

The deposit method, by which the consumer is permitted to return the container
and have his deposit refunded, leaves some of the burden on the consumers who
choose not to take advantage of this possibility.  At a collection level of 80%, the
consumers shoulder an average burden of 6 agurot, which is 50% of the overall
burden (the average is misleading, of course, since consumers that return the bottles
share no part of the burden, whereas consumers that do not return bottles pay 30
agurot)

The rest of the burden should be split between the manufacturers and the retailers,
and in our opinion at least half of the burden should fall on the manufacturer, and
less than half - on the retailer.

In the zero-alternative, the manufacturer shares no part of the burden, which instead
falls entirely on the consumer and the retailer. In the case of the manufacturer’s
responsibility alternative, part of the burden will fall on the manufacturer, but
most of it will still fall on the retailer and on the consumer.  Only according to the
separation alternative does the cost fall justly on the manufacturer, the retailer,
and the consumer.

Setting collection target rates

In order to set target rates for collection, a number of parameters should be taken
into account:

1. The cost-benefit test – since the benefits and costs are approximately equal,
but the marginal cost of treating the containers is less than the average cost
(the system is already running and the cost relates only to the variable cost), it
would be best to include as many containers as possible (excluding glass
containers) within the framework of the law.  However, at high rates of
collection the marginal cost will rise, and at a certain point will even surpass
the average cost.  The limit should therefore be set at the point where the
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marginal cost of collection exceeds the marginal benefit of collection. In our
opinion, this point is at a collection rate of between 75% and 85%, but it is
difficult to determine precisely. The exact level should be determined by other
parameters, such as the level of accessibility to the consumer and finding
reasonable solutions for retailers.

2. Accessibility and convenience for the consumer – as was presented in the
work, the best means for improving accessibility and convenience for the
consumer is to raise the target rates for collection. According to the proposed
alternative, the manufacturers are not required to receive the containers. In
order to avoid a situation in which the consumers and retailers are unable to
return containers, high rates of collection must be set – such that will encourage
manufacturers to collect all relevant containers and to increase accessibility
and convenience for consumers. Clearly, with a target collection rate of only
70% (as it is now) this aim will not be achieved, as involvement is insufficient
and  accessibility to consumers is inadequate, and yet the corporation still
manages to meet the target. Thus, higher target rates should be set.

3. Learning from similar laws in other countries - A review of similar laws
enacted in other countries reveals that average collection targets are in the
range of 75%-80%.

We therefore recommend establishing the following mechanism: the target rate
will be raised gradually, 5% each year (in 2005 the target should be 75%); if the
results are satisfactory, (in terms of convenience for the consumer, cleanliness of
public places, etc.) the target will remain as it is.  If the results are not satisfactory,
the target will be raised by an additional 5%, until acceptable results are achieved.

Setting the deposit amount

A number of important questions must be answered with regard to this issue:

1. Should a fixed sum for deposit be set by law, or should each individual
manufacturer be entitled to set the deposit amount for its bottles?

2. If it is decided to set a fixed sum for deposit by law, should different amounts
be set for each size or type of container?

3. If so, what should the different amounts be?
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In order to answer these questions, a detailed analysis of the data has been carried
out, dealing with different aspects of setting the amount of the deposit. It is presented
in appendix no.5

The analysis reveals that allowing the deposit amount to be set by the market
could have disastrous effects.  In any case, it is likely that the deposit amount will
be uniform – but without government intervention there may be room for the key
players in the market to dictate the price to the other manufacturers.  From there –
a complete collapse of the competition in the market is only a short distance away.
Moreover, if the deposit amount is too high, an industry of empty containers may
emerge; if it is too low, the level of competition between the different beverage
manufacturers will decrease.

Therefore, in our opinion, the government should set the deposit amount, according
to economic and environmental considerations.

In addition, it would be best to set a single deposit amount for all containers –
large and small (the reasons for doing so are similar to those that make it preferable
to set one price for all manufacturers).

According to our findings a reasonable amount for deposit would be 30 agurot,
(including V.A.T).

A plan for implementing the alternative of separation between
the sale and collection of containers

The basics of the proposed alternative

The following are the basic principles of the proposed alternative:

1. Responsibility for collection will fall on the manufacturers.  For this reason,
clear target rates will be set for collection as a percentage of the sale of beverages
by each manufacturer. The setting of target rates serves two purposes: attaining
the goals of the law (cleanliness of public space, etc.) and ensuring the provision
of efficient and convenient collection services to the public. The target should
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be set at 75% of total sales.  If the collection companies do not provide
convenient and efficient service, the target rates will be raised to 80% or even
85%, until an acceptable standard of service is offered on a national level.

2. The manufacturer will be required to recycle at least 90% of the containers it
collects.

3. Every manufacturer will be entitled to collect every container covered by the
deposit law in order to reach the target rate; manufacturers will be allowed to
collect all relevant containers, regardless of who manufactured them.  The
rate will be set as a percentage of total sales, but the containers the manufacturer
collects do not have to be of the same type as those that he sells.

4. Funding sources for the implementation of the law.  There are three sources of
funding  for the implementation of the law:

i) The difference between the deposit amounts collected and those refunded
will be retained by the manufacturer;

ii) If this difference (retained by the manufacturer) is not enough to finance
the mechanism for collection and treatment, the  manufacturer will have
to cover the extra costs from his own sources;

iii) The retailers – to be explained following.

5. The Coverage of the Law.  The law will cover all beverage containers, not
including alcoholic beverages with the exception of beer (it may be possible
to set a level of 9% alcohol as the limit, or any other appropriate definition that
can be found), and not including cardboard or milk containers. The number of
containers produced annually is estimated to be about 900 million, out of which
100 million are made of glass, 200 million of aluminum, and 600 million of
plastic.

6. Points of Beverage Container Collection from the Consumer.  Each
manufacturer will determine its own collection method, which may mean that
different manufacturers will devise different ways for doing so in different
parts of the country – machines, special stores, gas stations, etc. Despite the
desire to give manufacturers freedom of action, it must be ensured that
consumers are given reasonable and efficient possibilities to return the
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containers. It is therefore recommended that retailers also be required to accept
empty containers from consumers, in keeping with the following guidelines:

i) Owners of stores with an area of over 28 square meters must refund deposits
on every container covered by the deposit law, up to 50 containers.

ii) Owner of stores with an area of under 28 square meters must refund
deposits on every type of container sold at the store – up to 10 containers.

iii) Kiosk owners must refund deposits on every container sold at the kiosk.

iv) Restaurant owners will not charge their patrons a deposit.

Consumers will be entitled to return containers at these places or at any other
return point established by the manufacturers.  Manufacturers and retailers
must provide the same services for all types of containers for which a deposit
is due.

7. Dealing with the cost to retailers of handling the containers. Without question,
from the perspective of the lifecycle of a beverage container, some responsibility
falls on the retailer.  Due in part to this responsibility, and out of practical
concerns, all retailers will be required to receive containers from consumers.
Despite this, we emphasize that the retailers do not play a decisive role in
creating the related pollution.

According to the current law, retailers are required to bear too much of the
cost burden associated with the recycling of the containers.  In order to bring
about a fairer distribution of the costs, the manufacturers will have to pay a
service fee to all retailers from whom they receive their containers. We propose
that the service fee be determined through negotiations between manufacturers
and retailers.  If by the time the law goes into force the parties will not have
succeeded in reaching an agreement that will be formally presented to the
authority responsible for the implementation of the law, i.e., the Ministry of
Environmental Protection, the fee will be set by the Ministry.

8. The Deposit Amount.  Since the manufacturers do not collect the containers
they produce, a fixed amount must be set for the deposit for all manufacturers
(see explanation in appendix no.5).  The deposit amount to be established for
all containers: 0.30 NIS.  Every three years the authority in charge of overseeing
the implementation of the law will assess the need to change the deposit amount.
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9. Failure of manufacturers to meet target levels.  Having learned the lesson
from the implementation of the current law, and in order to avoid speculative
pressures from collectors toward the end of the year, annual and multi-annual
targets will be set. Each year, a deviation of up to 10% from the goal will be
allowed, but the difference will need to be made up in the following year.
Failure to meet annual target levels will result in the imposition of a fine;
failure to meet multi-annual target levels will lead to a doubling of the fine.

10. Supervising and overseeing the implementation of the law The authority charged
with supervising the implementation of the law will be expected to ensure,
through its inspectors and by publicizing relevant information, that the relevant
bodies are achieving the goals of the law.

11. Technical Problems.  Having learned the lessons from the implementation of
the current law, a number of principles have been established to resolve some
technical problems:

i) The issue of V.A.T. – The manufacturers’ expenses in carrying out the law
will be recognized toward the calculation of the V.A.T.  This recognition
entails working out a mechanism for determining the manufacturers’ costs.

ii) Preventing money-laundering – Every manufacturer will be required to
record payments to every collector of more than 50 containers.  This subject
will be brought to the tax division in the Ministry of Finance in order to
find a method that will prevent money-laundering.

iii) Identifying Containers with Deposits – In order to prevent forgeries and
counting containers that do not require a deposit, manufacturers will have
to stamp the amount of the deposit on the container itself (rather than on
the label, as is done today).

Effects of implementing the alternative

On the basis of these principles we foresee the following developments:

1. Efficiency in collection and treatment – the development of competition and
the freedom given to each manufacturer to devise its own best method of
collection will improve the efficiency of the market, and probably also lead to
a reduction in the cost of collection.  We anticipate that a wide range of
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collection methods and collection point types will develop – automatic
machines, special stores, collection points at gas stations, and more.

2. Consumer involvement – the expansion of the law to include larger volume
containers, bought mainly for home usage, as well as the extension of the
obligation to receive containers to include small stores and kiosks, will increase
public involvement and will bring about more convenient solutions for container
return. This will bring to an end claims that the existing law is, in fact (in part),
a tax on the consumer.

3. Development of competition – Eliminating the requirement that each
manufacturer collect its specific containers should greatly reduce the economies
of scales enjoyed by any single collector.  We expect that different
manufacturers will devise independent methods of collection (or will hire the
services of independent collectors), such that the problem of a single corporation
will be solved on a practical level as well.

4. Sharing the burden – The proposed framework does not create a power
hierarchy among different players, and therefore the way in which the burden
will be shared between the three types of players in the containers’ life cycle –
the manufacturer, the retailer, and the consumer – should be fair and reasonable,
as settled through commercial negotiations.

5. Anticipated changes in related markets – The proposed law should significantly
reduce the volume of waste in public spaces.  The volume of refuse in local
council garbage receptacles should also decrease by more than 5%.  Local
authorities should be able to reduce their expenditures on cleaning public spaces
and adapt their local garbage collection and disposal system accordingly (less
new trucks for garbage compacting will be required, etc.). In the long-term,
these changes will result in savings to the municipal authorities. The return of
large containers, providing raw materials of significant economic value, will
help advance recycling in Israel, and may lead to the development of new
recycling technologies.
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Legislative changes required for the implementation of the proposed
alternative

In order to implement the alternative, a number of changes in the existing law and
related regulations must be made. These legislative changes include the following
parameters:

1. Placing responsibility on manufacturers to meet target rates for collection and
recycling;

2. Eliminating the requirement for government approval of the formation of new
collection corporations;

3. Retention of the deposit remainders by manufacturers;

4. Allowing each manufacturer to collect any bottle for which a deposit is due;

5. Expansion of the law to cover all containers (that is, including the larger ones),
and the exclusion of containers of beverages with more than 9% alcohol;

6. Setting the deposit amount by law, and approving a system for updating this
amount;

7. Providing solutions to the technical problems noted.

Period of transition and putting the law into effect

We recommend that the law go into effect one year after its approval by the Knesset.
Until this time, the current law should remain in effect, but the rate of return
should be set at 75% from 2005 onward (instead of 80%). In the intermediate
period, manufacturers and retailers will have to reach agreement on the handling
fee, up to six months before the law comes into force.  If they cannot reach an
agreement, the Ministry of Environmental Protection, which is responsible for the
law, will determine the fee by itself – up to two months before the new law comes
into effect.  The Minister of Environmental Protection will have the power to
approve an agreement between the manufacturers and the retailers, or alternatively,
to set the fee.
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Implementation plan

Stage One – Legislative changes required for the implementation of the new system.

Stage Two – Supervision of the preparation of the relevant parties for
implementation of the new law, including the reaching of an agreement between
manufacturers and retailers over the handling fee.  If no agreement is reached by
the time the law comes into effect, the Minister of Environmental Protection will
determine the fee.

Stage Three – Preparation of a plan for supervision and control by the Ministry of
Environmental Protection, in order to ensure that the law is enforced.

Stage Four – Evaluation of the level of service and accessibility to consumers and
assessing the need to modify collection targets up to an 85% rate.
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