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AEF response to HM Treasury Aviation Duty Consultation

23rd April 2008
General Comments

The Government has stated that aviation should meet its environmental and social costs in full. To date, specific measures to internalise environmental costs in the UK have been confined to the variable application of airport noise and emission charges. While the EU proposal to include aviation in the EU emissions trading scheme will begin to tackle the industry’s carbon emissions, the proposed design still justifies the use of other economic instruments in parallel. The EU ETS proposal envisages setting a cap at 2004-6 levels, while the majority of permits will be distributed free of charge (at least in the early phases). Furthermore, the proposal does not take into account the non-CO2 effects of aviation and climate change. 
The AEF has long argued that aviation benefits from many subsidies, including the absence of fuel duty and VAT on tickets and new aircraft purchases. Given these subsidies, and the full range of environmental impacts, the AEF supports the Treasury’s proposal to ensure that aviation better reflects its environmental costs AND makes a contribution to general government spending. For this reason, we do not see the proposed new duty solely as an environmental tax.

We have not sought to answer all the questions in the consultation, but have highlighted several specific issues:
The basis of the duty: aircraft measure

A.3 Maximum Take Off Weight:
1. What would be the simplest and most transparent method of using maximum take-off weight: banding or straight calculation of either the constant MTOW or some function of MTOW?
Banding.

2. Are there any possible distortions/problems caused by using MTOW?

Using MTOW without any further weighting does not distinguish between the variable environmental performance of different aircraft in the same weight category, or by age: more-efficient aircraft will pay the same duty regardless, offering no further incentive for airlines to invest in new technologies.
3. What do you think the environmental benefits of using MTOW would be?

In response to the problem highlighted above, the AEF suggests that the proposal might be supplemented with a differential relating to noise performance. This would be consistent with HMT’s objective to better align the new duty with the environmental impact of flying (not just its carbon or climate impact). The rest of this note describes how noise performance could be incorporated.       

Background

All civil aircraft, with relatively few exemptions, are required to have a noise certificate. The International Civil Aviation Organisation (ICAO) sets out international standards and recommended practices in Volume 1, Annex 16 to the Convention on International Civil Aviation. These standards have become progressively more stringent over the years to reflect advances in aircraft technology. In the UK, the requirements for UK registered aircraft are set out in a Statutory Instrument (Air Navigation [Noise Certification] Order).

The first ICAO standards (known as Chapter 2 of Annex 16 to Volume I), targeted subsonic jet aeroplanes for which a type certificate was requested before 6 October 1977. The more stringent Chapter 3 standard refers to aircraft for which a type certificate was requested as from 6 October 1977 up until 1 January 2006. From the 1 January 2006, all new subsonic jet aeroplanes and propeller-driven aeroplanes over 8618 kg maximum certificated take-off mass must comply with the (current) Chapter 4 standard. Chapter 4 improves on the Chapter 3 standard by a cumulative margin of 10 EPNdB (measured across the 3 measurement points).

While the noise limits have an upper and lower ceiling, the applicable noise limit varies linearly with the logarithm of an aircraft’s MTOW.

The EU banned the operation of Chapter 2 aircraft with a MTOW greater than 34 tonnes or with more than 19 seats, at EU airports from 1 April 2002.

Proposal

Given that the Chapter 2 aircraft with a MTOW greater than 34 tonnes or with more than 19 seats have been phased-out in the EU, most aircraft covered by the proposed duty will be either Chapter 3 or 4. Chapter 4 will represent aircraft types certified since 1 Jan 2006, distinguishing aircraft by age as well as reference to environmental performance. Given that newer aircraft are likely to incorporate latest technologies, they are likely to be more fuel-efficient. 

Basing the duty on whether an aircraft’s noise certificate is Chapter 3 or 4, in addition to MTOW, would add an element of environmental performance as well as a further incentive for fleet replacement.

Advantages:

- relates to environmental performance;

- administratively simple, as small number of categories;

- database already exists;

- applicable noise limits already correlated to MTOW;

- distinguishing between “chapters” is already practised by some airports in relation to noise charging schemes.      

Disadvantages to be addressed:

- a few Chapter 2 aircraft below 34 tonnes still operate (may require additional category);

- the de minimis threshold for the new duty is proposed at 5700kg, yet the Chapter 4 noise standard only applies to propeller-driven aircraft above 8618kg. Aircraft below this weight are still required to hold a noise certificate but the applicable limits are included in other Chapters of Volume 1, Annex 16 (again, may require use of additional category)

- a few airports already apply noise-related landing charges (airlines may claim double-counting although cost basis is not related to damage so opportunity to discuss whether local charges relate to the full cost) 

Further refinement
Given some of the potential constraints above, it may be possible to relate the duty to noise performance by adopting the methodology developed by the Government to apply restrictions on aircraft movements at night at the designated London airports. This Quota Count system defines noise categories based on the same noise certification data but without reference to the corresponding Chapters.  See  http://www.dft.gov.uk/pgr/aviation/environmentalissues/nighthgs/
4. How well do you think that using MTOW as the basis for the duty helps the Government achieve its objectives?

Insofar as there is a general relationship between an aircraft’s weight and its corresponding noise and emissions, using MTOW contributes to the aim of using taxation to ensure that the sector reflects environmental costs. However, without further weightings to differentiate aircraft according to their environmental impact, the opportunity to incentivise a change to cleaner technologies will not be fully realised.  
A.4 NOx emissions in the landing and take-off cycle:
7. What would be the best source of robust data on NOx emissions in the landing and take-off cycle?
The ICAO LTO NOx certification databank. ICAO has also produced Guidance on Aircraft Emissions Charges Related to Local Air Quality
. While it is appreciated that the proposed duty does not constitute a charge, the guidance proposes a formula for calculating aircraft LTO NOx, as well as a data source for uncertified engines (section 4.2.2 and Appendix II respectively). 

A.7 Distance factor based on three geographical bands. 
13. Do you agree that banding is the most appropriate measure?

Banding offers an administratively simple way of taking distance into account. 

14. Do you agree with the banding system that the Government has suggested?

We would like to suggest further bands are added to reflect domestic travel and flights over 5,000 miles.
General and business aviation

A.8 5.7 tonnes de minimis limit 
20. Do you agree that a de minimis limit based on the weight of an aircraft a suitable measure?
Providing that all aircraft covered by the de minimis limit are subject to fuel duty, as stated, we would support the proposal to reduce the administrative burden. We urge Treasury and Revenue and Customs to review the current level of duty to ensure that it is proportional to the proposed aircraft duty. 
21. Is 5.7 tonnes a suitable level at which to set a de minimis limit?
5.7 tonnes is commonly used in aviation to differentiate between largely commercial and non-commercial operations and the appropriate degree of regulation. 
24. Do you agree that all helicopters should be placed within the fuel duty regime rather than the aviation duty regime?
Yes, the largest and smallest helicopters will not vary significantly in MTOW (relative to a scale that also includes the largest commercial fixed-wing aircraft) and all will be within Distance Band A. This will create no environmental incentive for operating cleaner technology. Conversely, a fuel duty would create a direct incentive to operate cleaner technology.
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