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About us

1. AEF is the principal UK NGO concerned exclusively with the environmental impacts of
aviation. Supported by individuals and community groups affected by the UK’s airports and
airfields or concerned about aviation and climate change, we promote a sustainable future
for aviation which fully recognises and takes account of all its environmental and amenity
effects. As well as supporting our members with local issues, we have regular input into
international, EU and UK policy discussions. At the UN we are the lead representative of the
environmental umbrella organisation ICSA, which is actively engaged in the current talks
aimed at agreeing global climate measures for aviation.

The case for aviation taxation at the national level

2. We agree with the Treasury and with World Bank and IMF economists® that the sector’s
exemption from fuel duty and VAT mean that in the absence of compensatory fiscal
measures, aviation would be under-taxed compared to other sectors of the economy, goods
and services. We note that recognition of this benefit was the basis for APD’s introduction as
a means to ensure the sector contributed towards general taxation and consider that there
is a strong social justification for APD as a means of raising revenue, since the majority of
flights are taken by those with above-average incomes®.

3. There is strong case for UK Treasury continuing to levy a tax on aviation centrally.
Regardless of any decision Scotland may take (to the likely detriment of its own Treasury),
the UK Treasury should resist any levelling down of APD across England. At a time when
public finances are so constrained, any further reduction in a tax that is long-established and
both cheap and easy for Government to collect should not be made lightly.

4. While a reduction in APD may generate some short-term benefit for the aviation industry,
it is not clear that it will have an overall benefit for the economy. Work commissioned by the
industry on the benefit of reduced taxation tends to rely on assumptions about the links
between aviation activity and trade that other economists regard as overstated and
speculative®.

12014 Keen et al ‘The (non-) taxation of international aviation and maritime fuels: anomalies and possibilities’
http://www.voxeu.org/article/non-taxation-international-aviation-and-maritime-fuels-anomalies-and-
http://www.voxeu.org/article/non-taxation-international-aviation-and-maritime-fuels-anomalies-and-
possibilities

2 CAA passenger survey report 2013 http://www.caa.co.uk/docs/81/2013CAAPaxSurveyReport.pdf

® See for example 2013, Faber et al “The economics of airport expansion’, CE Delft
http://www.cedelft.eu/publicatie/the_economics_of_airport_expansion/1363; 2015 Airports Commission
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5. Rather than reducing APD, we believe in fact that there is a strong rationale for increasing
the total tax revenue in the future, particularly if international measures such as carbon
charging on flights are either not forthcoming or are insufficiently stringent to put aviation
on an equal footing with other sectors. If aviation was charged tax at the same rate as
motorists it would generate an additional £11 billion annually for the Treasury”.

6. In addition to the case for general taxation, it is important to note that aviation has
significant environmental costs. APD has never, as we understand it, been set at a level that
has a significant downward pressure on demand. But since aviation demand (particularly in
the leisure sector) is cost sensitive, it seems likely that a reduction in APD would lead to
some increase in passenger demand. This in turn would lead to increases in noise, carbon
emissions and air pollution such that counterbalancing policy action would be required. The
cost and feasibility of this should be considered before a decision is taken on whether to
implement any changes.

7. In the case of aviation’s climate impact, for example, any increase in emissions from
regional airports would need to be included in assessment of the national total, which is
already set to exceed the limit recommended by the Committee on Climate Change (CCC) to
meet the requirements of the Climate Change Act. Taxation (in addition to carbon pricing)
has been cited by CCC as a possible lever for the Government to use to close the gap”.

The case for aviation taxation at the international level

8. We continue to support in the longer term the removal of international barriers to
aviation’s tax exemption.

9. In the Discussion Paper, the APD background note states that “In line with International
Civil Aviation Organization (ICAO) rules, the UK does not tax fuel used for international
flights.” (para A.2). We believe however that there are in fact no legally-binding ICAO rules
that impose a blanket prohibition on taxation of fuel for international flights. The ‘rules’ of
ICAO are set out in the Articles to the Convention on International Civil Aviation (the
‘Chicago Convention’). The relevant section, Article 24 (Customs duty) states only that
“Fuel.... on board an aircraft of a contracting State, on arrival in the territory of another
contracting State and retained on board on leaving the territory of that State shall be exempt
from customs duty, inspection fees or similar national or local duties and charges.” While
ICAO therefore prevents taxation of fuel already on board an aircraft on arrival, it does not
prevent fuel duties being applied if an aircraft refuels.

‘Expert panelist wider economic impacts review’, https://www.gov.uk/government/publications/airports-
commission-final-report-economy-impacts

2015 Airportwatch ‘Aviation economics and a new runway’ http://www.airportwatch.org.uk/wp-
content/uploads/AirportWatch _Economics_briefing 8.6.2015_ with_references.pdf

*2009 cCC ‘Meeting the UK aviation target: options for reducing emissions to 2050’
https://www.theccc.org.uk/publication/meeting-the-uk-aviation-target-options-for-reducing-emissions-to-2050/
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10. ICAQ’s policy on taxation (Policies on Taxation in the Field of International Air Transport,
Doc 8632) recommends inter alia the reciprocal exemption from all taxes levied on fuel
taken on board by aircraft in connection with international air services, and also calls on
Contracting States to the fullest practicable extent to reduce or eliminate taxes related to
the sale or use of international air transport. However, these are non-binding
recommendations that should not be regarded as ICAO rules. It is up to Contracting States
whether or not they choose to implement this provision through bilateral ASAs (air service
agreements).

11. The European Commission has a stated aim to press for the removal of any barriers to
taxation as ASAs are renegotiated such that taxes may be possible to introduce in the future
on a reciprocal basis. The legal barriers to taxation of aviation fuel internationally are, for the
reasons set out above, less significant than the industry often portrays them to be. The UK
already has the power to tax fuel on domestic flights, and some opportunities now exist
under EU law for bilateral action on intra-EU routes. We believe that the UK Government
should now actively pursue all opportunities to introduce a fuel duty internationally. This
would have the environmental benefit of helping to incentivise aircraft efficiency
improvements (since fuel use is directly linked to CO2 output), while also helping to create a
level playing field among airlines internationally.

Is there is a need to consider the effects of devolution in relation to aviation taxation?

12. It is currently unclear whether there will be a significant impact on regional airports as a
result of the devolution of Air Passenger Duty to Scotland, and the Government should
refrain from any commitment or action in relation to changes to the APD regime elsewhere
in the UK until a full assessment has been made of the nature and scale of any impacts.

13. Even if the tax is halved or removed, the impact on English regional airports particularly
over the long term may not be significant once the additional cost and time of travel to the
airport is factored in, and once a full review has been undertaken of which routes are served
by both Scottish and North of England airports. On the 1% January 2013, APD was abolished
on long-haul routes from Belfast International Airport. One of the justifications had been the
competition faced from Dublin in attracting passengers away from Belfast on one of its
busiest long-haul routes to New York (Newark). Traffic levels had declined from 92,212 in
2010 to 83,607 in 2012. But following the abolishment, passenger numbers rallied slightly to
85,146 in 2013 before falling to their lowest level in 5 years in 2014 with just 82,958
passengers®.

14. It is in any case not certain that Scotland will implement its proposal to halve and then
remove APD given the hole that this would create in Scottish finances. We understand that a
working group is currently considering the issue. Treasury should postpone any further

® CAA UK Airport Statistics Annual Reports for 2011-2014
http://www.caa.co.uk/default.aspx?catid=80&pagetype=88&pageid=3&sglid=3
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action until it is clear how Scotland will proceed on APD, and whether it is to be replaced
with an alternative tax (such that any impact on demand at English airports would be
minimal).

Potential options to help mitigate the impacts of the devolution of APD on regional
airports

15. In addition to the significant administrative and legal hurdles identified in the document
we have several concerns about the particular options considered for changes to the current
tax regime.

*  Devolution of APD within England appears likely to lead to a levelling down in terms of
tax take to which, for all the reasons given above, we would be opposed.

*  We do not have a strong view on how APD is levied across the UK’s airports but would
oppose any variation in APD rates around the UK that resulted in an overall reduction in
tax levied.

*  Except in exceptional circumstances (for example, at airports serving isolated regions),
we oppose the provision of any public subsidy to airports. Aid can represent a serious
and unfair distortion of competition, and can artificially stimulate demand. We would
similarly not support the proposal to directly compensate regional airports for any
purported loss as a result of a reduction of aviation tax.
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