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Review of levy/import/export opportunities and implications 
for a net zero Isle of Man  

 
1. EXECUTIVE SUMMARY 
 
1.1. This paper reviews the options of utilising the Island’s indirect taxation system to 

introduce new levies; import or export arrangements etc. that could assist the Island 
in achieving net zero carbon. 
 

1.2. The paper highlights the opportunities and implications of introducing the 
environmental taxes that are currently in place in the UK and which are specifically 
managed through HMRC’s indirect taxation system. These are: Climate Change Levy, 
Carbon Price Floor, Aggregates Levy and Landfill Tax.  
 

1.3. However, it should be noted that the existence of the 1979 Customs and Excise 
Agreement prevents the Isle of Man Government from deviating from UK duty rates 
for any of the duties defined as ‘common duties’ under the Agreement; this includes 
all hydrocarbon duties and customs (import) duties. 
 

1.4. The paper concludes that whilst there are definitely some opportunities available, the 
Isle of Man Government will need to exercise caution to ensure that the longstanding 
revenue sharing arrangements that the Island has in place with the UK, would not be 
put at risk/contravened as this could result in the Agreement being withdrawn. 
However, the introduction of an Isle of Man based carbon tax could be considered. 

 
2. INDIRECT TAX IN THE ISLE OF MAN 
 

Scope 
2.1. This paper explores the opportunities etc. to introduce new levies and import / 

export arrangements that could help the Isle of Man achieve net zero carbon by 
2050.  
 

2.2. In other jurisdictions, including the UK, certain environmental taxes are linked to the 
direct taxation system; however, the information in this paper is limited to tax 
arrangements that could be facilitated through, or would have an impact on, the 
Island’s indirect taxation system. 
 

2.3. Set out below is an overview of how the indirect tax system works on the Isle of Man 
and the requirements placed on the Island through the existence of the 1979 
Customs and Excise Agreement (‘the Agreement’). 
 

2.4. Where applicable the opportunities available to the Isle of Man  to introduce new 
levies etc., and any limitations imposed by the Agreement or under law are set out in 
the relevant sections throughout the paper. 
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The 1979 Customs & Excise Agreement 

2.5. Since 1979 the collection of the indirect taxes in the Isle of Man has been facilitated 
through the 1979 Customs and Excise Agreement (‘the Agreement’): this replaced 
the Common Purse arrangements that were previously in place between the United 
Kingdom and the Isle of Man.  
 

2.6. Under the Agreement the Island keeps its indirect tax regime largely in line with that 
of the UK, allowing for the free movement of goods between the two jurisdictions. 
For the last forty years the Agreement has been successfully maintained and this has 
been a contributing factor in ensuring the financial stability of the Isle of Man. 

 
Revenue Sharing Arrangement 

2.7. Crucially the Agreement makes provision for the Revenue Sharing Arrangement 
(RSA) - the agreed formula by which VAT and most other indirect tax revenues are 
allocated between the United Kingdom and the Isle of Man.  
The Isle of Man finds itself in a unique position in this regard as it is the only Crown 
Dependency to have entered into such an arrangement with the UK Exchequer. 
 
Income collected through the Agreement 

2.8. The RSA currently accounts for over £350m of income to the IOM Treasury each 
year. A substantial portion of this is collected on the Island with a balancing payment 
provided by HM Treasury if/as required to ensure that the Island receives its pre-
determined share of ‘common duties’ every year. 

 
Common Duties  

2.9. Under the Agreement the common duties are agreed as being: Value Added Tax 
(VAT), Excise duties (specifically on beer, wine, spirits, cider & perry, tobacco and 
hydrocarbon oils), Pool Betting duty, Customs Duty, Lottery Duty and the Soft Drinks 
Industry Levy.  
 

2.10. These duties are levied on all relevant goods in both the Isle of Man and the UK at 
the same rate of duty e.g. the standard rate of VAT is 20% in both jurisdictions.  
 

2.11. The basic premise of a common duty is that the excise charge, VAT etc. is ‘included’ 
in the cost of consumables and therefore ‘suffered’ by the person who buys that 
item.  This is regardless of where the purchase takes place (in the IOM or the UK) or 
where that item is ‘consumed’ (in the Isle of Man or the UK). 
 

2.12. An example of this is the online purchase of a taxable item by an Isle of Man 
resident from a UK supplier; in this case, any VAT or duty charged is accounted for in 
the UK i.e. it is paid by the supplier to HMRC; however, the ‘consumption’ of the item 
takes place in the Isle of Man. The VAT or duty etc. element of such items is, 
therefore, ‘due’ to the IOM Treasury. (And this is the reason that HM Treasury may 
make a balancing payment to the IOM each year – see S1.4 above). 
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2.13. The following graph (Figure 1) highlights the importance of indirect tax collected 

under the Agreement to the Island; in 2019/20 the collection of ‘common duties’ will 
account for 42% of the Treasury’s total estimated income of £887m.  

 

 
Figure 1: Isle of Man Taxation 

 
Non-Shared Duties 

2.14. In addition to the common duties, the Island also administers the following indirect 
taxes/duties: Air Passenger Duty, Machines Games Duty, and gambling duty 
(excluding pool betting duty).  
 

2.15. These are referred to as the ‘Non Shared Duties’ and they sit outside of the 
Agreement meaning that the Isle of Man Government is not subject to the same 
constraints that apply to the administration of the ‘common duties’ under the 
Agreement. 
 
Opportunity - new non-shared duties can be introduced in isolation under 
Isle of Man law along with any supporting regulations as required. 

 
3. DUTY RATES IN THE ISLE OF MAN 
 
3.1. The Duty Rates adopted in the Isle of Man for the ‘common duties’ must comply with 

the following requirements set out in the Agreement. 
 

3.2. Paragraph 6(1) - “Subject to sub-paragraph (2) and [paragraphs 7, 7A and 7B] 
below, the Isle of Man Government agrees to keep all Customs and Excise revenues 
at the same rates and subject to the same conditions and reliefs as in the United 
Kingdom with the following exceptions, namely – (the exceptions quoted under this 
section of the Agreement are not relevant to this paper).  
 

C&E Shared Duties 
42% 

C&E Non Shared Duties 
1% Income Tax  - Individuals 

22% 

Income Tax  - Companies/Non 
Resident 

4% 

National Insurance 
30% 

Other Treasury Income 
1% 



Work Package N                         IMPACT Report Appendix 36 (b)(iii)  
 

4 
 

3.3. However, Paragraph 6(2) of the Agreement states: 
 
“The United Kingdom Government agrees that nothing in this Agreement will affect 
the right of the Isle of Man Government – (a) to allow a supplementary rebate not 
exceeding 10 p per gallon or 2.2 p per litre, on hydrocarbon oil used in the Isle of 
Man, or (b)” (the requirements under section (b) are not relevant to this paper).  
 
Furthermore, paragraph 7 states “The Governments agree that any proposal by the 
Isle of Man Government to depart from a rate of duty or tax charged, or relief 
granted, in the United Kingdom will be subject to a period of 3 months’ notice and to 
agreement by both Governments, excluding only the duties and taxes specified in 
[sub-paragraphs (1)(b) and (c) of paragraph 6 above]”.(re: betting and VAT matters 
only) 

 
Implication - the Isle of Man Government cannot deviate from the duty 
rates set by the UK Exchequer for any duty defined as a ‘common duty’ 
under the Agreement with the exception of introducing a fuel duty 
supplementary rebate. Whilst a fuel duty rebate is allowable the Isle of 
Man Government cannot impose an additional levy on road fuel.   

 
4.  CUSTOMS ARRANGEMENTS 
 
4.1. Amongst other things the Agreement also removes the need for customs barriers 

between the Isle of Man, the UK and the EU. Basically the Island is treated as part of 
the UK and (currently) the EU for customs purposes. 
 

Implications – custom duty is defined as a common duty which means 
that it must be administered and accounted for in accordance with the 
conditions set out in the Agreement;  
The Isle of Man Government cannot introduce any duty/levy etc that 
would require/create a customs border between the Isle of Man and the 
United Kingdom - even if the new duty was not categorised as a common 
duty under the Agreement.  
This situation severely limits the Island’s ability to introduce new 
import/export mechanisms etc. 

 
5. LEGISLATION 

 
5.1. The Agreement is legislated for in the UK under the Isle of Man Act 1979 and 

through the corresponding Isle of Man provision – the Customs & Excise Acts 
(Implementation of 1979 Agreement) Order 1980. 
 

5.2. The legislative arrangements mean that any amendment to the terms of the 
Agreement have to be fully agreed and then enacted by both Governments – 
normally through the auspices of a UK Finance Act before the change can be 

http://www.legislation.gov.uk/ukpga/1979/58/contents
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adopted under IOM law. Basically, neither Government has the authority to amend 
the terms of the Agreement without the knowledge of the other party; but either 
party can ask for changes to be considered e.g. when the UK introduces a new duty 
(that is relevant to the Island) the IOM Government can ask the UK to consider 
adding that duty to the list of ‘common duties’ described under the Agreement. 
 

5.3. The most recent example of this was gaining agreement from HM Treasury for the 
Soft Drinks Industry Levy to be added to the list of common duties. However, it 
should also be noted that it is very rare for HM Treasury to agree to add new 
common duties to the Agreement.   

 
Implication – amendments to the Agreement have to be legislated for in 
the UK and the Isle of Man. This is a protracted process and it is unlikely 
that any new taxes (including environmental taxes) adopted in the UK in 
the future will be added to the list of common duties under the 
Agreement, thus limiting the Island’s ability to increase its revenue 
collection through the Agreement. 
 

6. DEFINITION OF AN ENVIRONMENTAL TAX 
 

6.1. The European Statistical Office (Eurostat) has defined an environmental tax as a tax 
whose base is a physical unit (e.g. a litre of road fuel or a passenger flight) that has 
a proven negative impact on the environment. These taxes are designed to promote 
environmentally positive behaviour, reduce damaging effects on the environment 
and generate revenue that can potentially be used to promote further environmental 
protection.  
 

6.2. Environmental taxes generally fall into one of the following four categories: energy; 
transport; pollution and resource.  

 
Energy  

6.3. Energy taxes are taxes on energy production and on energy products e.g. coal, oil 
products, natural gas and electricity used for both transport and stationary purposes.  
 

6.4. Under the Agreement hydrocarbon oil (HCO)duties are treated as ‘common duties’ 
and generate circa £30m of revenue per year for the Isle of Man Government. In 
2018/19 the HCO duty collected equated to 8.15% of all revenue raised through 
indirect taxation. If the Island was to import or produce any bio-fuels in the future 
these would also be subject to the UK duty rates as they would fall within the 
common duties criteria. 
 
Transport  

6.5. Transport taxes generally relate to the ownership and use of motor vehicles. On the 
Island these are administered by the Department of Infrastructure (DOI) and sit 
outside of the Agreement and the revenue sharing arrangements. 
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Pollution and resource taxes  

6.6. These are imposed on the extraction of raw materials and on the management of 
waste. On the Island these activities are administered by the Department of 
Environment, Food & Agriculture (DEFA) and the Department for Infrastructure 
(DOI). 

 
Opportunity – The Island could introduce environmental levies similar to 
those in use in the UK e.g. Climate Change Levy. There is nothing within 
Customs & Excise legislation that would prevent such action but 
consideration must be taken as regards to how a tax would be levied. 
 
Implication – transport and pollution taxes are not currently administered 
on the Island by the Treasury/Customes and Excise Division through the 
indirect taxation system. Whilst there is an opportunity to introduce 
environmental taxes these may need to be administered by other Isle of 
Man Government agencies e.g. DOI or DEFA, rather than by the Treasury. 

 
Air Passenger Duty 

6.7. Air Passenger Duty (APD) might be considered as being a ‘transport tax’ but it is 
administered on the Island and in the UK as an excise duty.  
 

6.8. At the time of its introduction the UK Government stated that one of the ‘benefits’ of 
introducing APD was to offset the environmental impact of air travel; however, this 
paper has not established whether the APD collected in the UK is specifically used to 
fund environmental/carbon off-setting initiatives.    
 

6.9. In the Isle of Man APD is treated as a Non Shared Duty so there is scope to modify 
the scale of charges and there are both opportunities and implications attached to 
this proposal. 

 
Opportunity - rather than consider increasing the APD rate on the Island the Isle of 
Man Government may wish to consider ring fencing some/all of the duty collected 
each year and using this specifically to fund environmental initiatives on the Island. 
The current collection rate is just in excess of £5 million per year. (Please note that 
this suggestion is made by the lead author of this paper as a member of the CECTT 
and not as a Treasury officer; any future decision / action in relation to this matter 
would be a matter for the Treasury Board to consider).  
 
Implication – if adopted the ring-fencing of the APD collection would lead to a circa 
£5 million reduction in the funding available to pay for existing / other government 
services. 
 
Implication – increasing the APD duty rate in the IOM could create some 
operational issues for the airline operators flying in/out of Ronaldsway; this is 
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because the duty rates adopted on the Island are the same as those used in the UK 
for ease of administration. Using the UK rates helps to ensure that airlines operating 
flights to/from the Island aren’t burdened with additional reporting / administrative 
requirements which could lead to additional costs or, in the worst case scenario, the 
withdrawal of some air services. 

 
APD for private jet passengers 

6.10. In 2013 the UK Government introduced APD for private jet passengers but the Isle of 
Man Government did not introduce this measure. At the time it was considered that 
the cost of administering the charges would outweigh the value of the duty collected. 
However, perhaps this option should be reconsidered now?  
 

6.11. Provisional figures (Aug 2019) indicate that on average there are circa 200 
passengers departing from the Island using private/business jets per month. If the 
Island’s APD regime was extended to include these passengers there is the potential 
to raise an additional £50k - £70k in duty per year.  

 
Opportunity – the Isle of Man Government could reconsider introducing 
APD for private/business jet passengers departing from the Island. As 
suggested above, any duty collected through this stream could be used to 
fund environmental initiatives. 
 
Implications – the change would need to be legislated for and could take 
some time to come in to effect. The cost on Isle of Man Government of 
administering and collecting the duty could still be excessive compared to 
the actual amount of revenue collected thus leading to an overall increase 
in overheads.  

 
7. ENVIRONMENTAL TAXES IN THE UK 

 
7.1. Responding to the impact of global warming, the UK government introduced a 

number of environmental taxes and relief schemes aimed at encouraging businesses 
to operate in a more environmentally-friendly manner. 
 

7.2. In 2010 the UK Government also committed to increasing the proportion of revenue 
it earned from environmental taxes. To measure this HM Treasury developed a 
separate definition of an environmental tax based on the following principles: 

 
• The tax is explicitly linked to the (UK) government’s environmental 

objectives. 
• The primary objective of the tax is to encourage environmentally positive 

behaviour change. 
• The tax is structured in relation to environmental objectives – i.e. the more 

polluting the behaviour the greater the tax levied. 
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7.3. The above principles apply to the following UK indirect taxes:  
  

• Landfill Tax (1996)  
• Climate Change Levy (2001) 
• Aggregates Levy (2002)  
• Carbon Price Floor (2013)  

 
7.4. Other environmental taxes, such as the Carbon Reduction Scheme, adopted in the 

UK are treated as direct taxes and are therefore outside the scope of this paper. 
 

7.5. None of the indirect taxes/levies listed above have been added to the Agreement (for 
the benefit of the Isle of Man as a common duty) because it has been agreed that 
these types of levies fall due in the jurisdiction of mining or of first import.  
 

Introduction of similar environmental taxes on the Isle of Man 
 
7.6. However, consideration could be given to the introduction of these type of 

levies/duties on the Island as there is nothing in law that would prevent this. 
 
 
8. CLIMATE CHANGE LEVY AND THE CARBON PRICE FLOOR 

 
8.1. The Climate Change Levy (CCL), was first introduced in the UK April 2001. It is an 

environmental tax charged on the energy used by businesses. It’s designed to 
encourage businesses to be more energy efficient in how they operate, helping to 
reduce their overall greenhouse gas emissions.  
 

8.2. The CCL applies to businesses in the industrial, public services, commercial and 
agricultural sectors, and is charged on the ‘taxable commodities’ that are used for 
heating, lighting and power purposes. These are: 

 
• Electricity 
• Any gas in a gaseous state that is of a kind supplied by a gas utility 
• Solid fuels like coal and lignite; coke, and semi-coke of coal or lignite; 

petroleum coke 
 
8.3. The CCL rates applied in the UK are tiered and based on the taxable commodity used 

and the size of the business using that commodity. The scale of charges and the 
allowable exemptions etc. are reasonably complex but in 2018/19 the UK Exchequer 
collected £1,681 million from businesses through this levy.   
 

8.4. Gas and oil supplies (used by businesses) are already subject to VAT and in the case 
of hydrocarbon fuels excise duty is also charged in addition to the VAT.  
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8.5. In the UK the Carbon Price Floor (CPF) scheme is linked to the Climate Change Levy. 
It is a UK Government policy that was implemented in April 2013 to support the EU 
Emissions Trading System (EU ETS). Its primary aim is to underpin the price of 
carbon at a level that drives low carbon investment. 
 

8.6. The CPF taxes fossil fuels used to generate electricity via Carbon Price Support rates 
set under the Climate Change Levy. The price floor consists of two components 
which are paid for by energy generators; however, as there is only one electricity 
generator/supplier in the Isle of Man (Manx Utilities Authority – which is a Statutory 
Board of the IOM Government) the introduction of this type of scheme would need 
very careful consideration. 
 

9. AGGREGATES LEVY & LANDFILL TAX 
 
9.1. In the UK the aggregates tax is payable on sand, gravel and rock that’s either been: 
 

• Dug from the ground 
• Dredged from the sea in UK waters 
• Imported 

 
9.2. In the UK a business must also pay the landfill tax in addition to its normal landfill 

fees if it disposes of waste using landfill sites.  
 

9.3. Please note that activities connected to landfill management and the extraction of 
aggregates on the Island are legislated for in Manx law/regulations but neither 
activity is taxed in the way it is in the UK. On the Island, charges on these activities 
are made through the application of a gate fee (charge per tonne), lease charges 
and royalty fees. Therefore the introduction of an aggregates or landfill tax would be 
in addition to the existing charges.  

 
10. CARBON REDUCTION COMMITMENT / CRC SCHEME  
(please note that in the UK this scheme is operated as direct tax scheme so is essentially 
outside of the scope of this paper). 

 
10.1. In the UK the CRC scheme applies to large, non-energy-intensive organisations, for 

example: 
 

• supermarkets 
• hotels 
• water companies 
• banks 
• local authorities, including state-funded schools 
• all central government departments 
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10.2. Businesses that qualify for the scheme need to monitor their CO2 emissions from gas 
and electricity use and buy enough allowances to cover their annual emissions and 
surrender these at the end of the year. 
 

10.3. There is potentially some scope for the Isle of Man Government to introduce a local 
scheme, working with these types of businesses to encourage/incentivise them to 
lower or offset emissions.  
 
Opportunity – the Isle of Man could consider introducing a Climate Change Levy, 
CPF or CRC levies - existing C&E legislation would not prevent this. 
 
Implication – the introduction of any new environmental levy on the Island would 
increase the financial burden on any businesses subject to the charge (including the 
Manx Utilities Authority). Ultimately this could increase the cost of any related 
supplies made by those businesses to end consumers. 
 

11.  SUMMARY 
 
11.1. There are definitely some opportunities available to the Isle of Man Government to 

introduce environmental tax measures through the indirect tax system; however, if 
introduced it may be more practical for an environmental tax such as the climate 
change levy to be administered outside of the Treasury – as is already the case for 
transport taxes. 
 

11.2. The fact that the only electricity generator/provider on the Island is a Statutory 
Board of Government also presents some dilemmas when it comes to the possible 
introduction of new environmental taxes because of the increased costs on 
consumers that would result from this action. 
 

11.3. The resource and systems costs of administering new schemes will also need to be 
considered as these could outweigh the revenue generated, thus increasing the 
financial burden on IOM Government. 
 

11.4. Importantly consideration also needs to be given to what reduction in emissions 
would result from introduction of new levies etc. to ensure that these will be the 
most effective measures available.  
 

11.5. Finally, the Isle of Man Government will need to exercise caution to ensure that the 
longstanding Customs & Excise Agreement and revenue sharing arrangements that 
the Island has in place with the UK are not put at risk by the introduction of new 
levies.  
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