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Briefing paper:  
 
Environment and Infrastructure Policy Review 
Committee Questions to DEFA & DEFA’s Responses 
 

22 November 2013 
 

This paper is produced to provide answers to the written questions provided to DEFA 
in advance of their hearing session with the Minister and Chief Executive on 
November 22nd 2013. Some aspects of the answers are repetitive as they are 
intended to answer each question without excessive reference to other answers. 
 
1. Could you please explain briefly what derogation and decoupling are? 
 
Derogation Definition 
 
A derogation as defined by the EU is a provision in an EU legislative measure which 
allows for all or part of the legal measure to be applied differently, or not at all, to 
individuals, groups or organisations. The option to derogate may be granted to 
Member States and also to the social partners. In this context, derogation is not a 
provision excluding application of the legal measure: it is a choice given to allow for 
greater flexibility in the application of the law, enabling Member States or social 
partners to take into account special circumstances. 
 
Background 

 
The Isle of Man is not a member of the EU but has a special relationship, which is set 
out in Protocol 3 to the UK’s Treaty of Accession. Under this special relationship the 
Isle of Man accepts the free movement of goods but does not contribute to 
Community funds nor can it draw on such funds. The Island is financially 
autonomous and its support measures for agriculture are funded by the Isle of Man 
Government from local taxation. 

 
Under Protocol 3 the Council adopted Regulation (EEC) No 706/73 of 12 March 1973 
concerning the Community arrangements applicable to the Channel Islands and the 
Isle of Man for trade in agricultural products. In accordance with Article 1(2) of 
Protocol 3 and with Regulation (EEC) No 706/73 the Council stated in Decision 
82/530/EEC that the Isle of Man Government be allowed to apply a special import 
system for sheepmeat, beef and veal originating in third countries and in Member 
States of the Community in order to protect the production and the agricultural 
system of the Island. 

 
In 2006, the Council stated in Decision Number 2006/138/EC that the arrangements 
would be renewed for a final five years, to expire at the end of 2010, acknowledging 
their concerns about low efficiency and lack of market focus being demonstrated by 
the Island’s industry. This introduced a highly ambitious timescale to introduce 
reforms and importantly, for them to take effect so that the industry would become 
capable of adapting to a full free-market environment after trading for 28 years in a 
protected environment. 
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Comment 
 
The derogation as applied to the Isle of Man was the provision to restrict the import 
of meat into the Island, which resulted in the importation of lamb meat being 
prohibited and the importation of beef being restricted to 20% of Manx consumption. 
These measures were intended to protect the viability of Manx producers and 
resulting in a ‘virtual monopoly’. It has been suggested that the long standing nature 
of the derogation allowed a degree of complacency which stifled innovation and 
change within the industry.  The derogation was seen by many to be of such vital 
importance that they couldn’t envisage a production system which did not have this 
form of protection and the derogation was often viewed as a permanent entitlement, 
not a temporary measure. 
 
Decoupling Definition 
 
‘Decoupling’ in an agricultural context is the removal of the link between the receipt 
of a direct subsidy payment from Government and the production of a specific 
product. Prior to decoupling, farmers received a direct subsidy (or coupled) payment 
only if they produced the specific product to which the direct payment was 
associated. It meant that the profitability of producing a product (e.g. cereals, beef) 
did not depend solely on the amount of money for which the farmer could sell the 
product in the market, but also on the amount of direct payment (per area of crop or 
headage payment per animal) that was associated with that particular product. 

 
Comment 

 
Over time, the previous coupled subsidy payments had tended to stimulate 
production of product, irrespective of market demand or price. These arrangements 
also dis-incentivised the production of non-subsidies products as the subsidised 
products became lower risk. 
 
The Department envisages that the change from production related support will 
encourage the industry to move away from the oversupply of lower quality products 
towards the production of better quality foodstuffs, which are targeted at the actual 
market which may or may not be of lower volume, depending on market demand. 
 
The continued payment of de-coupled subsidy reduces the risk of diversification, and 
there is evidence of farmers increasingly seeking to diversify into supplying more 
profitable products, whilst still supported by the CCS which significantly reduces the 
risk of such diversification. The Department expect this is will lead to a more diverse 
food offering which will improve the range and quality of foods available to the 
consumer whilst improving producer returns. 
 
Direct payments of ‘headage’ to farmers were only paid when livestock was 
processed through the Island meat plant, which dramatically dis-incentivised live 
export of animals as they received no headage payments. Loss of both the 
derogation and decoupling has removed the incentive to continue this behaviour. As 
a result this has dramatically changed the way processors have to operate, rapidly 
exposing them to the realities of the market place where they have to compete both 
for supplies into the plants and to sell products in the market place. 
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Coupled subsidies were regularly increased to reflect the increased cost of 
production, so arguably farmers’ profitability became the responsibility of 
Government, whilst there was less incentive on farmers to improve their efficiency or 
to innovate. De-coupling is argued by some to return the responsibility of efficiently 
producing for a profitable market place to the farmer and hence over time reducing 
their dependency on continued Government support. 

 
The de-coupled approach also acknowledges the dual role of agricultural support, re-
enforcing the proposition of farmers not just as primary food producers but also as 
the ‘custodians of the countryside’ which is expected by, though not paid for by the 
market place. 

 
Decoupling has reduced the cost of administrating support to Agriculture; these 
savings have made up a significant part of the savings made by DEFA over the last 
6yrs, which has seen a 30% reduction in budget and a 20% reduction in staffing. 

 
2. The next stage of the Country side Care Scheme (CCS) will see monies 

being paid to farmers in respect of acreage held only, with no link to 
production. How does the Department envisage this impacting upon 
the local food supply? 

 
Payment changes 
 
The process of moving to area-based payments begins to take effect in 2014, with 
the transition to 100% area-based payments being completed in 2018.  
 
Impact on food supply 
 
As the transition to flat-rate payment rates becomes more advanced the Department 
envisages that the industry will be focused on its ‘actual’ market and be better placed 
to respond to market demand, producing higher quality produce.  
 
Graph 1 

 
 
The graph above shows that whilst Manx Meat production has declined since the 
peak prior to the introduction of the de-coupled scheme, the combined production 
remains higher than it was ten years ago and it is not yet clear if future production 
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will change, either up or down, as the industry re-structures and producers continue 
to become more innovative and profit focused. 
 
The graph also shows that the CCS Historic payments are based on the reference 
period 2005-2007, when increases in stocking levels were observed, both due to 
previous increases in coupled subsidy and possibly as some farmers tried to 
maximise the calculation of their historic payment. 
 
The recent EU report of their analysis of the impact of their de-coupled support 
scheme concluded that jurisdictions which have adopted flat rate payments have 
seen more innovation, improved production efficiency, an increase in the number of 
farms passing to the next generation and an increase in the amount of rented or 
share/contract farmed land. 
 
The graph below illustrates that producers are already shifting their production to the 
more profitable animals, with a rapid reduction in Special Young Bulls (SYB) and a 
proportional increase in steers. The SYB were produced with substantial subsidy 
payments, then exported to low profit markets off Island, as local retailers and 
consumers did not require the product.   
 
Graph 2 
 

 
 

 
Other considerations 
A move to flat-rate area payments will pave the way for new entrants to the industry 
who will be able to claim these payments on any (eligible) land they take over, whilst 
retaining any aspect of payments against ‘historic entitlements’ would stifle such 
change. It is hoped that new entrants will bring new ideas and enthusiasm and help 
to reinvigorate the industry, whilst providing older producers with an option to retire. 
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3. Why is there no link between the payments of the final stage CCS and 
production? 
 

Removal of headage payments 
 
The CCS scheme is designed to reconnect the primary producers (farmers) with their 
customers; this requires a step change away from headage, or production based 
payments. 
 
Currently support is based on direct aid payments made in the reference period 
years 2005-7. To maintain this situation of paying on figures that provided an historic 
snapshot of production levels is untenable in the longer term.  
 
The recent EU report following the analysis of their schemes acknowledged that 
jurisdictions retaining historic payments have tended to see lower levels of 
restructuring, innovation and profitability. This is being addressed by European 
Common Agricultural Policy (CAP) reform where current proposals are to move all 
member states away from Historic to diminishing flat rate support by 2018. 

 
Further comment 

 
Payment of direct support, or headage from Government created a situation where 
in effect the Government had become the primary customer, as farmers often sought 
to produce more to obtain increased support, irrespective of quality or market price 
of the products. It is often argued that this had led to stagnation within the industry 
where the focus was on harvesting government support rather than supplying what 
the actual end consumer wanted.  

 
Much consideration has been given to the rate of transition from historic to area-
based payments, which resulted in the current five year period of Historic payments 
to allow producers time to change and also the imminent further five year period of 
transition to a fully flat rate payment. Many forward thinking producers have already 
taken steps to enable their businesses to exploit the new opportunities which are 
arising and any slow-down in the progress of the Scheme would hamper such 
producers. 
 
The Department accepts that not all producers have taken the opportunity of the last 
five years to change their business and that some producers are now alarmed to find 
the transition to flat rate about to commence. 
 
Despite some vocal opposition to the change in payment structure we understand 
that there is a substantial majority who are reasonably happy with the direction of 
the Scheme who would be disadvantaged were it to be altered. This was the 
conclusion of the 2011 consultations into the overall agricultural strategy and the 
CCS. 

 
One of the anticipated outcomes of the 2008 Vision document was that a move away 
from production payments would allow farmers to run profitable businesses. 
Retaining an element of production payment hinders this transition by reducing the 
signals from the market to the farmer encouraging farmers to chase numbers at the 
expense of quality. 
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Flat rate payments give stability, providing a cushion which allows and arguably 
encourages farmers to diversify into new enterprises with reduced financial risk, as 
they continue to receive the CCS payments. 

 
It is worthy of note that Farmers affected by the severe weather this spring were still 
able to claim their full historic entitlements. Had Government support still been linked 
to production, a significant number may have been in severe financial difficulties 
now, due to reduced support accompanying their reduced production. 
 
4. Could consideration be given to providing a better return to those 

farmers who support the local creamery and abattoir with the right 
quality/quantity? Could acreage payments be reduced for those with 
low or no production from acreage held to support these payments? 
 

Improving returns 
 
The process of decoupling from production based payments is intended to allow 
farmers to make a profit by producing for their market. Farmers who produce 
livestock and milk to the specification of our local processors receive a good price for 
their products, whilst those producing out of specification products get significantly 
lower prices. It is appropriate that the market price directly influences farmers’ 
decisions on quality and product type, rather than government trying to do and 
risking providing conflicting messages. 
 
Via subvention, the Department currently supports the meat plant paying 95% and 
90% of the UK process for beef and lamb respectively to ensure that farmers get a 
good return from the local processor (note, this has subsequently changed to 92% 
and 86% following a decision by the IOM Meats’ Directors acknowledging that the 
UK ‘Deadweight’ benchmark being used is often indicating higher prices than are 
actually being achieved on average).  
 
The Department also support the Milk Price Order which again ensures that the 
creamery and dairy farmers can get a fair price in the market.  
 
The Department actively assists processors in encouraging local farmers to supply 
them with the goods they require.  
 
The graph overleaf, previously submitted as part of the supporting documents 
submission graphically demonstrates what happens when Government gets involved 
with trying to ‘solve’ supply chain issues. 
 
We believe that the subvention detailed above is a far more effective tool that allows 
the processors to stimulate the production/supply of the inputs they need. 
 
Acreage payments and linkage to production 
 
The CCS has explicitly broken the link with a requirement to produce specific 
products; however, land must be kept in ‘good agricultural and environmental 
condition’, which is unlikely to be cost effectively achieved without active farming of 
the land. 
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This is similar in the UK, where UK’s Rural Payments Agency provides guidance as 
follows: 
 

“You do not need to undertake any agricultural production in order to receive the 
SPS payment, but you will still need to comply with EU standards covering public, 
animal and plant health, environmental and animal welfare on all your 
agricultural land (whether you claim on this land or not).” 
 

The Department has not identified a method of linking specific production obligations 
to CCS payments without direct re-coupling and the Department’s concern regarding 
the risk of coupled production interfering with market demand and price signals to 
producers is well established. The next section provides a local example of the basis 
for that concern. 

 
Prior to de-coupling, the Department provided direct payments on un-castrated bulls 
or Special Young Bulls, which created a very attractive production opportunity for 
Manx Farmers. Unfortunately, the carcases produced were of a type not attractive to 
most supermarkets and local retailers, they mostly had to be exported into the UK 
wholesale markets for limited returns. Farmers made acceptable profits, but the 
product was not what the market wanted. 
 
The payments varied across the season, so farmers quickly produced the animals to 
coincide with that variation (see Graph 3 below) 

 
Graph 3 - The distorting effect of headage payments on seasonality of 
Special Young Bull (SYB) production 
 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
Whilst this meant the headage payments had influenced the timing of the animals 
being ready for slaughter, they were so successful that Isle of Man Meats were over 
supplied during the peak headage periods. They therefore reduced their payments 
during this period to try to reduce the supply which is shown in Graph 4 below. In 
effect the market and the subsidy were giving different messages and the support 
payments were having more effect than the market demand. 
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Graph 4- IOM Meats Bull price v Headage Rate 
 

 
 
 

Options to improve the linkage of the CCS with active farming 
 
Europe is currently undertaking a major reform of the Common Agricultural Policy. It 
would be prudent for the Isle of Man to closely review the implementation of the CAP 
reforms taking place over the next year and identify areas that might benefit Manx 
agriculture- particularly with reference to areas of policy that address production 
issues and their increasing focus on supporting ‘active farmers’. 
 
Given the existing policy of at least matching EU farming subsidy payment levels and 
following a review, it would then be worth considering an extension of the 
Countryside Care Scheme for a further period e.g. 5 years. This would provide both 
equivalent support to that of the EU and provide another period of certainty to Manx 
farmers as they continue to restructure their businesses. However, we should 
acknowledge that EU payments are anticipated to decline over the next 6 years - as 
they continue to facilitate farmers becoming increasingly competitive in an open 
market. 
 

 
5. If a landowner is to receive acreage payments and yet rent the land 

out, it would appear that the landowner receives the acreage payment, 
not the farmer. What is the reasoning behind this policy? 

 
Reasoning 
 
The CCS is a scheme which makes payments for keeping land in ‘good agricultural 
and environmental condition’. Currently entitlements are based on historic production 
and are owned by the person who benefited from Government support during the 
reference period. 
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When the scheme moves into its flat rate phase, landlords who wish to claim the CCS 
payments may be able to do so, however, they must however meet the cross 
compliance standards of the scheme, as must any tenant. There is increasing 
acknowledgement that there is a cost associated with maintaining land in ‘good 
agricultural and environmental condition’, so if the landlord is relying on the tenant 
to comply on their behalf, they are likely to have to charge a significantly reduced 
rent. This would effectively share the support income between the landlord and the 
tenant, which is what is normally achieved through the rent anyway. 
 
There may be a transitional period where some landlords and tenants or contractors 
enter into arrangements which do not take account of the cost of Cross Compliance, 
however, evidence from other jurisdictions suggest that once all partners understand 
the obligations, the rents will be adjusted accordingly. 
 
UK equivalent 
 
In England, where flat rate payments have been the basis of agricultural support for 
a number of years there have been situations where landlords are paying tenants to 
manage their land to meet the cross compliance standards. However, recently UK 
rents on new tenancies have increased to £150-300/acre reflecting the profitability 
the tenant can achieve and far in-excess of their support payments of around 
£85/acre. 
 
(A further written submission on the Landlord/tenant relationship is shown as 
question 20 of this document.) 
 
 
 
 
6. How does the Department envisage that local food producers can 

compete with EU farmers who receive assistance from the EU which 
local food producers will not receive? Does the Department have any 
knowledge of why EU farmers appear to be more successful than 
British farmers in general? 
 

Equivalency of support with EU farmers 
 
Whilst local food producers do not receive support from the EU they receive  
assistance from the Manx Government which is at least equivalent to that paid to EU 
producers- a commitment set out in the 2008 ‘Developing a Reliable, Sustainable, 
Self-Reliant Manx Agriculture’ and approved by Tynwald. 

 
Comparison of British and European farmers’ success 
 
Given the quantity and diversity of member states in the EU, it is difficult to 
comment on how British farming is faring against the EU as a whole. However, 
Eurostat figures suggest that counter to the assumption in the question, EU farmers 
are not more successful than their UK counterparts with UK farm incomes having 
outperformed the EU average with the EU27 showing an 18.3 per cent rise in real 
agricultural income per worker since 2005, whereas the UK has achieved a 44.1 per 
cent increase over the same period. 
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The following graph is reproduced from the previous submission to the committee 
showing improvement in UK farm incomes from 2000 to 2012. 
 

Trend in total UK farm incomes (indexed) 
 

 
AWU = Agriculture Worker Unit 
 
Further comment 
 
Local processors have a competitive advantage in local markets associated with the 
relative low transport costs, faster access and high local brand loyalty in comparison 
to imported food products. However, high overhead costs, plus costs of input imports 
and product exports to the UK represent valid challenges in competitive farming.  
Other Manx competitive benefits include the high disease free status of the island 
(TB free), the comparatively low level of bureaucracy, the low business tax and 
absence of capital taxes. Manx farmers also benefit from schemes such as the Farm 
and Horticultural Improvement Scheme which are arguably easier to access and of 
more benefit than UK/EU equivalent schemes. 

 
Current income to producers from Government is broadly the same as it was in 
2005-2007 when Historic support levels were calculated. Whilst some input costs 
have risen significantly, product sale prices are markedly higher across all sectors, 
meaning overall returns to the industry tend to be higher than at the start of CCS in 
2009. 

 
It is inevitable that as EU funding inevitably declines we will be under increasing 
pressure to follow. 

 
The Department believes that the changes to EU (and Manx) agricultural support 
that are moving farming towards increased quality and profitable production will be 
seen as watershed period in agriculture policy. 
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We are confident that this is an opportunity to be exploited by Manx agriculture. By 
its very nature the Isle of Man is more agile and better able to support its farmers in 
times of extreme need than our larger neighbours- as exemplified by the rapid and 
successful response to the recent severe snow event. 
 
7. Has any consideration been given to capping the CCS payment for 

acreage held (say for example to £50,000 per individual farmer) and 
the excess be used to support the more productive high quality 
producing farmers and the infrastructure such as local meat plant, 
creamery, Laxey Glen Mills, Ramsey Bakery etc.? 
 

Capping consideration 
 
Capping CCS payments was considered by the Industry Advisory Committee (IAC) 
which oversaw the establishment of the scheme. However, they concluded that a flat 
rate cap is easily circumvented as businesses can be split into smaller units to fall 
below the maximum limit. This has happened in adjacent jurisdictions where, for 
example, headage payments have been paid up to a maximum number of animals; 
holdings have been split to effectively double the entitlements received. 

 
Example scenario 
 
To take the above suggestion as an example, in this scheme year such a cap would 
have removed £1,003,063 from 30 producers. However, the majority of those 30 
businesses also are the ‘more productive high quality producing farmers’ which the 
question suggests deserve more support. This comes about as currently payments 
are still based on past historic production support and those more productive farmers 
are generally in receipt of higher payments. This scenario may be different by 2018 
when payments are fully based on area. 

 
Comment 
 
Methods of capping are currently being considered in Europe including payment in 
full up to a defined amount with any payments due above this being reduced by a 
defined percentage.  
 
Germany have recently proposing to introduce a mechanism whereby all producers 
have their payments reduced by 7% and the money ‘saved’ is diverted to ‘front load’ 
payments thus giving additional support to the first 113 acres claimed thus 
supporting smaller producers (first 75 acres + £42/acre, next 38 acres +£25/acre). 
It’s interesting to reflect that typically this would help the smaller more intensive 
farmers. This goes some way in acknowledging the fact that larger farmers have 
economies of scale and don’t necessarily require the same level of payment after a 
defined number of acres.  
 
The UK are opposed to this model of redistributive payments as they feel that it runs 
counter to the development of a competitive agriculture sector by providing an 
incentive for farms to remain small. 
 
Means testing is another alternative but is subject to the possibility of manipulation 
of profitability figures by claimants and burdensome administration cost. 
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8. Bearing in mind that the CCS in the UK applies to farms in excess of 
2.47 acres, what is the reasoning for farms being eligible for the 
Countryside Care Scheme in the Isle of Man only if they are at least 20 
acres? We understand that there may be an element of “lifestyle” 
choice for some smaller farms but, provided they could provide proof of 
production, would it be feasible to assist smaller “real” farms on an 
Island of the size of the Isle of Man? 
 

The 20 acre rule was agreed by the Industry Advisory Committee to address 
concerns raised by the industry over Government money being used to support 
‘lifestyle’ smallholders and micro- farmers. 
 
The table on the next page below outlines basic margin calculations for a farm of 20 
acres, to demonstrate that very few holdings of this size would be capable of 
contributing significantly to their occupants’ income, with only a few intensive 
activities such as vegetable and poultry being capable of providing a living. Most 
such units are likely to be more of a self-financing hobby and make only a very small 
contribution to the Island’s food supply and economy; as such they are not the 
target of the scheme. 
 
To put the issue into context, the average CCS claimant is currently claiming 221.37 
acres, well in excess of the minimum 20 acres. Those claiming Above Mountain Line 
acres claim significantly bigger areas (475.04 acres). 
 
The UK is currently proposing to change from its current minimum holding size of 
2.47 acres to 12.36 acres as part of its implementation of CAP reforms, for the same 
reasons. 
 
There are currently only 20 claimants who farmed less than 20 acres but received 
more than £250 of subsidy when the scheme was introduced. They will be affected 
by the 20 acre minimum rule during the transition to area payments. The table below 
indicates their average holding size is 12 acres and they receive £1,126 in CCS 
payment. When the scheme commenced in 2009, the Department did not identify 
any other holdings of this size which were receiving more than £250 of subsidy. 
 
To remain in the scheme, they may be able to expand by on average accessing an 
extra 8 acres, which would bring them above the threshold. 
 

Table of holdings with less than 20 acres demonstrating their 
average CCS payments across acreage bands  
 
 

Acres Numbers Av £/claim Average 

acres 

Total payment 

£s in 2013 

< 10 acres 8 £998 7.4 £7,987 

10-15 acres 7 £1,217 13.4 £8,519 

15-20 acres 5 £1,201 17.7 £6,005 

Totals 20  241 £22,512 

Average 

overall 

 £1,126 12.1  
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The Table below outlines basic margin calculations for a farm of 20 acres: 
 

  Grain Straw               

  
Value 
£/t 

Yields 
t/ac 

Value 
£/t 

Yield 
- t/ac 

Total 
Output 

Costs 
£/ac 

Gross 
Margin £/ac 

Total 
£ 

Fixed 
costs £ 

Total 
fixed 

costs £ 
Net 

margin £ 

Milling Wheat 210 3.25 50 1.6 762.5 212 550.5 11,010 281 5,620 5,390 

Spring Milling Wheat 210 2.4 50 1.2 564 160 404 8,080 281 5,620 2,460 

Feed Winter Wheat 180 3.6 50 1.6 728 185 543 10,860 281 5,620 5,240 

Feed Winter Barley 165 3.5 60 2 697.5 152 545.5 10,910 281 5,620 5,290 

Feed Spring Barley 165 2.5 60 1.4 496.5 123 373.5 7,470 281 5,620 1,850 

Spring Milling Oats 165 2.25 55 1.6 459.25 99 360.25 7,205 281 5,620 1,585 

Feed Winter Oats 150 2.8 55 2 530 121 409 8,180 281 5,620 2,560 

Feed Peas 200 1.5 50 0.8 340 112 228 4,560 281 5,620 -1,060 

Feed Beans 230 2 0 0 460 97 363 7,260 281 5,620 1,640 

Seed Peas 350 1.5 50 0.8 565 170 395 7,900 281 5,620 2,280 

Red Wheat 260 1.7 50 1.4 512 160 352 7,040 281 5,620 1,420 

WOSR 360 1.4 40 0.5 524 171 353 7,060 281 5,620 1,440 

Winter Linseed 390 1.1     429 155 274 5,480 281 5,620 -140 

Potatoes 240 15     3600 1037 2563 51,260 281 5,620 45,640 

Carrots 400 20     8000 2817 5183 103,660 281 5,620 98,040 

Swedes 450 13     5850 1799 4051 81,020 281 5,620 75,400 

                        

Suckler Cows 491 0.63     309.33 175 134.33 2,687 217 4,340 -1,653 

Finishing Cattle 224 1.6     358.4 219 139.4 2,788 217 4,340 -1,552 

Sheep           192 199 3,980 217 4,340 -360 

NOTES: The table is based on gross margin figures produced by Andy Macdonald for DEFA Autumn 2012. The fixed costs have been 
extrapolated from John Nix Management Handbook and exclude all labour costs. Vegetable enterprises have very high labour costs and would 

require other crops to be grown in rotation, significantly reducing actual income.
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9. Please brief us on the support to the meat plant since the inception of 
the CCS and whether that has been consistent with the original plans. 

 
The 2008 vision document for Manx agriculture set out a future plan for meat plant 
support post CCS and post red-meat derogation. This recognised that the profitability 
of the meat plant, like most manufacturing processes, is dependent upon throughput 
volumes, cost control and margin of sales over purchases. It was identified at this 
time that by introducing the CCS and moving away from headage payments (which 
was only paid when an animal was sent for slaughter at the meat plant), coupled 
with the anticipated loss of the red meat derogation (in 2010), would result in 
reduced throughput and risked increasing processing costs per unit. 
 
Associated with loss of the red meat derogation, there was also a requirement to 
maintain clear price signals to ensure producers and suppliers could remain confident 
through this transitional period until future, post-CCS production levels could be 
established. 
 
Impact assessments of the red meat suggested the cost could range from £110,000 
to £1.1m per year, depending on the level of success of interim marketing actions.  
 
The actual impact has been greater than this, for two main reasons: 

o One of the Island’s larger supermarkets ceased to stock their products, which 
has displaced a significant amount of meat into the lower margin UK market. 

o The increase in live animal exports has reduced Meatplant throughput more 
than was expected, though overall weight of animal and hence potential meat 
production on the Island remains higher now than ten years ago. 
 

 
 
It is also important to acknowledge that prior to the introduction of CCS the costs of 
the killing line was reduced by £100k year on year for a number of years. The 
appointment of an interim change manager as part of the DEFA support saw a 
further £1.1m in efficiency savings introduced into the plant in 2011. The annual 
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operating costs are now £1.4m below the levels before the loss of the Derogation, 
which has significantly offset the reduction in income. 
 
The £5m Agricultural Development Fund was established to provide support for 
initiatives to improve efficiency, aid restructuring, support initiatives to develop 
markets and importantly to provide direct subvention of the meat plant during the 
transitional period if required. 
 
Actual spend on the plant was £2.7m in the period 2007 to 2012 which is broadly in 
line with the proposals. Keeping within estimated parameters is noteworthy when 
acknowledging the significant market turbulence the occurred within this reporting 
period. 
 
Financial Support provided to the IOM Meats, operator of the Meat Plant  
 

Description 2007 2008 2009 2010 2011 2012 

ADF : Subvention, 
Phase 1 

 
350,000 350,000 350,000 

  ADF : Farm Assurance 
 

35,280 122,992 205,683 36,981 
 ADF : Supply 

Management 
 

32,134 53,837 38,208 3,669 
 ADF : Restructuring 

support 
    

97,075 
 ADF : Subvention  

    
130,000 

 ADF : Subvention, 
Phase 2 

     
706,381 

Promar consultation  
 

18,009 
    *MIF : Marketing 

Support 35,100 35,100 40,823 
   Older cattle headage 

payment  19,712 19,600 15,932 1,708 
  Grant : Upgrade IT  

   
5,000 

  Specialist training 
     

7,082 

 
54,812 490,123 583,584 600,599 267,725 713,463 

      2,710,306 

 
 
 
 
10. Could you please comment on whether there is any substance behind 

claims that reserves from the IOM Fatstock Marketing Association, a 
non-profit making co-operative, were used to boost the 2011 
subvention deficit of the IOM Meat Plant? 

 
IOM Fatstock Marketing Association reserves were used to contribute to the 
restructuring costs of the meat plant. It was felt prudent for the FMA to contribute 
funds from reserves towards restructuring costs of their own business, which would 
otherwise be borne by public funds.  
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It should be noted that whilst the IOM FMA are a co-operative, they are also a 
commercial organisation, not a charity and are set up to distribute profit by improved 
livestock purchase price of by dividend to members. 
 
At the end of the 2012 trading year, the table below indicates that business still 
retained reserves of over £375k. 
 
Table showing analysis of FMA balance sheet reserves 
 

 
2003-5 2006-10 2011 2012 

Accounts status Average Average Audited Management 

   
0 0 

P&L Reserve 931,004 1,050,292 484,128 375,385 

Government subvention 
 

320,833 87,500 680,754 

change in reserves 
 

15,318 -572,724 -108,743 
 
 
 

11.   What is the DEFA Milling Wheat Bonus Scheme? 
 

This long running scheme has been in place to provide direct production subsidy to 
the milling Wheat sector in order to stimulate production. It is currently in the final 
year of transition into the decoupled CCS. For the 2013 harvest, the Milling Wheat 
Bonus Scheme enables payments of up to £10.69 per tonne to be made to growers 
who supply Laxey Glen Mills Limited with milling wheat. Payments are based on the 
wheat meeting the strict specifications required for milling and further processing.  
This scheme year (2013-2014) is the last year under which these payments will be 
made. The recent bonus levels received by the producers will now be included in 
their Historic payments. 
 
 

12. There has been no derogation in respect of milk production. How 
does DEFA feel that the price fixing of local milk has impacted upon 
the Isle of Man Creamery? Is there any alternative when cheaper 
milk can be imported? 

 
Derogation 
 
The request for an extension to the meat derogation in 2005 also included a request 
for the introduction of a milk derogation. It has been suggested that it was possibly 
this request for a milk derogation that led to the EU questioning and ultimately 
rejecting all derogations for Manx food products, acknowledging their concerns that 
the existing meat derogation, in their view, seemed to be stifling competition and 
innovation. 

 
The virtually exclusive sale of local milk started to erode with the importation of 
‘organic’ milk as the Creamery did not have an equivalent product. Ironically, the 
sales of locally produced milk are gradually being eroded by the import of specialist 
premium imported milks such as Organic and long life filtered milks, which would 
normally sell at a premium to conventional milk. 
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Milk Price Order 
 
This is a complex situation and the Milk Price Order, plus the inability for most 
individual producers to sell their milk to other outlets or to export it, means the 
Creamery is in a significantly different trading regime than the Meatplant. 
 
There is strong evidence to suggest that the current Milk Price Order is extremely 
valuable to IoM Creamery. The OFT is involved with ensuring this arrangement is fair 
and seeks to balance the need for a price which covers local cost of production 
against the consumers’ expectation of a reasonable price, in order to ensures 
continuity of local supply.  
 
The price is set by Government and therefore removes any scope the Creamery has 
for selling its milk on-island other than relying on marketing and trying to maintain 
brand loyalty. 
 
It could be argued that having a Milk Price Order has protected the Creamery from 
the financial realities of the marketplace and the Department has recently supported 
the Creamery with the cost of external advice on improving their business efficiency 
and strategy in order to improve their viability and their ability to return a more 
competitive milk price to their suppliers. 
 
The Department is of the view that the Milk Price Order, under the supervision of the 
OFT is, at this stage, an appropriate method to support the viability of the Creamery, 
though there may be scope for targeted changes to the pricing levels for specific 
market segments which are most under pressure from imports. 
 

 

 
Further Questions: 
 
13. What were farmers entitled to before the CCS in comparison to what 

they will be getting, what are the effects – positive and negative? How 
has the ‘average farmer’ faired during this process, as some would 
appear to be adversely effected? 

 
The total amount of agricultural support available to farmers was not altered 
following the introduction of the Scheme. However the method of distribution was 
altered. Therefore, it can be argued that the industry is no less well off since the 
inception of the Scheme. Indeed, the higher levels of production seen during the 
2005 to 07 reference period could be argued to mean the industry is better off, as 
the corresponding support levels have been maintained. 

 
There have been recent reductions in the Scheme budget (8% over 3 years) agreed 
by the industry to contribute to addressing Government budget shortfalls. These 
reductions would have been negotiated to a similar level had the historical methods 
of support still applied. The 8% reduction is significantly less than that already 
applied and now expected imminently in the EU’s equivalent schemes. 
 
Regarding the impact of the transition to flat rate payments; there is and always has 
been a degree of uncertainty over how much land will be claimed under the scheme 
and therefore what the flat rate payment will be. If the claim area in 2018 is the 
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same as 2013 and all other aspects remain the same it is estimated that of the 354 
claimants, 207 would receive more in 2018 than now and 147 would receive less. 
 
14.  Does this scheme cause farmers to be less well off than they were? 
 
The Scheme has caused many farmers to re-evaluate their business models, which 
many did not feel they had before, though equally many may not actually want, 
indeed they may even resent the need to do so.  
 
It is not easy to generalise on differences to farming practices due to the individual 
nature of farm businesses. However, on average the scheme has seen reductions in 
stocking levels compared to recent years, though they remain higher than ten years 
ago. These reductions appear to have been offset by the increased quality and 
diversity of goods produced. 
 
Individual businesses have reacted in different ways, and there are examples of 
expansion, intensification, intensification as farmers have sought to improve their 
circumstances, be that lifestyle, profitability or other factors. There are also many 
situations where farmers have made little or no change, so are getting increase sale 
prices for the same volume of production and the same level of accompanying 
subsidy. 

 
The scheme has also given farmers an opportunity to diversify into more imaginative 
and niche markets. We already have examples such as the production of goat meat, 
farmer-retailers of named-breed beef, production of rapeseed oil, tourist 
accommodation, equine businesses and recreation opportunities including camping 
and open-farm activities. 
 
The scheme effectively allows some farmers to take the opportunity to retire, giving 
young farmers more prospect of access to cheaper land (land without entitlements 
should be cheaper to rent) and allowing the next generation to take control of family 
businesses. 

 
During the reference period (2005-2007) some farmers geared up in expectation of 
the introduction of the Scheme by carrying high levels of stock to take advantage of 
the reference periods influence on future payment levels. Therefore it could be 
argued that farmers are better off, at least during the Historic Entitlement period. 
The increase in stocking during the reference period was accompanied by better 
market prices which increased farmer’s income further. 
 
Overall, the average producer seems to be better off as a result of the increased 
average support levels following the high production during the reference period and 
the subsequent improvement in product prices. However, like all averages, there 
may be exceptions. 

 
 
15.  How many farmers are less well-off now as a result of this scheme? 
 
In 2013 we are not able to identify any farmers who are in the scheme that are less 
well off in subsidy income terms, as payments are still based on Historic 
Entitlements. 
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In 2018 when payments are at full flat rate based on similar acreages being claimed, 
of the 354 claimants, 207 would receive more in 2018 than now and 147 would 
receive less. 

 
It was acknowledged from the Scheme inception that the new payment structure 
would result in ‘winners’ and ‘losers’. The split between those being better and less 
well-off is even, and arguably the majority have not seen a major readjustment to 
their financial position. However, there are a number of farmers who will see some 
significant readjustment to their payments which generally reflect small intensive 
producers, who will see a reduction in payments, and those with large holdings and 
extensive production which will generally see larger increase in payment. 
 
Farmers are currently getting the same payments as they were in 2005-2007; market 
prices have improved so their incomes will be higher because of these higher product 
prices. 

 
 

16.  How many ‘registered farmers’ are there in the IOM? 

 
There are 404 registered farming businesses in the IOM. 

 
 
17. Does this scheme cause farmers to do anything different to what they 

were doing prior to the scheme going live and, if so, what main 
activities have changed or what new activities have resulted? 
 

The Scheme has caused many farmers to re-evaluate their business models. It is not 
easy to generalise on differences to farming practices due to the individual nature of 
farm businesses. However, on average the scheme has seen reductions in stocking 
levels, this has been offset by the quality and diversity of goods produced. 

 
The scheme has also given farmers an opportunity to diversify into more imaginative 
and niche markets. We already have examples such as production of goat meat, 
farmer-retailers of named-breed beef, production of rapeseed oil, tourist 
accommodation, equine businesses and recreation opportunities including camping 
and open-farm activities. 
 
There has been a continued rapid reduction in the production of Special Young Bulls, 
which were only viable due to the attractive support payments which they attracted. 
This is likely to be advantages for the Meatplant, as they were mainly exported to 
low margin markets. 

 
18. Does this scheme cause farmers any particular new problems – such as 

additional administration, working practices or anything else – and if so 
what? 

 
From a farmer’s point of view, once the first year’s application process has been 
completed, the CCS is arguably simpler to administer than the 26 previous 
agricultural support measures.  
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The Scheme has introduced new obligations and management considerations for 
farmers, for example in adhering to the Cross Compliance standards, however many 
of these actual reduce the risks facing the business.  
 
Farmers are now more in charge of their own destinies; this can be disconcerting 
after a long period of being directed by Government signposting what, when and 
how much to produce. 
 
This has provided a great opportunity for farmers to develop their businesses, but in 
doing so has created a challenging environment, where they have to focus on, 
understand, and react to the market. Successfully producing quality products tailored 
for the market can be highly profitable. Removal of the link between headage 
payment and the meat plant also opens the door to a whole world of export markets 
increasing the choice available to farmers in what they produce. 
 
For some, particularly older farmers and farms that have not seen investment for 
some time, the transition to the CCS will have helped identify non-viable business 
practice. On the face of it, losing established farmers may seem like a failure of 
agricultural support. However, the reality is that by allowing non-viable businesses to 
wind down, opportunities are created for highly enthusiastic new entrants with new 
ideas to take over land and businesses. Such new entrants are a key part to a 
vibrant and successful industry going forward. 
 
Another new problem for farmers is addressing their responsibility as custodians of 
the landscape. The CCS comes from public money and the Scheme has been 
developed to demonstrate value for money through the provision of public goods- 
principally a scenic landscape and a safe and healthy environment that is an 
essential to quality of life in the Isle of Man.  This is achieved through a requirement 
to adhere to a number of rules to keep land in Good Agricultural and Environmental 
Conditions (GAEC’s). 
 
19. The Committee have since met in private and would be grateful to 

receive details of the amounts paid per acre in respect of land owned 
above the mountain line and that owned below the mountain line. 

 
The payments for the current scheme year have yet to be finalised but indications 
are that they will be roughly equivalent to the rates per acre detailed below:  
 

Land 
Below 

ML 
Above 

ML 

Rate per acre £92.9 £15.4 

Total acres 73,540 24,650 

 
 
20. The Committee asked the Department to provide a written summary of 

their perspective on the issues that surround the relationship between 
Landlords and Tenants within the CCS. This is provided below: 

 
The Countryside Care Scheme came into being in 2009, following extensive 
consultation and the involvement of a stakeholder committee (the Industry Advisory 
Committee, IACS) which considered most aspects in detail, including the relationship 
between Landlords and Tenants. 
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The objective of the scheme was to move agricultural support from headage type 
payments, which encouraged production per se to a flat rate area support payment 
which is dependent on claimants maintaining land in Good Agricultural and 
Environmental Condition (GAEC). This was intended to increase producers focus on 
efficiency and profitability of production, through increasing their focus on supplying 
the market’s needs. 
 
For the first five years of the scheme, payments are based on subsidies received by 
farmers during a reference period (2005-2007). 

 
 Farmers were able to choose to use either 2005-2006 or 2006-2007 as the 

period on which their future entitlements were to be based.  
 There was also a National Reserve available for those who could demonstrate 

that their business had been adversely affected during the reference period, 
enabling them to access more representative historic entitlements.  

 The Historic entitlements are in the name of the original claimant and are 
theirs to claim or indeed sell on, as they see fit; they are in effect a license to 
claim an amount of money per acre over a set number of acres 
(entitlements). 

 Therefore at the start of the scheme all entitlements were in the hands of 
actual producers, irrespective of whether they were owner-occupiers or 
tenants. 
 

As businesses have developed during the scheme, it has been possible for outgoing 
farmers (both tenants and owner-occupiers) to choose to transfer their entitlements 
to new tenants/owner-occupiers or indeed landlords during an annual transfer 
window. 

 

 There is no obligation under the scheme for outgoing tenants to sell their 
entitlements to a purchaser of their land, their landlord or a new incoming 
tenant. 

 However they can only claim their entitlement payment if they have eligible 
land on which to claim.  

 Therefore, if a farmers giving up land will not be able to use other land to 
claim the payments, they can choose transfer the entitlements to a new 
occupier. 

 It is possible a transfer would be accompanied by some sort of purchase 
price, acknowledging the value of future payments, however any such 
arrangements would be arranged between those parties and is out with the 
scheme. 

 
The scheme is now moving into a period of transition from historic to flat rate 
payment, in the scheme year 2014-15 payments will be 80% of the historic rate and 
20% flat rate. This transition will continue over the following four years, to achieve 
100% flat rate payment. 

 
 In this phase of the scheme, landlords could choose to claim provided they 

have agreed this with their tenants, as to do so would require the landlord to 
take responsibility for meeting the Cross Compliance standards. 

 A landlord without access to relevant Historic Entitlements would only receive 
the 20% flat rate proportion of the payment. Therefore any relevant Historic 
Entitlements could not be claimed against the land by a tenant whilst the 
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landlord claims the flat rate payment. In reality this scenario is unlikely to 
occur once the implications are fully understood, as it is in the best interests 
of both the landlord and the tenant to maximise their combined income from 
the farming business and then agree how best to share that income. This 
sharing of income would logically include the subsidy received, plus the 
profitability of the business and these are the factors which normally define 
the level of rent. 

 Whilst the change may result in some short term anomalies as Landlords, 
Tenants and Professional Advisors may take time to gain a full understanding 
of the arrangements, logically over time the market should accept the overall 
income of the business is unchanged, unless the business used to be highly 
extensive or intensive. 

 The key change is the increased transparency of what a claimant would 
expect to receive and this knowledge will be available to all parties in rental 
or land occupancy negotiations. 
 

It is possible as payments move close to full flat rate in subsequent years, that the 
landlord may decide to claim the area payment themselves. 

 

 However the department consider that this scenario is not the most likely, 
because if the landlord claims the payment they have to ensure that the land 
is managed in such a way as to meet cross compliance standards and they 
have to maintain the records required under cross compliance.  

 It is highly likely therefore that on reflecting on these responsibilities and the 
possibility of penalties that they will leave the claiming of the CCS to the 
tenant. 

 Another logical scenario is that the landlord claims the CCS but reduces the 
rent paid by any tenant acknowledging the expense the tenant has to go to 
too meet cross compliance standards. 
 

The main consequence of flat rate payments is that it is transparent, in that the 
acreage payment rate is in the public domain and is not dependant on crops grown 
or animals sold. 
 


