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Unburnable carbon and  
UK fossil fuel subsidies  
•  Why we have to start leaving fossil fuels in the ground  

 
•  North Sea oil and gas tax regime and tax breaks  

 
•  Fossil fuel consumption subsidies  

 
•  The difficulty of comparison  

 
•  What is a subsidy?  



The Copenhagen Accord 

“To achieve the ultimate objective… to stabilise greenhouse gas concentration 
in the atmosphere at a level that would prevent dangerous anthropogenic 
interference with the climate system, we shall, recognising the scientific view 
that the increase in global temperature should be below 2 degrees 
Celsius…”  



IPCC AR5 

For a 66% chance of avoiding a >2 degrees temperature 
increase by mid-century, the total global carbon budget 
over whole industrial era is  
 
•  800 GtC (gigatonnes of Carbon)  
•  Of which we’ve already emitted 530 GtC 
•  Leaving us with only 270 GtC 
•  Equivalent to 1,000 GtCO2 



Carbon Tracker 



Shell 
David	  Hone,	  	  
Climate	  Change	  Advisor	  

“There is really nothing to argue about in terms of the 
CO2 math itself. It is certainly the case that current 
proven reserves will take us well past 2 °C if completely 
consumed and the CO2 emitted.  But now comes the 
reality check! … global energy demands still need to be 
met.” 



UK oil and gas: in decline 

Source: DECC 



UK oil and gas: tax take 



UK oil and gas: tax regime (1)  

•  Corporation tax: 30% 
•  Special ring-fenced rate  

•  ‘Supplementary Charge: 32% 
•  Increased from 10% (2002) to 20% (2007) to today’s 32% (2011) 
•  Recognition of higher oil prices, profits 

•  Petroleum Revenue Tax: 50% 
•  Deductable from corporation tax base 

•  Headline rate 62%-81% 

 



UK oil and gas: tax regime (2)  

“Gas shares with oil (and mined metals) the feature that 
justifies higher tax rates on extraction than on other 
industries: profit in excess of the level needed to attract 
capital into these sectors. This excess is due to the 
natural scarcity of the product, not any particular talent 
or effort expended. These "superprofits" - or economic 
rents - ought to be captured in their entirety for the benefit 
of the public. This is what "supertaxes" on oil, gas and 
mining achieve.”  
Financial Times 



Field allowances (1) 

“to increase investment and production in fields that are 
economic but – for tax reasons – are considered to be 
commercially marginal. They support the Government’s 
overall aim of maximising the economic production of the 
UK’s hydrocarbon resources” (HM Revenue & Customs)  
 
•  Introduced 2009 (Alistair Darling) 
•  Significantly expanded by George Osborne 
•  Waive the 32% supplementary charge for  

a specified amount of profit from  
specified types of field 



Field allowances (2) 



Field allowances (3) 

•  34 licences awarded in 2012/13, of which 
•  28 given a field allowance 
•  worth a total of £1.952 billion 

 



Field allowances (4) 

Download the data at  
www.tinyurl.com/fftaxbreaks  



Industry response 

•  Record investment of £13.5 billion expected 
•  A “turning point for the industry” (Oil & Gas UK) 



Industry response 

•  For example, MonArb: 
 
“an extra 100 million barrels of oil equivalent from the  
existing Montrose, Arbroath, Brechin, Arkwright, Carnoustie 
and Wood fields… [and] includes consent for the new 
Cayley and Shaw fields… the announcement of the Brown 
Field Allowance by the Treasury was key to unlocking 
the project”. 
HM Treasury, October 2012 



Shale gas: pad allowances (1) 

•  Essentially the same principle as field allowances 
•  Amount of profit set to 75% of initial capital expenditure 

 



Shale gas: pad allowances (2) 

“Shale gas has significant potential to … 
generate substantial revenue for the Exchequer.” 
 
HM Treasury, December 2013 



Fossil fuel consumption 
subsidies 
•  Reduced rate of VAT on domestic fuel and heating  
•  5% VAT, not 20% 

•  OECD estimates for support per fossil fuel (2011) 
•  Coal: £81 million 
•  Oil & Petroleum: £380 million 
•  Gas: £3,510 million 

•  A reduction in tax on energy use regardless  
of carbon content 



No easy comparisons… 
•  Tax breaks for production encourage activity that would 

otherwise not take place – which is then taxed.  
 

•  Reduced VAT on energy is applied regardless of energy 
content  
 

•  Low-carbon subsidies = £7.6 billion/year by 2020 
‘Top up’ the market rate, offer guaranteed price support  



Subsidies v support? (1) 
•  International Monetary Fund:  

‘Price gap’: anything that affects what the price of energy would 
have been in a perfectly competitive market  
 

•  OECD:  
Governments support energy production in a number of ways, 
including by: intervening in markets in a way that affects costs or 
prices; transferring funds to recipients directly; assuming part of their 
risk; selectively reducing, rebating or removing the taxes they 
would otherwise have to pay; and undercharging for the use of 
government-supplied goods or assets…” 



Subsidies v support? (2) 
•  International Energy Agency:  

‘an energy subsidy is defined as any government action that lowers 
the cost of energy production, raises the revenues of energy 
producers or lowers the price paid by energy consumers’ 

•  Parliamentary Environmental Audit Committee:  
’[although] field allowances for North Sea oil and gas do not fully 
offset relatively high starting rates of corporation tax and petroleum 
revenue tax, the allowances nevertheless represent a subsidy 
because the higher tax rates compensate for the use of state-owned 
fossil fuel deposits’.  



Subsidies v support (3) 
Rob Gross, Imperial College:  
Subsidies “have what economists call dynamic effects: they 
foster innovation, yield increasing returns to adoption and 
help low carbon technologies move along their learning 
curve. Thus, targeted subsidies bring down the cost of 
low carbon technologies, creating options which can 
be deployed cost-effectively in the future”.  
 
•  Right to subsidise new, clean, immature technologies 
•  Not to subsidise old, dirty ones!  



Every last drop? 
•  UK small player, oil is declining  
•  Shale is new frontier: investment at critical path 
•  Can everyone milk every last drop?  

UK Government:  
“other countries are responsible for all the emissions in 
their territories… the level of activity in the North Sea in 
such a highly globalised market, as is the case for oil, 
would not be likely to have an impact on UK territorial 
emissions”  



Every last drop? 




