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Box 5. Ramping up fossil fuel subsidies in the UK

Despite national and international commitments by the UK government to phase-out subsidies for fossil fuels, the 
country has recently ramped up support for on- and offshore oil and gas production. At the same time support for 
renewables and energy efficiency measures (see UK Country Study for more details) has been cut. The context for 
these reforms has been poor exploration results in recent years, and the industry reporting falling profits (Offshore 
Energy Today, 2015). 

These rising subsidies have resulted directly from calls by the UK’s oil and gas industry for increased support 
and through the ‘Wood Review’ focused on the North Sea. This consultation was tasked with providing 
recommendations to the government on how to: 1) best encourage exploration for oil and gas in the UK, and 2) 
reduce the costs to operators of decommissioning oil and gas rigs that are coming to the end of their productive 
lives (Wood, 2014). 

In April 2015, the Wood Review’s recommendations were implemented in full. The changes involved legally 
obliging the Secretary of State for Energy and Climate Change to ‘maximize the economic recovery’ of UK oil 
and gas, including a set of measures designed to reach this objective (HM Government, 2015; HM Revenue & 
Customs, 2015a; HM Treasury, 2014). These measures include the establishment of a new regulator, the Oil and 
Gas Authority (OGA), which is tasked with supporting the extraction of three to four billion barrels of oil and 
gas from the North Sea in the next 20 years, along with the introduction of further tax breaks and new support 
measures for oil and gas development (Bast et al., 2014). 

Unlike many other fossil fuel producers that use royalty payment schemes or production-sharing agreements 
to derive a direct public benefit from the extraction of fossil fuels (such as Brazil, Russia and the United States), 
the UK system is based on taxing producer profits. For oil and gas production, the collection by the state of a 
Supplementary Charge (SC) and Petroleum Revenue Tax (PRT) from fossil fuel producers, in addition to general 
corporate taxes, is supposed to reflect the public ownership of the resource. However, it also means that any 
exemptions and reductions in these taxes reduce government revenue and allow private companies to keep a larger 
portion of the profits derived from the extraction of public resources. Where tax-free allowances and the offsetting 
of losses means companies are able to show they have made no taxable profits, the UK derives no direct revenue 
for the extraction of publicly owned resources in that year.

Changes introduced in 2015 include a decrease in the PRT from 50% to 35%, and a decrease in the SC 
from 30% to 20% (HM Treasury, 2015). In its 2015 Budget the UK government also introduced an Investment 
Allowance (replacing the existing system of Field Allowances for investment in fossil fuel production), which 
exempts a portion of oil and gas companies’ profits from the SC, thereby reducing the tax rate on that portion 
from 50% to 30% (HM Revenue & Customs, 2015a). The 2015 Budget further allocated direct funding worth 
$32 million for seismic surveys in under-explored areas in 2015/2016.

Forecast to cost the UK government $2.7 billion between 2015 and 2020, ‘this package of measures will 
increase the post-tax profits for affected companies’ and drive investment that ‘is expected to increase oil 
production by around 15%’ (HM Revenue & Customs, 2015a; HM Government, 2015). To put this into context, 
the changes to just these two measures mean an average of $538 million in foregone revenue a year, which is 
equivalent to two thirds of the value of the total government revenue from all oil and gas production from 
2016 onwards (Office for Budget Responsibility, 2015). In the longer term, government revenues from oil and 
gas production are forecast to fall below 0.05% of GDP and close to zero from 2025 onwards (ibid.). This is a 
significant drop. Government revenues from oil and gas stood as high as $16 billion in 2011/12, but have dropped 
steadily in recent years to $7 billion in 2013/14 and to $4 billion in 2014/15 (HM Revenue & Customs, 2015b).

In addition to the government’s efforts to revitalise offshore production, onshore it is ‘going all out’ for shale 
gas in the hope that it would be a ‘game-changer’ for UK energy production (Utility Week, 2014; Reuters, 2015). 
Although experts suggest that the impact of shale gas on the UK energy industry is likely to be modest (Committee 
on Climate Change, 2013; Mair, 2015), the UK government has put in place what its Chancellor George Osborne 
called ‘the world’s most generous tax regime’ designed to boost shale gas developments (Carrington, 2015). This 
includes a new onshore allowance to incentivise investment, which will work along virtually identical lines to the 
‘investment allowance’ for North Sea oil and gas, mentioned above. However, as of yet the allowance has not 
been triggered, as strong local opposition has created considerable obstacles to shale gas operations, with local 
governments issuing moratoria and rejecting planning permission for prospective sites (Bast et al., 2014; Vaughan, 
2015). Nonetheless, industrial appeals and recent government moves to centralise the planning decisions for shale 
gas may expedite future exploration and production activities (Vaughan, 2015; Rudd, 2015). 


