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Oil subsidies’ are
internationally agreed
to be a bad idea

— even by Cameron

Government policy is
doubly slowing the
clean energy transition

Oil tax breaks do not
protect jobs

OIL TAX FACTS

BUDGET 2016: Exposing North Sea oil myths

In recent years, the UK has been the only G7 country to significantly increase
subsidies to fossil fuels.! In the 2015 Budget, Chancellor George Osborne awarded
a further £1.3 bn in subsidies to the oil industry.?

Many would object to further handouts to large, profitable companies, when public
services are being cut, including support for society’s most vulnerable. Osborne
warned last month that there would be deeper spending cuts in the 2016 Budget
“because this country can only afford what it can afford”.3

Dismissing the £1.3 bn giveaway as “so last year”,* or merely a “down payment” on

further cuts,® the oil and gas industry is now lobbying hard for more, demanding

“permanent tax breaks”.®

The lobbying has created a skewed public debate, overstating the industry's
financial woes, claiming that UK oil taxes are unduly high, and suggesting that more
tax breaks would save jobs. This briefing aims to dispel some of the widespread
misinformation about oil taxes.

There is international agreement — including from the IMF® and OECD?® - that fossil
fuel subsidies must be ended urgently, as a priority step in addressing climate
change. At the 2014 climate summit in New York, David Cameron described fossil
fuel subsidies as “economically and environmentally perverse", as they “distort free

markets and rip off taxpayers”.1°

While the government may try to claim that tax breaks are not subsidies, the most
accepted international definition of subsidies - by the World Trade Organisation,
adopted by all WTO member states, including the UK - is explicit that they are.!

When ending support for wind and solar energy last summer, Energy Secretary
Amber Rudd said “We need to work towards a market where success is driven by
your ability to compete in a market, not by your ability to lobby government.”*? By
applying this logic to renewables and not to oil, the government doubly holds back
the clean energy transition: renewable energy growth is retarded, while further
subsidies for oil and gas strengthen their competitiveness against clean energy.

The government estimates that the cut in feed-in-tariffs will reduce the number of
new rooftop solar installations over the next six years from over 1 million to
200,000 (compared to the existing 750,000).12 Conversely it estimates that the tax
breaks for oil in last year’s Budget will boost oil production in 2019 by 15%.' In
both respects, it is the opposite of the incentives needed to address climate change.

Subsidising oil companies is not an effective way of protecting jobs. Scottish unions
announced recently that despite tax breaks, oil companies had “not passed on that
relief to their workers, whose jobs are being slashed.”®

The industry suggests tax cuts and cost reductions (especially job losses) can go
hand- in-hand. Even after it got what it asked for with Osborne’s £1.3 bn subsidy in
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2015, lobby group Oil and Gas UK moved quickly to warn that jobs would still be
lost.2® Just one week after the Budget, Shell cut 250 UK jobs, stating, “Reforms to
the fiscal regime announced in the Budget are a step in the right direction, but the
industry must redouble its efforts to tackle costs and improve profitability”.}” Other
companies followed suit in the subsequent months.

As the chart above shows, the major historical tax cuts®® did not lead to higher
employment, nor did the tax rises reduce it.

Premier Qil, which owns interests in eight producing fields in the UK, says,
“Lowering the tax rate at this point is not going to make much difference - it’s just
going to mean that some of the international majors are able to pay even less tax.”*°

The slashing of support to solar power in 2015 is causing the loss of up to 18,700
jobs, according to government figures.?’ The government has not estimated the
jobs impact of the oil tax breaks,?! though industry representatives have suggested
some wild figures as part of their lobbying strategy.?? The low oil price contributed
to 5,500 people losing their jobs in the year before Sept 2015, and corporate
estimates predict a further 11,000 job losses.?* In other words, 16,500 North Sea
jobs are at risk, despite government subsidies.

The amounts of money are almost identical: in 2015 the government gave £1.3 bn
over five years to the oil industry, and took away payments (by consumers) to the
solar industry of £1.3 bn over six years.?

Sustainable sectors can employ more people than currently work in fossil fuel
industries. Calculations show that industries like wind, wave and tidal and could
employ 40,000 more North Sea workers than the existing fossil economy.?®
Competitive advantage in solar would create long-term jobs in a growth industry,
rather than trying to hold back the decline of UK oil production.

Government statistics show that oil companies in the UK North Sea made a vast
33% rate of return from 2008 and 2014. Companies in other sectors (excluding
banks) averaged 10% over the same period.?’” While this was down to 5.3% in the
first 3 quarters of 2015, it would have to stay at this level until 2022 for the 10-year
average to match that of other industries.

A common-sense approach might have been for the industry to put some of this
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The UK oil industry
pays less tax than in
other countries

excess profit away for a rainy day, as the oil price is known to be cyclical. Instead
the industry wants to enjoy super-profits when the price is high, and for the
taxpayer to take the pain when it is low. Throughout this period of high profits, the
industry “cried wolf”, as admitted by Oil & Gas UK in Feb 2016.%8 For example, after
the tax rise in 2011, OGUK said, “This change in the tax regime will decrease
investment, increase imports and drive UK jobs to other areas of the world”.2° In
reality, investment increased from £5.5 bn in 2010 to £11.8 bn in 2012,*
employment increased and the decline in production slowed.

Oil revenues are projected to average £0.7 bn a year for the next five years, just 1%
of total government income.?! The oil industry has claimed that it pays more tax
than other industries, which pay only corporation tax of 20%.%? This claim is highly
misleading, because oil taxes constitute public income from resources that legally
belong to the state (whereas corporation tax is an income tax on business profits).

In fact, the UK takes a lower share of revenue from its oil resources than most other
countries. On average, governments receive 72% of net revenue from oil
production,® compared to 50% from most UK fields. Norway, operating in the same
fields in the North Sea, takes 78%.3*

In spite of the already-low rates of tax, the government already gives £6 bn in tax
breaks and allowances to further reduce the industry’s contribution.?®

! http://www.theguardian.com/environment/2015/nov/12/uk-breaks-pledge-to-become-only-g7-country-increase-fossil-fuel-subsidies

2 https://www.gov.uk/government/uploads/system/uploads/attachment data/file/416330/47881 Budget 2015 Web Accessible.pdf
(Lines 11-13, Table 2.1, p.68 of pdf)

3 http://www.ft.com/intl/cms/s/0/ae753526-dca3-11e5-8541-00fb33bdf038.html#axzz41wQRcVegX
4 https://www.energyvoice.com/oilandgas/north-sea/103169/sns-2016-michie-calls-1-3billion-tax-breaks-for-the-north-sea-so-last-year,

® http://www.telegraph.co.uk/finance/newsbysector/energy/oilandgas/11338769/UK-oil-firms-warn-George-Osborne-Without-big-tax-cuts-
we-are-doomed.html

5 http://www.chroniclelive.co.uk/business/business-news/uk-oil-gas-firms-seek-11015383

" There are 2 types of fossil fuel subsidies: consumer subsidies, which make energy cheaper for people, and producer subsidies as in the UK,
which make energy production more profitable for companies. Both types distort energy markets, and block transition to cleaner fuels.

8 http://www.imf.org/external/pubs/ft/survey/so/2015/NEW070215A.htm

® http://www.oecd.org/environment/support-to-fossil-fuels-remains-high-and-the-time-is-ripe-for-change.htm

10 https://www.gov.uk/government/speeches/un-climate-summit-2014-david-camerons-remarks

1 “A financial contribution by a government or any public body ... [including]: (i) a direct transfer of funds ... or liabilities; (i) government
revenue that is otherwise due is foregone or not collected (e.g. fiscal incentives such as tax credits); [or] (iii) goods or services other than
general infrastructure; [where] a benefit is thereby conferred” (emphasis added). https://www.wto.org/english/docs e/legal e/24-
scm 01 e.htm

12 https://www.gov.uk/government/speeches/amber-rudds-speech-on-a-new-direction-for-uk-energy-polic

13 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/486084/IA -

FITs consultation response with Annexes - FINAL SIGNED.pdf (Table 12, p.23 of pdf)

4 https://www.gov.uk/government/uploads/system/uploads/attachment data/file/416330/47881 Budget 2015 Web Accessible.pdf
(sec.1.1.30, p.44 of pdf)

15 http://www.unitetheunion.org/news/unite-joins-with-offshore-trade-unions-to-form-offshore-coordinating-group/#sthash.vSkZ4Jyf.dpuf
16 https://www.energyvoice.com/marketinfo/76156/chancellor-backing-industry-will-not-save-north-sea-jobs

7 http://www.heraldscotland.com/news/13207399.Shell to axe 250 North Sea jobs,

8 For a history of the UK tax regime, see www.ifs.org.uk/uploads/publications/ff/north _sea.xls

¥ http://www.telegraph.co.uk/business/2016/02/25/premier-oil-looks-ahead-as-losses-deepen-to-over-800m
2 http://www.telegraph.co.uk/finance/newsbysector/energy/12056502/Solar-subsidy-cuts-put-up-to-18700-jobs-at-risk.html
2 Scottish Secretary Alistair Carmichael suggested it would save “thousands, perhaps tens of thousands” of jobs
http://www.scotsman.com/news/politics/budget-2015-how-scotland-fared-1-3720892
22 |n December 2014, lan Wood, founder of Wood Group, estimated that 15,000 jobs could be lost. The following month, he upped his
estimate to 40,000. By March 2015, he had further increased it to 80,000. He did not substantiate or explain his estimates. The oil price did
not change significantly during that period (it fluctuated between $50 and $60). Sources:
http://www.telegraph.co.uk/finance/newsbysector/energy/oilandgas/11303986/North-Sea-could-lose-15000-jobs-if-oil-continues-to-fall-
warns-Sir-lan-Wood.html, http://www.cityam.com/207286/sir-ian-wood-calls-oil-tax-cuts-and-warns-40000-jobs-are-risk,
http://www.scotsman.com/news/politics/budget-crucial-for-north-sea-warns-sir-ian-wood-1-3719425
2 http://uk.reuters.com/article/uk-britain-oil-employment-idUKKCNOR610G20150907
2 http://www.ft.com/cms/s/0/555cd072-5c54-11e5-9846-de406ccb37f2.html#axzz42Q04dGI5
% From 2015/16 to 2020/21, the total payments would have been £8.9 bn, which is reduced to £7.6 bn by the policy change.
https://www.gov.uk/government/uploads/system/uploads/attachment data/file/486084/IA -

FITs consultation response_with Annexes - FINAL SIGNED.pdf (table b7, p.43 - central scenario)
% https://web-old.greens.scot/downloads/Jobs+in+Scotland's+New+Econom
2’http://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/bulletins/profitabilityofukcompanies/quarter3julytosept2015#unite
d-kingdom-continental-shelf-ukcs-companies
28 https://www.energyvoice.com/oilandgas/north-sea/103169/sns-2016-michie-calls-1-3billion-tax-breaks-for-the-north-sea-so-last-year,
2 http://www.bbc.co.uk/news/business-12831894
Ohttps://www.gov.uk/government/uploads/system/uploads/attachment data/file/471701/UKESI 2015 Dataset Economic Indicators.xls
31 http://budgetresponsibility.org.uk/docs/dIm_uploads/March2015EFO 18-03-webv1.pdf (Table 4.12, p.116 of pdf)
32 Eg at http://www.publications.parliament.uk/pa/cm201314/cmselect/cmenvaud/c61-iii/c6101.htm
3 http://www.boem.gov/Oil-and-Gas-Energy-Program/Energy-Economics/Fair-Market-Value/CERA-Final-Report.aspx, sec.8.1, p.31 of pdf
3 http://www.norskpetroleum.no/en/framework/petroleum-tax,
3 http://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/9977.pdf
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