“Gas, oil and coal prices were subsidised by £3.63bn in 2010” Or were they?

INTRODUCTION
On 27th February 2012, the UK national daily newspaper The Guardian published an article 1 headed

“Wind power still gets lower public subsidies than
fossil fuel tax breaks
Financial support for renewable energy under attack as gas, oil and coal
still subsidised to far greater extent, new data shows”
This claim has gained credence to the extent that it is common to hear or read that “All types of energy are
subsidised and coal gets more than wind” and similar statements.
Stuart Young Consulting Ltd has been engaged by Communities Against Turbines Scotland (CATS) to examine
the source and validity of the claim.

About CATS
Communities Against Turbines Scotland is an umbrella group representing communities and
individuals struggling against the relentless development of wind turbines.

CATS - Communities Against Turbines Scotland
(Concerned About Turbines Scotland)
info@communitiesagainstturbinesscotland.com
www.communitiesagainstturbinesscotland.com
contact: Susan Crosthwaite
07745568303

1

http://www.guardian.co.uk/environment/2012/feb/27/wind-power-subsidy-fossil-fuels
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Executive Summary
Gas, oil and coal prices were NOT subsidised by £3.63bn in 2010
The claim in the Guardian article has no substance or merit. It is disingenuous, totally misleading and is
predicated upon a highly inventive and dubious notion of “subsidy”.
The £3.63bn “fossil fuel tax breaks” referred to in the article turn out to be an imaginary relief on a level of
taxation on domestic fuel which never has and almost certainly never will be levied.
On the other hand, the £0.7bn subsidy to wind with which it was compared is indeed a true subsidy to assist an
unreliable technology which is likely to rise to at least £1.06bn for 2012, and to which a further £0.72bn subsidy
to other Renewables and an unknown sum for Feed-In Tariffs need to be added.

•

One thousand seven hundred and eighty million pounds subsidy to Renewables in 2012

•

Ultimately paid for by the 66 million people of UK

•

£27 per head of population or £65 per household

•

Excluding the cost of the Feed-In Tariff

•

Subject to VAT at 5%

•

(and to your electricity supplier’s profit margin)

Stuart Young
August 2012
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INVESTIGATION
Source
The Guardian article cites data from the Organisation for Economic Co-operation and Development (OECD)
Report “Inventory of Estimated Budgetary Support and Tax Expenditures for Fossil Fuels” 3.
The basis for making this claim lies in these paragraphs from the Guardian article:
“The Treasury was unable to provide figures for the tax relief and other subsidies enjoyed by fossil fuels, but
the OECD data is described as "very robust" by subsidies expert Peter Wooders, who worked for British Gas
and is now at the International Institute for Sustainable Development.
Almost 90% of the fossil fuel subsidy comes from the reduced rate of VAT paid by households. Wooders said
if such price cuts were intended to reduce energy costs for poorer households, they were a "very blunt tool"
with many better-off people also gaining. "Just about any other way than fossil fuel cost subsidies will be
more effective," he said. Gas, which dominates home heating and electricity generation in the UK, received
about £3bn in subsidy, with oil getting £500m and coal £72m.”

The alleged subsidies
The cornerstone of the claim is that by the application of the Reduced Rate of VAT to oil, gas and coal
generation of electricity for domestic consumption, such generation is somehow placed in an
advantageous position over wind generated electricity. However, it is irrelevant to the examination of
whether oil, gas and coal generated electricity is “subsidised” to a greater degree than wind generated
electricity through VAT banding. This is so since all electricity from whichever source (wind or fossil) for
domestic consumption has VAT added at the Reduced Rate of 5%, and all electricity from whichever source for
industrial consumption has VAT added at the Standard Rate of 20%.
The 1972 Edition of the Chambers Twentieth Century Dictionary gives, among others, the following two
distinctly different meanings:
•
•

a grant of public money in aid of some enterprise, industry, etc,
or to keep down the price of a commodity

Value added Tax
Value Added Tax has a Standard Rate of 20%, a Reduced Rate of 5%, and a Zero Rate. In addition, some goods
and services are exempt from VAT altogether. Some examples of how these rates are applied are:
•
•
•
•
•

Most foodstuffs are Zero Rated
Domestic fuel is at the Reduced Rate
Industrial fuel is at the Standard Rate
New build is Zero Rated
Alterations to an existing property is the Reduced Rate

3 http://www.oecd.org/site/tadffss/48802877.pdf
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•
•
•
•

Prescriptions are Zero Rated
Water for domestic premises is Zero Rated
Water for industrial premises is Standard Rated
The majority of goods and services are taxed at the Standard Rate of 20%

The general thrust is that essential goods or services are either Zero or Reduced Rated. It is difficult for example
to consider that domestic water is “subsidised” simply because the Government chooses to Zero Rate a
commodity which is essential for life. Similarly, domestic fuel, including electricity, is essential to life, and the
Government chooses to apply the Reduced Rate of 5% to it.
The beneficiaries of the application of the Reduced Rate of VAT to domestic fuel are the people of the United
Kingdom. The effect is to keep low the cost of domestic energy and therefore the latter definition applies. The
operating costs and profits of the fossil fuel generators are unaffected by the rate of tax. It is not a subsidy paid
to fossil fuel generators. Fossil fuel generators derive no benefit from domestic energy being taxed at the
Reduced Rate of VAT as opposed to the Standard Rate. Nor for that matter do wind energy generators.
The “subsidy” element of the Reduced Rate of VAT for all electricity generation sources is clearly intended to
“keep down the price of a commodity” and is certainly not “a grant of public money in aid of some enterprise,
industry, etc.” To claim otherwise is unfounded and misleading to say the least.

Other Alleged Subsidies
The “Inventory of Estimated Budgetary Support And Tax Expenditures For Fossil Fuels” for the
United Kingdom which forms part of the OECD report details other supposed “subsidies” in three charts which
are appended for convenience.
These are as follows and the terms used are explained in the UK Summary 4:

Coal
“Inherited Liabilities Related to Coal Mining - £8.26 million.”
This cannot be considered a subsidy and in any case is a relatively very small amount.

Petroleum (PRT is Petroleum Revenue Tax)
“PRT Tariff Receipts Allowance – £32.61 million. This provision was introduced in 1983 and excludes
some tariff receipts from taxable profits under the PRT regime. Tariffs are here understood as
payments to a company for the use of its assets by other oil and gas companies.”

This is not in any sense a subsidy.
“PRT Oil Allowance –£201.07 million.”

This is applied to avoid double taxation and again cannot possibly be considered to be a subsidy.

Natural Gas
“PRT Exemption for Sales to British Gas (data for 1997- )-£10million. Proceeds from the sale of
natural gas to what was formerly the British Gas Corporation are exempted from the PRT if contracts
were signed prior to 30 June 1975.”

This is not a subsidy.
4 http://www.oecd.org/site/tadffss/48786785.pdf
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“PRT Tariff Receipts Allowance – £27.39 million.

See above. This is not in any sense a subsidy.
“PRT Oil Allowance –£168.93 million.”

This is applied to avoid double taxation and again cannot possibly be considered to be a subsidy.
In summary
The largest proportion of the alleged subsidy to oil, gas and coal generation is demonstrated above to be not a
subsidy, but relief from a taxation regime that has never existed, and at present there is no indication that the UK
Government has any intention of applying it. It was an invented scenario with no basis in fact.
The balance of the alleged subsidy has been examined above and has been shown not to be a subsidy at all.

Presentation of data
From the Guardian article: “Gas, oil and coal prices were subsidised by £3.63bn in 2010, according to data
from the Organisation for Economic Co-operation and Development, whereas offshore and onshore wind
received £0.7bn in the year from April 2010. All renewables in the UK benefited from £1.4bn over the same
period, according to data from the Department of Energy and Climate Change (DECC).”

As presented
The data is presented in a manner which is bound to mislead and the comparison it makes is meaningless:
• “Gas, oil and coal prices were subsidised by £3.63bn in 2010” - is simply untrue.
•

“according to data from the Organisation for Economic Co-operation and Development” -

should

more correctly read “according to the Guardian’s interpretation of the data”.
•

“whereas offshore and onshore wind received £0.7bn in the year from April 2010” -

invites a

direct comparison with the alleged £3.63bn which cannot be made.
Wind generated electricity is supported through Renewables Obligation legislation and Feed-in Tariffs which
fossil fuel generation does not enjoy. The £0.7bn mentioned is the real subsidy which wind energy received.
The subsidy for oil, gas and coal was zero. That is the proper comparator to the £0.7bn subsidy to wind.
Even if the £3.63bn was truly a subsidy for generation by fossil fuel it would still be an invalid comparison as it
takes no account of the volumes generated by each technology.

Real life illustration
The following graphs and tabulation have been taken from the NETA website at www.bmreports.com which
records generation in five minute intervals from data provided by National Grid. The illustrations cover the 24
hours ending at 11.45GMT on 21st August 2012.
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This is a graphical representation of actual generation over a 24 hour period showing the contributions of the
various technologies.

This is the same graph with all other technologies concealed leaving only the contribution by oil, gas, coal, and
wind. Note the marked difference in volumes delivered.
August 2012

Page 6

“Gas, oil and coal prices were subsidised by £3.63bn in 2010” Or were they?

The second last column of this table lists the total generation by each technology over the preceding 24 hours.
The output figures for wind have to be treated with caution as National Grid can only meter 4686MW capacity
of wind generation whereas Renewable UK’s website http://www.bwea.com tells us that at 18th August 2012,
there was 6851MW connected windpower. The calculation below has therefore used an adjusted wind output
figure of 21635MWh for the 24 hour period. See Appendix 2.
Assuming the value of a Renewables Certificate to be £45, in the 24 hours ending at 1145 GMT on 21st
August 2012:
•

Wind generated 21.6GWh of electricity and received a subsidy of £1.24 million

•

Oil, gas and coal generated 531GWh of electricity, and required no subsidy at all.
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The true cost of subsidy to wind
Rather than being less subsidised than oil, gas and coal as the Guardian article implies, wind energy is heavily
subsidised through the RO and FITs regimes. In this section the true subsidy cost for different categories of
generation are tabulated and the estimated cost of subsidy to wind generation and the likely total subsidy to
Renewables for 2012 is calculated.

Comparison of electricity costs from fossil fuel and wind generators
Appendix 2 includes a calculation of relative costs at the point of generation of fossil fuel and wind generated
electricity showing the influence of the application of the ROs or FITs at various levels, and VAT at 5% and
20%.
The following assumptions have been made:
•
•
•
•
•
•

The cost of production of 1kWh of electricity is taken as 4.5p in all cases for ease of comparison
The value of a Renewable Obligation Certificate (ROC) is £45
Onshore wind will attract 90% ROC per MWh, offshore will attract 200% ROC per MWh
Feed-In Tariffs are those current at 5th August 2012
50% of electricity generated under FITs up to 100kW capacity is sold to the supply company
All electricity generated under FITs over 100kW capacity is sold to the supply company

The reader may apply his own assumptions and recalculate the costs, but the difference in cost between fossil
fuel generated electricity and wind generated electricity will still be of the same order of magnitude.
Whilst the application of the Reduced VAT Rate cannot be considered to constitute a subsidy to fossil fuel
generated electricity - it is more like social engineering - the examples given also show the effect that the
application of the Standard Rate of VAT would have on the cost of electricity at the point of generation.
The results are summarised here:
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RELATIVE COST OF GENERATION OF FOSSIL FUEL, AND WIND ENERGY
SUPPORTED BY THE RENEWABLES OBLIGATIONS OR FEED-IN TARIFFS
COST PER kWh AT POINT OF GENERATION
Net Cost Plus
Including 5%
Including 20%
GENERATION TYPE AND
Subsidy/
Reduced Rate VAT
Standard Rate VAT
SUBSIDY REGIME
kWh (pence)
(As at present)
(Hypothetical)
Fossil Fuel
4.50
4.73
5.40
Onshore Wind (ROCs 90%)
8.55
8.98
10.26
Offshore Wind (ROCs 200%)
13.50
14.18
16.20
FITs Wind Under 1.5kw
74.80
78.54
89.76
FITs Wind Over 1.5kw and
59.20
62.16
71.04
not exceeding 15kw
FITs Wind Over 15kw and not
54.00
56.70
64.80
exceeding 100kw
FITs Wind Over 100kw and
23.80
24.99
28.56
not exceeding 500kw
FITs Wind Over 500kw and
13.60
14.28
16.32
not exceeding 1.5MW
FITs Wind Over 1.5MW
8.10
8.51
9.72

Likely level of Subsidy to Wind in 2012
The article tells us;
“Gas, oil and coal prices were subsidised by £3.63bn in 2010, according to data from the Organisation for
Economic Co-operation and Development , whereas offshore and onshore wind received £0.7bn in the year
from April 2010. All renewables in the UK benefited from £1.4bn”

It is established above that gas, oil and coal prices were not subsidised.
Wind was subsidised by £0.7bn, and other Renewables also by £0.7bn.
In 2012 the figure for other Renewables is not likely to change significantly so for ease of calculation assume
£0.7bn plus 2.5%. See Appendix 2 for calculations.
Wind subsidy will rise dramatically in 2012 as a result of increased capacity and double ROCs for offshore
wind. It is likely that the cost of subsidy to wind will exceed £1.06bn in 2012, giving a total cost of subsidy to
Renewables approaching £1.8bn.
This figure excludes what will be a substantial sum for FITs subsidy to wind generation, the cost of supplier’s
legitimate profit and overheads and the application of VAT.

Stuart Young
August 2012
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APPENDIX 1
Charts extracted from The “Inventory of Estimated Budgetary Support And Tax Expenditures For Fossil
Fuels” for the United Kingdom.
Table 24.1. Summary of fossil-fuel support to coal – United Kingdom
(Millions of British pounds sterling, nominal)
Support element
Producer Support Estimate
Income support
UK Coal Operating Aid Scheme
Support for capital formation
Coal Investment Aid
Consumer Support Estimate
Consumption
Reduced Rate of VAT for Fuel and Power
General Services Support Estimate
Inherited Liabilities Related to Coal Mining

Jurisdiction

Avg 2000-02

Avg 2008-10

2008

2009

2010p

–

54.06

n.a.

n.a.

n.a.

n.a.

–

n.a.

n.a.

1.45

n.a.

n.a.

–

51.60

56.28

58.50

47.39

62.94

–

24.79

9.64

12.40

8.26

8.26

Note: Tax expenditures for any given country are measured with reference to a benchmark tax treatment that is generally specific to that
country. Consequently, the estimates contained in the table above are not necessarily comparable with estimates for other countries. In
addition, because of the potential interaction between them, the summation of individual measures for a specific country may be problematic.
The allocation of particular measures across fuel types was done by the OECD Secretariat based on the IEA’s Energy Balances.
Source: OECD.

Table 24.2. Summary of fossil-fuel support to petroleum – United Kingdom
(Millions of British pounds sterling, nominal)
Support element
Producer Support Estimate
Support to unit returns
PRT Tariff Receipts Allowance
PRT Oil Allowance
PRT Safeguard
Support for capital formation
PRT Uplift for Certain Capital Expenditures
Consumer Support Estimate
Consumption
Reduced Rate of VAT for Fuel and Power
General Services Support Estimate (n.a.)

Jurisdiction

Avg 2000-02

Avg 2008-10

–
–
–

33.11
295.68
138.81

–

117.42

n.c.

–

121.06

255.34

32.61
248.17
n.c.

2008

2009

2010p

32.61
364.10
..

32.61
179.33
..

32.61
201.07
..

..

..

..

265.42

215.03

285.58

Note: Tax expenditures for any given country are measured with reference to a benchmark tax treatment that is generally specific to that
country. Consequently, the estimates contained in the table above are not necessarily comparable with estimates for other countries. In
addition, because of the potential interaction between them, the summation of individual measures for a specific country may be problematic.
The allocation of particular measures across fuel types was done by the OECD Secretariat based on the IEA’s Energy Balances.
Source: OECD.
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Table 24.3. Summary of fossil-fuel support to natural gas – United Kingdom
(Millions of British pounds sterling, nominal)
Support element
Producer Support Estimate
Support to unit returns
PRT Exemption for Sales to British Gas
PRT Tariff Receipts Allowance
PRT Oil Allowance
PRT Safeguard
Support for capital formation
PRT Uplift for Certain Capital Expenditures
Consumer Support Estimate
Consumption
Reduced Rate of VAT for Fuel and Power
General Services Support Estimate (n.a.)

Jurisdiction

Avg 2000-02

–
–
–
–

190.00
25.22
225.99
106.19

16.67
27.39
208.50
n.c.

–

89.24

n.c.

–

1 147.96

Avg 2008-10

2 539.75

2008

2009

2010p

..

20.00
27.39
150.67
..

10.00
27.39
168.93
..

..

..

..

2 640.00

2 138.74

2 840.51

20.00
27.39
305.90

Note: Tax expenditures for any given country are measured with reference to a benchmark tax treatment that is generally specific to that
country. Consequently, the estimates contained the table above are not necessarily comparable with estimates for other countries. In
addition, because of the potential interaction between them, the summation of individual measures for a specific country may be problematic.
The allocation of particular measures across fuel types was done by the OECD Secretariat based on the IEA’s Energy Balances.
Source: OECD.
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APPENDIX 2

Calculations
Relative costs of electricity plus subsidy

Tabulation of relative costs at the point of generation of fossil and wind generated
electricity showing the influence on cost of the application of the ROCS regime or
Feed in Tariff at various levels, and the application of 5% and 20% VAT rates.
Scheme

Fossil
Onshore ROCS (90%)
Offshore ROCS (200%)
FITS Under 1.5kw
FITS Over 1.5kw and n/e 15kw
FITS Over 15kw and n/e 100kw
FITS Over 100kw and n/e 500kw
FITS Over 500kw and n/e 1.5MW
FITS Over 1.5MW

ROC
Award at
£45 / MWh
or FITS
Award
(pence)

kWh
supplied to
the Grid

0.00
4.05
9.00
35.80
28.00
25.40
20.60
10.40
4.90

1.00
1.00
1.00
0.50
0.50
0.50
1.00
1.00
1.00

Sale
Income ROC or
Cost /
Including 5%
price/kW from Sale FITS paid
kWh
Reduced
h
(pence) plus sale generated RateVAT as at
income/
and
present
kWh
supplied
supplied
to the
(pence)
Grid
4.50
4.50
4.50
4.50
4.73
4.50
4.50
8.55
8.55
8.98
4.50
4.50
13.50
13.50
14.18
3.20
1.60
74.80
74.80
78.54
3.20
1.60
59.20
59.20
62.16
3.20
1.60
54.00
54.00
56.70
3.20
3.20
23.80
23.80
24.99
3.20
3.20
13.60
13.60
14.28
3.20
3.20
8.10
8.10
8.51

Including 20%
Standard Rate
VAT if
Reduced Rate
of VAT is
deemed to be
a subsidy
5.40
10.26
16.20
89.76
71.04
64.80
28.56
16.32
9.72

Likely total cost of subsidy through RO in 2012
Renewable UK’s website http://www.bwea.com tells us that at 18th August 2012, there is 4999MW onshore and
1852MW offshore connected windpower.
If :
•

a ROC is valued at £45/MWh,

•

onshore receives 90% ROC/MWh

•

and offshore receives 200% ROC/MWh,

•

onshore wind has a load factor of 27%

•

and offshore wind has a load factor of 40% ,

•

the £0.7bn paid to other Renewables increases by 2.5%

then the equivalent 2012 comparison with £0.7bn subsidy in 2010 for wind generation is £1.06bn, excluding an
unknown but substantial sum for FITs supported wind generation. Add to that the subsidy to other Renewables,
and the cost approaches £1.8bn.
4999MW x 24 hours x 365 days x 0.27 x £45 x 0.9 =
1852MW x 24 hours x 365 days x 0.40 x £45 x 2
=
Add subsidy to other Renewables £0.7bn plus 2.5%
TOTAL
August 2012

£478,857,209
£584,046,720
£1,062,903,929
£717,500,000
£1,780,403,929
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Ultimately paid for by the 66 million consumers through their household bills or through the cost of goods and
services, all of which have an element of the cost of electricity (including subsidy) in their price tags.
(An average household is taken to be of 2.4 persons)

Subsidy to wind in the 24 hour period ending 1145 GMT on 21st August 2012

Wind output over the 24 hour period is recorded in the above table as 14798 MWh however National Grid can
only meter 4686MW capacity of wind generation whereas Renewable UK’s website http://www.bwea.com tells
us that at 18th August 2012, there is 4999MW onshore and 1852MW offshore connected windpower.
For the purpose of this illustration the 14798MWh from wind has been factored up according to actual
connected capacity to 21635MWh, with 15785MWh being from onshore and 5850MWh from offshore wind.
Assuming the value of a Renewables Certificate to be £45, onshore wind will have been subsidised by:
15785MWh x £45 = £710,325
and offshore wind will have been subsidised by:
5850MWh x £45 x2 = £526,500
Making a total of £1,236,825 subsidy to wind to produce 21.6GWh of electricity.

Oil, gas and coal produced a total of 620GWh of electricity and received no subsidy whatsoever.
END
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