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Executive Summary

This briefing examines the leading UK energy companies in the
context of the current energy crisis. Its purpose is to determine
the extent to which leading firms in the sector have profited
amid the recent market turmoil and to better understand the
context in which a windfall tax could be imposed.

It examines the two major integrated oil and gas companies
headquartered in the UK - BP and Royal Dutch Shell - along
with the five companies that own the “Big 6" energy suppliers:
Centrica Plc, SSE Plc, EDF SA (owner of EDF UK), E.ON SE
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(owner of E.ON UK and npower), and Iberdrola SA (owner of
Scottish Power). It also examines eight leading independent oil
and gas companies headquartered in the UK: Capricorn
Energy, Egdon Resources, Energean Plc, Enquest Plc, Harbour
Energy, Parkmead Group, Serica Energy and Tullow Oil. This list
comprises all the UK-headquartered independent oil and gas
firms that operate in the North Sea for which financial data are
publicly available.

An earlier briefing set the scene for the current analysis by
outlining the contours of the UK's energy crisis. As
documented in that earlier briefing, the dramatic hikes in
wholesale gas prices are now being felt in consumer energy
markets, with household energy bills predicted to rise by 30
percent in 2022, the highest increase since records began in
2009. In response to the unfolding crisis, the Labour Party,
among other voices, has called for a one-off windfall tax on
North Sea oil and gas companies to finance measures aimed
at easing household energy bills.

Overall, the main message of this briefing is that the UK energy
sector is highly diverse. This diversity must be taken into
account when debating the implementation of a windfall tax.
The briefing finds that the two UK-headquartered supermajors
— BP and Royal Dutch Shell — have remained profitable over the
past decade, and during that time have spent tens of millions of
pounds on shareholder payouts, while receiving hundreds of
millions of pounds in tax benefits. The performance of BP and
Royal Dutch Shell offers an additional justification for a windfall
tax. Meanwhile, seven of the eight independent oil and gas
firms have not turned a profit in the past decade. All these
companies are considerably smaller than BP and Royal Dutch
Shell and they would therefore likely contribute little in terms of
fiscal revenue if a windfall tax was introduced.

The briefing also finds a high level of diversity among the UK's
major energy suppliers. While all five energy utility companies
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reviewed in this briefing have been profitable since 2010, the
two firms that have experienced sharpest increases in their
profit margins during the current energy crisis — Centrica Plc
and SSE Plc — engage in production operations in the North
Sea. Furthermore, the briefing shows that the energy
companies devote much more in resources to shareholders in
dividends and stock buybacks than they do to governments in
the form of tax payments. As a result, the current UK regime
indirectly promotes inequality, undermines the resiliency of the
energy sector, and provides compelling evidence on the need
for a windfall tax.

Full Text

Findings

One challenge that we face in tracing the
financial fortunes of UK energy companies in
recent months is that internal cash flow data are
not publicly available and the latest income
statements generally pertain to the period
leading up to 30th September 2021 at the very
latest. The accuracy of recently reported cash
flow estimates from Wood Mackenzie will only be
determined in the months ahead once firms
begin to release their financial reports for the
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fourth quarter of 2021. In the interim, market
capitalisation data are instructive as they tell us
what investors’ intersubjective expectations are
with respect to the future earnings of the energy
firms, adjusted for risk and discounted to net
present value. Moreover, these data tell us about
the level of companies’ vulnerability to takeover
(including, in principle, by the UK Government).
With this in mind, Figure 1 tracks the market
valuations of the UK energy companies and
compares them to the FTSE 100 benchmark.
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Figure 1 shows that since the end of 2020, the
market capitalisation of both BP and Royal Dutch
Shell has been on an uptrend, and there has
been an upswing in their market value that
coincides with the most intense phase of the
energy crisis beginning in August 2021.
Nonetheless, both BP and Royal Dutch Shell’s
market capitalisation has been lagging far behind
FTSE 100 over the past three years, and neither



company’s market value has recovered to the
levels recorded prior to the outbreak of the Covid-
19 crisis. Their recent struggles are illustrative of
the deep malaise of the oil and gas supermajors.
But perhaps the most significant observation to
make here is that their market values are closely
connected to oil price levels over the past three
years — with the two companies’ valuations
recovering significantly since the rebound in oil
prices in the second half of 2021.

While BP's and Royal Dutch Shell's market
capitalisation are highly synchronised, the market
values of the major energy suppliers over the
past three years are varied. Centrica and EDF lag
far behind that of the FTSE 100 over the past
three years, whereas SSE, Iberdrola and E.ON
easily surpass the financial performance of the
average FTSE 100 firm. Similar diversity is
evident with the independent oil and gas
companies: with two outperforming the FTSE
100, and five others underperforming. Our
understanding of the financial fortunes of the UK
energy companies is enhanced through
examining profit margin (net income/revenue)
data since the beginning of the 2010s, as
presented in Figure 2. The view that BP and Royal
Dutch Shell have generally lagged other firms in
the FTSE 100 is confirmed in the top-left chart.

However, perhaps most noteworthy is the
sudden recovery in their net income-to-sales
ratio since the onset of the energy crisis in 2021.
This affirms the oil majors’ assertions that theirs
is a cyclical business and that the significant
profits they are now enjoying offset the massive
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losses they have experienced in previous periods
when oil prices have been much lower, such as
during the outbreak of the Covid-19 crisis. Those
advocating a windfall tax will need to think of
ways of countering potential arguments that a
windfall tax for the oil majors is inappropriate
because of the cyclical nature of their business.
One way of doing so is to emphasise that the
integrated oil companies have spent vast sums
on shareholder payouts throughout both the
‘good times” and “the bad” for the oil business -
an issue the briefing will turn to shortly.
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The major energy suppliers have similarly
struggled to record profit margins in excess of
the FTSE 100 average over the past decade.
Nonetheless, like BP and Royal Dutch Shell, both
Centrica and SSE have enjoyed sharp upswings
in their profit margins since the onset of the
energy crisis. It is interesting to note that, unlike
the other major energy suppliers, these two
companies are involved in hydrocarbon
extraction in the North Sea.

Figure 2: The Profit
Margins of UK
Energy Companies,
2010-2021.
Source: Energy
company data from
Bloomberg
Professional. FTSE
100 data from
Datastream
through Eikon.
Note: Profit margins
are calculated by
dividing net income
by revenues. 2022
Q4 data for BP and
Royal Dutch Shell
are estimates from
Bloomberg
Professional.
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The financial performance of the independent oil
and gas companies since 2010 has been woeful.
Only Serica Plc stands as an exception. The profit
margins of the six others have been consistently
negative. In fact, from 2010-20, these five
companies collectively recorded total net losses
of £6 billion (see data in appendix). Figure 2
indicates that some of these independent firms
are staging a recovery amid the energy crisis.
Nonetheless, we should be in no doubt that if a
windfall tax was only to target oil and gas
producers, and not the major energy suppliers or
oil trading firms, almost all the tax revenues
would come from the integrated oil companies.
To put the tiny size of independent oil and gas
firms in perspective: the eight included in our
analysis have together generated revenues of
£32.2 billion since 2010. In contrast, the two
integrated oil companies included in our analysis
generated revenues of £4.8 trillion in the same
period: a sum which is almost 150 times greater.

The strongest case for a windfall tax can be
made by emphasising the huge shareholder
payouts of BP and Royal Dutch Shell and
juxtaposing them with figures regarding their tax
payments as illustrated in Table 1. In fact, since
2010, Royal Dutch Shell and BP have together
spent an astonishing £147.2 billion on stock
buybacks and dividends - far in excess of the
FTSE 100 average of £10.8 billion over the same
period (see appendix), and over seven times
more than the £20 billion that is required to keep
households’ energy bills to their current level
during this period of elevated wholesale energy
prices.



Table 1: Key

Effective Tax Shareholder Payout Private / Public . f -
Rate Rate Financial Returns Financial Ratios of
. . . g atio UK Energy
(tax paid / pre-tax income) (dividends + stock (dividends + stock
buybacks / pre-tax buybacks / tax Com panies, 2010-
income) paid)
2020.
FTSE 100 average 31.3% 67.9% 22
Source: Bloomberg
Integrated oil companies X
P Plc 38.9% 98.3% 25 Professional.

Royal Dutch Shell 43.1% 55.4% 1.3
Major energy suppliers

Centrica Plc 51.3% 106.2% 21

EDF SA 30.2% 32.5% 11

E.On SE 30.4% 82.3% 27

Iberdrola SA 10.5% 11.5% 11

SSE Plc 14.8% 70.1% 4.7
Independent oil & gas firms

Capricorn Energy Net tax benefit & profit loss Profit loss

Egdon Resources No tax & profit loss No payouts & profit loss

Energean Plc Net tax benefit & profit loss No payouts & profit loss

Enquest Plc Net tax benefit & profit loss Profit loss -

Harbour Energy Profit loss Profit loss 0.8

Parkmead Group Profit loss No payouts & profit loss -

Serica Energy 22.6% 6.3% 0.3

Tullow Oil Profit loss Profit loss 16.6

Furthermore, as Table 1 shows, since 2010, BP's
shareholder payout commitments have been so
large that they cover 98.3% of their pre-tax
income, and 2.5 times larger than their tax
payments for the period. Thus, even though the
effective tax rates of BP and Royal Dutch Shell are
greater than that of the average firm in the FTSE
100, their business models clearly generate far
greater returns for shareholders than it does for
the public coffers. While some of the shareholder
payouts will find its way in the hands of the British
public via pensions and other investments, the
distribution of these proceeds is highly uneven.
In fact, as documented in a previous Common
\Wealth report, the top 10% of the population by
income own almost half of all pension wealth in
the UK - seven times more than the bottom 50%
combined.

Similar observations can be made regarding the
major energy suppliers: with a combined total of
£42.7 billion spent on dividends and stock
buybacks since 2010 (see appendix). Moreover,
as Figure 2 shows, like the integrated oil and gas
companies, what these firms commit to
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shareholders far exceeds what they pay in taxes.
These corporations are engines of inequality:
they do what they can to minimise tax payments
to governments, while doing their utmost to
maximise returns to investors. Their trenchant
opposition to windfall taxes should be
understood in this context.

The picture for the independent oil and gas firms
is rather different, but equally interesting. As
detailed by Table 1, one of these firms has paid
no taxes since 2010, while another, which has
made tax payments, committed 16.6 times the
amount to shareholder payouts. Moreover, there

are three other independent oil and gas firms that

have gained more from tax benefits than they
have lost in tax payments. As Table 2 indicates,
these net tax benefits amount to £1.4 billion. It is
revealing that the two companies netting the
largest tax benefits — Capricorn Energy and
Enquest Plc — together spent over £104 million
on dividends and stock buybacks since 2010,
despite consistently incurring losses during this
period.

Net tax benefit Shareholder payouts
(million £) (dividends + stock buybacks)
(million £)
Capricorn Energy 709.1 77.0
Energean Plc 440 -
Enquest Plc 617.8 271

Conclusion

This briefing has sought to put discussions
regarding a windfall tax on energy companies
within a broader context. It offers several insights:

Table 2: Net Tax
Beneficiaries,
2010-2020.
Source: Bloomberg
Professional.



e Despite recent headlines regarding surging
cash flows of integrated oil and gas
companies, these firms have
underperformed the FTSE 100 over the past
ten years. The difficulties experienced by the
supermajors are reflective of the oil price
environment — with oil prices still below the
peak of the last commodity super-cycle that
extended from the early 2000s to early
2010s. Therefore, advocates for a windfall
tax will have to devise ways of countering the
oil and gas industries’ claims that in a
cyclical business, they should be able to
reap the benefits of rising prices given that
they are exposed to falling prices at other
times.

e The UK energy sector is highly diverse.
While the two supermajors — BP and Royal
Dutch Shell — have managed to remain
profitable over the past decade, seven of the
eight independent oil and gas firms have
not. All these companies are several orders
of magnitude smaller than BP and Royal
Dutch Shell in terms of revenues, and they
would therefore likely contribute little in
terms of tax payments if a windfall tax was
introduced. Nonetheless, the fact that two
independent oil and gas firms have spent
tens of millions of pounds over the past
decade of shareholder payouts, while
receiving hundreds of millions of pounds in
tax benefits should offer an additional
justification for a windfall tax. In this regard,
the findings of this briefing may be usefully
combined with the insights on fossil fuel



subsidies offered by a recent Common
Wealth report.

e There is a high level of diversity even among
the major energy suppliers. While all five
energy utility companies reviewed in this
briefing have been profitable since 2010, the
two firms that have experienced sharpest
increases in their profit margins during the
current energy crisis — Centrica Plc and SSE
Plc — engage in production operations in the
North Sea.

e A compelling narrative in favour of a windfall
tax would hinge on juxtaposing the energy
companies payouts to investors with their
tax payments to government. In the current
regulatory environment, all these companies
have managed to devote much more
resources to the former than the latter. The
current regime which favours private
financial returns via dividends and stock
buybacks over public financial returns via tax
payments indirectly promotes inequality and
arguably undermines the resiliency of the UK
energy sector.

One limitation of this report is that it does not
examine the major trading companies that act as
key intermediaries in oil markets: Vitol, Glencore,
Trafigura, Mercuria and Gunvor. These
companies appear to be profiting hugely from the
recent energy crisis and are therefore worthy of
investigation and scrutiny from policymakers.
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Q3 2010-
L™ 2020
total
FTSE 100 average
Revenues 186 197 200 200 19.1 152 165 192 19.4 218 15.9 - 2085
Pre-tax income 17 22 17 14 14 07 07 19 21 17 04 - 159
Income taxes 06 07 07 06 03 01 03 05 06 05 02 - 50
Dividends 06 05 06 06 07 07 07 08 10 1.1 07 - 8.2
Stock buybacks 01 03 02 02 03 0.1 0.1 02 05 04 02 - 26
2010 2011 2012 2013 2014 20156 2016 2017 2018 2019 2020 2021Q3  2010-
LTM 2020
total
BP Pic
Revenues 1924 2342 2371 2425 214.8 145.9 1356 186.6 2241 218.2 140.6 971 21719
Pre-tax income 3.1 242 114 19.3 30 63 A7 56 125 64 194 90 520
Income taxes -1.0 79 43 41 0.6 =21 -1.8 29 54 3.1 -32 36 202
Dividends 17 25 33 35 36 44 34 48 50 54 49 31 426
Stock buybacks - - - 34 28 - - 03 03 12 06 07 85
Royal Dutch Shell
Reverues | 2383 2933 2948 2886 2558 1734 1730 2370 2013 2703 1408 1609 26566
Pre-tax income 229 347 319 215 17.2 13 42 14.4 267 200 210 69 1734
Income taxes 96 153 14.9 109 83 0.1 06 36 88 7.1 42 32 747
Dividends 62 43 47 46 57 6.1 72 84 18 19 58 42 76.7
Stock buybacks - 07 09 32 20 03 - - 30 80 13 07 194
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021Q3  2010-
L™ 2020
total
Centrica Plc
Revenues 224 228 239 266 294 280 271 280 23 130 122 85 2568
Pre-tax income 28 13 24 16 14 1.1 22 0.1 06 10 06 06 69
Income taxes 09 08 12 07 04 03 05 02 03 00 0.1 - 35
Dividends 07 08 08 09 09 04 05 05 06 05 - - 64
Stock buybacks - - - 05 04 - - - - - - - 09
EDF SA
Revenues 56.1 567 586 611 592 545 583 569 607 626 614 - 8459
Pre-tax income 16 4.1 39 46 44 12 34 30 06 56 12 - 335
Income taxes 09 12 13 16 15 04 1.4 01 02 13 08 - 1041
Dividends 19 18 17 18 19 10 0.1 01 05 0.1 00 - 109
Stock buybacks - - - - - - - - - - - -
EON SE
Revenues 797 980 1072 1016 912 31.0 313 327 26.0 358 542 574 6887
Pre-tax income 7.8 -25 27 26 -1.9 -1.1 -1.4 43 29 0.7 19 43 16.0
Income taxes 17 -0.9 0.6 06 05 0.5 04 07 0.0 0.0 0.8 08 49
Dividends 25 25 15 18 07 0.5 08 03 06 0.8 1.1 11 13.0
Stock buybacks - - 01 - - - - - - - - - 01
Tberdrola SA™
Revenues 26.1 275 217 264 242 228 236 274 310 320 295 322 2082
Pre-tax income 33 30 24 10 26 22 3.2 18 38 42 45 46 319
Income taxes 08 05 01 A2 07 04 08 A2 08 08 10 13 34
Dividends - 1.0 01 02 02 0.1 02 02 03 03 05 - 30
Stock buybacks - - 0.7 - - - - - - - - - 07
SSE Plc
Revenues 216 283 317 283 306 317 288 290 273 73 68 68 2782
Pre-tax income 16 2.1 03 06 06 07 06 18 09 13 06 25 136
Income taxes 04 06 - 04 01 0.1 - 01 01 - 0.1 02 19
Dividends 06 05 06 05 07 06 07 07 06 07 06 08 76
Stock buybacks - - - - - - - 01 04 - 04 - 09
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Q2 2010-
L™ 2020
total
Capricorn Energy
eventes - - - - - - - 259 3077 4181 3077 1340 10594
Pretaxincome | 1966 7418  -1225 7028 3396  -3268  -1122 2119  -9495 937 915 592 -3276.7
Income taxes 02 01 1684  -347.3  -108.1 16 419 42. 979 0. 01 00  -709.1
Dividends - - - - - - - - - - - et [
Stock buybacks 6.3 0.6 17.0 39.1 - - 3.0 102 - 0.8 6.0 77.0
Egdon Resources
Revenues 13 24 26 33 3 21 16 1 12 22 1 1.1 217
Pre-tax income 0.2 4.1 29 -0.7 05 -45 27 -1.7 2 -1.7 -4.7 -1.7 =171
Income taxes - - - - - - - - - - - 0
Dividends - - - - - - - - - - - - 0
Stock buybacks - - - - - - - - - - - 0
Energean Plc
Revenues - - - - 257 186 294 449 67.7 59.4 218 1720 2675
Pre-tax income - - - - 39 288 370 197 640 817 886 260  -1563
Income taxes - - - - 44 -6.9 -85 10.9 -116 -16.1 -16.2 121 -44.0
Dividends - - - - - - - - - - - - 0
Stock buybacks - - - - - - - - - - - - 0
Enquest Plc
Revenues | 3778 5838 5613 6109 6248 5946 5912 4873 9738 129050 6749 6744 73709
Pre-tax income %1 2263 2546 2116 3515 8777 1609  -1893 705 5715 4413 1067 14713
Income taxes 186 1883 26 904 2444 3806 287 1421 25 2193 466 597 6178
Dividends - - - - - - - - - - - - 0
Stock buybacks - 8.2 65 47 - - 23 - 45 - 09 - 27.1
Harbour Energy
Revenues 4945 515.7 888.9 960.0 989.8 698.5 694.1 810.2 1048.1 12420 740.2 1334.5 9082.0
Pre-tax income 653 883 2271 1825 -2202 5430 -3066 2845 1187 803  -4720 1117  -1064.1
Income taxes | -188 185 68.1 329 829 1578  -3871 748 308 411 5434 2027 2190
Dividends - - - 257 267 - - - - - - - 524
Stock buybacks 54 - 56.4 8.2 604 06 - - - - - - 1310
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Source: Bloomberg
Professional.
Table A3: Key
Financial Data for
Major Utility
Companies(£

Source: Bloomberg
Professional. Note:
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(last 12 months) data
ends 2021 Q2:
30/6/2021. SSE Plc
LTM data ends 2021
Q1:3/31/2021.
Table A4: Key
Financial Data for
Independent QOil
and Gas
Companies (£
million).
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