
1. Value Added Tax 
(VAT) for hydrogen is 
consistently higher 
than alternatives. 

a.  Under the UK VAT regime, hydrogen is always standard rated, regardless 
of use or carbon content1.

b.  This means that the VAT rate for hydrogen sold as transport fuel is 20% while 
the rate for red diesel is 5%, which discourages a transition to low or zero 
emission fuels.

c.  Furthermore, electricity used at home to charge an EV only pays 5% 
VAT and not 20% VAT, but there is no discount for consumers who use 
electricity for an electrolyser that produces hydrogen solely for transport. 

d.		When	workers	charge	their	BEVs	at	the	office,	companies	can	provide	the	
electricity	at	a	discounted	rate	below	20%	VAT.	However,	no	exemptions	
exist	for	hydrogen	that’s	used	for	company	cars	(notably	taxi	fleets	for	
instance).

e.  Hydrocarbons used in homes and businesses are also set at 5% VAT, 
while hydrogen remains at 20%2. Under UK VAT guidance, hydrogen is 
not able to qualify for reduced VAT under “qualifying uses” and therefore 
pays 20%, where fuels like coal gas, propylene, natural gas and LPG would 
qualify.	Even	solid	coal	can	qualify.	

2. The threshold for 
additionality is far 
higher for hydrogen 
than for alternatives:

a.	 	A	public	sector	body	can	achieve	zero	emissions	in	their	fleet	operations	
by	buying	battery	electric	vehicles	and	signing	a	contract	with	a	100%	
renewable supplier e.g. Bulb or Octopus. 

b.	 	However,	if	a	council	used	electrolysis	for	hydrogen	production	and	
signed an agreement with the same supplier, that is not considered 
“additional” and therefore does not qualify under the Renewable 
Transport Fuel Obligation.

c.  The current RTFO allows for fuel supply companies to qualify for Green 
House Gas credits under the RTFO where they supply electricity for use in 
road transport.

3. Current policies 
focus excessively on 
road vehicles, to the 
detriment of other 
transport. 

a.	 	Enhanced	capital	allowances	(ECA)	for	hydrogen	refuelling	and	storage	
only	apply	to	vehicles	installed	by	business	and	do	not	apply	to	marine,	
aviation,	rail	or	for	other	non-road	vehicle	users.3 

b.	 	Further	the	UK	currently	taxes	domestic	shipping	and	aviation	at	full	rated	
VAT,	while	“Fuel	supplied	for	use	in	a	foreign-going	ship	or	aircraft	is	zero-
rated”4. 

SUMMARYSUMMARY

Today the UK policy and taxation framework discriminates against low carbon 
fuels like hydrogen and in favour of electricity, whilst also creating perverse policy 
outcomes that incentivise consumers to use more greenhouse gas emitting fuels 
instead of switching to low or zero carbon alternatives. 

This note highlights these policy anomalies, the barriers they create to a level 
playing field and suggested remedies to achieve a truly technology neutral level 
playing field for decarbonisation.
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Endnotes

1.	 Clause	4.3.	www.gov.uk/guidance/vat-on-fuel-and-power-notice-70119

2.	 	A	wide	array	of	VAT	deductions	for	residential	users	exist	here:	www.gov.uk/guidance/rates-of-vat-on-different-goods-and-
services#power-utilities-energy-and-energy-saving-heating 

3.	 Clause	11.6	of	OLEVs	“Tax	benefits	for	Ultra	Low	Emission	Vehicles”,	2018.	Version	6.1	

4.	 Clause	6.3.	www.gov.uk/guidance/vat-on-fuel-and-power-notice-70119 

5. Accessed 11th May 2020, www.gov.uk/plug-in-car-van-grants 

6.	 	Gov.uk,	April	2014,	“Support	package	for	ultra	low	emission	vehicles	in	the	UK:	2015	to	2020”,	 
accessed May 2020, www.gov.uk/government/publications/ultra-low-emission-vehicles-in-the-uk-measures-to-support-
use-and-development-2015-to-2020 

4. Green hydrogen 
production for 
industrial fuel 
switching is subject to 
double taxation.

Given	the	need	for	separate	company	structures	between	the	power	
generation asset, the electrolysis asset and the end consumer, green 
hydrogen	pays	VAT	and	grid	taxes	for	the	electricity,	as	well	as	VAT	on	the	
end fuel sale.

5. Tax deductions for 
Ultra Low Emission 
vehicles penalise 
hydrogen.

a.	 	The	current	policy	framework	caps	the	Plug-in-Grant	for	cars	with	a	
purchase	price	under	£50,000,	which	excludes	all	hydrogen	vehicles	
commercially	available	today5.

b.	I	n	2014	the	UK	offered	£5,000	per	ULEV,	regardless	of	upfront	cost	and	
set	at	a	50,000-car	limit,	but	this	is	not	available	now	for	hydrogen6. 

RECOMMENDATIONS:RECOMMENDATIONS:

1. Tie the rate of VAT on hydrogen in transport to red Diesel 
a.  By	pegging	the	level	of	VAT	on	low	carbon	hydrogen	(or	zero	carbon)	and	biodiesel	to	the	same	rate	 
as	red	diesel,	hydrogen	can	compete	on	a	level	cost	basis.

2. Include Hydrogen as a fuel for “qualifying uses”
a.  This	creates	a	level	playing	field	for	hydrogen	against	other	alternatives,	notably	fossil	fuels.

3. Remove electricity and grid taxes for any hydrogen produced for heat consumption.
a.  This	will	prevent	double	taxation	and	ensure	the	tax	rate	is	equivalent	to	the	end	uses	that	hydrogen	 

is displacing i.e. natural gas, coal, etc. 

4. Expand the RTFO to apply to hydrogen uses for any mode of transport
a.	 	The	RTFO	is	designed	to	incentivise	fuel	switching	and	emission	reduction.	The	hardest	emissions	 
to	abate	however	are	in	rail,	shipping,	aviation,	and	non-road	vehicles.

b.	 	This	also	creates	options	for	the	UK	to	become	a	global	leader	in	these	fields,	as	opposed	 
to	competing	solely	in	the	more	saturated	road	vehicle	market.

5. Re-instate the Plug-In-Grant for fuel cell vehicles, up to 10,000 vehicles in the UK.
a.  The	rate	will	remain	at	£3,000	as	per	other	ULEVs,	but	it	will	be	available	for	fuel	cell	vehicles	 
above	£50,000.
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