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Electricity Generator Levy Update
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Online

Attendee List

Please see the bottom of the minutes for the full attendee list.
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Agenda Item Lead

1. Overview of the Electricity Generator Levy (EGL) MS
2. REA Actions to Date MS
3. Draft Legislation and Supplementary Technical MS
Note - Notable Changes
Member Discussion on Continuing Concerns MS
5. Next Steps MS
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REA

Proceedings
Item Minute Action
1. Overview of | The REA began by providing a very high-level overview of | N/A
the Electricity | the EGL and the changes between the tax announced in
Generator the Autumn Statement and the detail in the Draft
Levy (EGL) Legislation and Supplementary Technical Note.
A Ministerial Statement was released alongside the Draft
Legislation and Supplementary Technical Note. While not
providing more information, the Ministerial Statement
does provide an insight into the policy rationale of this
tax.
The REA noted the timetable for influencing the
government on this tax and clarified that there is still time
to amend the draft legislation. The REA is pushing for
high-level policy changes and highlighting inconsistencies
in the draft legislation, which can be amended before it is
laid in Parliament in March/April.
2. REA Actions | The REA engaged the Treasury by responding to its If applicable,
to Date consultation, surveying members for the consultation members to
response, releasing a briefing on the draft legislation, send identified
sent a briefing to Treasury on the REA's recommended issues with the
changes to the draft legislation, and is seeking a meeting | draft legislation
to discusses these changes. The REA would welcome and
members sending the issues that they have identified supplementary
with the draft legislation and supplementary technical technical note to
note to power@r-e-a.net. the REA Policy
Team.
3. Draft The REA noted how there was still no reference to The REA to seek

Legislation and
Supplementary
Technical Note
- Notable
Changes

investment allowances in the Draft Legislation or
Supplementary Technical Note that would allow
companies to offset future investments against the levy,
which is in place for oil and gas. The Treasury's position is
that it is more complicated area to arrange the necessary
tax law for the renewable sector than the oil and gas
industry, but they are still considering what can be done
to encourage future investment. The Ministerial
Statement does reference considering capital allowances,
indicating that they are thinking about options. The REA
will continue to argue that the renewable energy industry
is being treated unfairly compared to the oil & gas
industry.

A welcome change is clarification on what in-scope
generation meant. The supplementerary technical note
and legislation defines it as non-oil & gas.

clarity on how
energy storage
will be defined
within the draft
legislation.




The Treasury justified the reduction of total general
threshold on the basis that they do not want people to
play the market in relation to the 100GW threshold, and
they believe that the requirement being set at 50GW
would make this harder. The £10m threshold still applies,
and both these thresholds are pro-rata’d across the year.

The Treasury has also agreed to index benchmark price
of £75/MWh from April 2024 in line with the CPIl in the
preceding calendar year, but other thresholds remain
static.

The REA made strong representations for low-carbon
allowable costs, and the Treasury has built-in fuel costs
into the tax’s allowable costs. Generators will be able to
provide receipts of fuel costs being above the historic
price. This allowance applies across a group and
allowances are not pro-rata'd. The REA has raised the
issue and is seeking clarity on feedstock, which is being
produced into a fuel, not being included in the draft
legislation but was meant to be captured according to the
supplementary technical note. The REA is also aware that
allowance does not allow for negative prices, despite loss
of gate fees, and we has suggested that the Treasury
remove that statement. Transportation of fuel is also
included but the draft legislation does not state how to
calculate that cost, and the REA are asking for that
calculation to be made explicit in the legislation.

One member asked about whether the fuel cost is
calculated at the site or group level. The REA answered
that the fuel cost is calculated per site, but the resulting
allowance will feed into overall group liability. If you have
the same type of fuel and more than one generating
station within the group then you must use the same
time period to derive the historic fuel cost value. The REA
also mentioned that the electricity generated through the
station is not the same as the electricity covered by the
legislation, as it is electricity provided to the grid, and the
REA are seeking clarity from the Treasury on this point.

Exceptions costs for revenue sharing arrangements is an
issue that has been raised by landfill gas members, who
use a third-party to generate electricity. Instead of paying
a fixed price, they share the revenue with either the
electricity revenue sales or a wholesale price. In this
sitaution, the generator could be taxed on their income
but would still be handing over money to the operator.
The impact would be severe and unfair. The REA made a




strong argument to Treasury that this was analagous to
the fuel costs as they had gone up in terms of electricity
prices. The result is that, assuming for all the contractural
arrangements, if you add up the money you are
contractually obliged to hand over, you work out what
you would provide at the benchmark price (75MWh), and
you can claim the rest. This allowance only applies to the
money handed over. The REA still would like further
clarity on the step-by-step calculation, and would like to
see inclusion of further exceptional costs eg chemical
input costs, Financing costs etc. For interested members,
the relevant clause is clause 7.

One member asked whether this allownace applied to
royalties paid on revenue to a landowner. The REA
clarified that it only relates to acquiring the fuel used to
generate electricity. If your royalty payment was the right
to use this fuel, like in a landfill site, then this would be
covered. If it was with a different technology where you
just had a rental agreement to the site, such as wind or
solar use, tied to the price of electricity then itis notin
scope of this legisation.

One member sought further clarity with an example of
whether paying a landowner a 10% royalty, based on
revenue, would be within scope. The REA clarified that it
depended what the effect of that was. The relevant text is
that ‘arrangements are qualifying if they are
arrangements under which fuel for generating electricity
is acquired, and the requirement to make payments
under the arrangement relates to that acquisition'. If your
contractual arrangements amounted to acquiring landfill
gas that the landowner owned in the first place and the
result of this contractual arrangement is that you give the
landowner money and you get to do stuff with the landfill
gas, then you would have to see whether it fell within the
levy.

The REA also discussed that, within the technical note,
other revenues, especially for support mechanism, would
not be included in the EGL calculation. For FiT, both the
guidance and legislation make reference to generation
and export payments but that means that if you are not
receiving an export tariff but you are exporting on
commerical terms, then that is still subject to the levy. Itis
implied that these are excluded, but the REA want explicit
exclusion of REGOs and ROCs revenue.




For energy storage, it is made clear in the Supplementary
Technical Note that energy storage will not be part of the
levy and should not be counted. However, in the draft
legislation, the exclusion is not made explicit, and the REA
has concerns that energy storage could be brought in
scope of the levy. The REA is seeking explicit exclusion. In
co-location sites, thetechnical note states that the storage
wouldn't be included but the electricity feeding into the
battery would be. It is clear and included in the draft
legislation, but we do not yet have guidance on the
metering arrangements for the data that would need to
be provided. HMRC have stated they will be issuing
additional guidance.

Members and the REA agreed that it is not clear on
whether the tax would apply in co-location sites where
the electricity generated on-site was put into an energy
storage device and then sold onto the grid. One member
interpreted it as the levy applying in this scenario, but not
applying when electricity was imported from the grid to
an energy storage device and then exported back to the
grid later. The REA agreed to seek further clarity on this
issue. Another member asked whether embedded
benefit (triad, RCRC, AAHEDC etc) and capacity market
payments were excluded, and the REA clarified that the
technical note states that the embedded benefit capacity
market is excluded, but happy to pass on to Treasury
again.

The REA discussed the administration of the levy. The
expectation will be that members will complete the
necessary forms for the levy alongside corporation tax
rules. Corporation tax will make statements on the EGL
under self-assessment and any penalties associated with
the EGL are all aligned with Corporation Tax. An anti-
avoidance position is included within the bill in relation to
any actions that companies might use to avoid paying the
levy.

One member asked about private wire arrangements for
energy storage. In the case of Behind-The-Meter (BTM)
generation that is not exported and not consumed on
site, instead being kept in storage, does export from the
storage still remain 'export from storage' and therefore
exempt from the EGL? The member clarified with the
example of a site having a landfill gas generator and a
solar generator, charged a battery, and then exported to
the grid from the battery, would that export be excluded..
REA confirmed the exemption appears to be trying to




capture importing electricity from the grid, storing it, and
then exporting it to the grid.

Another member struggled with the policy intent of
exempting storage. The member felt that the intent was
to time shift the use of energy to better integrate
renewables into the grid, which is valuable for the
transition versus uncontrolled generation from the
generator where you are getting the price based upon
whatever it is. If the first, then this exclusion is useful an
encouragement to do storage.

4. Member
Discussion -
Ongoing
Concerns

The REA highlighted that it is looking to exclude late-stage
commissioning, non-profiting assets from the levy. The
concern is that when you have a newly commissioned site
that is not yet operating at full capacity and at a profit but
it is still receiving revenue, it could still be in scope of the
levy. This is particularly relevant to new technologies.

Other areas that the REA has focussed on are changes to
policy needed (investment allowances, late-stage
commissioing, and additional exceptional costs) and
clarifications in legislation needed, which are:

e Explicit exclusion of all energy storage
technologies

e Clarity on assessment of co-location generation

e Explicit exclusion of REGO and ROC revenue

e Consistency in ‘Attributed generation’ calculation
between sections

e Clarity on generation fuel transport costs

e Tidying drafting of revenue sharing costs

e Clarity on how developers can challenge levy if
there is inconsistency between guidance and
legislation.

The REA asked whether these identified issues matched
with how members have read the draft legislation and
whether there are any other points in relation to the
technical note or draft legislation.

One member asked about the intention to apply the levy
until April 2028. Their big concern is that some generators
may experience the end of subsidy regimes, such as the
end of ROCs schemes. This repersents approximately a
reduction of renvenue in £60/MWh. The member
believed that there was no scope in the draft legislation
and technical guidance about the end of these subsidy
regimes, and the EGL will continue to apply to those

REA to speak to
Treasury about
behavioural
changes arising
from the end of
subsidy
regimes.

The REA to seek

clarity from
Treasury on how
the levy
interacts  with
fees.




generators despite the drop in revenue. This omission
feels like its outside of the general aim of levy, and the
member would like to see an exclusion or
acknowledgment of coming off the support mechanisms.

The REA has raised coming off the ROs with the Treasury,
but wanted clarity from the member given that ROC
revenues are excluded from the levy calculation, and
whether the member no longer receiving ROCs would
impact what they are being charged on in terms of the
levy. The member clarified that it would not change what
you would be charged from the levy, but would change
the behaviour of the company in making decisions on
dispatch pre-ROC and dispatch post-ROC. The dispatch
pre-ROC would take into account 60 MW/h, but dispatch
post-ROC does not include that but does include the levy,
which impacts behavioural decisions. From a security of
supply and decarbonisation viewpoint, you might end up
in a scenario where gas is incentivised to dispatch ahead
where there is no ROC to impact that decision. REA to
speak to Treasury about behavioural changes arising
from the end of subsidy regimes.

Another member was unsure about how the levy
interacts with fees. For example, if a generator is paid
market price, but pays a balancing fee of 5%, is the levy
applied to 100% or 95%? The REA suggetsed their reading
of the technical note implies the levy will apply to 95% in
the example given by the member. The REA will request
further guidance from the Treasury on this point.

The REA outlined their next steps, which is that they are
speaking to the Treasury team. The REA noted that it is
being led by Treasury and not BEIS, which means that this
levy is being done in parallel to other energy measures,
such as voluntary CfDs and REMA. The development of
the EGL should not prevent development in other areas.
There has been reference from the Treasury team about
doing future roundtables, and the REA is expecting
further engagement opportunities.

A representative from the REA's external affairs team
mentioned that it would be helpful to have any further
evidence of the impact of this levy on companies, as it
could be used for press work. The REA has a meeting with
Graham Stuart on the 23 Jan, which can be used to
make representations to Treasury. Once these options
have been exhausted, the team will look to make




amendments if necessary. Case studies and evidence are
vital for this part.

One member asked about the current status of voluntary
CfDs. We have received the original Energy Prices Bill and
voluntary CfDs were not mentioned within this Bill, and
the member wanted to know whether they are still in
development. The REA provided the context that the
Government has been trying to work out how to get
better price signals in the market, especially in
renewables. Voluntary CfDs were originally explored, but
Jacob Rees-Mogg decided that voluntary CfDs could not
be brought in quick enough to make an impact on energy
bills this winter. However, voluntary CfDs could still be a
mechanism for providing better price signals. Voluntary
CfDs are still being explored and could be brought in this
year or next for contracting arrangements, but they are
no longer being considered to address the energy crisis.

One member asked whether, if a plant has a CfD in place
already, the output from the plant would be exempt. If
CfD only applies to half the output of biogenic content,
would 100% be exempt or partially exempt? The REA
clarified that revenues from non-CfD generation would
still be captured by the levy, which is made clear in the
draft legislation.

Summary list of actions

Minute Items/Description Action by
No.

2 If applicable, members to send identified issues Members
with the draft legislation and supplementary
technical note to the REA Policy Team.

3 The REA to seek clarity on how energy storage will | Rga
be defined within the draft legislation.

4 The REA to speak to Treasury about behavioural | REA
changes arising from the end of subsidy regimes.

4 The REA to seek clarity from Treasury on how the | REA
levy interacts with fees.

4 If willing, members to provide the REA's public Members

affairs team with further evidence of how the levy
will impact their business.
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