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Over the past few weeks, we have discussed some of
the proposed amendments in the draft 2021 Taxation
Laws Amendment Bill (Draft TLAB) pertaining to
income tax, corporate tax and the employment tax
incentive in our weekly Tax & Exchange Control Alert.
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Curbing climate change: Proposed

amendments to the Carbon Tax Act

in the Draft TLAB

Over the past few weeks, we have
discussed some of the proposed
amendments in the draft 2021 Taxation
Laws Amendment Bill (Draft TLAB)
pertaining to income tax, corporate tax
and the employment tax incentive in our
weekly Tax & Exchange Control Alert.

In light of the recent gazetting of the rules
that will allow private entities to generate
up to 100MW of distributed or self-
generated electricity without a licence and
the Intergovernmental Panel on Climate
Change's (IPCC) Sixth Assessment Report, it
is appropriate to discuss some of the Draft
TLAB's proposed changes to the Carbon
Tax Act 15 of 2019 (Carbon Tax Act).

Clarifying renewable energy premium
beneficiaries

The Draft Explanatory Memorandum
on the Taxation Laws Amendment

Bill, 2021 (Memo) explains that

section 6(2)(c) of the Carbon Tax Act,
provides for electricity generators liable
for the carbon tax to offset the cost

of their additional renewable energy
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purchases against their carbon tax
liability. The purpose of the provision

was to address stakeholders’ concerns
about possible double taxation due to the
introduction of the carbon tax in addition
to the "Renewable Independent Power
Producers tariff" already applied under the
Renewable Energy Independent Power
Producers Procurement Programme
(REIPPPP). During the Annexure C
stakeholder consultations, taxpayers were
of the view that the Carbon Tax Act was
ambiguous on the intended beneficiaries
of this concession and requested

clarity on whether renewable-based
self-generation with electricity wheeling
arrangements through Eskom would also
be eligible to claim the renewable energy
premium deduction.

The Memo explains that historically, the
renewable energy premium deduction

in section 6(2)(c) was initially limited

to Eskom and its purchases under the
REIPPPP. However, after stakeholder
consultations, it was expanded to include
other electricity generators for purchases
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The proposed
amendment will
come into effect on
1 January 2021.
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Curbing climate change: Proposed

amendments to the Carbon Tax Act
iNn the Draft TLAB.. continued

of renewable based electricity under
either the REIPPPP or privately. To address
this concern, National Treasury proposes
that only entities that are liable for the
carbon tax, conduct electricity generation
activities and purchase additional primary
renewable energy directly either under
the REIPPPP or from private independent
power producers would be eligible to
claim the renewable energy premium
deduction. For purchases under the
REIPPPP or privately, this would apply

where a power purchase agreement exists.

To give effect to this proposal, the Memo
states that section 6(2)(c) will be amended
to clarify that the renewable energy
premium to be deducted for purchases

of additional renewable electricity is
calculated using the following formula:

Deduction (B) = quantity of renewables
purchased (kWh) x rate (rand) per
technology as per the Renewable Energy

Notice gazetted by the Minister of Finance.

Itis proposed that the amendment apply
with effect from 1 January 2021.
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Aligning Schedule 2 Emissions
Activities and thresholds with the
greenhouse gas emission reporting
regulations of the DFFE

The Memo explains that the tax base

for the carbon tax is the stationary
greenhouse gas emissions (GHG) that

are reported annually by taxpayers to the
Department of Forestry, Fisheries and the
Environment (DFFE) as required under
the National Greenhouse Gas Emission
Reporting Regulations (GHG Regulations).
Schedule 2 of the Carbon Tax Act outlines
the activities that are subject to the carbon
tax and is based on Annexure 1 of the
GHG Regulations as reported emissions
are subject to carbon tax. The Memo
further states that on 11 September 2020,
the DFFE published the amended GHG
Regulations. Annexure 1 of the GHG
Regulations was amended to include
changes to the activities required to
report emissions and thresholds, and the
inclusion of new activities now reportable
to the DFFE. Amendments to Schedule

2 of the Carbon Tax Act are required

to ensure alignment with the amended
GHG Regulations.
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Curbing climate change: Proposed
amendments to the Carbon Tax Act
INn the Draft TLAB. continued

In light of this, it is proposed that Schedule 2 of the Carbon Tax Act be amended to reflect
Itis proposed that the changes set out in the amended GHG Regulations. This includes changes to the

thresholds for certain activities and the inclusion of a new activity in the emissions reporting
Schedule 2 of the : : ,

regulations. In terms of the Memo, the following changes are proposed:
Carbon Tax Act be

amended to reflect Changes in IPCC Activities and Thresholds
the changes set out Regulations

in the amend'ed Change to the 1A2m Brick Manufacturing:
GHG Regulations. threshold * (from 4 to 1 million bricks /month)

Emissions how reportable:

e 2A4a Ceramics, 2A4b Soda Ash: (production capacity >=
50 tonnes of production a month)

e 2A4d Other: (production capacity >= 20 tonnes of production
a month)

e 2B10 Chemicals Industry Other: (production capacity >= 20
tonnes of production a month)

e 2C7 Metal industry Other: (production capacity >= 50 tonnes of
production a month)

e 2G1B Electrical equipment: (production capacity >=50 kg/ year)

Inclusion of new | 1A2n Manufacture of ceramic products by firing in particular
Activities roofing tiles, tiles, stoneware or porcelain
e (production capacity >= 5 tonnes/day)

Activities now 3A2i Poultry:
reportable to e (threshold 40 000 places for poultry)
DFFE

3Cla Biomass Burning in Forest Lands, 3C4 Direct N,O
Emissions from Managed Soils, 3C5 Indirect N,O Emissions from
Managed Soils

e (Owning >=100 hectares of plantation)

3D1 Harvest Wood Products

e Harvested Wood Products produced from timber harvested from
forest owners registered for reporting GHG emissions under IPCC
code 3Bla and 3Blb

5B Other:
e (None)
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As noted in our previous
alerts, the public has
until 28 August 2021

to submit comments
regarding these
proposed amendments.
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Curbing climate change: Proposed

amendments to the Carbon Tax Act
iNn the Draft TLAB.. continued

Itis proposed that these amendments will
be deemed to have come into operation
on 11 September 2020.

Comment

Taxpayers that intend to procure electricity
privately or that intend to generate their
own electricity through renewable energy,
pursuant to the new 100 MW licensing
requirement, should consider the effect of
the proposed amendment regarding the
renewable energy premium.

//

The amendments pertaining to the
alignment of Annexure 1 of the GHG
Regulations and Schedule 2 of the Carbon
Tax Act, should serve as a reminder to
taxpayers - if a taxpayer conducts a

listed activity that exceeds the specified
threshold, it has a reporting obligation
under both the GHG Regulations and the
Carbon Tax Act.

As noted in our previous alerts, the
public has until 28 August 2021 to submit
comments regarding these proposed
amendments.
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