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Spanish Government Publishes New Regulation On
Renewable Energy Electricity Generation Activity

Regulation eliminates distinction between ordinary and special regime facilities and
establishes new remuneration system.

Introduction

As part of the Spanish government’s ongoing structural reform of the energy industry, a regulation was
passed on June 10, 2014, effectively establishing a new remunerative regime. This new regime will have
significant implications for power plants producing electricity from renewable energy sources,
cogeneration, and waste.

Background

The Spanish government has completed a structural reform of the energy industry, establishing a new
regulatory framework that aims to reduce and control one of the main problems of the Spanish energy
sector: the ‘tariff deficit.” The reform, which started with the enactment of Royal Decree-Law 9/2013 of
July 13, 2013 (RDL 9/2013), whereby certain urgent measures were taken to ensure the financial stability
of Spain’s electrical system, was finally defined by the new Electricity Sector Law 24/2013 of December
26, 2013 (Electricity Sector Law).

New Regulation

On June 10, 2014 the new Royal Decree 413/2014, which regulates electricity generation activity using
renewable energy sources, cogeneration, and waste (RD 413/2014) was published in the Spanish Official
State Gazette, entering into force on June 11, 2014. This new regulation definitively eliminates the
distinction between special and ordinary regime facilities and establishes a new remuneration system for
facilities producing electricity from renewable energy sources, cogeneration and waste, which replaces
the former remunerative regime..

Implications

The Electricity Sector Law briefly outlined some broad parameters of the new remuneration regime for
electricity generation activity. Article 14 of the Electricity Sector Law stated that the remuneration for
electricity generation activities will include the following concepts:

e The correspondent remuneration for the participation in the generation daily and intraday market
e The system adjustment services required to guarantee a suitable supply to the consumer

o When applicable, the remuneration for the capacity mechanism
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o« When applicable, the additional remuneration for the generation activities carried on in the electricity
systems of non-peninsular territories

o When applicable, the specific remuneration for the generation of electricity using renewable energy
sources, cogeneration and waste

The RD 413/2014 specifically regulates the new remuneration system for facilities producing electricity
generation activity from renewable energy sources, cogeneration, and waste, Thus, power plants
producing electricity from renewable energy sources, cogeneration and waste may also receive a specific
remuneration, in addition to the electricity market price, composed of (i) “the remuneration to the
investment” corresponding to the amount per installed power unit/facility, which covers, where applicable,
the investment costs for a standard plant that cannot be recovered from the sale of electrical power; and
(i) “the remuneration to the operation” corresponding to an amount for the operation itself, which covers,
where applicable, the difference between operating costs and the revenue obtained from the market by
said standard power plant.

This specific remuneration, that allows power plants producing electricity from renewable energy sources,
cogeneration and waste to achieve a “reasonable rate of return,” is calculated on the basis of a “standard
power plant, over the useful regulatory life thereof and based on the business activity that would be
carried out by an efficient and well-managed company.”

The RD 413/2014 defines the concept of “reasonable rate of return” by referencing the pre-tax return on
the secondary market average yield on 10-year government bonds for the 24 months prior to May of the
previous year as of the beginning of the regulatory period, increased by a differential. Each regulatory
period will last for six years, the first starting on July 14, 2013, and lasting until December 31, 2019.

Notwithstanding, those facilities that benefitted from a feed-in tariff regime as of July 14, 2013 will receive
a “reasonable rate of return” based on the pre-tax return on the secondary market average yield on the
10-years prior to the entry into force of RDL 9/2013 government bonds, plus 300 basis points. For new
renewable cogeneration and waste facilities, the specific remuneration will be granted by a competitive
tendering process respecting transparency, non-discrimination and objectivity principles.

Once power plants producing electricity from renewable energy sources, cogeneration and waste have
completed their useful regulatory life, they would not be entitled to receive any specific remuneration and
would merely obtain the income associated with the participation in the electricity market.

Next Steps

To conclude, the remunerative parameters based on standardized costs and revenues for a standard
power plants will be determined by means of a Ministerial Order which is expected to be passed by the
Spanish Government in the coming weeks.
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