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Sales and Use and Property Tax - Exemptions - Solar Energy Equipment and
Property

This bill extends an existing State sales and use tax exemgptigpdcified solar energy
equipment and an existing property tax exemption for specified solegyepeperty to
include solar energy equipment or property used to generateicgcupplied to the
electric grid.

The bill takes effect July 1, 2009.

Fiscal Summary

State Effect: General fund and Transportation Trust Fund (TTF) revenues decrease
beginning in FY 2010. The amount of the decrease depends on the amount of sola
energy equipment purchased by Maryland residents and the cost efjuiEment.
Potential special fund revenue decrease, resulting from the propartgxemption,
though the amount of the decrease cannot be reliably estimated.

Local Effect: Local government revenues may decrease, resulting from thedexpa
property tax exemption, though the amount of the decrease cannot bly ediamated,
it is assumed to be minimal. Expenditures are not affected.

Small Business Effect: Potential meaningful. Small businesses that sell and install
solar energy equipment may benefit to the extent the incréasadcentives under the
bill increase demand for their services.




Analysis
Current Law:
Sales and Use Tax Exemption

The following purchases are exempt from the State saldsuse tax: (1) solar energy
equipment which is used to heat or cool a structure, genefectricity to be used in a
structure, or provide hot water for use in a structanel, (2) geothermal equipment, which
uses ground loop technology to heat and cool a steycfor either residential or

commercial use.

Property Tax Exemption

Solar energy and geothermal heating and cooling sgsitestalled in a building without a
conventional heating and cooling system may not besasd for property tax purposes at
more than the value of a conventional heating and coslstem. If a solar energy or
geothermal heating and cooling system is installed in adddgiarconventional system in a
building, the combined system may not be assessed a than the value of a
conventional system.

With the exception of those provisions, solar energygangps not subject to real property
tax. Solar energy property is defined as equipmerdliedtto use solar energy to generate
electricity to be used in a structure or to provide hdaemfar use in a structure.

Background: Counties and municipalities are authorized to grantctaxlits against
county or municipal property taxes for the use obkarsenergy, geothermal energy, or
gualifying energy conservation device in a structwe the purposes of heating and
cooling, electricity generation, or the provision aft hwater. The law allows local
governments to establish definitions of solar enatgyices, geothermal energy devices,
and qualifying energy conservation devices in det@ng eligibility for the credit.
Currently five counties, Anne Arundel, Harford, Hod@arMontgomery, and Prince
George’s, provide property tax credits for the redidéruse of solar energy and/or
geothermal systems.

Net Energy Metering

Electric companies are required to permit net enengyering for eligible customers;
however, utilities implement net energy metering throariffs that are filed with the
Public Service Commission (PSC). These tariffs placss and conditions on the net
metering operations and specify monthly customer chargdgese tariffs also include
requirements for eligibility which cap the maximunstalled size as well as the statewide
limit.
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Net energy metering is defined as measurement oflittexence between the electricity
that is supplied by an electric company and the etégthat is generated by an eligible
customer-generator and fed back to the electric compamgr the eligible
customer-generator’s billing period. An “eligible custorgenerator” is a customer that
owns and operates, or leases and operates, a bicso&ss,or wind electric generating
facility located on the customer’s premises, intercoteteand operated in parallel with an
electric company’s transmission and distribution faeglitand intended primarily to offset
all or part of the customer’'s own electricity reqments. The generating capacity of an
eligible customer-generator for net metering may notexkt@o megawatts.

Net metering provides an incentive for private ittt in renewable energy generation.
PSC completes an annual survey to determine the araboet metering generation in the
distribution territory of each electric company. In 2068 amount of generation has
increased from 364 kilowatts to 2,450 kilowatts. Treigresents only 0.16% of the current
statewide limit of 1,500 megawatts for total net epargetering capacity. As shown in
Exhibit 1, the majority of net metering in the State is fronlas@eneration. Small
dispersed generation such as the generation providedidiylee customer-generators
provides a meaningful benefit by alleviating congestioelectric transmission lines and
increasing the supply of electricity during periods aipdemand.

The bill is intended to account for solar energy equigrtigt is purchased and which may
send electricity back to the grid via net-metering.

State Fiscal Effect: The bill may result in a decrease in State gerfaral and special
fund (Transportation Trust Fund and Annuity Bond Fundgmees. The actual decrease
cannot be reliably estimated and depends on the typesopérty and equipment that
would be exempt pursuant to the bill, but is not exempt undeent law.

Sales and Use Tax Exemption

The fiscal and policy note for Chapter 132 of 2008, which eddb&ecurrent sales and use
tax exemption, estimated that total sales tax revemoagl decrease by $190,100 in fiscal
2010. This bill has the potential to decrease rewerassociated with this sales tax
exemption further by extending the exemption to solarggnequipment used to supply
electricity to the electric grid. The amount of tleenue decrease cannot be reliably
estimated and depends on the amount of solar energynaepti purchased by Maryland
consumers and the cost of this equipment.

As a point of reference, State sales tax revenues wieddease by $6,000 for each
$100,000 of equipment exempt from the sales and useGareral funds would decrease
by 94.7% ($5,682) of the total decrease and TTF reverauld decrease by 5.3% ($318).
For illustrative purposes only, if 15 persons were to purchase $20,000 worth adrsol
energy equipment, general fund revenues would decrea®&7t346 and TTF revenues
would decrease by $954.
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Property Tax Exemption

The expansion of the property tax exemption proposed by the bill mayadec&ate
property tax revenues for the Annuity Bond Fund by a minimal amount. \+éowthe

actual revenue decrease cannot be reliably estimated and depetjishenntumber and
value of solar energy systems that exist in the State tharagenelectricity that is
supplied to the electric grid; and (2) the extent to which the valubeske systems is
added to a property for assessment purposes. Solar energy lagatiogoling systems
would remain subject to property tax (to the extent of the value obnaentional

system). The State Department of Assessments and Taxati®T ) $Mlicates that it

does not add value to any property that has solar energy properprojperty tax

assessment purposes.

Local Fiscal Effect: The expansion of the property tax exemption proposed by the bill
may decrease county property tax revenues by a minimal amddoivever, actual
revenue decrease cannot be reliably estimated and depends onnintiexr and value

of solar energy systems that exist in the State that geredeateicity that is supplied to
the electric grid; and (2) the extent to which the value of tegstems is added to a
property for assessment purposes. Solar energy heating and coatiess would
remain subject to property tax (to the extent of the value ohaentional system). As
noted, SDAT indicates that it does not add value to any properthaisasolar energy
property for property tax assessment purposes.

Additional Information
Prior Introductions. None.
CrossFile: SB 621 (Senator Kingt al.) - Budget and Taxation.

Information Source(s): State Department of Assessments and Taxation, Officesof th
Comptroller, Department of Legislative Services

Fiscal Note History:  First Reader - February 17, 2009
ncs/hib Revised - House Third Reader - April 29, 2009

Michael Sanelli Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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