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Alternative Energy Tax Incentive Act of 2009

This bill exempts residential wind energy equipment used to genelattricity for a

residential structure on the property from the State salesusadtax; and exempts
residential wind energy equipment used to generate electiociey residential structure
on the property from State and local real property taxes. Thaldm clarifies that solar
energy equipment, for property tax exemption purposes, includes equipratnisés

solar thermal electric energy.

The bill takes effect July 1, 2009.

Fiscal Summary

State Effect: General fund and Transportation Trust Fund (TTF) revenues maysecre
by a minimal amount beginning in FY 2010. The actual decreasaleyend on the
number of residential wind energy systems installed by Madytasidents and the cost
of the equipment. Potential special fund revenue decrease, rgduttn the property
tax exemption, though the amount of the decrease cannot be relidbiptedi it is
assumed to be minimal.

Local Effect: Local government revenues may decrease, resulting from theryrogx
exemption, though the amount of the decrease cannot be reliably edfih& assumed
to be minimal. Expenditures are not affected.

Small Business Effect: Potential meaningful. Small businesses that sell and ingtadl w
energy equipment may benefit to the extent the increased taxiveseander the bill
increase demand for their services.




Analysis
Current Law:
Current Sales and Use Tax Exemption

The following purchases are exempt from the State saleg1xsolar energy equipment
which is used to heat or cool a structure, generate electodity used in a structure, and
provide hot water for use in a structure; and (2) geothermal equipmbith uses
ground loop technology to heat and cool a structure, for either raaidentommercial
use.

Assessment of Real Property

Solar energy and geothermal heating and cooling systems instafidolifding without
a conventional heating and cooling system may not be assessed foryptapeurposes
at more than the value of a conventional heating and cooling systensoldr energy or
geothermal heating and cooling system is installed in addition to a conventisteah sn
a building, the combined system may not be assessed at morehéhamliwe of a
conventional system.

With the exception of those provisions, solar energy property is not sulgec
real property tax. Solar energy property is defined as equipmetdlled to use
solar energy to generate electricity to be used in a staucrr to provide hot water for
use in a structure.

Local Property Tax Credits

Counties and municipalities are authorized to grant tax credit;ishgeounty or

municipal property taxes for the use of a solar energy, geothemaggy, or qualifying
energy conservation device in a structure for the purposes of heatthgooling,

electricity generation, or the provision of hot water. The law almeal governments to
establish definitions of solar energy devices, geothermal enewgedeand qualifying
energy conservation devices in determining eligibility for thedicre Currently five

counties, Anne Arundel, Harford, Howard, Montgomery, and Prince Geomge\dde

property tax credits for the residential use of solar energy and/or geatisistems.

Background: The Maryland Energy Administration (MEA) administers a
Windswept Grant Program that offers grants of $2,500 per kilowat} {&k\small scale
wind energy systems (capped at $10,000 per system); however, thianpregmot
established in statute. The grants are available for residsygiams of at least 1.0 kW
and nonresidential systems of at least 1.5 kW. The program hadureked so far in
fiscal 2009 with $50,000 from the Energy Overcharge Restitution Fu@RIHE
EORF, which contains federal court settlement monies frommal gas producers that
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have violated federal regulations, has provided a significant portionEdA’svoverall
funding in the past, but is now nearly depleted. MEA has proposed aigogion of
funding generated from Regional Greenhouse Gas Initiative auctiosspfement
existing solar, geothermal, and wind grant programs in fiscal 20009.

MEA and the Maryland Environmental Service also administerogram that loans a
limited number of wind anemometers (measuring devicesntinilaners, allowing them
to quantify and characterize the wind resources availablegtgroperties to assess the
economic feasibility of installing wind energy systems.

Maryland law also provides for net energy metering that daw altility customers that
generate electricity using biomass, solar, or wind energy toveeceadit for electricity
distributed to the grid in order to offset the customer’'s useeatradity supplied by the
grid.

State Fiscal Effect: Potential minimal decrease in State sales tax and profaerty
revenues based on current demand and potential for residential wind energg.system

Sales and Use Tax Exemption

The sales and use tax exemption proposed by the bill will redeceral fund and
TTF revenues beginning in fiscal 2010. However the actual revenuasedepends on
the number of residential wind energy devices purchased by Mamgdaitnts and the
price of these devices.

Data from MEA indicates that a small wind turbine can cost &etv$3,000 to $50,000,
installed, depending on the size, application, and service agreeménmt thea
manufacturer. The American Wind Energy Association indicdtasan average home
wind energy system costs approximately $32,000, for 10kW.

As of August 21, 2008, MEA provided Windswept grants to 12 Maryland homeswne
for the installation of small scale wind energy systems.dthtian, there have been two
proposals to build wind farms in Maryland — one in Garrett County f{{if®ines) and the
other 11.5 miles offshore from Ocean City in Worcester County {drbines). Neither
proposal has been approved.

As a point of reference, State sales tax revenues could dedrga®® 000 for each
$100,000 of equipment exempt from the sales and use tax. General fundsieaakke

by 94.7% ($5,682) of the total decrease and TTF revenue would decrgase b
5.3% ($318).For illustrative purposes only, if 15 homeowners purchased $20,000 worth
of wind energy equipment, general fund revenues would decrease by $17@46 an
TTF revenues would decrease by $954.
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To the extent the sales tax exemption proposed by the bill increleseand for
residential wind energy systems, State revenues would decrease acgording|

Property Tax Exemption

The property tax exemption proposed by the bill may decrease Btaperty tax
revenues for the Annuity Bond Fund. However, the amount of the State revenue decrease
cannot be reliably estimated and depends on (1) the number and vas&lential wind

energy equipment that exist in the State that generatei@tgdor use in a structure; and

(2) the extent to which the value of these systems is addeg@rtuparty for assessment
purposes.

The State Department of Assessments and Taxation (SDAT) teslithat it is not

currently aware of any properties with wind devices. To gteng that there are, SDAT
would not add value to any property that has a wind energy devicerdperty tax

assessment purposes.

Local Fiscal Effect: The property tax exemption proposed by the bill may decrease local
property tax revenues. However, the amount of the local revenueasieaannot be
reliably estimated and depends on (1) the number and value of residentizenergy
equipment that exist in the State that generate electrarityse in a structure; and (2) the
extent to which the value of these systems is added to a propesgsEgsment purposes.
As noted, SDAT indicates that it is not currently aware of properties with wind
devices, and to the extent there are, SDAT would not add value toaertgrthat has a
wind energy device for property tax assessment purposes.

Additional Information
Prior Introductions. None.
CrossFile: None.
Information Source(s): State Department of Assessments and Taxation, Maryland

Department of the Environment, Comptroller’'s Office, Marylandrgpédministration,
Public Service Commission, Department of Legislative Services
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Fiscal Note History:  First Reader - March 9, 2009
ncs/hlb Revised - House Third Reader - March 31, 2009

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