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PREPROPOSAL STATEMENT OF INQUIRY

Agency: Department of Revenue

Subiject of possible rule making: This rule-making effort will be to amend WAC 458-20-263, presently entitled: “Fuel cell,
wind, landfill gas, and solar energy electric generating facilities” and update the rule to include recent legislation and
technology under the new title: “Sales and use tax exemptions for qualifying electrical generating and heat producing systems
using renewable energy sources.”

Statutes authorizing the agency to adopt rules on this subject: RCW 82.32.300 and 82.01.060(2).

Reasons why rules on this subject may be needed and what they might accomplish: RCW 82.08.962, 82.08.963,
82.12.962, and 82.12.963 provide retail sales and use tax exemptions for machinery and equipment used directly in
generating electricity or producing heat using qualified renewable energy sources. This rule amendment explains
how these exemptions appldy to present technologies and updates legislative changes, including the most recent at
Chapter 13, 2013 Laws, 2" Special Session.
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This draft is provided for discussion purposes only to determine what topics a possible proposed rule might address.
This discussion draft is under no circumstances to be used to determine a tax liability and/or eligibility for tax exemp-
tions.

WAC 458-20-263 Sales and use tax exemptions for qualifying elec-
tric generating and heat producing systems using renewable energy
sources. RCW 82.08.962, 82.08.963, 82.12.962, and 82.12.963 provide
retail sales and use tax exemptions for machinery and equipment used
directly in generating electricity or producing heat using qualified
renewable energy sources. This rule explains how these exemptions ap-
ply and is divided into four parts as follow:

Part 1: Exemptions as applied to qualified solar systems.

Part 2: Exemptions as applied to qualified non-solar renewable
energy systems.

Part 3: Exemptions applied to qualifying solar-heat systems.

Part 4: General provisions applying to all qualified systems.

Part 1: Exemptions as applied to qualified solar systems.

(101) Solar systems that generate ten kilowatts or less.

(a) Exemptions. RCW 82.08.963 and 82.12.963 exempt from sales and
use taxes machinery and equipment purchased and used directly In a so-
lar energy system capable of generating ten kilowatts of electricity
or less. Labor charges to install the qualified machinery and equip-
ment are also exempt. Both state and local sales tax are exempt. The-
se exemptions are effective from July 1, 2009, and expire June 30,
2018.

(b) Required documents. The buyer must document this exemption at
the time of sale by providing the seller (and installer, if different
from the seller), a completed Buyer’s Retail Sales Tax Exemption Cer-
tificate. The seller or installer must keep the completed form in its
records for up to five years.

(c) Change for sellers that E-file. The department of revenue
(““department”) has added an exemption line called Sales of Solar Ma-
chinery/Equipment; Install Labor on the retail sales tax deduction
page of E-file. Previously, sellers listed the exemption on the deduc-
tion detail under “Other” and wrote in the explanation.

(102) Solar systems that generate more than ten kilowatts.

(a) Partial Exemptions. RCW 82.08.962 and 82.12.962 provide a
seventy-five percent refund of sales and use taxes paid on machinery
and equipment used directly in solar energy systems capable of gener-
ating more than ten kilowatts of electricity. The buyer must pay the
total amount of tax due on the purchase of the machinery, equipment,
and labor charges to install the same. The buyer may then apply to
the department for a refund of seventy-five percent of the state and
local sales taxes paid. This exemption is effective from July 1,
2011, and expires January 1, 2020.
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(b) From July 1, 2009 through June 30, 2011, these systems quali-
fied for a one-hundred percent exemption for sales and use taxes on
the purchases and uses of qualified machinery, equipment, and Hlabor
charges to install the same at the point of sale. For documentation
requirements see section (101).

(c) Required annual survey. Beginning July 1, 2013, buyers apply-
ing for a refund must complete and submit an annual tax incentive sur-
vey by April 30, following the year for which the refund is claimed.
For more information see subsection 401(c) below.

Part 2: Exemptions as applied to qualified non-solar renewable
energy systems.

(201) Qualified non-solar renewable energy systems generating one
kilowatt or greater.

(a) Exemptions. RCW 82.08.962 and 82.12.962 provide a seventy-
five percent refund of sales and use taxes paid on machinery and
equipment used directly in renewable energy systems that generate at
least one kilowatt of electricity that use one of the qualified non-
solar power sources listed below.

(b) Refund procedure. Beginning July 1, 2011, buyers must pay the
total amount of the sales tax due on the purchase of qualifying ma-
chinery or equipment and labor charges to install the same. The buyer
may then apply to the department for a refund of seventy-five percent
of the state and local sales taxes pailid. These exemptions expire on
January 1, 2020.

(c) Required survey. Beginning July 1, 2013, buyers applying for
a refund must complete and submit an annual tax incentive survey by
April 30, following the year for which the refund is claimed. For
more information see subsection 401(c) below.

(202) Qualified power sources. The following power sources qual-
ify for these exemptions:

. fuel cells

) wind

o biomass energy

. tidal or wave energy

. geothermal resources

J anaerobic digestion

. technology that converts otherwise lost energy from exhaust

. landfill gas

(203) Definitions for these power sources. For purposes of Part
2, the terms below are defined as or iInclude within their definition
the following:

(a) Biomass energy. '"Biomass energy' includes:

(1) By-products of pulping and wood manufacturing processes;

(i1) Animal waste;

(i11) Solid organic fuels from wood;

(iv)Forest or field residues;

(v) Wooden demolition or construction debris;
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(vi)Food waste;

(vii) Liquors derived from algae and other sources;

(viii) Dedicated energy crops;

(ix) Biosolids; and

(xX) Yard waste.

"Biomass energy' does not include wood pieces that have been
treated with chemical preservatives such as creosote, pentachlorophe-
nol, or copper-chrome-arsenic; wood from old growth forests; or munic-
ipal solid waste.

(b) Fuel cell. "Fuel cell” means an electrochemical reaction
that generates electricity by combining atoms of hydrogen and oxygen
in the presence of a catalyst.

(c) Landfill gas. "Landfill gas'™ means biomass fuel, of the type
qualified for federal tax credits under Title 26 U.S.C. Sec. 29 of
the federal Internal Revenue Code, collected from a "landfill"” as de-
fined under RCW 70.95.030.

Part 3: Exemptions applied to qualifying solar-heat systems.

(301)Solar-heat systems.

Exemption. RCW 82.08.963 and 82.12.963 exempt from sales and use
tax machinery and equipment purchased and used directly in producing
thermal heat using solar energy and the labor charges to install the
qualified equipment, If the buyer installs a system capable of produc-
ing no more than 3 million BTU per day. These exemptions are valid Ju-
ly 1, 2013, and expire June 30, 2018.

(302) Records required. The buyer must document this exemption at
the time of sale by providing the seller (and installer i1f different
from the seller) a completed Buyer’s Retail Sales Tax Exemption Cer-
tificate. The seller or installer must keep the completed form in its
records for up to 5 years.

(303) Change for sellers that E-file. The department has added an
exemption line called Sales of Solar Machinery/Equipment; Install La-
bor on the retail sales tax deduction page of E-file.

Part 4: General provisions applying to all qualified systems.

(401) Requirements for a refund from the department of taxes
paid, referred to as the seventy-five percent remittance.

(a)Required application. The Application for Sales Tax Refund on
Purchases & Installation of Qualified Renewable Energy Equipment 1is
available through the department”’s web site at dor.wa.gov under Get a
form or publication. The application must be completed in full and
mailed to the address provided.

(b) Required records. The purchaser must provide records that
will allow the department to determine whether the purchaser i1s enti-
tled to a refund. The records include:

. invoices;
o proof of tax paid;
. documents describing the machinery and equipment; and
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o electrical capacity of the system.

(c) File annual tax incentive survey. Effective July 1, 2013, any
person claiming a seventy-five percent refund must electronically file
an annual tax iIncentive survey with the department each year. This
applies to buyers of solar systems over ten kilowatts and other quali-
fied renewable energy systems one kilowatt and larger.

(d) Separate survey for each system. The buyer must file a sepa-
rate survey for each system owned or operated in Washington. The annu-
al survey is due April 30™, following the year for which the exemption
is claimed. (Systems installed in 2013 require a survey to be complet-
ed by April 30, 2014.)

(e) Limitation on frequency for claiming exemption. A purchaser
may not apply to the department for a remittance more frequently than
once a quarter. RCW 82.08.962.

() Qualified sales and use taxes. These exemptions apply to both
state and local sales and use taxes.

(402) What 1is "machinery and equipment”™? For purposes of RCW

82.08.962 and 82.12.962, "machinery and equipment”™ means industrial
fixtures, devices, and support facilities that are integral and neces-
sary to the generation of electricity from qualifying sources of pow-
er. For purposes of RCW 82.08.963 and 82.12.963, “machinery and
equipment” means iIndustrial fixtures, devices, and support facilities
that are iIntegral to the generation of electricity or production and
use of thermal heat from solar energy.

A "'support facility” i1s a part of a building, or a structure or
improvement, used to contain or steady an industrial fixture or de-
vice. A support facility must be specially designed and necessary for
the proper functioning of the industrial fixture or device and must
perform a function beyond being a building or a structure or an Im-
provement. It must have a function relative to an industrial fixture
or a device. To determine i1f some portion of a building Is a support
facility, the parts of the building are examined. For example, a high-
ly specialized structure, like a vibration reduction slab under gener-
ators in a landfill gas generating facility, i1s a support facility.
Without the slab, the generators would not function properly. The
ceiling and walls of the building housing the generator are not sup-
port facilities if they only serve to define the space and do not have
a function relative to an industrial fixture or a device.

"Machinery and equipment™ does not include:

(a) The utility grid system;

(b) Hand-powered tools;
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(c) Property with a useful life of less than one year;

(d) Repailr parts required to restore machinery and equipment to
normal working order;

(e) Replacement parts that do not increase productivity, improve
efficiency, or extend the useful life of the machinery and equipment;

() Buildings; or

(g) Building fixtures that:

(i) Are permanently affixed to and become a physical part of a
building; but

(i1) Are not iIntegral and necessary to the generation of elec-
tricity.

(403) (a) When i1s machinery and equipment 'used directly" in gen-
erating electricity? Machinery and equipment is used directly to gen-
erate electricity when i1t iIs used to:

(1) Capture the energy of the qualifying source of power;

(i1) Convert that energy to electricity; and

(i11) Store, transform, or transmit that electricity for entry
into or operation in parallel with electric transmission and distribu-
tion systems.

(b) When is machinery and equipment “used directly” in producing
thermal heat? Machinery and equipment is "used directly” iIn producing
thermal heat with solar energy if i1t uses a solar collector or a solar
hot water system that:

(i) Meets the certification standards for solar collectors and
solar hot water systems developed by the solar rating and certifica-
tion corporation; or

Is determined by the Washington State University extension wheth-
er a solar collector or solar hot water system is an equivalent col-
lector or system.

(404) Examples of qualifying machinery and equipment. This sec-

tion provides examples of machinery and equipment that are used di-
rectly in generating electricity and qualify for the retail sales and
use tax exemptions. This list is i1llustrative only and i1s not intended
to provide an exhaustive list of possible qualifying machinery and
equipment.

(a)Solar. Where solar energy i1s the principal source of power:
solar modules; 1iInverters; Stirling converters; power conditioning
equipment; batteries; transformers; power poles; power lines; and con-
nectors to the utility grid system or point of use.
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(b)Wind. Where wind is the principal source of power: Turbines;
blades; generators; towers and tower pads; substations; guy wires and
ground stays; power conditioning equipment; anemometers; recording me-
ters; transmitters; power poles; power lines; and connectors to the
utility grid system or point of use.

(c)Landfill. Where landfill gas is the principal source of power:
turbines; blades; blowers; burners; heat exchangers; generators; tow-
ers and tower pads; substations; guy wires and ground stays; pipe;
valves; power conditioning equipment; pressure control equipment; re-
cording meters; transmitters; power poles; power lines; and connectors
to the utility grid system or point of use.

(d)Fuel cells. Where fTuel cells are the principal source of pow-
er: Fuel cell assemblies; fuel storage and delivery systems; power in-
verters; transmitters; transformers; power poles; power lines; and
connectors to the utility grid system or point of use.

(405) Installation charges. The retail sales and use taxes exemp-
tions addressed in this rule apply to installation charges for quali-
fying machinery and equipment, including charges for labor and ser-
vices. Charges for labor and services rendered iIn respect to con-
structing buildings or access roads that may be necessary to install
or use qualifying machinery and equipment are not exempt. Nor iIs there
an exemption for tangible personal property, such as a crane or fork-
lift, used by the buyer to install qualifying machinery and equipment.
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