COMMITTEE REPORT
January 19, 2017
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Introduced by Senator Gregory
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THE COMMITTEE ON FINANCE
	To whom was referred a Bill (S. 44) to amend Section 12‑37‑220, as amended, Code of Laws of South Carolina, 1976, relating to property tax exemptions, so as to exempt eighty percent, etc., respectfully
REPORT:
	That they have duly and carefully considered the same and recommend that the same do pass with amendment:

	Amend the bill, as and if amended, SECTION 1, page 2, by striking Section 12-37-220(B)(53) and inserting:
	/(53)	renewable energy resource property for residential use.  For purposes of this item, ‘renewable energy resource’ is defined in Section 58‑40‑10, and also has a nameplate capacity of no greater than twenty kilowatts as measured in alternating current.”  / 
	Renumber sections to conform.
	Amend title to conform.

HUGH K. LEATHERMAN, SR. for Committee.
            

STATEMENT OF ESTIMATED FISCAL IMPACT
Explanation of Fiscal Impact
Introduced on January 10, 2017 
State Expenditure
	Based upon previous responses by the Department of Revenue (DOR) regarding similar legislation, this bill is not expected to impact the agency’s expenditures.  The bill creates a value exemption for renewable energy property that can be administered within the current property tax exemption process.
Local Revenue
	The bill creates two new property tax exemptions for distributed energy resources and renewable energy resource property.  New Subitem 52 exempts 80% of the value of distributed energy resources and applies to property taxed as business personal property, manufacturing, or utility property.  The exemption applies to property in service after tax year 2012.  For facilities in service in tax year 2013 or 2014, the exemption applies if the property was not subject to a fee in lieu agreement as of December 31, 2014.  Properties that became operational in 2015 or 2016 and were subject to a fee in lieu agreement as of December 31, 2016, may elect this exemption and must notify the other parties of the agreement within thirty days of the effective date of this item.  No refunds are allowed as a result of this exemption, and it applies beginning in tax years after 2016 upon approval by the Governor. 
	The bill also creates full exemption for renewable energy generation property for residential use.  In the case of a residential installation, the energy resource property would not be taxed separately from the owner-occupied home.  As such, in order for property to qualify for the residential exemption, the renewable energy property would have to be under a lease agreement or other situation in which a business retains ownership. 
	Based upon the most recent data available from the SC Energy Office through FY 2015-16, approximately 2,991 solar installations are currently in existence with a total capacity of 25,211 kW and may qualify for an exemption.  Additionally, Duke Energy and SCE&G have reported on their expectations for renewable energy property in filings with the Public Service Commission (PSC) in response to the requirements of Act 236 of 2014.  Combined they anticipate approximately 348 commercial installations in calendar year 2016 and an additional 164 in 2017.  For residential installations, Duke and SCE&G are projecting 1,693 installations for 2016 and 1,263 for 2017.  The Energy Office also noted that other resources such as wind or geothermal electric generation resources would qualify, but at this time they have not been significantly implemented in South Carolina.
	The value of installations depends on the energy generation capacity of the property.  According to the Energy Office, Duke Energy estimates for commercial property anticipate an average system capacity of 20 kW at a cost of $3.00 per watt for an average system value of $60,000.  Residential systems are expected to average 4 kW at a cost of $3.50 per watt for a cost of $14,000 per system.
	The Energy Office estimates that 238 of the 2,991 existing solar installations are commercial installations and 2,753 are residential based on the historical trend.   This is an increase of 172 commercial installations and 1,988 residential installations since July 2015.  Assuming that half of the 348 projected installations for 2016 have yet to be placed in service, the existing 238 commercial installations would increase by 174 to 412 by the end of 2016.  Again, if half of the projected 1,693 residential installations for 2016 are still forthcoming, the current 2,753 installations will increase by 847 to 3,600 by the end of 2016.
	For the estimated 412 commercial installations expected to be in place by the end of 2016 and using the value projection of $60,000 provided above, we estimate that the total value is approximately $24,720,000.  Exempting 80 percent of the value would reduce the value by $19,776,000.  At an estimated statewide average millage rate of 343.5 and an assessment ratio of 10.5%, this exemption would reduce property tax revenue for tax year 2017 by approximately $713,000 in FY 2017-18.  The impact may be marginally reduced if any of these properties were subject to a fee-in-lieu agreement as of December 31, 2014. However, since the majority of the installations have been placed in service in 2015 or later, we do not expect a significant reduction.
	The total value of all 3,600 residential installations expected by the end of 2016 at approximately $14,000 per system is $50,393,000.  Exempting 80 percent of the value would exempt $40,314,000.  At an assessment ratio of 10.5% and an average millage rate of 343.5, the local property tax revenue reduction would be up to a maximum of $1,454,000 in FY 2017-18.  As previously stated, we do not anticipate that the exemption will be utilized by privately owned residential installations.  We have determined from discussions with assessors that residential installations owned by a homeowner are not taxed separately and cannot feasibly be valued separately from a residence.  Businesses that pay property taxes in South Carolina could claim the exemption for residential installations that are leased. According to Green Tech Media, approximately 57% of installations in 2016 will be leased. If all of the leasing companies are South Carolina based, the property tax exemptions would total $829,000 in FY 2017-18.

Frank A. Rainwater, Executive Director
Revenue and Fiscal Affairs Office
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[bookmark: titletop][bookmark: titleend]TO AMEND SECTION 12‑37‑220, AS AMENDED, CODE OF LAWS OF SOUTH CAROLINA, 1976, RELATING TO PROPERTY TAX EXEMPTIONS, SO AS TO EXEMPT EIGHTY PERCENT OF THE FAIR MARKET VALUE OF CERTAIN DISTRIBUTED ENERGY RESOURCES AND TO EXEMPT THE VALUE OF RENEWABLE ENERGY RESOURCE PROPERTY FOR RESIDENTIAL USE.

Be it enacted by the General Assembly of the State of South Carolina:

SECTION	1.	Section 12‑37‑220(B) of the 1976 Code, as last amended by Act 23 of 2015, is further amended by adding appropriately numbered items at the end to read:

	“(52)(a)	eighty percent of the fair market value of a distributed energy resource required to be returned, pursuant to Section 12‑37‑970, or to be appraised and assessed pursuant to Section 12‑4‑540;
			(b)	this exemption applies for property that became operational after property tax year 2012.  For property that became operational in property tax year 2013 or 2014, this exemption applies so long as the property was not subject to a fee in lieu agreement as of December 31, 2014, pursuant to Chapter 44 of this title, or Chapter 12 or 29, Title 4. For property that became operational in property tax year 2015 or 2016, if the property was subject to a fee in lieu agreement as of December 31, 2016, pursuant to Chapter 44 of this title, or Chapter 12 or 29, Title 4, then the property is eligible for the exemption instead of the fee in lieu agreement so long as the taxpayer notifies the other parties to the agreement of the election no later than thirty days after the effective date of this item;
			(c)	for purposes of this item, ‘distributed energy resource’ means property that is defined in Section 58‑39‑120(C). This definition includes, but is not limited to, all equipment required to meet all applicable safety, performance, interconnection, and reliability standards established by the commission, the National Electrical Code, the National Electrical Safety Code, the Institute of Electrical and Electronics Engineers, Underwriters Laboratories, the Federal Energy Regulatory Commission, and any local governing authorities;
	(53)	renewable energy resource property for residential use is exempt from assessment of the value of real property.  For purposes of this item, ‘renewable energy resource’ is defined in Section 58‑40‑10, and also has a nameplate capacity of no greater than twenty kilowatts as measured in alternating current.”

SECTION	2.	This act takes effect upon approval by the Governor and applies to property tax years beginning after 2016.
‑‑‑‑XX‑‑‑‑
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