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[REDACTED TEXT]
[REDACTED TEXT]
January 27, 2011
RE: RENEWABLE ENERGY TECHNOLOGIES INCOME TAX CREDIT;

ANALYSISOF A SYSTEM AND PROPERTY SERVED
Dear [REDACTED TEXT]:
This responds to your [REDACTED TEXT] ruling request, wherein you requested
confirmation regarding application of the Renewable Energy Technologies Income Tax Credit,

Section 235-12.5, Hawaii Revised Statutes (“HRS’) (“RETITC”), as further discussed below.

QUESTIONS PRESENTED

There are two questions presented in your ruling request, which are as follows:

(1) Whether [REDACTED TEXT] (the “Company”) has a legitimate, non-tax reason for
installing multiple photovoltai c systems where each such system is determined by Inverter
Assembly, as defined below, with separate credit claims under the RETITC (Inverter
Assembly also hereinafter referred to as* System(s)”); and

(2) Whether each System installed and placed in service by the Company is servicing
commercia property for purposes of the RETITC.

SHORT ANSWER

Based on the facts set forth in this | etter:

(1) The Company has a legitimate, non-tax reason for installing multiple systems within the
meaning of TIR 2010-02 based upon the facts discussed below. The Company iseligibleto
claim the RETITC for each System that isinstalled and placed in service; and

(2) The Company’s Systems are each servicing commercial property for purposes of the
RETITCs.
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FACTSREPRESENTED BY THE COMPANY

The Company isa[REDACTED TEXT] renewable energy company. The Company plans
on developing, constructing, and installing commercial solar photovoltaic energy systemsin Hawaii.
The Company will subcontract the construction and installation of the solar energy systemsto one
or more Hawaii subcontractors; however the Company will own the systems. The Company and
potential investors intend to benefit from the RETITC.

The Company will enter into a Power Purchase Agreement (“PPA™) with the local utility
company for a commercial solar photovoltaic energy project on [REDACTED TEXT] (the
“Project”) to deliver [REDACTED TEXT] megawatts of electrical power to the [REDACTED
TEXT] electrical grid. The Company has agreed to engineer, design, install, operate, and maintaina
solar photovoltaic energy system under the PPA. The Company will provide electricity produced by
asolar photovoltaic energy system to thelocal utility, and the local utility has agreed to pay for the
electricity under the PPA. The technical requirements for the system design are formalized in
Appendix B of the PPA, which is attached and by this reference incorporated herein as Exhibit A.
Pursuant to the terms of the PPA, the Company and the local utility have agreed that [REDACTED
TEXT] central inverters will be utilized in the project, which will result in [REDACTED TEXT]
independent electrical connections by means of independent circuit breakers’ Each of the
[REDACTED TEXT] central invertersis utilized in association with photovoltaic panels and the
necessary installation and attachment equipment, such that each of the[REDACTED TEXT] centra
inverter assembliesfunctionsindependently of the othersto create electricity for distributioninto the
utility grid (“Inverter Assemblies’).

The[REDACTED TEXT] inverter size and multi-system configuration was determined for
nuUMerous nontax reasons:

First, based upon the Company’ s experience with the Public Utilities Commission (“PUC”)
and itsapproval of PPASs, the Project’ s[REDACTED TEXT] inverter configuration stands amuch
more likely chance of approval without additional delay.

1The Company isunder negotiations with various manufacturers for the kil owatt performance capacity of each
inverter that would meet the performance specifications of Appendix B to the PPA, and optimize the business
requirements of the manufacturer. The performance capacity ultimately agreed upon may be in the range from
[REDACTED TEXT] to [REDACTED TEXT] per inverter. Inorder to provideflexibility for the Company and thelocal
utility to fulfill the performance specifications of the PPA, this ruling shall apply to the kilowatt performance capacity
finally agreed upon between the manufacturer, the Company, and thelocal utility, so long asthat kilowatt performance
capacity isbetween [REDACTED TEXT] and [REDACTED TEXT] and is pursuant to the requirements of Appendix B
tothe PPA. Therefore, referencesin thisrulingto [REDACTED TEXT] of performance capacity shall includetherange
of performance capacity ultimately agreed upon by the parties, i.e., between [REDACTED TEXT] and [REDACTED
TEXT]. Though the number of total systems may increase dueto smaller inverter capacity, theimpact on total tax credits
available will be less because the smaller inverters are also less expensive. The manufacturer at issueis not related to
micro inverters.
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Second, the[REDACTED TEXT] inverter size and multi-system configuration meets certain
performance parameters expressly contained in the PPA relating to power production performance
reguirements and variance tolerances.

Third, during scheduled inverter maintenance and other operations and maintenance-rel ated
activity (over the [REDACTED TEXT]-year contract obligation), the system design will ensure
maximum energy production, which will satisfy the required projected energy production guarantees
inthe PPA. Maximizing energy production in thismanner will provide ahigher level of confidence
that revenue projections will be attained. For example, when any of the Systems are required to be
offline for maintenance, a system design based on a [REDACTED TEXT] inverter will have
minimal impact on grid stability and energy production, and therefore provide more revenue, versus
systems designed with larger sized inverters (e.g., [REDACTED TEXT] inverters).

Fourth, besides maintenance efficiencies, the more critical and dynamic scenario where the
[REDACTED TEXT] configuration is preferred is in the event of a tripping disturbance of one
system. Inthat event, grid disturbancewill be minimized withthe[REDACTED TEXT] inverter as
opposed to a system designed with alarger inverter.

In summary, the Project design and configuration with [REDACTED TEXT] inverterswill
maximizethelikelihood of speedy approval by the PUC, minimizethelikelihood of grid disturbance
and disruption to the local utility, and will provide the Project the ability to deliver electricity ina
stable manner.

LAW AND ANALYSIS

The RETITC may be claimed for each eligible renewable energy technology systemthat is
installed and placed in service in the State by a taxpayer during the taxable year. HRS § 235-
12.5(a).

A. The Company is Subject to the Credit Cap for Each Separate and Independent
System, which in this Caseis Equal to the Number of Inverter Assemblies.

The RETITC may be claimed for each eligible renewable energy technology system that is
installed and placed into service. HRS § 235-12.5(b), A single renewable energy system exists
when all the components necessary for the conversion of insolation into useful electrical energy are
present. TIR 2007-02, pg 4. Inthe photovoltaic context, asingle system consists of aphotovoltaic
array, an inverter, an independent circuit breaker, and associated attachment and connection
equipment sufficient to make a connection to the project site’ selectrical system. See TIR 2010-02,
pg 5 and TIR 2007-02, pg 4, EX. 4.

The Department issued TIR 2010-02 providing guidance on the determination of a“ system”
for purposesof theRETITC. TIR 2010-02 concludesthat the determination of a“ system” withinthe
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meaning of the RETITC is not necessarily determined by the number of inverters; but rather the
number of separate and independent connections to the site’s electrical system. With regards to
inverters specifically, the Department stated:

For purposes of determining the number of systems associated with any property, the
proper test under TIR 2007-02 is the number of independent connections to the
project site's electrical system. The number of independent electrical connections
may be equal to the number of inverters, or it may not. Ordinarily, on a system
involving central or string inverters, the number of if invertersinvolved will be equal
to the number of systems because each central inverter will haveits own independent
function asit relates to the connection into the electrical system.

TIR 2010-02, pg 3 (emphasis added).

Morethan one system may exist at aproperty site wherethereisalegitimate, nontax reason
for a particular multi-system design. TIR 2010-2, pg 5. TIR 2010-02 and TIR 2010-03 provide
examples of non-tax design motivations, including utility interconnection requirements and inverter
efficiency, among others. See TIR 2010-02, pg 5; TIR 2010-03, pg 4.

Each of the Company’ s Inverter Assemblies will constitute a separate photovoltaic system
within the meaning of TIR 2007-02 because each such Inverter Assembly includes the necessary
photovoltaic panels or array of panels, inverter, and installation and attachment equipment to
function independently for connection into the local utility’s grid. The Company represents that
each Inverter Assembly will connect to the local utility grid separately and independently of any
other Inverter Assembly installed on the same property. Therefore, because each of the Inverter
Assembliesis comprised of the necessary equipment to produce el ectricity for distribution into the
local 2uti lity grid, each Inverter Assembly constitutes a® system” within the meaning of HRS § 235-
12.5.

Moreover, the Project’ sdesign and multi-system configuration wasfor nontax reasonswithin
the meaning of TIR 2010-02. The [REDACTED TEXT] inverter size was selected due to utility
interconnection requirements pursuant to the terms of the PPA. The[REDACTED TEXT] inverter
sizewas al so selected to ensure Project efficiencies and to facilitate likely PUC approval. Because
the [REDACTED TEXT] inverter size and the Project’s overall configuration was selected based
upon factors other than tax considerations, the “ system” determination will not be considered tax
motivated within the meaning of TIR 2010-02.

B. TheCompany’s Systemsare Commercial Systems Entitled to the Commercial Credit

2The Company in this case is not utilizing micro-inverter technology with the Project. Had the
Company utilized micro-inverter technology, asdiscussed in TIR 2010-02, adifferent analysisand conclusion
would result.
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Cap.

Theamount of the RETITC allowable for each system is subject to acap, the applicable cap
amount of which depends upon the type of property being serviced by each system. HRS § 235-
12.5(b). Systemsinstalled for commercia property, for example, enjoy the highest cap for solar
powered systems, which is $500,000 per system. HRS § 235-12.5(b)(2)(C). If ataxpayer installs
and places in service a renewable energy technology system that does not service any particular
property, but isentirely directed into the energy grid of thelocal electricity provider, then the system
is servicing a commercia property only. See TIR 2007-02, pg 11, Example 20. In this case, the
Company will sell the electricity generated by al the Systemsto thelocal utility under aPPA, and
therefore a public utility grid. The Company’s energy is not servicing any particular type of

property.

Because the Systems are solely servicing the local electricity provider, the Company’s
Systems are commercial systems entitled to the $500,000 credit cap per system under HRS § 235-
12.5(b)(2)(C), asalowed under TIR 2007-02. Specific to the Company’ s proposed project, the cost
of each [REDACTED TEXT] system will be approximately [REDACTED TEXT], which will
generate aRETITC equal to 35% of qualified costs, or [REDACTED TEXT] for each system (this
amount being lower than the $500,000 applicable cap for commercial systems). If the el ection under
HRS § 235-12.5(g) ismade to make the RETITC claim refundable, then the RETITC isreduced by
30% to [REDACTED TEXT] per system ((REDACTED TEXT]x.70). Therefore, thetotal RETITC
clamable for the [REDACTED TEXT] systems of the project will be [REDACTED TEXT] if
nonrefundable, or [REDACTED TEXT] if refundable.

CONCLUSION

The Company will install and place in service multiple Systems that can be separately and
independently connected to the local utility grid for legitimate non-tax reasons. The Company’s
Systems are determined by |egitimate non-tax reasons within the meaning of TIR 2010-02 because
the System size was determined by interconnection and regulatory reasons. The Company may
claim the RETITC for each System it installs and places into service during the taxable year,
regardless of whether multiple Systems are installed on a single property.

Since energy from the Company’s Systems is entirely directed into the energy grid of the
local electricity provider, each System is servicing commercial property for purposes of the
RETITC.

Thisruling isapplicable only to the Company and shall not be applied retroactively. It may
not be used or cited as precedent by any other taxpayer.

The conclusions reached in this letter are based on our understanding of the facts that you
have represented. If it islater determined that our understanding of these facts is not correct, the
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facts areincomplete, or the facts later change in any material respect, the conclusionsin this letter
will be modified accordingly. Thisruling also may be subject to change due to future amendments
to laws, rules, or official Department positions.

The Company has reviewed and agreed that the redacted version of this ruling attached as
Exhibit B will be available for public inspection.

If you have any further questions regarding this matter, please call me (808) 587-15609.

Additional information on Hawaii’'s taxes is available at the Department’'s website at
www.state.hi.us/tax.

Very truly yours,

JOSEPH B. TICHY
Administrative Rules Specialist



