Congratulations on your completion of Solar Tax Document Preparation for the
2020 Tax Year.

Please read the following information in detait.

This guide will answer the most frequently asked questions and give you a step
by step breakdown of what to expect and anticipate moving forward.

What Incentives Am | Eligible For?

Below is a detailed breakdown of the different incentives and how they work.
We have used a purchase price of $25,000 for easy figures in the example.

The percentages don’t change, so you can adjust as needed to fit your situation.

The Federal Solar ITC

The first available incentive is the Federal Investment Tax Credit which in 2020 is
a 26% credit on the full purchase price of your system.
Based on $25,000, this would be a $6,500 credit.

This is a Federal Tax Credit. It is not a rebate.

Meaning if you have no Federal Tax Liability, the credit will not benefit you.

You will only get a refund from the IRS for the amount that you have paid in.

If you were to owe the IRS, the credit will go against what you owe.

The good news is that if you are not able to use the full amount of the credit in a
single year, the remainder carries forward to the next year.

Being a credit, it is a dollar for dollar exchange.

There is no expiration, and it can be carried forward as many years as necessary
until it's used in full.

The date your eligibility to claim this credit is based on is when there was
"physical work of a significant nature”. This is open to interpretation, however
many clients will use the date of the site survey as the initial date for tax
purposes. Meaning if you list 12/31/2020 or earlier as when the process was
started for installation, then you are eligible to take the credit for the 2020 tax
year. However, if you list 01/01/21 or later as the start of instailation, then you will
not be eligible to claim the credit until the 2021 tax year.



MACRS Incentive

The second available incentive is the Modified Accelerated Cost Recovery
System (MACRS). This is the largest available incentive besides the original
Federal ITC.

The MACRS incentive will allow you to deduct 87% of the full purchase price of
the system.

Based on a $25,000 system, this would take an additional $21,750 and claim it
as 100% deductible.

Being a deduction, the amount this benefits you will depend upon your personal
tax bracket.

The Federal Tax brackets range from approximately 12-37%.

State Tax brackets range from approximately 0-14%.

The deduction goes against both. Our average client is in a 25% tax bracket.
Using that average, that would be an additional $5,437 coming back to them, on
top of the 26% Federal ITC.

This incentive is typically claimed over a 5 year schedule, however, it can be
taken over a shorter or longer period depending upon your tax situation.

Just like the Federal Solar ITC, if you can not take full advantage of this in your
first year it can be carried forward additional years until you have claimed it all.

The date your eligibility to claim this credit is based on is when your sysiem went
live and started to generate power. This is often referred to as your Net Meter or
PTO date. Meaning if you list your Net Meter date as 12/31/2020 or earlier then
you are eligible to take the credit for the 2020 tax year. However, if you list
01/01/21 or later as the Net Meter date then you will not be eligible to claim the
credit until the 2021 tax year.

Do be aware that it is a fairly common issue for a solar panel system to begin
installing in one year, and not be turned on until the following year. We refer to
this as the “Straddie Effect’.

This simply means you will break the incentives up over the two tax years.

In the event of that situation, we of course provide the paperwork for both years
at no additional cost.

Interest and Finance Fees

The third available incentive is the ability to deduct the interest and finance fees if
you have a loan for the panels. You can also include other expenses with this
such as net metering fees, interconnection fees, maintenance fees, efc.

These will all be filed together on IRS form Schedule C.



You do have to charge the revenue that you may have received from the utility

company in the form of cash or credit for energy production against these

expenses. Of course, in most cases this payment in kind from the utility provider

is much less than the expenses so fortunately you typically come out far ahead.

We will complete the Schedule C for you, which will include caleulating out the

full amount you were compensated for all excess kWh produced as reported on your Solar
Tax Worksheet and alsoinclude in the expenses you incurred.

Interest is typically the largest additional expense you will pay.

As an example, $25,000 financed at 3.99% is going to be nearly $1,000 a year
that you are paying in interest which can be made up to 100% tax deductible.
This works the same as the MACRS incentive in that it is a deduction and will be
based on your personal tax bracket.

Continuing to use the example of a 25% tax bracket, this would be $250 a year
that you are now eligible for.

You can claim this incentive for as long as you are making payments and paying
interest. Over a 10 year period that's another $2,500.

State Tax Benefit

To receive this benefit, there are no forms to be filed.

As a side effect of claiming the above Federal Incentives, you will be lowering
your Adjusted Gross Income (AGI). This will automatically lower the AGI for your
State Tax filing and depending on your tax bracket this can result in hundreds or
even thousands of dollars in savings as well.

The Filing Fee

The filing fee itself is able to be claimed as 100% tax deductible.

This will be included automatically along with your other eligible expenses.
Because of this, many clients look at the filing fee as a “temporary” expense, as
ideally once they file their forms and receive back the amounts they are entitlad
to, it will “reimburse” them for the out of pocket cost.



Why Am | Eligible To Claim These Incentives?

This is a very common question, as most homeowners and CPAs aren't familiar
with how the IRS treats the production, distribution, and most importantly, the
payment that a homeowner receives from their local utility company in the form of
credit or cash for their Net Excess Generation their solar panels produce.

Simply put, the reason you are eligible is that your solar panel system is involved
in an Income Producing Activity.

The compensation you are receiving from your signed Net Metering Agreement
with your local utility company meets the definition of income by IRS guidelines.

By not reporting the NEG (Net Excess Generation). not only are you not
following IRS quidelines, but you are also going to miss out on available
incentives.

Please keep in mind these are Federal Tax Laws and Incentives, so the state you
reside in has no bearing on your eligibility. We have reviewed the cases and
prepared the documents for tens of thousands of clients just like yourself and in your
state.

The Net Metering Agreements (NMAs) for nearly all utility companies nationwide
refer to the exchange of power from your solar panel system into their grid as a
"sale".

If you will read your net metering/interconnection agreement more closely, you
will see that it contains all the elements of a sales contract:

1. The parties are clearly identified

2. The agreement is dated

3. The terms are identified

4. Includes a description of the goods/services being purchased
5. Payment and Rates are identified



6. Method of delivery and share of responsibility is identified
7. Miscellaneous provisions and requirements are outlined.

Many years ago we took this information to The Solar Energy Industries
Association (SEIA.org) and had the foremost experts in solar finance and tax law
review the information and the IRS has now issued 3 Private Letter Ruiing
confirming the position they do consider this to be income that must be reported.

You are not a business, but you are involved in an Income
Producing Activity.

The reason your residential system meets the requirement of being used in an
income producing activity is the following: The system is set up to sell SRECs
(Solar Renewable Energy Credits) or power directly to the utility company (Net
Metering) and you are being reimbursed in the form of credits on your utility bill.

Section 61 of the tax code broadly defines what qualifies as income. The code
discusses virtually all compensation, including but not limited to financial
considerations, defining payments in cash or payments in kind (such as a credit
on a utility bill) as income.

In IRS section 126 it does state that subsidies from utilities are not income but it
goes on to describe subsidies as money paid toward energy saving equipment.
For example, a rebate for purchasing Energy Star compliant appliances. There is
also a specific exemption made for discounts for being involved in an Energy
Conservation Program.

There is no exception made for income on the sale of power to a utility in
Net Metering or Feed in Tariffs or on the sale of SRECs.

Selling power to the utility is considered income even if the consideration comes
in the form of a credit and therefore constitutes an Income Producing Activity. The
IRS has also issued a Private Letter Ruling on the matter which we have in our
possession.

The main requirements to claim the MACRS incentive are the following:

1. You must own the property where the panels are located.

2.You must own or be | ing the solar panel ipment. You must not be

on a PPA (Power Purchase Adgreement) or any other arrangement.



3. The equipment is being used in a trade, business, or income producing
activity.
{This is what was outlined above.)

(See hitps:/Awww.irs.gov/publications/p946/ch01.hitml for qualifications on
MACRS/Depreciation.)

The 3rd item listed is where most homeowners and accountants will become
confused. This is simply due to the lack of information readily available about
how photovoltaic solar panels produce energy, how that energy is distributed,
and how the homeowner is compensated. You are not a trade or business, but
the equipment is being used in an income producing activity.

Simply put, the above referenced material and Private Letter Ruling make it very
clear that you must report the payment in kind you are receiving from your utility
company as income.

We are on retainer with many of the largest solar panel companies in the United
States, and are constantly working to keep ourseives at the forefront of the solar
tax industry. In addition to our own internal verifications through various tax
attorneys, and CPA firms, we have also worked directly with The Solar Energy
Industries Association to review our process. Our CPAs attend the finance and
tax seminars held by SEIA.org throughout the year o stay up to date on all
changes being made and tax reform that may effect solar tax incentives.

We have filed tens of thousands of these documents for clients over many years
with no issues. We have also distributed thousands of the forms to homeowners
who have filed themselves using something like TurboTax and to CPAs across
the country who have aiso filed without issue.

If your tax preparer isn't familiar with the process, please have them contact us and we will
gladly answer any questions they may have.

Lastly, if you prefer, we can have a CPA here file all of your personal taxes as well as the
solar documents.

With our background and knowledge, when we file your taxes, we provide a 100% audit
guarantee and protection. With thousands of returns filed over several years, the IRS
precedent, and our Private Letter Ruling, we are confident our position is correct and if the
IRS were to have any questions regarding your tax return, the firm will represent and
support you in that event.

Please email us at docs@solaritc.org if you have any further guestions and we can
schedule an appointment to speak if necessary.



How Do I File These Forms?
You will continue to file your taxes just as you always have. The only difference
being you will include in the additional forms we have supplied to you.

It you have a personal accountant, we will include a letter of explanation to give to
your current tax preparer that will show them how to file these alongside

your personal income taxes and they can also call us with any guestions.

If you file your income taxes yourself using something like TurboTax, we will
include a tutorial on including these forms.

If you or your CPA have any questions we will be available at any time for
questions and guidance down the line.

We have specialized in Real Estate and Solar Tax Incentives for over a decade
now. We've heiped thousands of clients like yourself,
Please don't hesitate to contact us with any questions.



SOLAR TAX CENTER

For questions, please email us at:
customersupporti@solaritc.org

Blaine Sapieha
14118 N County Rd 1400
Shallowater TX 79363

Dear Blaine Sapieha

Enclosed for your review and filing are the following:

Schedule C Business Income/Loss from Solar Compensation
Form 3463 2020 Solar Tax Credit Form

Form 4562 Depreciation Form

Depreciation Wksht Details of equipment depreciation

Note to Tax Preparer

Each tax return or form listed above should be filed with your personal tax return in accordance
with current tax rules and regulations.

Please be sure to call if you have any questions.
Sincerely,

Solar Tax Center




SCHEDULE C Profit or Loss From Business OMB No. 1545-0074
(Form 1040) (Sole Proprietorship} 2 0 2 0
Department of the T * Go to www.irs.gov/ScheduleCfor instructions and the latest information.
In?epﬁ-:aﬂ%:vgnuees;r%?f; Y {99} | » Attach to Form 1040, 1040-SR, 1040NR, or 1041; partnerships generally must file Form 1085, éﬂéﬁﬂ;"é“hm 09
Narme of proprietor Social security aumber (SSN)
Blaine Sapicha
A Principal business or profession, including product or service (see instructions) B Enter code from instructions
SOLAR ENERGY SALES = 221000
C Business name. If no separate business name, leave blank, [} Emplayer ID humber (EIN), (see instr)
E  Business address (including suite or room no.) ™

Cily, town or post office, state, and ZIP code
F Accounting method: (1) E| Cash (2) DAccrual 3) |:|Other {specify) »
G Did you ‘materially participate’ in the cperation of this business during 20197 If 'No,' see instructions for limit on losses. @ Yas DNO
H If you started or acquired this business during 2020, check here. ... ... iii i > D
1
J

Did you make any payments in 2020 that would require you to file Form{s) 10997 (see instructions)..................... |:|Yes No

|:|No

1| Income

1 Gross receipts or sales. See instructions for line 1 and check the box if this income was reported fo you

on Form W-2 and the 'Statutory employee' box an that form was checked........................ ..., > 1 2.330
2 Returns and alloWanteS. ... ..ottt et e e e e e 2
3 Subtract TN 2 fram Tne .. ot e e e e 3
4 Cost of goods sold (from e 42) ... 4
5 Gross profit. Subtract line 4 fromline 3..... ..o e 5
6 Other income, including federal and state gasoline or fuel tax credit or refund
(588 INSITUCHIONS) . .. o e s 6
7 Grossincome. Add Bnes B and B. . ... ..t e aieiaaia e aias > 7 2.330
|44 ] Expenses. Enter expenses for business use of your home only on line 30.
8 Advertising..............o00 8 18 Office expense (see instructions)........ 18
9 Car and truck expenses 19 Pension and profit-sharing plans........ 19
(see 'r"Str.ucnons) """"""" 9 20 Rent or lease (see instructions); :
10 Commissions and fees......... 10 a Vehicles, machinery, and equipment . ... | 20a
11 Contract labor .
{see instructions).............. 11 b Other business property................ 20b
12 Depletion.........covierrenne. 12 21 Repairs and maintenance. ..............
13 Depreciation and section 22 Supptlies (not included in Part L) .......
zr_{ot ?:gﬁgg% ?r?%]acritlolﬂ) 23 Taxes and licenses. .. .... R PP RRRE
(see instructions) . .. ........... 13 11.554| 24 Travel, meals, and entertainment:
14 Employee benefit programs atravel... ... ..o 24a
(other than on tine 19) ... 14 b Deductible meals and entertainment
15 Insurance {other than health)...[15 (see instructions) .. ....... ... a 24h
16 Interest: S 25 Utilities. . ...oove e 25
a Mortgage (paid to banks, ete.)........ 16a 26 Wages (less employment credits) ....... 26
bOther.................o.ooin 16b 534| 27 a Oiher expenses (from line 48) .......... 27a
17 Legal and professional services.: 17 500 b Reserved for futureuse. .. ............. 27b
28 Total expenses before expenses for business use of home. Add lines 8 through 27a...................... »[28 12,678
29 Tentative profit or (loss), Subtract line 2B fromline 7.... ... oo 29 -10.348

30 Expenses for business use of your home. Do not report these expenses elsewhere. Attach Form 8829
unless using the simplified method {see instructions).

Simplified method filers only: enter the total square footage of: (a) your home:

and (b) the part of your home used for business: . Use the Simpilified
Method Worksheet in the instructions to figure the amount to enter online 30............ooivve e, 30

31 Net profit or (less). Subtract line 30 from line 29.

® If & profit, enter on both Schedule 1 (Form ‘1040%, line 3, and on Schedule SE,
fine 2. (Jf you checked the box on line 1, see instructions). Estates and trusts,
+ enter on Form 1041, line 3. 31 -10,348

® [f a loss, you must go to line 32.
32 If you have a loss, check the box that describes your investment in this activity (see instructions).

® if you checked 32a, enter the loss on both Schedule T (Form 1040), line 3, and on Schedule SE i ;
Ir_ine %.1 éljnyoiu chgcked the box on line 1, see the line 31 instructions). Estates and trusts, enter ort 32a |:| Qtllringestment 1
orm . line 3.

Some invest
® [f you checked 32b, you must attach Form 6198. Your loss may be limited. 32b is not ;lat riegk-rnent

BAA For Paperwork Reduction Act Notice, see the separate instructions. FDIZOT12L 1117120 Schedule € (Form 1040Q) 2020




OMB No, 1545-D155

Form 3468 Investment Credit 2020

» Afttach to your tax return. At
* Go to www.irs.gov/Form3468 for instructions and the latest information. s};g@"mci”hc. 174

Identifying number

Pepartment of the Treasu
Intarnal Revenus Service i 99

Name(s) shown on return
Blaine Sapieha
|[Part] ]Information Regarding the Election To Treat the Lessee as the Purchaser of Investment Gredit Property

If you are claiming the investment credit as a lessee based on a section 48(d) (as in effect on November £, 1930) election, provide the ,
following information, If you acquired more than cne properly as a lessee, aitach a statement showing -he information below.

1 Name of lessor

2 Address of lessor
3 Description of property
4 Amount for which you were treated as having acquired the property. .. ... s s -3

Qualifying Advanced Coal Project Credit, Qualifying Gasification Project Credit, and Qualifying
Advanced Energy Project Credit
5 Qualifying advanced coal project credit (see instructicns):

a Qualified investment in integrated gasification combined cgl(;le property
placed in service during the tax year for projects described in section

NN )10 NUTTTT T 8 X 20% (0.20)...| 5al

b Qualified investment in advanced coal-based generation technology property
placed in service during the tax year for projects described in section

ABADBIBNID. ..ot $ X 15% (0.15)... | 5b|

¢ Qualified investment in advanced coal-based generation technology property
placed in service during the tax year for projects described in section

ABADEIBIAN oo $ X 30% (0.30)... | 5c]

d Total. Add lines 52, 5b, @nd 56 ... 0.\ evrs i e
6 AQualifying gasification project credit (see instructions):
a Qualified investment in qualified gasification property placed in service during the tax

year for which credits were allocated or reallocated after October 3, 2008, and that
Includes equipment that separates and sequesters at least 75% of the project's

carbon dioxide emissions. ...... ... $ X 30% (0.30)... | 6a]
b Qualified investment in property other than in a above placed in service
during the tax year. ............... $ X 20% (0.20)... | 6b]

cTotal. Add lines Ga and BB .. ... i i T
7 Qualifying advanced energy project credit (see instructions):

Qualified investment in advanced energy project property placed in
service during the 1ax Year . .. ... oot e 5

8
9
10 Add lines 5d, 6c, 7, and 9. Report this amount on
Form 3800, Part 111, lIne Ta. .o oo e e 10

BAA For Paperwork Reduction Act Notice, see separate instructions. Form 3488 (2020)



Form 3468 (2020)

Page 2

* Rehabilitation Credit and Energy Credit

m Enter the lesser of line 12K or INe 12l . ..ttt e e et e e e e e

Rehabilitation credit (see instructions for requirements that must be met):

Check this box if you are electing under section 47(d)(5) to take your qualified rehabilitation
expenditures into acccunt for the tax year in which paid (or, for self-rehabilitated property, when
capitalized). See instructions. Note: This election applies to the current tax year and to all later tax
years. You may not revoke this election without RS consent . ...

Enter the dates on which the 24- or 60-month measuring period begins
and ends

Enter the adjusted basis of the building as of the beginning date above
(or the first day of your holding period, if later) ................coo ol 5

Enter the amount of the qualified rehabilitation expenditures incurred,
or treated as incurred, during the period online 1lbabove. ... ... ...t $

Enter the amount of qualified rehabilitation expenditures and multiply by the percentage shown:
Pre-1936 buildings under the transition rule

{see INSHUCHIONS) . .. .. oo e 8 X 10% (0.10) ..

Certified historic structures under the transition rule

(SEE INSHUCHONSY. . ..o oottt e e aeaen s $ X 20% (0.20) ..

Certified historic structures with expenditures paid or incurred after

2017 and not under the transition rule (see instructions)......... ] X 4% (0.04)....

Note: This credit is allowed for a 5-year period beginning in the tax year that the qualified rehabilitated
building is placed in service.
For properties identified on line 11f or 11g, complete lines 11h and 11i,

Enter the assigned NPS project number or the pass-through
entity's employer identification number {see instructions).........

Enter the date that the NPS approved the Request for Certification
of Completed Work {see instructions} . .........co oo

Energy credit:
Basis of property using gecthermal energy placed in service during the tax year

(588 INSHIUCTIONS) . .o o v oo e 5 X 10% (0.10) ..

is attributable to periods after December 31, 2005, and the construction of which began before

2020 (see Instructions). . ....ovv i 5 X 30% (0.30)..

Basis of property using solar illumination or solar energy placed in service during the tax year and the

construction of which began in 2020 (see instructions) .......... 5 67,962 X 26% (0.26)..

Basis of property using solar illumination or solar energy placed in service during the tax year and the

censtruction of which began in 2021 (see instructions) .......... $ X 22% (0.22) ..

Qualified fuel cell property (see instructions):
Basis of property placed in service during the tax year that was acquired afier December 31, 2005, and

before October 4, 2008, and the basis atiributable to construction, reconstruction, or erection by the taxpayer
after December 31, 2005, and before October 4, 2G08........... 5 X 30% ¢0.30) .

Applicable kilowatt capacity of property on line 12e (see instructions), * X $1,000.....

Enter the lesser of line 12e or lIne T2f . ..o e e e e e

Basis of property placed in service during the tax year that is attributable to periods after October 3, 2008,

and the construction of which began before 2020............... 5 X 30% (0.30).

Applicable kilowatt capacity of property an line 12h (see instructions). ™ X $3000.....

Enter the lesser of Hne 120 or lIne 120 ..ttt e et e et ettt e ettt e iai e eaa s

Basis of properiy placed in service during the tax year and the construction of which began

T 2020 e e e $ X 26% (0.26)..

Applicable kilowatt capacity of property on line 12k (see instructions) . * X $3,000.....

Basis of property placed in service during the tax year and the construction of which began

12021, .. e 8 X 22% (0.22) ..

Applicable kilowatt capacity of property on line 12n (see insiructions), » X $3,000.....

Qualified microturbine property (see instructions):

Basis of property placed in service during the tax year that was acquired after December 31, 2005,
and the basis attributable to construction, reconstruction, or erection by the taxpayer after

December 31, 2005, . ottt e e $ X 10% (0.10)..

Kilowatt capacity of property on line 12q...........cooaiaiioan - X $200.......

Enter the lesser of line 120 or Re T2 . ..ot i i e it e e i et rnsianns

e

11f

11g

12a

12b

12¢

17,670

12

12e

12f

12g

- | 12h

12i

12j

12k

121

. 112m

12n

. [ 120

- [12p

T2q

.| 12r

.| 12s

FDIZO40IL  07/27/20

Form 3468 (2020)



Form 3468 (2020} Page 3
[Ps { Rehabilitation Credit and Energy Credit (continted)
Combined heat and power system property (see instructions):
Caution: You can't claim this credit if the electrical capacity of the property is more than 50 megawatts or
has a mechanical energy capacity of more than 67,000 horsepower or an equivalent combination of
electrical and mechanical energy capabilities.
t Basis of property placed in service during the tax year that was acquired after Cctober 3, 2008,
and the basis attributable to construction, reconstruction, or erection by the taxpayer after
Getober3, 2008 . ... oo e 5 _ . X 10% (0.10)...
u If the eleckical capacity of the property is measured in:

® Megawalts, divide 15 by the megawatt capacity. Enter 1.0 if the capacity is 15 megawatts or less.

]' Horsepower, divide 20,000 by the horsepower. Enter 1.0 if the capacity is 20,000 horsepower or
R

Qualified small wind energy property (see instructions):

w Basis of properly placed in service during the tax year that was acquired after October 3, 2008, end befare
January 1, 2009, and the basis attributakle to the construction, reconstruction, or erection by the taxpayer

after October 3, 2008, and before January 3, 2009............. $ X 30% (0.30).. | 12w
X
y
2020, .. 5 X 30% (0.30..
2z Basis of property placed in service during the tax year and the construction of which began
M 2020, b5 X 26% (0.26)...
aa Basis of properly placed in service during the tax year and the construction of which began
M 202 5 X 22% (0.22). ..

Geothermal heat pump systems (see instructions):

bb Basis of property placed in service during the tax year that was acquired after October 3, 2008,
and the basis attributable to construction, reconstruction, or erection by the taxpayer after
October 3, 2008 ... ... S X 1% {0.10) .. [12bh

Cualified investment credit facility property (see instructionsy:

cc Basis of property the consiruction of whick began before 2021 (other than wind facility
property and the construction of which began after 2016) placed in service during the
BB YA e S _ X 30% (0.30)..
dd Basis of wind facility property placed in service during the tax year and the construction of which ;
began during 2017, ... .o & X 24% (0.24) ..
ee Basis of wind facility property placed in service during the tax year and the construction of which
began during 2018, ... ... 0 i S X 18% (0.18) ..
ff Basis of wind facility property placed in service during the tax year and the construction of which
began during 2019, ... o s X 12% (0.12) ..
99 Basis of wind facility property placed in service during the tax year and the construgtion of which
began during 2020.. ... . . s X 18% (0.18)..
13 Enter the applicable unused investment credit from cooperatives (see instructions) . ...l
14 Add lines e, 114, 11y, 12a, 12b, 12c, 12d, 129, 12}, 12m, 12p, 125, 12v, 12x, 12y, 122, 12aa, 12bb, 12cc, 12dd, 12ee, 12ff, 12aq, and 13,
Report this amount on Form 3808, Part 11, ineda. ..o i 14

Form 3468 (2020)

FDIZ0401L  07/27/20



Form 4562

Depreciation and Amortization
{Including Information on Listed Property)
» Attach to your tax return.

OME No. 1545-0172

2020

Ti . M N . -
e Eovemn Sovice (99) » Gio to www.irs.gov/Formd4562 for instructions and the latest information. Saoaneae, 179
Name(s) shown on return Identifying number

Blaine Sapicha

Business or activity to which this form relates

Election To Expense Certain Property Under Section 179
Note: If you have any listed properly, complete Part V before you complele Parl .

0T h Wk =

Maxirmurm amourtt (see instructions). ... ..o i e
Total cost of section 179 property placed in service (see instructions)...............oooo s
Threshold cost of section 179 property before reduction in fimitation (see instructions) ................ .. ..

Reduction in fimitation. Subtract line 3 from line 2. if zero or less, enter -0~............oo il
Dollar limitation for tax year, Subtract line 4 from line 1. If zero or less, enter -0-. If married filing
separately, see instructions.

B (b=

L8]

R

(@) Descriplion of properly {b) Cost (business use only)

7
8
9
10
n
12
13

Listed property. Enter the amount from line 23 ... ] 7

Total elected cost of section 179 property. Add amounts in column {c), lines 6 and 7
Tentative deduction. Enter the smaller of line 5 or line 8
Carryover of disallowed deduction from line 13 of your 2019 Form 4562

Business income limitation. Enter the smaller of business income (not less than zero) or line 5 (see instrs). .
Section 179 expense deduction, Add lines 9 and 10, but don't enter more thanline 1%............... ool

Carryover of disallowed deduction to 2021. Add lines 9 and 10, less line 12.... ... > 13 |

Not

e: Don't use Part Il or Part il below for listed property. Instead, use Parf V.

[Partll

Special Depreciation Aliowance and Other Depreciation (Don't include listed praperty.) (See instructions.)

14

15
16

Special depreciation allowance for qualified property {other than listed property) placed in service during the
tax year (See INStIUCHOMSY. .. .o vur it e e e

Property subject to section 168(f)(1) election
Other depreciation (including ACRS)

14

15
16

Partii

| MACRS Depreciation (Don't include listed property.) (See instructions.)

Section A

17 MACRS deductions for assets placed in service in tax years beginning befare 2020
18 If you are electing to group any assets placed in service during the tax year into one or more general
assel acoUNtS, ChetK MBrE. .\ e et i s s e e e
Section B — Assets Placed in Service During 2020 Tax Year Using the General Depreciation System
a (b} Month and {C) Besis for depreciation (d) e () (g) Depreciation
Classification of properly year placed (businesstinvestment use Recavery period Convention Method deduction
in service only = see instructions)
19a 3-year property........ e
b 5-year property. ... ...... 57,768 5 HY S/L 11.554
¢ 7-year property. .. ... ..
d 10-year property.........
e 15-year property. ........
f 20-year property. ... ...
g 25-year property. ... ... 25 yrs S/L
h Residential rental 27.5 yrs MM S/L
property. ..o e 27.5 vrs MM 5/L
i Nonresidential real 39 vyrs MM S/L
property. ... i MM S/L
Section C — Assets Placed in Service During 2020 Tax Year Using the Alternative Depreciation System
20a Class life : 5/L
Bl12year. . .oooiiie e .. 12 yrs 5/L
CADYRAL . ..\ uiii e 40 vrs MM S/L
PartIV:| Summary (See instructions.)
21 Listed property. Enter amount from line 28.. ... ... .. 2
22 Total. Add amounts from kine 12, ines 14 through 17, lines 19 and 20 in column (g), and line 21, Enter here and on
the apprapriate fines of your return, Partnerships and S corporations — see instrugtions . ... ..o 22 11,554
23 For assets shown above and placed in service during the current year, enter ; :

the portion of the basis altributable to section 263A costs

BAA For Paperwork Reduction Act Notice, see separate instructions.
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NOTE TO TAX PREPARER

Basis for Treatment

The basis for treating the purchase of solar equipment as income-producing property, and reporting
depreciation and related expenses on Schedule C, rests with the fact that the taxpayer enters into a formal
agreement with a utility company to sell the power generated by that solar equipment back to the utility.

These formal agreements, referred to as Net Metering Agreements or Interconnection agreements, specity the
rate and terms for the reimbursement of power generation. Produced power flows back into the grid and is
sold to the utility company. The utility company reimburses the power production in the form of a financial
credit to the customer account. As such, the sale of that power can potentially be considered a taxable event.

According to the IRS, a trade or business is generally an activity carried on for a livelihood or in good faith
to make a profit. The regularity of activities and transactions, and the production of income are important
elements. The production of solar power is an activity that happens regularly, continually in fact, and
produces regular income in the form of financial credits.

Financial credits for solar production are offered in a variety of different ways, depending upon the state and
the utility. Many states require that solar production be credited at the retail rate the consumer would have
been charged. Some states will issue reimbursement checks for the excess generation of power (production
over and above the consumers’ personal use.)

Since the solar production sold back to the utility company is to be considered a business activity, the
personal consumption of power by the taxpayer cannot be considered a tax deduction. As with all business
activities, any personal use of goods or services is not eligible for deduction. For solar equipment to be
depreciated as income producing property, all power produced and reported by the utility company must be
reported as income, thereby creating a profit motive.

For our purposes, the full amount of the retail production rate for kwh produced, as reported by the utility, is
listed as taxable income on the tax return, with no reduction for personal use. The property that produced
this taxable income can then be deducted against the taxable income.

In this scenario, the solar equipment is a business asset and all related costs can be deducted as a business
expense. The primary expenses are depreciation and interest expense on the loans that most taxpayers incur
to purchase the solar equipment. The commercial use of qualified solar energy equipment is eligible for a
cost recovery period of five (5) years, and is eligible for depreciation, including 50% bonus depreciation, but
not Section 179 depreciation.

As business equipment, the solar equipment qualifies for the solar investment credit which is equal to 30% of
. the cost of the equipment. The depreciable basis of the equipment is reduced by 50% of the solar credit
amount.

The final treatment of net income or loss generated on Schedule C then, depends upon material participation.
We do not mark material participation (i.e. passive activity) on the Schedule C because it is the responsibility
of the preparer to determine the level of participation. The preparer must review the ordering rules to
determine if the taxpayer qualifies.

Generally speaking, taxpayers can qualify for material participation using one of the seven qualifying tests,
the easiest of which is that the taxpayer does substantially all of the work in the activity, which is the sale of
power to the utility company. Additionally, most solar companies request referral information for family and
friends, which can be classified as additional material participation in the form of business promotion. Ttis
left to the judgement of the tax preparer as to whether the above parameters should be changed.
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