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Disclaimers

The information contained herein is general in nature and is not intended,
and should not be construed, as legal, accounting, or tax advice or opinion
provided by CliftonLarsonAllen LLP to the user. The user also is cautioned that
this material may not be applicable to, or suitable for, the user’s specific
circumstances or needs, and may require consideration of non-tax and other
tax factors if any action is to be contemplated. The user should contact his or
her CliftonLarsonAllen LLP or other tax professional prior to taking any action
based upon this information. CliftonLarsonAllen LLP assumes no obligation to
inform the user of any changes in tax laws or other factors that could affect
the information contained herein.
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Housekeeping

e |f you are experiencing technical difficulties, please dial: 800-422-3623.

e Q&A session will be held at the end of the presentation.
— Your questions can be submitted via the Questions Function at any time during the presentation.

e The PowerPoint presentation, as well as the webinar recording, will be sent to you within
the next 10 business days.

e For future webinar invitations, subscribe at CLAconnect.com/subscribe.

e Please complete our online survey.

Create Opportunities
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CPE Requirements

e Answer the polling questions
e Remain logged in for at least 50 minutes

e |f you are participating in a group, complete the CPE sign-in sheet and return within two
business days

— Contact webmaster@CLAconnect.com

e Allow four weeks for receipt of your certificate; it will be sent to you via email from
certificates@CLAconnect.com.

* This webinar, once recorded, has not been developed into a self study course. Therefore, watching the
recording will not qualify for CPE credit.
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About CLA

e A professional services firm with three distinct business lines
— Wealth Advisory ..

"o -
— OQOutsourcing - v’:ﬂ' ; -
— Audit, Tax, and Consulting £\ S gk ; o
e More than 6,200 employees < ‘

o (Qffices coast to coast

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC.
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Learning Objectives

©2019 CliftonLarso

At the end of this session, you will be able to:

e Recognize the purpose of a utility study and the requirements
to take advantage of sales and use tax exemptions

e |dentify facilities that are good candidates for a utility study

e Qutline the process for determining the exempt utility usage
percentage

e |dentify if your business has opportunities to claim
exemptions on an ongoing basis and refunds for overpaid
sales and use tax paid from past utility bills

@ Create Opportunities | ) .
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Speaker Introductions

e Muthu Periakaruppan, CPA
— Principal

— State & Local Tax

e Paul Hydukovich, P.E.

— Mechanical Engineer
— Manager
— Federal Tax Strategies

m Create Opportunities
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Realize Sales and Use Tax
Exemptions With a Utility Study

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC, an SEC-registered investment advisor




Introduction

e Every day, we use utilities to heat, cool,
light and operate our homes, offices,
health care buildings, and manufacturing
facilities.

e |In many states, utility companies must
charge sales and use tax on these utilities
unless a valid exemption is claimed.

e Expenditures on utilities are significant.
In 2017, the U.S. industrial sector, which
includes manufacturing, spent just under
S68 billion dollars on electricity alone.
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Sales Tax Exemption for Utilities Used in Manufacturing

e An exemption or partial exemption from
sales tax paid on utilities such as electricity,
gas, steam, or water used or consumed in
manufacturing or agricultural production.

e The exemption may apply to both state and
local sales tax.

e The utility study calculates the percentage
of utilities used for tax exempt qualifying
production purposes.

e The utility study is performed per each
state’s requirements.

Create Opportunities
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Sales Tax Exemption for Manufacturing

©2019 CliftonLarsonAllen LLP

Manufacturing relates to producing a product that will be sold ultimately at retail

Utilities used in manufacturing

e Electricity, Gas, Water

Capital equipment, machinery

ltems used and consumed in production

Packaging

Create Opportunities 11
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Sales Tax Exemption for Manufacturing

e What is considered manufacturing?

4§ * Manufacturing process

— Starts where raw materials removed from Beginning
Inventory

— Ends when finished product placed in Finished Goods
« Other related functions which may qualify as
manufacturing

— R&D

— Testing/Quality Control

— Changing Finished Goods (Deep Freezer)

A
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Exemption Opportunities by State

New Hampshire

Vermont
Maine
- Minnesota New York
Massachusetts
Rhode
Island

Wyoming
. Connecticut
Pennsylvania

Nebraska
i New Jersey
ndi Ohio
Utah ana aa | Del e
Colorado Wiariiand
arylan
Kansas Missouri ' k
West Virginia

Oklahoma
Arkansas South
Carolina

Nt Alabama
Missi-

G .
ssippi S

B Exemption Opportunity Exists
Limited or No Exemption Opportunity
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Exemptions Vary by State

s Calculated Usage

e Many states require the exemption to be taken at the percentage determined by the utility
study.

Predominant Usage

e A full 100% exemption is provided if the study determines that over 50% of the utility is used
for production.

* On the flip side, no exemption is available if the 50% threshold is not met, there is no pro-
rated exemption.

==l Certification

* Texas, for example, requires an engineer to certify the utility study.

@
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Exempt Energy Use

Though
exemptions
vary by state,

examples may
include energy
consumed by:

Create Opportunities

Equipment used directly in the manufacturing
process

Air compressors used to provide compressed air to
the manufacturing process

Motors and cranes used to convey product through
the manufacturing line

Mechanical heating/cooling equipment dedicated
directly in production (i.e. not exclusively for
occupant comfort)

©2019 CliftonLarsonAllen LLP



Non-Exempt Energy Use

e |tems used for facility maintenance

Though e General interior space lighting
exemptions

vary by state,

e Equipment such as computers, printers,
etc. used in office and administrative areas,

examples ma
Xamp y storage areas and shipping/receiving

include energy
consumed by: e Mechanical heating/cooling equipment

used for occupant comfort

@ Create Opportunities
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Benefits of a Utility Study

v

Create Opportunities

Claim exemption going forward based on the percentage of utilities used in
production as calculated in the utility study
— Provide exemption certificate with exempt percentage to utility provider

Potentially claim sales tax refunds for past periods
— If the exemption was not being claimed for prior periods

Many states allow you to claim a refund for any overpaid sales tax on utilities
going back 3 to 4 years depending on the statute of limitations

Refund claims can be prepared and submitted with utility provider or directly
with the State

Can incorporate refund claims for utilities with refunds related to other qualifying
purchases

©2019 CliftonLarsonAllen LLP



State-by-State Exemptions

e Electricity, gas, steam or water used or consumed in
agricultural or industrial production is exempt from sales
and use tax if:

— Itis necessary to produce a particular product; and

— ltisin excess of the average climate control or lighting
for the production area

e This exemption does not apply to utilities used for space
heating and lighting of the production area or for any
nonproduction areas such as office or administrative areas.
Water used or consumed in nonproduction areas is also
taxable.

e Utility sales tax refund claim period: 3 7 years

©2019 CliftonLarsonAllen LLP
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State-by-State Exemptions

nAllen LLP

e Fuel and electricity consumed in manufacturing
tangible personal property is exempt from Wisconsin
sales and use tax.

e Only fuel and electricity consumed by machines and
equipment used directly in the manufacturing process
qgualify for the exemption. Utilities used in heating or
cooling the plant, lighting, or in an office are not
exempt.

e Utility sales tax refund claim period: 48 months

©2019 CliftonLarso
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State-by-State Exemptions

e Electricity and gas used in the continuing business activity
of manufacturing or producing tangible personal property
or services is considered exempt or partially exempt from

Colorado sales and use tax.

e Electricity and gas used in non-production spaces and
solely for the comfort of employees or prior to or
subsequent to the actual exempt activity performed is
considered non-exempt.

e |f the meter is more than 75% exempt, the entire meter is
entitled to a full exemption.

e Utility sales tax refund claim period: 3 years

©2019 CliftonLarsonAllen LLP
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State-by-State Exemptions

e The sale of gas, steam or electricity may be exempt if the
75% or more of the gas, steam or electricity is used in the
actual manufacturing process or in heating an industrial
plant in which a manufacturing process takes place of
tangible personal property to be sold.

e Ifthe 75% rule is met, the entire meter is entitled to a full
exemption.

Massachusetts

e A utility study is required (using a reasonable method) to
determine if the gas, steam or electricity metered in the
building is used in 75% or more of actual manufacturing
activities.

e Utility sales tax refund claim period: 3 years

©2019 CliftonLarsonAllen LLP
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State-by-State Exemptions

nAllen LLP

e Equipment, machinery, parts and foundations
therefore and supplies used directly in manufacturing
or processing are exempt.

e A separate utility survey must be completed for each
meter a company is seeking an exemption on and it
must be explained how each piece of
machinery/equipment has a direct causal relationship
on the manufactured product.

Pennsylvania

e Utility sales tax refund claim period: 3 years

©2019 CliftonLarso
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State-by-State Exemptions

e Natural gas and electricity is exempt from tax if used in
agricultural production or used in manufacturing
including “lighting, cooling, and heating” the
manufacturing area during the manufacturing or
processing of tangible personal property.

e Texas requires a utility study to be conducted and
certified by a registered engineer or a person with an
engineering degree from an accredited engineering
college to determine that more than 50% of the
electricity the meter measures is used in a tax-exempt
manner.

e Utility sales tax refund claim period: 4 years

©2019 CliftonLarsonAllen LLP
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State-by-State Exemptions

nAllen LLP

e Anything that is a fuel or a source of power for
machinery used in the manufacturing operation, or
that provides energy for the manufacturing process
itself is not taxable in Ohio

e A utility study provides a reasonable methodology of
establishing an exemption percentage for the tax
exemption certificate

e Utility sales tax refund claim period: 4 years

©2019 CliftonLarso
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Example 1

e Using a theoretical manufacturing facility in Minnesota as an example, the
following shows the tax-related impact of performing a utility study:

— The manufacturing facility spends $8,000 per month on electricity bills.
— At a 6.8% sales tax rate, approximately S550 sales tax is paid per month
(56,600 per year).

— If the utility study determines the meter qualifies for an 80% exemption, the
company will save $440 per month ($5,300 per year) on state sales tax moving
forward.

— In addition, using MN’s 3 1/2 year look back period, the company may be able
to file a refund claim of $19,000.

Create Opportunities
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Example 2

e Using a theoretical manufacturing facility in Texas as an example, the following
shows the tax-related impact of performing a utility study:

— The manufacturing facility spends $10,000 per month on electricity bills.

— At a6.25% rate, approximately $625 per month (57,500 per year) is spent on
state sales tax.

— If the utility study determines the meter is 70% exempt. Therefore, a 100%
exemption is allowed and the company will save all $625 per month ($7,500
per year) on state sales tax moving forward.

— In addition, using TX’s 48 month look back period, the company may be able
to file a refund claim of $30,000.

@ Create Opportunities
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Create Opportunities

Opportunities for Utility Studies

Good candidates include facilities/operations
that use electricity, gas, steam or water
directly in their manufacturing process:

Pharmaceutical manufacturers
Food production facilities
Lumber sawmills

Agricultural production facilities

Equipment manufacturers

©2019 CliftonLarsonAllen LLP




Opportunities for Utility Studies

9 CliftonLarsonAllen LLP

Large manufacturing equipment loads such as
motors, compressors, machining centers, etc.

— Multiple-shift operations

— Significant natural gas usage directly in the
manufacturing process

SRR
N 22

— Facilities are in states where interior lighting,
HVAC, etc. can be taken into consideration in
the exemption calculation

@ Create Opportunities
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Utility Studies: Step 1

The first step in the utility study process is the gathering of information

on the building and the manufacturing process. This includes:

e Building address

Most recent 12 months of utility bills for each utility meter serving the building (i.e.
electricity and/or natural gas)

Floor plan drawings for the building with manufacturing and non-manufacturing areas
identified

e If available, architectural, mechanical, and electrical drawings
Inventory of all equipment used in the manufacturing process
Manufacturing operating hours

@ Create Opportunities
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Utility Studies: Step 1 Key Information

Utility invoice analysis provides important insight into the following

aspects of the facility:

e Lists meter address and identification
e Details actual meter consumption and often times demand
* Includes the number of days in the billing period

e Allows establishment of an annual energy usage profile for
the meter

@ Create Opportunities
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Utility Studies: Step 1 Key Information

Floor plans and construction drawings:

e Establishes boundaries between manufacturing and non-
manufacturing areas

e Construction drawings (mechanical, electrical, etc.) provide
detailed information on heating and cooling equipment,
interior lighting, and electrical/gas distribution systems

e Assists team when performing site visit

@
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Utility Studies: Step 1 Key Information

The inventory of equipment used in the manufacturing process is

critical to the analysis because:

e Though it varies by state, the manufacturing process typically begins where
transformative work is performed on raw material and ends when the finish
product is moved to storage

e |t provides detailed list of manufacturing-related equipment which is a
requirement of many states.

e For each piece of equipment, it establishes the energy loads (horsepower,
voltage, amperage, wattage, etc.) as well as usage.

e Aids team in field-verifying equipment during the site visit.

m Create Opportunities
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Utility Studies: Step 2

©2019 CliftonLarso

e The second step in the utility study
process is a site visit by personnel
to document the utility meter(s),
the manufacturing equipment, its
usage, and the respective energy
loads.

e The site visit is also an opportunity
to discuss with facility personnel
any outstanding questions
regarding the manufacturing
process and equipment usages.
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Utility Studies: Step 3

: e The third step in the utility study process is the quantitative analysis
of the energy consumed in the manufacturing process utilizing the
information gathered in both the information request and the site
visit.

e Energy loads are sorted into exempt and non-exempt categories.

e The energy use for each piece of equipment is calculated using

voltages, amperage, wattage, horsepower, tonnage, BTU
consumption, etc.

e Individual load and use factors, in conjunction with daily, weekly
and monthly operating hours are applied to each item to calculate
its annual energy consumption.

@ Create Opportunities
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Utility Studies: Step 4
e Exempt energy loads for each meter are then summarized and compared to

the annual utility consumption for that particular meter.

* Exemptions vary by state with some states allowing a full exemption if more
than 50% of the meter is exempt.

* An example of an exemption calculation would be:

Energy Usage Summary

Buildin Meter Total Annual Total Annual Exemption Exemption
g kWh Exempt kWh Ratio Percentage
Manufacturing Facility 181259 537,280 384,979 0.7165 71.65%

@ Create Opportunities
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Utility Studies: Final Step

e The last step in the process is the preparation
of all the necessary forms and statements to
request the up-front sales tax exemption or
refund.

e This often involves working with the State to
answer any questions on the utility study until
the exempt percentage is accepted and
approved.

@ Create Opportunities
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Common State Follow-up Questions

e Example 1l
— How are certain pieces of equipment used in production,
i.e. refrigeration units?
e Example 2

— Show how each piece of equipment is tied to a specific
meter.

@ Create Opportunities
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How To Claim Exemptions?

e Once the utility study is completed, the appropriate exemption
certificate for that state needs to be completed.

e The exemption percentage calculated in the utility study is
entered on the exemption certificate, which is provided to the
utility provider.

e The utility provider will only charge sales tax going forward on
the taxable percentage, i.e. 15% versus 100% if the utility study
provided an exempt percentage of 85%.

@
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How To Claim Refunds?

e A refund claim for any overpaid sales tax on utilities can be claimed going
back 3 to 4 years depending on the statute of limitations.

e The refund claim is prepared and submitted based on the exempt
percentage.

e The refund claim must be compiled based on the requirements for each
state.

— File refund claim with the utility provider
— File refund claim directly with the State

e Opportunity exists for a reverse audit to include other refunds with the
utilities, i.e. manufacturing equipment, repair parts, consumables.

Create Opportunities
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Utility Study Regional Contacts

Midwest
Muthu Periakaruppan
612-397-3355
Muthu.Periakaruppan@CLAconnect.com

Eastern Midwest & Northeast
Nick Miller
Maine 267-419-1143
Nick.Miller@CLAconnect.com

New Hampshire

Vermont

New York

Massachusetts

Paul Hydukovich
612-397-3079
Paul.Hydukovich@CLAconnect.com

Rhode
Wyrsring Island

. Connecticut
Pennsylvania

Nebraska
New Jersey

Delaware
Maryland
Mountain West & Southwest S e
Bradley Oswald sl
702-933-8109
Bradley.Oswald@CLAconnect.com

Southeast

Georgia Tom Santomaggio
813-384-2793
Tom.Santomaggio@CLAconnect.com

Alabama

Missi-
Texas ssippi

Texas
Rance Morton
972-383-5735
Rance.Morton@CLAconnect.com

Create Opportunities
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