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Description 

Senate File 2398 exempts solar energy equipment from State and local option sales taxes.  The 
Bill is effective July 1, 2006. 

Assumptions 

The two primary types of solar energy systems are photovoltaic and solar thermal.  Photovoltaic 
converts solar energy into electricity and solar thermal stores solar energy primarily for heating 
purposes. 
 
Photovoltaic: 
 

1. The average size of new photovoltaic system will be two kilowatts and will cost $20,000.  
2. Recently enacted federal tax credit legislation related to alternative energy will spur 

growth in installations. 
3. Fifteen systems will be installed in calendar year 2006 and thirty systems in calendar 

year 2007.  After that, installation will grow 10.0% per year.  
4. The State sales tax rate is 5.0% and the average local option sales tax rate is 1.2%.  

 
Solar Thermal: 
 

1. The average cost of a new solar thermal system will be $6,000. 
2. Recently enacted federal tax credit legislation related to alternative energy will spur 

growth in installations. 
3. Ten systems will be installed in calendar year 2006 and fifteen in 2007.  After that, 

installations will grow 10.0% per year.  
4. The State sales tax rate is 5.0% and the average local option sales tax rate is 1.2%.  

 

Fiscal Impact 

The sales tax exemption contained in SF 2398 will reduce FY 2007 net General Fund receipts 
by approximately $18,000 and $34,500 in FY 2008.  The reduction grows 10.0% per year 
thereafter. 
 
The exemption will also reduce local option sales tax revenue less than $10,000 per year.  
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Sources 

Department of Revenue 
Department of Natural Resources 
Minnesota Department of Revenue 
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