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Tax Incentives for Manufacturers of Renewable Energy Products set  

You asked if Connecticut offers tax incentives for manufacturers of photovoltaic (solar) panels or related renewable energy equipment.

SUMMARY


Connecticut offers a corporate business tax exemption for businesses researching, developing, manufacturing, or selling alternative energy systems, parts or components, but the exemption expires for fiscal years beginning after January 1, 1998.  The state also offers (1) other tax incentives that may benefit renewable energy manufacturing companies directly or indirectly, such as a local option to exempt solar energy equipment from property tax, and (2) financial incentives, such as financial assistance or loans for renewable energy technology companies.


Renewable manufacturing facilities may also be eligible for general manufacturing tax incentives, such as a 25% credit for locating in an enterprise zone, but these incentives are not covered in this report because they are not specific to renewable energy companies.


Targeted tax incentives to attract businesses to a state are commonly called industrial recruitment incentives.  According to the Interstate Renewable Energy Council (IREC) database at least seven states, including Connecticut, have environmentally motivated industrial recruitment incentives.  Generally the incentives offer property, income, or franchise tax exemptions or credits for renewable energy equipment, manufacture, or development.

CONNECTICUT

Corporate Business Tax Exemption


Connecticut exempts certain businesses that work on alternative energy systems from the corporate business tax.  The exemption expires for fiscal years beginning after January 1, 1998, so it is not an incentive to companies considering locating in Connecticut.  The exemption applies to Connecticut businesses that (1) research, design, manufacture, sell, or install alternative energy systems or alternative fuel vehicles or parts and components; (2) derive at least 75% of their income from such activities; and (3) did not exceed $100 million in gross annual sales in the last complete fiscal year and are not owned or controlled by such a company (CGS § 12-214(a)(2)(G)).  According to the Office of Fiscal Analysis’ (OFA) Revenue and Budget Data, the state’s annual tax expenditure for the exemption was less than $500,000 in FY 1997-98. 

Other Environmentally Motivated Tax Incentives


Connecticut also offers several corporate income tax credits that may interest renewable energy equipment manufacturers, because they affect the company directly or indirectly.


Local Property Tax Option.  Connecticut municipalities have the option of exempting certain active and passive solar heating systems, and renewable energy generating systems from local property tax (CGS §12-81 and PA 98-28).


Air Pollution Abatement and Control.  The state offers a 5% corporate income tax credit for any money spent building, rebuilding, acquiring, or expanding an air pollution abatement facility (CGS § 12-217c).  It is unclear whether this credit would apply to companies that installed renewable energy equipment, because the pollution reduction is a secondary effect of the equipment; its primary purpose is to generate electricity.  According to OFA’s figures, 48 businesses claimed a total of $496,013 under this exemption in 1995.


The state also offers a sales and use tax exemption for personal property primarily used for reducing, controlling, or eliminating air pollution.  This exemption probably would not include renewable energy units.


Repealed Exemptions.  Two other sales and use tax exemptions for solar energy systems and renewable energy systems were repealed (PA 84-507 and PA 91-3 respectively).

Financial Incentives


Renewable Energy Investment Fund.  In the future, renewable energy companies may be eligible for financial assistance from the Renewable Energy Investment Fund administered by Connecticut Innovations, Incorporated. (CII).  CII may use the fund to promote investment in renewable technology by offering funds for research, development, and commercialization of renewable technologies.  Beginning January 1, 2000, the Department of Public Utility Control must impose a 0.05 cent/ kilowatt charge to pay into the fund; the charge increases to 0.75 cents on July 1, 2002 and 1.0 cents in 2004 (PA 98-28).


Critical Industries Account.  CII may solicit public and private capital to invest in critical industries.  Critical industries are businesses using emerging technologies to develop and manufacture nondefense products while creating or retaining in-state jobs.  Companies that invest in the fund are eligible for a corporate tax credit for a portion of the amount they invest (CGS § 32-41q).


Connecticut Development Authority (CDA) Loans.  CDA may make loans using state-backed bonds to economic development projects or facilities for solar, wind, hydro, biomass, or other renewable energy systems (CGS § 32-23d(u)).  CDA must also consider the use and development of renewable energy resources when making other loan decisions (CGS § 32-23c))  

OTHER STATES’ ENVIRONMENTAL INDUSTRIAL RECRUITMENT INCENTIVES


According to a database compiled by the IREC as part of a Department of Energy program, at least seven other states have industrial recruitment incentives to attract business that produce products and technologies to reduce pollution (the database is available on the internet at http://www.ncsc.ncsu.edu/dsire.htm).  Arizona, California, Montana, Nevada, North Carolina, Texas, and Virginia offer incentives to companies that develop, manufacture, or sell renewable energy products.  Table 1 lists the states and contains a short description of the incentives.

Table 1: Environmentally Motivated Industrial Recruitment Incentives

	State
	Incentive Type
	Statute
	Short Description

	Arizona 
	Tax Credit
	§ 43-1169
	Businesses are eligible for a 10% tax credit for the cost of constructing a qualified environmental technology facility to manufacture renewable energy products or materials (up to 75% of the business’ tax liability, the rest may be carried forward for up to 15 years).  The program’s goal is to recruit and expand companies that manufacture or produce solar or other renewable energy products.

	California 
	Energy Export Services and seed money
	N/A
	The program offers services and seed money to companies involved in oversees energy projects.  The services include a directory of California export companies, foreign market and trade analyses, trade missions, and orientation visits.

	Montana
	Tax Credit
	N/A
	Businesses are eligible for a 35% tax credit for investments (of $5,000 or more) in wind power generating systems or facilities that manufacture wind power system equipment.

	Nevada
	Property Tax Exemption
	§ 32-361.0685
	The statute allows up to a 75% property tax exemption for businesses that has as a primary component a system to use solar energy or a facility that produces electricity from recycle material and that has such a system or facility primarily to conserve energy or substitute for fossil fuel. 

	North Carolina
	Corporate Tax Credit
	§ 105-130.28
	Manufactures of photovoltaic systems are eligible for a 25% corporate income tax credit for the construction and installation cost (including equipment) of their facility.  The credit may not exceed the business’ tax liability, but any excess may be carried forward for up to five years.  In addition, businesses that install photovoltaic systems are eligible for a 35% tax credit for the costs.

	Texas
	Corporate Tax Exemption
	§ 2F-171.056
	Companies that manufacture, sell, or install solar equipment are exempt from the state’s franchise (corporations) tax.

	Virginia
	Production Grant
	§ 45.1-392
	Businesses that manufacture photovoltaic panels in Virginia are paid 75 cents per watt hour of panels sold year up to an aggregate of  six megawatts (six million watts or $4.5 million)


Source: IREC Database of State Incentives for Renewable Energy (see attachment 1).


Virginia’s incentive program is very well known and successful.  It attracted at least two facilities to the state: (1) Solar Building Systems operates a $1.5 million facility with 30 employees and (2) Solarex Corporation operates a $25 million facility with over 70 employees.  The two companies produce approximately 5.5 MW worth of panels.
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