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Energy Efficiency Tax Breaks for Individuals

The Energy Tax Incentives Act of 2005 provides significant tax breaks for homeowners who spend money in 2006 and 2007 to install specific energy-saving devices. In addition, beginning
January 2006, a new tax credit is available for the purchase of certain hybrid vehicles or other more exotic “green” vehicles. Clearly, the Energy Tax Incentives Act of 2005 is not just for “Big Oil.”

Like all tax laws, there are rules that must be followed to get the benefit of the new energy tax breaks. Some of them are quite complex. This letter is intended to introduce you to the basic energy tax credits and deductions that are available.

Impact on consumers
1. The residential energy efficient property credit,

2. The home improvement energy credit, and

3. The alternative fuel vehicles credit.

All of these credits are in effect for property placed in service during 2006 and 2007.

The residential energy efficient property credit

Going solar.
The “residential energy efficient property credit” is all about converting your home to solar energy. There are three ways take the credit, and three separate amounts allowed for doing it. The new law makes available:

· A 30 percent credit up to a maximum $2,000 per year for the cost of purchasing and installing residential solar water heating;

· A 30 percent credit up to a maximum $2,000 per year for the cost of purchasing and installing photovoltaic equipment for solar-generated electricity; and

· $500 for each 0.5 kilowatt of fuel cell property capacity.

Although there is still some debate over exactly what Congress meant, it appears the $2,000 credits for solar water and electricity apply to any residence, including vacation homes, while the fuel cell credit is restricted to installation in your principal residence.  

The home improvement energy credit

Home improvement energy credit.
You can reduce taxes up to $500 by installing certain energy saving improvements in your home. Energy conservation property, such as energy-efficient residential exterior doors and windows, insulation, heat pumps, furnaces, central air conditioners and water heaters installed in 2006 and 2007, qualify.

The $500 credit may be taken in one of two ways, or in combination:

· A dollar-for-dollar credit for residential energy property expenditures plus

· 10 percent of the cost of qualified energy efficiency improvements.

“Residential energy property expenditures”  include:

· Up to $50 for an advanced main air circulating fan;

· Up to $150 for any energy-efficient qualified natural gas, propane, or oil furnace or hot water boiler, and

· Up to $300 for energy-efficient building property, which includes electric and geothermal heat pumps, open loop, direct expansion, central AC, and natural gas, propane or oil water heaters.

“Qualified energy efficiency improvements” – for which 10 percent of your purchase and installation costs are allowed to count toward the $500 home improvement energy credit – consist of “energy-efficient envelope components satisfying the 2000IEC Code.” These are insulation materials; exterior doors; and metal roofs with special pigmented coatings.
Exterior windows, including skylights, are also on the list, but they are subject to a special expense limit. The list specifically does not include insulated drapes. It also does not include any improvement that does not meet the 2000IEC Code. The IRS is expected to come out with a more detailed list soon.

Qualifying property must be installed in your principal residence. Vacation, second homes,
rental properties or a foreign residence do not qualify for any part of this credit. And while most do-it-yourself installations are allowed, you will need to prove date of installation and you would not be able to add in the cost of your own time.
The alternative fuel vehicles credit

“Green” vehicles.
New tax credits are available for hybrid, fuel cell, advanced lean burn diesel and other alternative power vehicles, replacing the current deduction for clean fuel (including hybrid) vehicles. The credits are collectively claimed under the title of the “Alternative Motor Vehicle Credit.” This credit is equal to the sum of the four separate credit components:

· The new qualified fuel cell motor vehicle credit;

· The new advanced lean burn technology motor vehicle credit;

· The new qualified hybrid motor vehicle credit;

· The new qualified alternative fuel motor vehicle credit.

Of this list, most individuals will be restricted to the qualified hybrid motor vehicle credit since only this type of vehicle is currently available in the marketplace. Qualified hybrid motor vehicles do not include most heavy SUVs. Nor will it include many high-performance hybrids that do not appreciably decrease fuel consumption.

The amount of the credit for a hybrid vehicle is based upon the percentage increase in fuel economy from an all-gasoline model and varies from $400 to $2,400, based on fuel savings ranging from
125 to 250 percent of a base amount. An additional conservation credit is awarded to hybrid vehicles with certain lifetime fuel savings ratings, ranging from $250 to $1,000.

Other benefits

In addition to these federal tax benefits there may be Indiana income tax benefits to consider for home improvements. The Indiana Insulation deduction remains in effect and there is also some relief on your residential property tax assessment.

Maximizing your tax benefits
The tax benefits above include complex rules in implementation. So, care is needed to maximize your benefits. We can help your planning process if you contact us.
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IRS CIRCULAR 230 NOTICE:  Please be advised that, based on current IRS rules and standards, the advice contained herein is not intended to be used, nor can it be used, for the avoidance of any tax penalty that the IRS should assess related to this matter. That said, please do not hesitate to call me if you have any further questions regarding this matter.
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