
For a qualified hybrid 
motor vehicle weighing 
more than 8,500 
pounds, the amount of 
the credit is equal to a 
percentage of the incre-
mental cost of the hy-
brid vehicle that varies 
from 20 to 40 percent 
depending upon the es-
timated increase in fuel 
economy compared to a 
comparable vehicle 
powered solely by a 
gasoline or diesel inter-
nal combustion engine. 
To qualify for the 
credit, the vehicle must 
achieve a fuel economy 

Qualified hybrid vehicle  
A qualified hybrid ve-
hicle is a motor vehicle 
that draws propulsion 
energy from on-board 
sources of stored en-
ergy which include 
both an internal com-
bustion engine or heat 
engine using combusti-
ble fuel and a recharge-
able energy storage 
system (such as batter-
ies).  
 
For vehicles weighing 
8,500 pounds or less, 
the amount of credit for 
the purchase of a hy-
brid vehicle is the sum 
of a fuel economy 
credit amount ranging 
from $400 to $2,400 
depending on the rated 
fuel economy of the 
vehicle, and a conser-
vation credit ranging 
from $250 to $1,000 
that is based on the es-
timated lifetime fuel 
savings of a qualifying 
vehicle.  
 

Have you been think-
ing about buying a new 
car or truck with one of 
the new environmen-
tally friendly technolo-
gies?  If so, Congress 
has just made your pur-
chase decision a little 
easier. The Energy Tax 
Incentives Act of 2005 
offers special tax in-
centives for purchasers 
of fuel-efficient vehi-
cles.  
 
The Act offers new tax 
credits for the purchase 
of hybrid, fuel cell, ad-
vanced lean burn and 
other alternative power 
vehicles. The size of 
the credit varies de-
pending generally on 
the weight class of the 
vehicle and the rated 
fuel economy. The 
credit applies to vehi-
cles placed in service 
after 2005 so you may 
want to hold off your 
purchase until next 
year.  
 

Tax Credits for Purchasing Energy-Efficient Vehicles 
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increase of at least 30 
percent.  The credit is 
subject to certain maxi-
mum incremental cost 
amounts ranging from 
$7,500 to $30,000 de-
pending upon the 
weight class of the ve-
hicle.  
 
Fuel cell vehicles  
A qualified fuel cell 
vehicle is a motor vehi-
cle that is propelled by 
power derived from 
one or more cells 
which convert chemical 
energy directly into 
electricity by combin-
ing oxygen with hydro-
gen fuel which is stored 
on board the vehicle 
and may or may not 
require reformation 
prior to use. The 
amount of credit for the 
purchase of a fuel cell 
vehicle is determined 
by a base credit amount 
that depends on the 
weight class of the ve-
hicle and, for automo-
biles or light trucks, an 
add i t i ona l  c r ed i t 
amount that depends on 
the rated fuel economy 
of the vehicle com-
pared to a base fuel 
economy. The base 
credit amounts range 
from $8,000 for vehi-
cles weighing 8,500 
pounds or less to 
$40,000 for vehicles 
weighing more than 
26,000 pounds. The 

fuel economy credit 
amounts range from 
$1,000 to $4,000, de-
pending on the vehi-
cle's rated fuel econ-
omy.  
Alternative fuel vehicles  
Qualified alternative 
fuel motor vehicles are 
vehicles that operate 
only on qualifying al-
ternative fuels and can't 
be operated on gasoline 
or diesel. The credit for 
the purchase of a new 
alternative fuel vehicle 
is 50% of the vehicle's 
incremental cost, plus 
an additional 30% if 
the vehicle meets cer-
tain emissions stan-
dards, but not more 
than between $4,000 
and $32,000 depending 
upon the weight of the 
vehicle.  
Advanced lean burn 
technology motor vehi-
cles  
A qualified advanced 
lean burn technology 
motor vehicle is a pas-
senger automobile or 
light truck with an in-
ternal combustion en-
gine that is (1) de-
signed to operate pri-
marily using more air 
than is necessary for 
complete combustion 
of the fuel, (2) incorpo-
rates direct injection, 
(3) achieves at least 
125% of the 2002 
model year city fuel 
economy, and (4) 

meets other conditions. 
The amount of the 
credit is the sum of (i) 
an amount for fuel effi-
ciency of between $400 
and $2,400, and (ii) an 
amount for conserva-
tion of between $250 
and $1,000.  
 
Other rules  
In general, the credit 
for purchasing any of 
these alternative power 
vehicles is taken by the 
vehicle owner, includ-
ing the lessor of a vehi-
cle subject to a lease, in 
the year the vehicle is 
placed in service. A 
vehicle must be used 
predominantly in the 
U.S. to qualify for the 
credit.  
This is a very general 
discussion of these new 
provisions. If you are 
contemplating making 
a purchase as described 
above, you should con-
sult with your tax advi-
sor.  
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This article is intended to be gen-
eral in nature and is not intended 
to be all inclusive or to address 
the circumstances of any particu-
lar situation. No one should act 
on such information without ap-
propriate professional advice and 
only after a thorough review of 
the particular situation. Further, 
this article is not a tax opinion. 
To the extent that this article 
includes any tax advice it is not 
intended or written to be used by 
the recipient or any other party 
for the purpose of avoiding pen-
alties that may be imposed by the 
Internal Revenue Code or any 
other tax authority. To further 
discuss this article or for more 
information, please contact us. 


