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Consumer Energy Tax Incentives — Part 11

In the last issue of Wolf
Briefing | wrote about
the tax credits available
for the purchase of en-
ergy-efficient  vehicles.
This article discusses
other consumer energy
tax incentives enacted as
part of the Energy Tax
Incentives Act of 2005.
The incentives come in
the form of tax credits
and are not phased out at
higher-income levels as
are many tax incentives.

These energy credits are
available for various dif-
ferent types of home ad-
ditions and improve-
ments beginning in 2006
as discussed below. Keep
in mind that you proba-
bly will not have to de-
termine for yourself
whether a home improve-
ment creates or saves
enough energy to qualify
for a tax credit under the
new law's complex and
technical rules. In all
likelihood manufacturers
will certify, in the materi-
als that come with their

products, whether
equipment and materi-
als create or save
enough energy to qual-
ify for a tax credit. You
will, of course, have to
shop around for the
best deal and the best
product. You will also
have to determine
whether your use of the
equipment  qualifies
you for tax breaks, and
how to make the best
use of them.

New tax credits for
solar and fuel-cell
equipment. You will
be able to claim a tax
credit each year for:

(1) 30% of the cost
of equipment that
uses solar energy to
generate electricity
(photovoltaic prop-
erty), up to a $2,000
maximum tax credit.
(2) 30% of the cost
of solar water heat-
ing equipment, up to
a $2,000 maximum
tax credit.

(3) 30% of the cost
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of a fuel cell power
plant (new technol-
ogy that converts
fuel into electricity
using electrome-
chanical  methods,
and meets other de-
tailed requirements),
up to a $500 maxi-
mum tax credit.

“Cost” includes instal-
lation as well as hard-
ware costs. The equip-
ment in the first two
categories may be in-
stalled in your main
home or second home
(e.g., vacation home);
the equipment in the
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third category must be
installed in your main
home. “Home” includes
co-ops or condos as well
as single family resi-
dences. All three types of
equipment must be in-
stalled in a home located
in the U.S., and can not
be used to heat a swim-
ming pool or hot tub. Tax
credits for solar and fuel-
cell property will only be
available for equipment
placed in service in 2006
or 2007.

New tax credits for en-
ergy efficient improve-
ments. You will be able
to claim a tax credit for
buying an assortment of
energy saving improve-
ments and installing them
in your main home. The
credit depends on the
type of improvement and
there is an overall life-
time dollar limit for all
improvements. The credit
per improvement is:

10% of the cost of en-
ergy efficient building
envelope components.
These consist of: insu-
lation materials or sys-
tems that reduce heat
loss/gain; exterior
windows  (including
skylights);  exterior
doors; and certain
metal roofs with spe-
cial coatings designed
to reduce heat gain.
You must be the first
user of the equipment,

which must be ex-
pected to last for at
least five years.

Up to $300 tax
credit for the cost of
energy-efficient
building  property
(electric heat pump
water heater, electric
heat pump; geother-
mal heat pump, cen-
tral air conditioner,
and natural gas, pro-
pane, or oil water
heater meeting spe-
cific energy effi-
ciency standards).

Up to $150 credit
for a natural gas,
propane, or oil fur-
nace or hot water
boiler.

Up to $50 credit for
an advanced main
air circulating fan.

Your overall lifetime
tax credit for all of the
above improvements is
$500, but only $200 of
this credit amount may
be for buying and in-
stalling energy-saving
windows. Tax credits
for energy efficient im-
provements will only
be available for equip-
ment placed in service
in 2006 or 2007.

As you can see, the En-
ergy Tax Incentives
Act has created sub-
stantial tax incentives
for homeowners to up-
grade and add equip-
ment that generates
electricity or uses less
electricity or other en-
ergy. This is a very
general discussion of
these new provisions.

If you are contemplat-
ing making purchases
and/or improvements as
described above, you
should consult with your
tax advisor.
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Wolf & Company, P.C.
www.wolfandco.com is a
regional certified public
accounting and business
consulting firm with of-
fices in Boston and
Springfield. The Firm
employs over 125 profes-
sionals providing audit,
tax, IT assurance, regula-
tory compliance, internal
audit and business con-
sulting services. Wolf's
clients include privately-
held and publicly-traded
businesses, financial ser-
vice entities, nonprofit
organizations and indi-
viduals. Wolf & Com-
pany, P.C. is registered
with The Public Com-
pany Accounting Over-
sight Board and is a
member of both a

national and international
affiliation of CPA firms.

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.
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