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INFLATION REDUCTION ACT

OF 2022 (IRA)

The Inflation Reduction Act of 2022 (IRA)
substantially extends and enhances the
federal income tax credits and incentives
available for the installation of geothermal
heat pump (GHP) energy property in
commercial buildings, including the
introduction of a new direct payment

option for non-taxable entities. For taxable
businesses, there are also new carryback and
transfer provisions along with a continuation
of the accelerated depreciation benefits.
These new incentives are unfortunately more
complex in structure. This guide is designed
to provide a detailed review of the new tax
and depreciation incentives available for
commercial GHP energy property under the
IRA.

Federal Income Tax Credits:

Investment tax credit (ITC) up to 30% of
system cost basis

Domestic content bonus tax credit up to
10% of system cost basis

Energy community bonus tax credit up to
10% of system cost basis

Direct-pay option for non-taxable entities
No cap on total credit amount

Can be used to offset AMT tax

Can be used in more than one year

Can be carried back up to 3 years or
transferred/sold to an unrelated party
Can be combined with solar and other
clean energy tax credits

Accelerated Depreciation:

5-year MACRS depreciation of system
cost basis (less %2 of tax credit)
Eligible for first-year bonus depreciation

Eligibility:

Building located in U.S.

Original use begins with taxpayer
Construction commenced before
1/1/2035



Business Energy Investment
Tax Credit

The business ITC for geothermal heat pump
property was originally enacted in the Energy
Improvement and Extension Act of 2008. This
legislation added geothermal heat pumps to
the definition of energy property under section
48(a) of the Internal Revenue Code with a
10% tax credit. This credit was extended

by Bipartisan Budget Act of 2018 and most
recently enhanced and further extended by the
IRA of 2022. Retroactive to 1/1/2022, there

is now a 2-tier structure in place with a base
credit rate of 6% and an increased rate of 30%
if any one of the following criteria are met:

1. The maximum net output capacity of the
GHP project is less than 1 megawatt
(3.4 million Btu/h) of thermal energy. The
Geothermal Exchange Organization (GEO)
has submitted analysis that equates
this to a total installed system capacity
of 445 tons for distributed zone-level
GHPs or 285 tons for central plant GHPs.
The Department of Treasury is currently
developing guidance.

2. The project is installed under specific

prevgiling wage and ap_prentices_hip The ITC for GHP energy property is effective
requirements. The IRS issued guidance for ¢, projects that commence construction

these requirements in Notice 2022-61 on  5rjor to0 1/1/2035. In 2033 the base rate

11-30-2022. drops to 5.2% and the increased rate to 26%,
3. Construction of the project was while in 2034 they decline to 4.4% and 22%
commenced prior to 1-30-2023. respectively.
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Transfer or Sale of Tax Credit
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Depreciation of Energy
Property
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Eligible Geothermal Heat
Pump Energy Property
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Construction Commenced
Requirement
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System Cost Basis
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Dual Use Property Hybrid
GHP Systems
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Energy Credit and AMT
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Ownership Considerations
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Energy Communities
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Interpretations of tax law are frequently established based on the merits of individual cases that come before the IRS, as opposed to pre-conceived rules.
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