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WHAT IS ELECTIVE PAY?

The Inflation Reduction Act of 2022 reauthorized clean energy tax credits through 2033 for solar, geothermal,
storage, and other qualifying projects for systems under 1MW in size and also enabled non-taxable entities to
access those tax credits directly through a process called Elective Pay (also known as Direct Pay)®.

The "One Big Beautiful Bill Act" (OBBBA)?, enacted on July 4, 2025, requires that wind and solar projects either
“commence construction” by July 4, 2026, or be “placed in service” by December 31, 2027, to qualify for federal
clean energy investment tax credit.

On the surface, having until the end of 2027 to have completed projects qualify for the tax credit is a workable
timeline for entities considering solar in 2025 and 2026. The OBBBA has also introduced the following complicating
factors, which at the time of this fact sheet version have unknown implications:

1. The White House issued an Executive Order directing the Treasury Department to issue new and more
restrictive guidance on what is meant by “commence construction” by late August, 2025. These rules
would impact large (e.g. utility scale) projects that may take many years to build, but should not affect
customer owned projects that will be placed in service by the end of 2027.

2. New and more restrictive Foreign Entity of Concern (FEOC) rules will affect materials sourced from or
financial arrangements involving Russia, China, North Korea, and Iran. These rules are complex?, and
entities pursuing solar will need to consult with their solar contractor and tax advisor to ensure their
project will not be penalized by the FEOC rules, and remain eligible for the credit.

WHO IS ELIGIBLE FOR ELECTIVE PAY?

“Applicable Entities” include tax-exempt organizations, state and local governments and their agencies and
instrumentalities, school districts, tribal governments, and consumer-owned utilities®.

WHAT TAX CREDITS ARE WE TALKING ABOUT?
Eligible entities can access twelve commercial tax credits via elective pay. These are the most relevant’:

1. The (Clean Energy) Investment Tax Credit (ITC) for Energy Property (section 48, pre-2025) and for Clean
Electricity (section 48E, 2025 and onwards) provides a base 30% credit for solar, geothermal, storage, and
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other qualifying projects for systems under 1MW in size (see the next question for larger systems). In
addition to receiving the financial value of the 30%, some projects may also qualify for additional tax
credits. These include a 10% bonus for projects in “energy communities”® a 10% bonus for “domestic
content,” and a 10 or 20% bonus for certain low-income projects. The credits are “stackable” up to 70%
(this is rare), but the total amount of the credit cannot exceed the project's cost.

2. A Refueling Property Credit (section 30C)’ provides up to 30% for refueling/recharging property and must
be placed in service by June 30, 2026.

WHAT ARE THE LABOR AND DOMESTIC CONTENT
REQUIREMENTS? Direct Pay Timeline

There are no labor and domestic content requirements for projects
under 1 MW in capacity. For all projects (not only elective pay) over
1MW, the clean energy investment tax credit (48 and 48E) base rate is
6% and jumps to 30% when prevailing wage and apprenticeship
requirements are met®. For elective pay projects over IMW that do not
meet the domestic content requirements, there is a 100% reduction in
the base value’.

WHAT IS THE PROCESS TO ACCESS THE CREDITS?

Entities eligible for elective pay will need to:*

1. Identify a qualifying project and the related tax credit(s)

2. Determine your tax year 4 The IRS sends payments up to 45

3. Pre-file for a registration number for each applicable property,

4. Satisfy requirements within a given tax year, and o

5. File an annual tax return and make the valid elective payment I SIS BROSANS A TS Syhess et Tot and 18 manihs
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L. . Monprofits Can Now Benefit From Clean Energy Tax
Please contact your local Energy District and your tax advisor for Credits; Environmental and Energy Study Institute:

technical assistance. Miguel Yanez-Barnuevo

SUCCESSFUL PROJECT EXAMPLES

e Clayton County, lowa, installs 76kW Solar System Utilizing S49K in Direct-Pay Incentives
e Nonprofits in Allamakee County complete major energy projects

SELECT NON-GOVERNMENTAL RESOURCES

Lawyers for Good Government ¢ NYU Tax Law Center ¢ International City/County Management Association e
World Resources Institute ® Environmental and Energy Study Institute e BlueGreen Alliance e CPE Elective Pay
Model
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IRA | irs.gov, and Inflation Reduction Act Tax Credit | U.S. Department of Labor
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