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The Inflation Reduction Act of 2022

Denise Nguyen
Federal Funds Coordinator

Denise.Nguyen@ofm.wa.gov
Office of Financial Management

&/ Working together for the equitable future of every Washingtonian.
O



Elective Pay (Direct Pay)

* Inflation Reduction Act’s “elective pay” (often called “direct Bay”) rovisions:
tax-exempt and governmental entities will, for the first time, be able to
receive a payment equal to the full value of tax credits for building qualifying
clean energy projects.

* Unlike competitive grant and loan programs, in which applicants may not
receive an award, direct pay allows entities to get their payment if they meet
the requirements for both direct pay and the underlying tax credit.

* Applicable entities can use direct pay for 12 of the Inflation Reduction Act’s
tax credits, including for generating clean electricity through solar, wind, and
battery storage projects; building community solar projects that bring clean
energy to neighborhood families; installing electric vehicle (EV) charging
infrastructure; and purchasing clean vehicles for state or city vehicle fleets.



Clean Energy Tax Incentives: Elective Pay Eligible Tax Credits

The Inflation Reduction Act of 2022 (“IRA”) makes several clean energy tax credits available to businesses; tax-exempt organi-

zations; state, local,

and tribal governments; other entities; and individuals. The IRA also enables entities to take advantage of

certain clean energy tax credits through its elective pay provision (also colloquially known as direct pay). Elective pay allows
several types of entities, such as tax-exempts and governments, to treat the amount of certain credits as a payment against tax
on their tax returns and as a result receive direct payments for certain clean energy tax credits.

Tax Provision

Description

Production Tax Credit for
Electricity from Renewables
(§ 45, pre-2025)

For production of electricity from eligible renewable sources, including wind, biomass, geothermal, solar,

¢ smalll irrigation, landfill and trash, hydropower, marine and hydrokinetic energy.

i Credit Amount (for 2022): 0.55 cents/kilowatt (kW); (1/2 rate for electricity produced from open loop biomass,
¢ landfill gas, and trash); 2.75 cents/kW if Prevailing Wage and Apprenticeship (PWA) rules are met 227

Clean Electricity Production
Tax Credit (§ 45Y, 2025 onwards)

Technology-neutral tax credit for production of clean electricity. Replaces § 45 for facilities that begin
i construction and are placed in service after 2024.

Credit Amount: Starts in 2025, consistent with credit amounts under section 45 12367

Investment Tax Credit for :
Energy Property (§ 48, pre-2025) |

For investment in renewable energy projects including fuel cell, solar, geothermal, small wind, energy storage,
i biogas, microgrid controllers, and combined heat and power properties

Credit Amount: 6% of qualified investment (basis); 30% if PWA requirements met '4568

Clean Electricity Investment
Tax Credit (§ 48E, 2025 onwards) :

Technology-neutral tax credit for investment in facilities that generate clean electricity and qualified energy
: storage technologies. Replaces § 48 for facilities that begin construction and are placed in service after 2024

Credit Amount: 6% of qualified investment (basis); 30% if PWA requirements met 456

Low-Income Communities
Bonus Credit (§ 48(e), 48E(h))

Application required

Energy Generation & Carbon Capture

Additional investment tax credit for small-scale solar and wind (§ 48(e)) or clean electricity (§48E(h)) facil-
ities (<5MW net output) on Indian land, federally subsidized housing, in low-income communities, and benefit

: low-income households. Allocated through an application process.
Credit Amount: 10 or 20 percentage point increase on base investment tax credit 7

Credit for Carbon Oxide
Sequestration (§ 45Q)

i Credit for carbon dioxide sequestration coupled with permitted end uses in the United States.

Credit Amount: $12-36 per metric ton of qualified carbon oxide captured and sequestered, used as a tertiary

¢ injectant, or used, depending on the specified end use; $60-$180 per metric ton if PWA
i requirements met."”

Zero-Emission Nuclear Power
Production Credit (§ 45U)

For electricity from nuclear power facilities. Facilities in operation prior to August 16, 2022.

Credit Amount (for 2023): 0.3 cents/kWh (reduced rate for larger facilities); 1.5 cent/kWh if PW req’s met 7

For investments in advanced energy projects. A total of $10 billion will be allocated, not less than $4 billion

Clean Fuel Production Credit
(§ 452, 2025 onwards)

o || Advanced Energy Project
E Credit (§ 48C) ¢ of which will be allocated to projects in certain energy communities.
-g Application required i Credit Amount: 6% of taxpayer’s qualified investment; 30% if PWA requirements are met
© H
§ i Production tax credit for domestic clean energy manufacturing of components including solar and wind
S Advanct_ed Manufacturlng i energy, inverters, battery components, and critical materials.
= | Production Credit (§ 45X) i . )
i Credit Amount: Varies by component

Credit for Qualified For purchasers of commercial clean vehicles. Qualifying vehicles include passenger vehicles, buses,
" Commercial Clean Vehicles (§ i ambulances, and certain other vehicles for use on public streets, roads, and highways.
% 45W) Credit Amount: Up to $40,000 (max $7,500 for vehicles <14,000 Ibs) °
Z i
g Alternative Fuel Vehicle For alternative fuel vehicle refueling and charging property, located in low-income and non-urban areas.

Refueling Property Credit i Qualified fuels include electricity, ethanol, natural gas, hydrogen, and biodiesel.

(§ 30C) i Credit Amount: 6% of basis for businesses and can increase to 30% if PWA is met.

. For producing clean hydrogen at a qualified, U.S.-based clean hydrogen production facility.

Clean Hydrogen Production : i o ] ) )

Tax Credit (§ 45V) i Credit Amount: $0.60/kg multiplied by the applicable percentage (20% to 100%, depending on lifecycle green-
®» i house gas emissions), amount increases if PWA is met '’
© :
E Technology neutral tax credit for domestic production of clean transportation fuels, including sustainable

i aviation fuels, beginning in 2025
i Credit Amount: $0.20/gallon ($0.35/gal for aviation fuel) multiplied by CO2 “emissions factor”; $1.00/gallon
i ($1.75/gal for aviation fuel) multiplied by CO2 “emissions factor” if PWA is met '

Please see the notes on the next page or see IRS.gov/cleanenergy for more information.


https://www.irs.gov/credits-and-deductions-under-the-inflation-reduction-act-of-2022

What is eligible for
Elective Pay?

B

® solar
® wind
@ Geothermal

@ Evs

@ EV Charging

— S

@ Lighting
@ HVAC Equipment

) Energy Efficiency
Upgrades



MarinaY
Sticky Note
The column under YES - are there supposed to be more words? e.g. Wind.. maybe missing something after this?


Elective Pay (Direct Pay)
Example of Projects for State Agencies/Higher Education Institutions

Example Projects:

Evpllnfrastruct_ure Section 30C Section 45 E“:I'_“F" I_:::jn:h:
acement in . e Microgri
non-urban or low Alternative fuel ele ctﬁ;?}? gr%tgﬁ ction Community Solar
i refueling propert : e Storage deployed at
S T B RISRErY tax credit {PTC) distribution level
e Port electrification
Example Projects:
EV Fleet Transition e Rooftop Solar or
. . Wind on gov.
& Gov. vehicles, school iy
buses, public transit, ete. ection 45W M buildings or |
e Stacking available with Qualified EnElrgy investment affordable housing
EPA funding e Geothermal HVAC

commercial vehicles tax credit (ITC)

Slide credit: LAWYERS FOR GOOD GOVERNMENT
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Elective Payment

What will agencies need to do to receive a payment?
1. ldentify and pursue the qualifying project or activity

2. Placedin service: The applicable credit property must be placed in service BEFORE a registration
number will be issued.

3. Complete pre-filing registration with the IRS:
This will include:
- preparer(s) create an account with ID.me to be able to log in to the IRS portal
- providing information about the entity,
- which applicable credits the entity intends to earn,
- and each eligible project/property that will contribute to the applicable credit and other information
required.
Once pre-filing is completed, the IRS will provide a registration number for each applicable credit
property. That registration number will go on the tax return as part of making the elective pay election.
Pre-filing registration needs to be done in sufficient time to have a valid registration number to file tax
return.

4. Satisfy all eligibility requirements for the tax credit and any applicable bonus credits, if applicable, for a
given tax yeatr:
* Provide the documentation necessary to properly substantiate any underlying tax credit, including if
bonus amounts increased the credit.

5. File Form 990-T by the due date (or extended due date) and make a valid elective payment election.
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Will you mention briefly about the roles of OFM and agencies? I think it is covered in the implementation...


Elective Payment

Elective Pay Filing Process -

Tax Forms:

. Form 990-T (main form)

. Form 3800 General Business Credit
. Form 8936 EV Vehicles + Schedule A
. Form 3468 Investment Credit (ITC)

. Form 8911 EV Infrastructure

® o O T 9O
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Elective Payment Implementation

» OFM Letter sent earlier this year to agencies to collect a list of projects potentially eligible for Direct Pay

» My work so far: report to the Legislature about returns submitted to the IRS:

No agencies have submitted so far. Very few with projects actually placed in service, mostly electric vehicles
and charging stations.

» Creating a centralized webpage as resource to agencies Direct Pay | Office of Financial Management (wa.gov)

» Communications to agencies to register by 7/31/2024 to file by 11/15/2024

» Supporting role in educating, coordinating effort to take advantage of the program

» For the upcoming 2025 Supplemental and 2025-27 Biennial Budgets: OFM has provided agency budget
instructions related to identifying projects with potential eligibility for the elective pay program.

» OFM will track these projects, educate agencies on eligibility requirements, and work with agencies to ensure
the timely filing of tax returns.


https://ofm.wa.gov/accounting/administrative-accounting-resources/federal/direct-pay
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You are not going to mention the legal assistance available at their costs?


Elective Payment

Questions/Concerns from Agencies

= Use of employee personal information to complete registration and tax returns: what are the
implications and can employee refuse to register/file under their name?
Agency will need a main preparer, a backup and a signer for the tax return.
Response: This is other duties as assigned and staff can be directed to file this paperwork.
Personal information does not show up anywhere else such as PDP, therefore it is not personal.
Employee is acting in their official capacity, not a personal liability

= Who should sign the tax return for the agency filing? And what risks/liabilities would be implied?
Response: Agency head/designee at director’s level

= Canthis process be centralized (at OFM)?
Response: whoever owns the property is the one to file under their own tax identification
number



Elective Payment - Important Links and Resources

For preparer to create an account with ID.me

Create anID.me account - ID.me

Start the pre-filing process with the IRS once an ID.me account is created

Sign In (irs.gov)

IRS tutorial video to navigate the pre-filing portal

https://www.irsvideos.gov/Governments/Resources/ThelRAandCHIPSActPreFilingRegistrationTool
Qverview

IRS’ frequently asked questions

Elective pay and transferability frequently asked questions: Elective pay | Internal Revenue Service

(irs.gov)

Lawyers for Good Government

Elective Pay & IRA Tax Incentives — Lawyers for Good Government



https://api.id.me/en/registration/new
https://sa.www4.irs.gov/sso/?resumePath=%2Fas%2FeRC0Epomjg%2Fresume%2Fas%2Fauthorization.ping&allowInteraction=true&reauth=false&connectionId=SADIPACLIENT&REF=B499BDF6CAD920B08B91E4096D4EF31E111F09AA7DA44FA25F0A0000006F&vnd_pi_requested_resource=https%3A%2F%2Fsa.www4.irs.gov%2Fbola%2Fclean_energy_authorization&vnd_pi_application_name=BOLA
https://www.irsvideos.gov/Governments/Resources/TheIRAandCHIPSActPreFilingRegistrationToolOverview
https://www.irsvideos.gov/Governments/Resources/TheIRAandCHIPSActPreFilingRegistrationToolOverview
https://www.irs.gov/credits-deductions/elective-pay-and-transferability-frequently-asked-questions-elective-pay
https://www.irs.gov/credits-deductions/elective-pay-and-transferability-frequently-asked-questions-elective-pay
https://www.lawyersforgoodgovernment.org/elective-pay-ira-tax-incentives#:%7E:text=Annotated%20Tax%20Forms%3A

Elective Payment - Important Links and Resources

Resources:

OFM Federal Funds Coordinator

Denise.Nguyen@ofm.wa.gov
Virtual Teams Office Hours
Everyday Friday at 9:00AM

OFM’s Direct Pay Information Page

Direct Pay | Office of Financial Management (wa.gov)

Technical Assistance
The AGO


mailto:Denise.Nguyen@ofm.wa.gov
https://ofm.wa.gov/accounting/administrative-accounting-resources/federal/direct-pay
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