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This little-known Federal deduction can generate large tax savings if treated properly.  Keep in mind - unlike many other energy efficient tax incentives, this is a deduction, not a credit, so it does not decrease the tax liability dollar for dollar.  This deduction is similar to Section 179 – the code section that allows a first year write-off of fixed asset cost as depreciation expense.  If the project qualifies for the deduction, the cost of the project or a portion of the cost can be expensed in the current year and any remaining cost can be depreciated over the life of the property.  The incentive for this deduction is the speeding up of the depreciation on the property improvements, similar to the benefits of a cost segregation study.  





There are many different types of energy efficient technologies that qualify for this deduction:  Lighting, furnaces, boilers, windows, doors, roofs, water heaters, insulation and many more.  Unlike some of the residential energy efficiency tax credits, the cost of labor to install these products can be included into the calculation of the deduction.


The maximum deduction possible is $1.80 per square foot (up to the total amount of the project cost) but this only applies if a 50% overall energy savings is achieved from the property improvements.  If the 50% overall energy savings cannot be achieved, a $0.60 per square foot deduction is allowed for each separate building system (1) interior lighting system, (2) heating, cooling, ventilation and hot water systems and (3) building envelope.  In the case of a lighting system that reduces power cost by 25%, a partial deduction of $0.30 per square foot is allowed.





Any taxpaying entity can claim this deduction, but the advantage of this deduction is that it can be transferred by a government owned entity (school, library, military, etc.) to the taxpaying entity that is responsible for designing the energy efficient property.  This deduction cannot be claimed or transferred by any other tax-exempt entity, so churches would not benefit from this deduction.





The property designer, if unrelated to the taxpayer claiming the deduction, or a qualified outside party needs to use IRS-approved software to determine if the project meets the IRS standards of energy efficiency and the building owner/tenant will need to obtain the certification from the designer/outside party.  The Department of Energy maintains a list of approved software.





This deduction has been around since 2006 and is set to expire on 12/31/2013 but look for the government to renew this beyond 2013.





Be aware that some states may not accept this deduction, so it will be an add-back on your state tax return in the current year.  Generally, the state will allow you to depreciate the cost of the property over the life of the improvements without claiming any increased depreciation in the current year.





If you are considering making improvements to your building, this deduction should be on your radar because it can generate immediate tax savings.  Please consult your accountant before starting the project.





Questions/Comments? Contact Kris at 859.331.3300 or kmorgan@vlcpa.com.
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Founded in 1946 and with offices in both Cincinnati and Northern Kentucky, VonLehman is a leading full-service CPA and business advisory firm. VonLehman provides forward-thinking accounting, tax and strategic business advice to closely-held businesses, not-for-profits and governmental entities throughout the Cincinnati and Northern Kentucky region. Specializing in sectors that drive the tri-state economy – including manufacturing and distribution; construction and real estate development; professional services and healthcare, VonLehman provides clients with the depth of services and resources expected from larger national firms, but with an unmatched measure of personal care and attention.  See �HYPERLINK "http://www.vlcpa.com"��http://www.vlcpa.com� for more information.
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