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Renewable Energy Made Simple.

Solar Water Heating Tax Credits
An exciting new tax credit has been offered by the Energy Improvement and Extension 
Act of 2008 for home and commercial building owners who install solar thermal hot water 
systems through the end of 2016. This bill extends a onetime tax credit of up to 30% of the 

UNDERSTANDING 

FEDERAL TAX INCENTIVES
for Residential Solar Thermal Systems

total investment for homeowners who install qualified 
water heating systems that get at least half of their 
energy from the sun. 

•  30% of total system cost

•  Can be used to offset AMT tax

•  Can be used in more than one year

•  Can be combined with geothermal and wind tax credits

•  Can be combined with energy efficiency upgrade credits

•  No limit to credit amount for 2009 and beyond ($2,000 cap for 2008)

What’s Eligible?
Water heating equipment that uses solar energy for at least half of the system’s energy 
requirements and is certified for performance by the Solar Rating Certification Corporation 
(SRCC) or a comparable entity endorsed by the state government in which the system is 
located is eligible for the tax credit. 

Covered expenditures include labor for onsite preparation, assembly, or original system 
installation, and for piping and wiring to connect a system to the home. The structure 
must be located in the United States and used as a residence by the taxpayer, although 
primary residency isn’t required. In fact, if a solar water heating system is installed in 
more than one home, there’s no limitation on the number of times the credit can be 
claimed. The system must be installed before December 31, 2016 to qualify. Property is 
considered “placed in service” when installation is complete and equipment is ready for 
use, or when the taxpayer takes residence.

What’s Not?
The credit can’t be claimed on expenses for equipment used solely to heat swimming 
pools or hot tubs.
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How do I claim the Credit?
Use IRS Form 5695 & Instructions (2008) to claim the Residential Energy Efficient Property 
Credit for 2008 or Form 3468 for Commercial Credit. These forms may not be released 
for 2009 yet because of revisions from the “American Recovery and Reinvestment Act.” 
For systems completed in 2008, the maximum tax credit is capped at $2,000. For systems 
completed after January 1, 2009, there’s no limit on the credit amount. The tax credit 
can be used to offset both regular income taxes and alternative minimum taxes (AMT). If 
the federal tax credit exceeds tax liability, the excess amount may be carried forward into 
future years. Spending on solar water heating property adds to your home’s cost basis, 
but also must be reduced by the amount of the tax credit received. 

Helpful Resources  
- FAQs answered by the Solar Energy Industries Association (SEIA) 
- More Information about the “Residential Renewable Energy Tax Credit“ 
- Find additional tax incentives that may be available in your state
- IRS tax code summarized - United States Code Title 26

Non-Business Energy Property Credit
The Non-Business Energy Property Credit is a 30% tax credit (up to $1,500) for spending 
on qualified energy efficiency improvements made to an existing home between 2009 and 
2010. This credit is for improvements on insulation, windows, doors, and solar reflective 
roofing materials and can be claimed in addition to the Energy Efficiency credit for solar 
water heating property. The improvements must be for a dwelling in the United States 
that’s owned by the taxpayer and used as the principal residence. IRS Form 5695 (2009) 
is used to claim the credit, but has not been published yet.

New Energy Efficient Home Credit
Section 45L of the Internal Revenue Code provides building contractors a $2,000 tax credit 
for the construction or substantial renovation of a home that achieves a 50% heating and 
cooling energy cost saving relative to a comparable dwelling that meets the minimum 
requirements of 2004IECC energy code. The home must be sold prior to the end of 2009 
for the builder to receive the credit. An independent accredited certifier, such as a RESNET 
home energy rater, must verify the energy consumption reduction. IRS Form 8908 is used 
to claim the credit. IRS Notice 2008-35 provides detailed guidance.

Home Businesses
If a structure serves as both a residence and place of business, spending may need to be 
allocated between residential and business use. If residential spending is at least 80%, 
then all spending qualifies for the residential credit. For commercial spending, there are 
grants available for 2009-2010 expenditures in lieu of tax credits, and a 6-year MACRS 
accelerated depreciation.
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