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‘ Introduction

‘ A Brief Review of Elective Pay
‘ General Government Procurement Best Practices

‘ Comibining Elective Pay with Procurement Best Practices

‘ Strategies for Elective Pay Integration in RFPs and Contracts
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A collaborative effort to demonstrate the viability and utilization of IRA elective
pay as a pathway for local clean energy and electrification, supporting 60+
cities with “lighthouse projects” using elective pay. Lighthouse partners give
targeted technical assistance across a cohort of early-adopter local
governments and eligible entities.
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This material has been prepared for informational purposes only and is not
intended to provide and should not be relied on for tax, accounting, or legal
advice.

Although every effort has been made to provide complete and accurate information,
World Resources Institute and partners make no warranties, express or implied, as to
the accuracy of this summary and assume no liability for its use. This material
summarizes proposed federal guidance on specific statutory provisions and may be
superseded by the release of final guidance or subsequent legal interpretation. The
views and opinions expressed herein do not necessarily state or reflect those of the
Internal Revenue Service or the U.S. government. Interested parties should consult a
qualified tax adviser about the potential application of tax provisions to their specific
circumstances.
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Previously, tax-exempt entities could
not directly claim tax credits.

However, elective pay, also known as
"direct pay," allows tax-exempt
entities to receive certain clean energy
and climate-related tax credits

as direct cash refunds from the IRS.

Entities eligible for elective pay

include:
PN @
I = 111
i n i
Government

State, local, and tribal . -
instrumentalities

governments
Any Section 501 tax- Public power utilities
exempt entity and rural electric
(501c nonprofits, cooperatives
religious organizations,
social clubs)
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TAX CREDITS & PROJECTS MOST COMMONLY
USED BY LOCAL GOVERNMENTS

. ] Section 30C : Example Projects:
Example Projects: Section 45 *  Microgrid/ Community

EV Infrastructure in Alternative Fuel Vehicle : . Solar
non-urban or low- } Refueling Property PI’OdUCtI(?DnT-(I_:a)X Credit *  Storage deployed at

income areas distribution level
* Port electrification

Credit

Example Projects: Section 45W Section 48 Example Projects:

tion — Credit for Qualified . " Rooftop Solar or
EV F-Ie-et Tran§|t|on Fund C -QI C| Investment Tax Credit Wind on gov.
municipal vehicles, school ommercia ean (|TC) buildings or

buses, public transit Vehicles affordable housing
*  Geothermal HVAC
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« Based on a percentage of eligible cost for » Based on the amount of energy produced

a project and sold by a system in a year

 Claimed and received once a project is » Can be claimed every year for the first ten
placed in service years of a system's life

* As of 2023, equal to 30% of the total » As of 2023, equal to 2.75 cents per
eligible costs of a project if prevailing kilowatt-nour (kWh) if prevailing wage
wage and apprenticeship requirements and apprenticeship requirements are
are met. met.

Beginning in 2025 the Clean Electricity PTC and the Clean Electricity ITC will
replace the traditional PTC / ITC. These tax credits will be tech-neutral and apply to
all generation facilities with a greenhouse gas emissions rate of zero.

Summary of Inflation Reduction Act provisions related to renewable energy | US EPA WORLD RESOURCES INSTITUTE



https://www.epa.gov/green-power-markets/summary-inflation-reduction-act-provisions-related-renewable-energy

FOUR BONUS INCENTIVES AND DISCOUNTS

Domestic Content: Prevailing Wage and
Can be a (+) (add 10%) or Apprenticeship (PWA): Three questions to ask
a (-) (‘haircut’ starts in Only a (-); must meet to about each incentive:
2024) keep 30%

1. Does it apply to my project?
2. Does it add or subtract?
3. How do | comply?
Low Income « Does it require a
o Communities Bonus separate application?
Energy Communities: (LICB): « Are there exemptions or
(+) Adds 10% (+) Can add 10-20% waivers?
depending on who benefits
and where it's located

i‘%jé WORLD RESOURCES INSTITUTE



Applies to electric, fuel cell, and qualifying hybrid vehicles
owned by businesses or elective pay eligible entities

Amount depends on size of vehicle:

= 15% of cost up to $7,000 for partially diesel or gasoline vehicles under
14,000 Ibs;

= 30% of cost up to $7,500 for fully electric or fuel cell vehicles under
14,000 Ibs;

= 30% of cost to $40,000 for larger vehicles over 14,000 Ibs

Venhicle eligibility is less restrictive than the individual clean
vehicle credit. There is a list of eligible manufacturers to
determine credit eligibility.

" WORLD RESOURCES INSTITUTE


https://www.irs.gov/credits-deductions/manufacturers-for-qualified-commercial-clean-vehicle-credit

Applies to electric charging or fuel cell
refueling infrastructure built in "non-urban” OR
low-income census tracts under 45D(e):
 Where the poverty rate is at least 20%; or

« Metropolitan and non-metropolitan area census
tract where the median family income is less than
80% of the state median family income level.

Equal to 30% of eligible costs per charging
port that meets prevailing wage and
apprenticeship requirements, up to $100,000
per charger.

If PWA requirements are not met, the
percentage of the credit is reduced to 6%.

U.S. DEPARTMENT OF

30C Tax Credit

Tract Status

Eligible tract through 2024 (2011-2015
NMTC tracts)

Eligible tract through 2029 (2016-2020
NMTC tracts)

Eligible tract through 2030 (2020 Non-
Urban tracts)

Man | mvaves

Use the 30C Tax Credit Eligibility
Locator to determine eligibility.

WORLD RESOURCES INSTITUTE


https://experience.arcgis.com/experience/3f67d5e82dc64d1589714d5499196d4f/page/Page/
https://experience.arcgis.com/experience/3f67d5e82dc64d1589714d5499196d4f/page/Page/

CLAIMING ELECTIVE PAY

To claim and receive a tax credit

through elective pay, entities Pre-filing registration
must pre-register their projects « Each project must be registered and
and file a tax return with the D e eceR e
IRS.

Filing
Tax credits are claimed on - Entities fill out all applicable tax forms
projects completed in the HDNS W SDRC R SUCtEESRiHOn

previous fiscal year.

Tax funds received

Returns are due 4.5_months « Entities receive the tax refunds as a
after the end of the fiscal year. check or a direct deposit.

o
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1. Each tax credit has specific eligibility rules that must be
followed.
2. Elective pay refunds are received after a project is

completed.
3. You must own all or part of the asset to receive a tax credit

through elective pay recapture period (at least 5 years).

4. Some tax credits require large amounts of documentation
that governments may not usually have on hand.

5. Filing requires significant administrative capacity and
internal coordination between legal, financial, and

pl Ogl ammaticC O1TicCes.
WORLD RESOURCES INSTITUTE




Many local governments have been working towards
claiming tax credits on projects they placed in service in
2023 or 2024. These projects were largely not designed or
undertaken with elective pay in mind. The elective pay
program, however, is currently slated to be in place until

2032.

How do government entities actively integrate
elective pay into procurement processes to ensure
compliance and maximize benefits?

WORLD RESOURCES INSTITUTE
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GENERAL GOVERNMENT
PROCUREMENT BEST PRACTICES
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 Compliance with laws and policies
« Competition / Price \
* Improved Efficiency @ é ,
 Risk Management @

 Transparency

 Supplier Access and Fairness
Opportunity




State and local procurement policies

often mimic Federal Procuremen
Policies (2CFR200)

eneral best practices include:

* Procurement authority

 Make sure policies are documented

* Collaborate around contract risk
management

* Focus on building a relationship

10 STEPS

TO BETTER COORDINATION BETWEEN FINANCE AND PROCUREMENT

While organizations can structure finance and procurement

in many different ways, they all share one need: the two
functions must be aligned and working together. This issue,
we feature ten steps that all governments can take to improve
the coordination between finance and procurement while

improving org

wide culture, ac

bility, transparency,

and the ability to get results and serve the community.

P authority, F
authority is the power to award or
ing p

l Understand the importance of

approve tocurement

or appropriate
jan, and budge

approvals, compet
ilability

( Separate purchase from payment.
Don't contuse multiple approval
process o place
time. When the budget is approved, funding
Iplan. Approva
1 ensure prop

over

allowa

to n agreament with
ndor. Approving the

approvalis
y withina system of

() Use p-cards effectively. GFOA
recommends that all governments
e , explore the use o!

purcha

cards to improve

to make amall and routine purcha
P-cardsalso ha ol to elimi
work otfortin rgistering vendors.

\g purchase orders, and processing
but anly when used without
burdensome, redundant, and

administ ve processes that don'tadd

anyv

0.

correctly. Purchase
requisitions manage the
hase. They should

l Use purchase requisitions

advance ofa
or al

11 also pre-en
providing nacessary budget checks
startinga compatitive

ent process. Using
tore

ks to ansure
ement
eatly improves
the reliability of budget reporting,

B Document existing policies
. and procedures. The entire

orga
trom documented pol
dures. For fi
procure
howove:

zation vi

opportuniti
and coll

®  Collect teedback from

) customers. Finance and
ment both

holder groups

proc

the same stak:

meet the ny
and pursu
off

5 of the organization
ared goals of

ncyand transparency.

P Set expectations using service-level
agreements. psh
hald account

R expectal , improving the
ption of s 05, and deny
ability, When there are issues,
standards can pinpoint
for improvement

strating

Collaborate on contract risk
nt. Finar nd
\ould work together
mMent approp
nd controls, and

a
polici

averall program to manage contral

throughout their lifecycle,

( Clarify ethical procurement
On the surface, knowing what's

Q right and wrong can seem easy;
butin pract thics related to finan

and procur
Allorgan
with conflicts of interest, vendor gifts,
untair competition, and vendor relationships
Finance and procurement should work
clear

rement—and then work to communicate

s messages throughout the organization

Focus on building a relationship.
ing down organizational

stlos and improv
on requires professio
tinance and pr
mutual unders

collabo

table. in
atf from finance and
eed to work on buildinga
ralationship. Reach out and getto know your
peers, better understand why whatthey foel
is important, and take time to lsten to their
You never know, v

concer
that proc
similara
thought. 1§

night find
sment and finance are more
aligned than you previously

19


https://www.gfoa.org/materials/gfr0624-10steps
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PROCUREMENT: WHY IS IT DIFFERENT?

Similar:

 General Government best
practices in procurement

« 2CFR200 subpart D and
competitive bidding

Different:

« Governments are now income tax
filers

 Thisis not a grant

* Reporting position responsibilities
and internal controls for any
additional add-on tracking

©" WORLD RESOURCES INSTITUTE


https://www.gfoa.org/finance-procurement
https://www.gfoa.org/finance-procurement
https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200/subpart-D/subject-group-ECFR45ddd4419ad436d
https://www.gfoa.org/lighthouse-cohort-partner-resources
https://www.gfoa.org/lighthouse-cohort-partner-resources

Why?
Added Audit and Contract Responsibilities

What?
Written Policies and Procedures

How?
Coordinated Efforts Between Major Partners, Added Procedures

Who?
Solidifying Relationships Across Finance, Sustainability, Legal and Procurement
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STRATEGIES FOR ELECTIVE PAY
INTEGRATION INTO CONTRACTS AND RFPS




Know Your Risk:

e Do you understand the risks associated with
the tax code?

o Recapture, excess payments,
penalties, reductions in direct pay from
tax-exempt bonds

e Safe harbor provisions
e How do you mitigate this risk?

o Tax Liability Insurance; appropriate
representations and indemnities and
documentation of bonus credits

Takeaway:

Elective pay is a huge opportunity to advance
clean energy. IRS rules are complex. Be sure to
plan ahead and get contractor help to document
your project appropriately to establish compliance!

IRC 6417:

6) Excessive Payment

(A) In general
In the case of any amount treated as payment which
is made by the applicable entity under subsection (a),
or the amount of the payment made pursuant to
subsection (c), which the Secretary determines
constitute an excessive payment, the tax imposed on
such entity by chapter 1 (regardless of whether such
entity would otherwise be subject to tax under such
chapter) for the taxable year in which such
determination is made shall be increased by an
amount equal to the sum of—
(i) the amount of such excessive payment, plus
(if) an amount equal to 20 percent of such
excessive payment.




Generally Applicable Documents Substantiating:
Costs

* Invoices - clearly break out individual eligible costs per project

* Do not allow block billing - require itemized costs for each project
* Purchase Agreements
* Records of Expenditures (receipts, bank statements)

Ownership

* Generally the same as documents that substantiate costs
* For EVs, may include titles and registration documents

Energy Communities
 Location documents and DOE Map data

Low Income Communities Bonus (“LICB”)
 LICB Award documentation from DOE

WORLD RESOURCES INSTITUTE


https://arcgis.netl.doe.gov/portal/apps/experiencebuilder/experience/?id=a2ce47d4721a477a8701bd0e08495e1d
https://drive.google.com/file/d/1oC1KG06cEKiYN3oHIga7gZu-XdA4lecJ/view?usp=drive_link

* Prevailing Wage
o All Laborers and Mechanics working on the project are paid at a rate at least equal to the
prevailing wage in the geographic area in which the project is located for the work they perform.

= Apprenticeship
o At least 15% of all hours of construction, alteration, or repair on the project must be worked by
apprentices from certified apprenticeship programs.
o Each Contractor and Subcontractor employing 4 or more laborers and/or mechanics to perform
construction, alteration, or repair work on the project must employ at least one apprentice to
perform a portion of such construction, alteration, or repair work.

o WAIVED IF:
- Fewer than 4 persons are employed to perform construction, alteration, or repair on the property.

- There are no apprentices available from certified apprenticeship programs.

WORLD RESOURCES INSTITUTE



Generally Applicable Documents Substantiating:
Prevailing Wage and Apprenticeship (PWA)

SAM.gov printout of wage determination (include date of the wage determination)
Records of the facility’s location to demonstrate that the wage determination is
geographically appropriate

Payroll records from contractors/subcontractors showing employee names,
classifications, hours worked, and wages paid for work on the project

Business records (e.g. memos to file) showing periodic inspection of
contractor/subcontractor payroll records (for longer duration projects)

Records of any correction payments made to laborers and mechanics by
contractor/subcontractors

Communication (e.g., E-mail) with apprenticeship programs (if no apprentices available)

WORLD RESOURCES INSTITUTE



TO COMPLY:

 Part 1: Iron and Steel: 100% must be produced in the U.S. - Structural in function

* Part 2: Manufactured Product (applicable share):
— 40% total cost of all “manufactured products” produced in the U.S.
* Increases over 3 years to 55%

— Offshore wind - starts at 20% instead of 40%, but still increases over time
REQUIREMENT WAIVED IF:

* Inclusion of domestic content increases overall construction costs by 25%
* Provisions or products needed to meet the standard are not produced in the U.S. in
sufficient quantities or quality

WORLD RESOURCES INSTITUTE



Generally Applicable Documents Substantiating:
Domestic Content

« Attestations from vendors regarding their products’ compliance

« Waivers/Exemptions
— Design documents showing output less than 1 megawatt
— Generating property documents showing nameplate capacities
— Cost comparisons showing use of US iron, steel, or manufactured products would
increase construction costs by over 25%
— Attestations by industry experts showing that US iron, steel, or manufactured products
are not available in sufficient quantity or quality
— Involve City legal and tax counsel early to update procurement forms, and other contracts to
incorporate appropriate representations and indemnities and bonus credit compliance information

(e.g., domestic content); properly value your tax credit basis.

WORLD RESOURCES INSTITUTE



 Documenting Project Cost
o Include requirement to breakdown project cost and other documentation requirements in
contractor service agreement and include necessary documentation.
* Include Ability to Meet Bonus Requirements in RFP / RFQ
o Language indicating that the project is intended to qualify for the desired credits and any bonus
adders.
o Request representations that the Contractor or Vendor will provide necessary documentation of
compliance with PWA/DC requirements.
* Include Contractor / Vendor Liability for Failure to Meet Requirements
o In additions to the representations in the RFP/RFQ, the contract should include language
imposing liability on the Contractor for failure to meet any applicable credit or bonus
requirements

WORLD RESOURCES INSTITUTE


https://drive.google.com/file/d/157jX1ZvpH70kMM82WL6MhRrORzzLNR5s/view
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Fundamentals of IRA tax credits
Key takeaways specifically for local governments

Solar finance case studies:
— 100 kW on affordable housing in Milwaukee, WI
— 2-MW on a convention center in Phoenix, AZ
—  5-MW project for a municipal utility in Charlotte, NC

Roles and strategies for local governments

CATALYZING LOCAL CLEAN ENERGY

A Roadmap for

Maximizing Inflation
Reduction Act
Opportunities and
Community Benefits

Link: Catalyzing Local Clean Energy: A Roadmap for Maximizing Inflation Reduction Act Opportunities and
Community Benefits.

WORLD RESOURCES INSTITUTE


https://cityrenewables.org/resources/local-government-roadmap-for-maximizing-clean-energy-opportunities-in-the-inflation-reduction-act/#:~:text=Resource-,Catalyzing%20Local%20Clean%20Energy%3A%20A%20Roadmap%20for%20Maximizing%20Inflation,Act%20Opportunities%20and%20Community%20Benefits&text=This%20resource%20serves%20as%20a,by%20the%20Inflation%20Reduction%20Act.
https://cityrenewables.org/resources/local-government-roadmap-for-maximizing-clean-energy-opportunities-in-the-inflation-reduction-act/#:~:text=Resource-,Catalyzing%20Local%20Clean%20Energy%3A%20A%20Roadmap%20for%20Maximizing%20Inflation,Act%20Opportunities%20and%20Community%20Benefits&text=This%20resource%20serves%20as%20a,by%20the%20Inflation%20Reduction%20Act.
https://cityrenewables.org/resources/local-government-roadmap-for-maximizing-clean-energy-opportunities-in-the-inflation-reduction-act/#:~:text=Resource-,Catalyzing%20Local%20Clean%20Energy%3A%20A%20Roadmap%20for%20Maximizing%20Inflation,Act%20Opportunities%20and%20Community%20Benefits&text=This%20resource%20serves%20as%20a,by%20the%20Inflation%20Reduction%20Act.

IRS has put out resources to help folks understand the registration process, including an overview for local
governments, FAQs and a pre-filing reqgistration user quide.

World Resources Institute coordinates trainings and technical assistance on elective pay and IRA
implementation for local governments.

Lawyers for Good Government (L4GG) provides extensive information, fact sheets, and worksheets on
their Elective Pay and IRA Tax Incentives Resources page that can help you plan and prepare for elective
pay filing. L4GG also provides an ability to ask a legal question of its large expert attorney network and
publishes all previous answers. Use L4GG’s Clean Energy Tax Navigator.

The Government Finance Officers Association (GFOA) aggregates information on finance-oriented
questions including portal submissions; timing of IRS, financial statement and audit processes; financial
statement recognition of credits, and strategic financial planning. GFOA has best practices and IRA
implementation resources for states, localities and instrumentalities that you may find helpful in planning.

Electrification Coalition provides technical assistance and resources for vehicle elective pay credits.

" WORLD RESOURCES INSTITUTE


https://www.irs.gov/credits-deductions/register-for-elective-payment-or-transfer-of-credits
https://www.irs.gov/pub/irs-pdf/p5817e.pdf
https://www.irs.gov/pub/irs-pdf/p5817e.pdf
https://www.irs.gov/credits-deductions/elective-pay-and-transferability-frequently-asked-questions-elective-pay#:~:text=File%20the%20required%20annual%20tax,s)%20and%20required%20return%20attachments.
https://www.irs.gov/pub/irs-pdf/p5884.pdf
https://www.wri.org/initiatives/ira-elective-pay-implementation
https://www.wri.org/initiatives/ira-elective-pay-implementation
https://www.lawyersforgoodgovernment.org/elective-pay-ira-tax-incentives
https://www.lawyersforgoodgovernment.org/elective-pay-questions
https://cleanenergytaxnavigator.org/
https://www.gfoa.org/best-practices
https://www.gfoa.org/ira-implementation-resources
https://www.gfoa.org/ira-implementation-resources
https://electrificationcoalition.org/resource/direct-elective-pay-under-the-ira/

These annotated tax forms can explain how to actually fill out the tax forms:

« Form 3468 - Section 48/Investment Tax Credit (ITC) - from GFOA & L4GG
« Form 8936 & Schedule A - Section 45W/EV purchases - from Electrification Coalition

 Form 8911 & Worksheet 1 - Section 30C/EV infrastructure - from Electrification Coalition
e Form 3800 - General Business Income - from GFOA & L4GG
« Form 990-T - Exempt Org. Business Tax Return - from GFOA & L4GG

WORLD RESOURCES INSTITUTE


https://drive.google.com/file/d/1kbu-eClInGlbJymYcjDWqx0RNpX3rW_-/view
https://electrificationcoalition.org/wp-content/uploads/2024/05/Form-8936.pdf
https://electrificationcoalition.org/wp-content/uploads/2024/05/Schedule-A-Form-8936.pdf
https://electrificationcoalition.org/wp-content/uploads/2024/05/Form-8911-and-Worksheet-1.pdf
https://drive.google.com/file/d/1mQLBu_U2k590K5OYVdwi1v4NAZCbAt1k/view?usp=sharing
https://drive.google.com/file/d/1ufF_Zj-kQZIF7fcgkRaaIZpL7r1ROxt8/view?usp=sharing

) Taxaviator An easy to use framework
o and interactive form that
Which option best describes your project? walks through the process of

determining eligibility for
these tax credits, offering
technical resources and, in

L9 certain cases, direct pro bono
- - services to level the playing
£V Vehicle [Fleat £V Charging/ Solar / Wind/ field for communities that
N cecesiioletorges, || Somnanmgy cannot otherwise afford a tax
st o and o ncome advisor or legal counsel.

Link: Clean Energy Tax Navigator

WORLD RESOURCES INSTITUTE


https://cleanenergytaxnavigator.org/?gad_source=1&gclid=CjwKCAiA6t-6BhA3EiwAltRFGBto16RuOg13sIdipVftMH_rRzoDnzwUoOO0GluHslR4E5ZpG9ZPjhoCufMQAvD_BwE
https://cleanenergytaxnavigator.org/?gad_source=1&gclid=CjwKCAiA6t-6BhA3EiwAltRFGBto16RuOg13sIdipVftMH_rRzoDnzwUoOO0GluHslR4E5ZpG9ZPjhoCufMQAvD_BwE
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