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8. Extension and modification of credit for nonbusiness energy property (sec. 1621 of the House bill, sec. 1121 of the Senate 
amendment, sec. 1121 of the conference agreement, and sec. 25C of the Code)  
 
PRESENT LAW  
 Section 25C provides a 10-percent credit for the purchase of qualified energy efficiency improvements to existing homes. A 
qualified energy efficiency improvement is any energy efficiency building envelope component (1) that meets or exceeds the 
prescriptive criteria for such a component established by the 2000 International Energy Conservation Code as supplemented and as 
in effect on August 8, 2005 (or, in the case of metal roofs with appropriate pigmented coatings, meets the Energy Star program 
requirements); (2) that is installed in or on a dwelling located in the United States and owned and used by the taxpayer as the 
taxpayer’s principal residence; (3) the original use of which commences with the taxpayer; and (4) that reasonably can be expected 
to remain in use for at least five years. The credit is nonrefundable.  
 Building envelope components are: (1) insulation materials or systems which are specifically and primarily designed to reduce 
the heat loss or gain for a dwelling; (2) exterior windows (including skylights) and doors; and (3) metal or asphalt roofs with 
appropriate pigmented coatings or cooling granules that are specifically and primarily designed to reduce the heat gain for a 
dwelling. 
 Additionally, section 25C provides specified credits for the purchase of specific energy efficient property. The allowable credit 
for the purchase of certain property is (1) $50 for each advanced main air circulating fan, (2) $150 for each qualified natural gas, 
propane, or oil furnace or hot water boiler, and (3) $300 for each item of qualified energy efficient property.  
 An advanced main air circulating fan is a fan used in a natural gas, propane, or oil furnace originally placed in service by the 
taxpayer during the taxable year, and which has an annual electricity use of no more than two percent of the total annual energy 
use of the furnace (as determined in the standard Department of Energy test procedures).  
 A qualified natural gas, propane, or oil furnace or hot water boiler is a natural gas, propane, or oil furnace or hot water boiler 
with an annual fuel utilization efficiency rate of at least 95.  
 Qualified energy-efficient property is: (1) an electric heat pump water heater which yields energy factor of at least 2.0 in the 
standard Department of Energy test procedure, (2) an electric heat pump which has a heating seasonal performance factor (HSPF) 
of at least 9, a seasonal energy efficiency ratio (SEER) of at least 15, and an energy efficiency ratio (EER) of at least 13, (3) a 
central air conditioner with energy efficiency of at least the highest efficiency tier established by the Consortium for Energy 
Efficiency as in effect on Jan. 1, 2006, (The highest tier in effect at this time was tier 2, requiring SEER of at least 15 and EER of 
at least 12.5 for split central air conditioning systems and SEER of at least 14 and EER of at least 12 for packaged central air 
conditioning systems.) (4) a natural gas, propane, or oil water heater which has an energy factor of at least 0.80 or thermal 
efficiency of at least 90 percent, and (5) biomass fuel property.  
 Biomass fuel property is a stove that bums biomass fuel to heat a dwelling unit located in the United States and used as a 
principal residence by the taxpayer, or to heat water for such dwelling unit, and that has a thermal efficiency rating of at least 75 
percent. Biomass fuel is any plant-derived fuel available on a renewable or recurring basis, including agricultural crops and trees, 
wood and wood waste and residues (including wood pellets), plants (including aquatic plants, grasses, residues, and fibers.  
 Under section 25C, the maximum credit for a taxpayer with respect to the same dwelling for all taxable years is $500, and no 
more than $200 of such credit may be attributable to expenditures on windows.  
 The taxpayer’s basis in the property is reduced by the amount of the credit. Special proration rules apply in the case of jointly 
owned property, condominiums, and tenantstockholders in cooperative housing corporations. If less than 80 percent of the 
property is used for nonbusiness purposes, only that portion of expenditures that is used for nonbusiness purposes is taken into 
account.  
 For purposes of determining the amount of expenditures made by any individual with respect to any dwelling unit, there shall 
not be taken into account expenditures which are made from subsidized energy financing. The term ‘‘subsidized energy 
financing’’ means financing provided under a Federal, State, or local program a principal purpose of which is to provide 
subsidized financing for projects designed to conserve or produce energy.  
 The credit applies to expenditures made after December 31, 2008 for property placed in service after December 31, 2008, and 
prior to January 1, 2010.  
 
HOUSE BILL  
 The House bill raises the 10 percent credit rate to 30 percent. Additionally, all energy property otherwise eligible for the $50, 
$100, or $150 credits is instead eligible for a 30 percent credit on expenditures for such property.  
 The House bill additionally extends the provision for one year, through December 31, 2010. Finally, the $500 lifetime cap (and 
the $200 lifetime cap with respect to windows) is eliminated and replaced with an aggregate cap of $1,500 in the case of property 
placed in service after December 31, 2008 and prior to January 1, 2011.  
 The present law rule related to subsidized energy financing is eliminated.  
 Effective date.—The provision is effective for taxable years beginning after December 31, 2008.  
 
SENATE AMENDMENT  
 The Senate amendment is similar to the House bill, but modifies the efficiency standards for qualifying property.  



 Specifically, the Senate amendment updates the building insulation requirements to follow the prescriptive criteria of the 2009 
International Energy Conservation Code. Additionally, qualifying exterior windows, doors, and skylights must have a U-factor at 
or below 0.30 and a seasonal heat gain coefficient (‘‘SHGC’’) at or below 0.30.  
 Electric heat pumps must achieve the highest efficiency tier of Consortium for Energy Efficiency, as in effect on January 1, 
2009. These standards are a SEER greater than or equal to 15, EER greater than or equal to 12.5, and HSPF greater than or equal 
to 8.5 for split heat pumps, and SEER greater than or equal to 14, EER greater than or equal to 12, and HSPF greater than or equal 
to 8.0 for packaged heat pumps.  
 Central air conditioners must achieve the highest efficiency tier of Consortium for Energy Efficiency, as in effect on January 1, 
2009. These standards are a SEER greater than or equal to 16 and EER greater than or equal to 13 for split systems, and SEER 
greater than or equal to 14 and EER greater than or equal to 12 for packaged systems.  
 Natural gas, propane, or oil water heaters must have an energy factor greater than or equal to 0.82 or a thermal efficiency of 
greater than or equal to 90 percent. Natural gas, propane, or oil water boilers must achieve an annual fuel utilization efficiency rate 
of at least 90. Qualified oil furnaces must achieve an annual fuel utilization efficiency rate of at least 90.  
 Lastly, the requirement that biomass fuel property have a thermal efficiency rating of at least 75 percent is modified to be a 
thermal efficiency rating of at least 75 percent as measured using a lower heating value.  
 Effective date.—The provision is generally effective for taxable years beginning after December 31, 2008. The provisions that 
alter the efficiency standards of qualifying property, other than biomass fuel property, apply to property placed in service after 
December 31, 2009. The modification with respect to biomass fuel property is effective for taxable years beginning after 
December 31, 2008. 
 
CONFERENCE AGREEMENT  
 The conference agreement follows the Senate amendment, with the exception that the new efficiency standards for qualifying 
property, other than those for biomass fuel property, apply to property placed in service after the date of enactment.  


