Direct Pay Overview
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* What is Direct Pay?

= Applicable credits for Direct Pay
* Credit Amounts and Bonuses
* Process Timeline

= Helpful Resources




e The information provided in this presentation
does not, and is not intended, to constitute
legal or tax accounting advice. Instead, all
information is for general informational

Disclaimer purposes only.

e This presentation provides a high-level
overview of complex tax matters. Please
consult an attorney for legal assistance with
your specific matter.




What is Direct Pay?

= The Inflation Reduction Act (IRA) makes the largest investment in clean energy in United
States history, and much of that investment is delivered via tax incentives.

= Under the IRA, tax-exempt and governmental entities — such as cities and towns -- that do
not owe Federal income taxes are, for the first time, able to receive a payment equal to the
full value of tax credits for building qualifying clean energy projects or making qualifying
investments. This is called Direct Pay (also known as Elective Pay).

= By filing a return and using Direct Pay, these entities can receive a cash refund from the IRS
for certain clean energy projects.

= Direct pay applies to projects put into service January 1, 2023 through December 31, 2032,
creating a decade of tax opportunity to save money on necessary infrastructure
replacements and upgrades while reducing energy costs and carbon emissions.

= Unlike competitive grant programs, the overall potential of these tax credits to states and
municipalities is unlimited. In most cases, the Investment Tax Credit results in a refund equal
to 30% of the project investment.




The Commonwealth's Approach:

-

1. Understand and execute the Commonwealth of Massachusetts filing process for 2023
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2. Provide actionable guidance and resources to cities, towns, and tax-exempt orgs (TEOs)
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3. Build strategy for maximizing impact and usage of tax credits for the state/TEOs

@

4. Provide bridge lending/financing mechanisms for capital projects for TEOS




Most relevant tax credits for municipalities

Example Projects:
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Credit Amounts

* The most common credit is the Investment Tax Credit (ITC). The amount of the ITC
is calculated as a base credit of 6% on the investment basis of the project.

" For the replacement of existing municipal vehicle fleets with new electric vehicles,
entities can receive up to $7,500 per light vehicle and up to $40,000 per larger
vehicle.




Some Basics on Bonuses
Please Note: Additional details apply

Low-income Energy Prevalgzcgj Wage Domestic

Communities Communities Apprenticeship** Content

10% bonus 5x bonus 10% bonus

...if 100% of applicable steel
and iron and an applicable
share of ‘manufactured
products” produced in U.S.

... if project is in a low- ...if project is in historical
income community with “energy community” (i.e.,
extra bonus if residential or closed coal mine, some
econ benefit project brownfield sites)

...if regs for prevailing wages
and registered apprentices
are met

Applies to both ITC Applies to both ITC
ITC only tax basis and PTC tax basis and PTC
rate rate

Applies to both ITC
tax basis and PTC
rate

* - On December,28, 2023, IRS issued new guidance on this rule for projects beginning in 2024 (see Notice 2024-9)

** - Applicable for projects of a size > 1MW



How Direct Pay Credits and Bonuses Affect a S2M Project

Example:

* A municipality with
brownfield status
installs microgrid
with solar and
energy storage.

* Eligible for an ITC
(Energy ITC, Sec. 48)

* Project cost is S2M

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

S0

$200,000
Town recoups
$480,000 40% of project
in tax credits.
$120,000
$1,200,000
Project Financing
B Municipal Funds M Basis Credit

B PWA Bonus W Energy Community Bonus




Do you have 2023 projects? Here’s the process timeline

Spring Decide
A1y I filing date

IRS recommended date (120 days
before filing deadline)

l

Identify Pre-
qualifying register
projects with IRS

Consult legal counsel
and tax advisors

Gather necessary
information for each

qualifying project

Filing
deadline
with IRS

(1) Form 990-T
(2) Form 3800
(3) Applicable source form
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Next Steps for Elective Pay: Beyond 2023

1. Identify projects in the pipeline with in-service dates of 2024 or later:
= Build an internal team by working with financial advisors and counsel to confirm
eligibility, gather documentation, address key questions.

= Complete pre-registration for each project in the IRS Pre-registration portal. This
should be completed 120 days prior to the tax filing deadline.

= File Tax Forms generally 4.5 months after the end of the tax period.
= May 15% for calendar year filers and November 15t for fiscal year filers.

2. Inventory capital needs (new construction, retrofits or vehicles) over the next decade:
= Include tax credit value into real estate and vehicle fleet planning.

= Ensure architects, designers, and facilities managers are aware of tax credit
opportunities.

3. Make a plan for how your municipality will get its share of refunds over the next decade.
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Helpful Resources

FFIO’s Direct Pay Information Page

Elect Pay Overview

CAP webinar on Direct Pay

Lawyers for Good Government Elective Pay resources, including worksheets on:

 EV Purchase
 EV Infrastructure
* Tracking ITC and PTC projects
* Slides from a presentation to local governments (but provides overview of Direct
Pay for all)
IRS Video Tutorial on pre-registration

IRS Q&A
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https://www.mass.gov/info-details/direct-pay-information---unpublished?auHash=PPZJItQdhuHKyBkFE7zh6bHNa5qCuAgyDQds2xN-p2o
https://www.irs.gov/pub/irs-pdf/p5817.pdf
https://www.americanprogress.org/events/how-cities-can-take-advantage-of-direct-pay/
https://www.lawyersforgoodgovernment.org/elective-pay-ira-tax-incentives
https://docs.google.com/spreadsheets/d/1-kzQNtIJ8VqlMpvNtyHYqDT1OUKs3S7U/edit#gid=1857506849
https://docs.google.com/spreadsheets/d/1CVRK0u2hud4j6Fl50fVkNJRWxtrtjLZ6/edit#gid=943854338
https://docs.google.com/spreadsheets/d/1xAm8qMFhy-Dd1-kUbC3CwxmcM_hhXVDA/edit#gid=1414008680
https://www.lawyersforgoodgovernment.org/elective-pay-ira-tax-incentives
https://www.irs.gov/credits-deductions/register-for-elective-payment-or-transfer-of-credits
https://www.irs.gov/credits-deductions/elective-pay-and-transferability-frequently-asked-questions-elective-pay

Thank you!
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Additional Slides
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Direct Pay enables cities and towns to leverage both production tax credits
(“PTCs”) and investment tax credits (“ITCs”)

PTCs include credits for producing electricity from renewable sources, including
wind, biomass, geothermal, and solar (Sec. 45).

ITCs include credits for investing in renewable energy projects such as solar, small
wind, microgrid controllers, and combined heat and power properties (Sec. 48).
ITCs also include credits for purchasing commercial clean vehicles (Sec. 45W) and
investing in alternative fuel vehicle refueling and charging properties (Sec. 30C).
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Next Steps: Do you have 2023 Projects?

1. Decide filing date. Cities and towns must first decide whether they will file based on a calendar or
fiscal year. Filing on a calendar year would enable the entity to potentially receive credit for clean
energy projects placed into service at any point during 2023.

o TheIRS is giving cities and towns an automatic one-time 6-month extension. Normally, entities filing according to a calendar year

would have to file 4.5 months after end of tax year (May 15), For this time only, that deadline is automatically extended
to November 15,

2. ldentify qualifying projects & gather necessary information. The IRS requires that eligible entities
own the asset for which they are seeking credits. To understand if a project owned by an entity
gualifies for a particular year, the entity must determine that the project was placed into service.

3. Pre-register 120 days before filing date. Entities must pre-register with the IRS to obtain a Unique
Registration Number for each applicable credit property. The IRS recommends registering 120 days
before the applicable filing deadline. This would be July 15th for calendar year filers.

4. File on November 15th, 2024! For calendar year filers seeking to claim credits for 2023 projects, file
Form 990-T, Form 3800, and the applicable source form for calculating and claiming any applicable
credits
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