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Charles Goulding, Jacob Goldman and Raymond Kumar

explain how large industrial and commercial facilities can

reduce energy costs and cut their taxes through the use of

new technology in combination with Code Sec. 179D.

ith the enactment of the Energy Policy
WAct (EPAct) of 2005, tax deductions for

various energy saving measures were
made available to commercial and industrial
buildings through Code Sec. 179D.! Moreover,
technology advancements have not only decreased
potential energy costs, but also have increased tax
deduction opportunities.

In the northern United States, the cost of heating
large industrial and commercial buildings—such as
warehouses, industrial plants, car dealerships and
auto repair garages—during cold winter months
can be substantial. However, by installing energy
saving devices encouraged by Code Sec. 179D,
building owners can decrease heating costs and
take advantage of available tax deductions to re-
duce taxes.

Because of the colder climate, many warehous-
es, industrial facilities, car dealerships and auto
repair garages in northern states have heating sys-
tems but no air conditioning. The northern states
that have a great deal of industry and commercial
facilities include Minnesota, Wisconsin, Michi-
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gan, lllinois, Indiana, Ohio, Pennsylvania, New
Jersey, New York, Northern California and the
New England states.

EPAct Tax Provisions

Under Code Sec. 179D of the EPAct and the
ASHRAE (American Society of Heating Refrigera-
tion and Air Conditioning) building energy code,
commercial buildings are eligible for energy ef-
ficiency tax deductions of up to $1.80 per square
foot. If a building’s energy reducing investment
does not qualify for the full $1.80-per-square-foot
deduction, it may qualify for a deduction on one or
more of the three major sub-systems, which include
(1) lighting; (2) HVAC (heating, ventilation and air
condition); or (3) the building envelope (anything
on the perimeter of the building that “touches” the
outside, such as the roof, walls, windows, doors,
the foundation and related insulation layers). Each
component can qualify for a deduction of up to 60
cents per square foot under the EPAct.

Technology Improvements

For most of these “Heat Only Spaces” (HO Spaces),
the largest building energy costs are lighting and
heating (in that order). Lighting typically makes
up 50 to 70 percent (or more) of total building

~ energy costs. The good news is that, as result of

new energy-efficient lighting technology, most of
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EPAct Deduction Opportunities for Commercial Heaters

Chart 1

Combining EPAct Energy Efficient Tax Deductions
Energy Efficient Lighting & Heating Warehouse, Industrial & Car Dealer/ Repair Shop Facilities
Buildings with no Air Conditioning
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these facilities either have, or are in the process of
installing, highly energy-efficient lighting. In fact,
to date, HO Spaces have been the largest benefi-
ciaries of the EPAct lighting tax incentive.

Space heating and lighting consume most of
the energy in non-refrigerated warehouses.
Installing more efficient lighting to save electri-
cal energy is a popular and first step but what
about the gas-fired heating??

Improved Commercial Heaters

New, improved commercial heating systems
can provide energy cost savings of eight percent
or more over the ASHRAE 2001 building code
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standards. There are multiple heater technologies
suitable for the HO Spaces market, including
direct-fired gas heaters, unit heaters and infra-
red (radiant) heaters. Some of the more popular
highly energy-efficient heaters are the Cambridge
Engineering direct gas fired blow-thru space heat-
ers. The Cambridge units have been selected by
the Environmental Protection Agency and Depart-
ment of Energy as an energy partner to help save
energy in commercial and industrial buildings.
Besides being highly efficient, these units use
natural gas as a fuel source. Natural gas is abun-
dant in the United States and actually has been
declining in price.

Continued on page 28



28

EPAct Deduction

Continued from page 12

Installing more energy ef-
ficient warehouse heating
systems represent a tremen-
dous opportunity to save
energy, reduce carbon emis-
sions and significantly lower
operating costs.?

Property owners in the colder
winter regions should consider

Combining EPAct Tax
Deduction Incentives

The way to optimize energy
and tax savings is by combining
energy and tax planning. Tax
departments and tax advisors,
particularly those with ware-
houses, industrial plants and auto
repair facilities, should first work
with their facilities and energy
planning departments to identify
all HO Spaces and determine en-
ergy costs related to lighting and
heating. Companies with multiple
facilities should compare facili-
ties. When those costs are high,
or if the building energy code
levels are at or below ASHRAE
2001 levels, the potential for
savings is great. Moreover, when
warehouse lighting is greater
than 0.60 watts per square foot,
there is an opportunity for both
energy cost savings and large
EPAct tax deductions.

Chart 1 illustrates how energy-ef-
ficient lighting and energy-efficient
heaters combine to produce en-
hanced EPAct tax deductions for
the HO spaces.



Most utilities offer rebates for
lighting upgrades and many
gas utilities offer rebates for gas
heater upgrades. With combined
lighting and heater projects many
utilities will offer additional
bonus rebates for two or more
energy reduction initiatives.

Benefiting from Prior
Energy-Efficient
Lighting Investments

Since the enactment of the
EPAct tax incentives effective
January 1, 2006, thousands of
warehouses, industrial buildings
and auto repair facilities have
already upgraded to energy-
efficient lighting. Some property
owners may have upgraded their
lighting even before January
1, 2006. Those who upgraded
before 2006, or who may have
missed taking some or all of the
60-cent-per-square-foot light-
ing EPAct tax deduction, may
be able to obtain up to a $1.20
tax deduction and, in some
cases, a $1.80-per-square-foot
tax deduction by upgrading their
heating systems.

Conclusion

The Code Sec. 179D EPAct tax
incentives were shrewdly de-
signed to encourage property
owners to take a comprehen-
sive multifaceted approach to
building energy cost reduc-
tion. Property owners who
understand how the rules apply
to Heat Only buildings with en-
ergy-efficient lighting now have
the opportunity to greatly re-
duce their heating bills through
utility rebates, falling natural
gas prices and Code Sec. 179D
EPAct tax deductions.

ENDNOTES

Energy Policy Act of 2005 (P.L. 109-58).
Ken Williams, Director of Marketing, Cam-
bridge Engineering.
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