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Inflation Reduction Act of 2022

Dear Clients and Friends,

We know that the recently passed Inflation Reduction Act of 2022 ("Act" also sometimes referred to in the media
as "IRA" for Inflation Reduction Act, not to be confused with an actual IRA) has been making headlines lately, so
we want to take this opportunity to share a few of the provisions with you. There are a lot of items covered in this
act, so please be aware that we have focused primarily on tax related provisions which may impact you. We are
providing information and overview summaries of the following:

 

Clean Vehicle Credits
 

Residential Energy Incentives

Business Energy Incentives

Other Business-Related Provisions

Healthcare Provisions

Internal Revenue Service Funding

Clean Vehicle Credits
 There have been broad changes to the clean vehicle tax credit, including extending it through 2032 and creating a

new credit for previously owned clean vehicles. These generally go into effect for vehicles placed in service after
2022.

For new vehicles purchased after August 16, 2022, the date the bill was signed, the maximum credit remains at
$7,500, but to claim the full credit the final assembly has to be in the U.S. To verify whether a motor vehicle
meets the final assembly requirement, there is a two-step process. First, one can check to see if the vehicle
appears on the Department of Energy's list of model year 2022 and 2023 vehicles that may qualify, at
https://afdc.energy.gov/laws/inflation-reduction-act. As a second step, one should enter the vehicle's VIN into the
National Highway Traffic Safety Administration VIN Decoder tool at https://vpic.nhtsa.dot.gov/decoder and view
the "Plant Information" field at the bottom of the results page, this will identify where the vehicle was built. The
200,000 units per manufacturer limit is repealed so Tesla, GM and Toyota purchasers will be able to claim the full
credit for vehicles placed in service after 2022. The credit will only be available if the manufacturer's retail price
doesn't exceed $55,000, or $80,000 for vans, pickups and pickup trucks. Also, the credits will only be available to
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taxpayers below specified income limits in the current and prior calendar years. Those limitations are $300,000
for married filing joint (MFJ) status, $225,000 for head of household (HOH), and $150,000 for all other
taxpayers.

These new income and purchase price limits won't apply to taxpayers who signed a binding written purchase
agreement prior to August 16, 2022, even if the vehicle isn't placed in service until after 2022. Starting in 2024,
the credit can be transferred to the dealer, so that it can be applied to reduce the cash outlay at the time of
purchase, rather than the taxpayer having to wait to get the benefit when they file their return.

After 2022, taxpayers will also be able to claim a credit of up to $4,000 for purchases of qualified used vehicles,
if the sales price doesn't exceed $25,000, the car is at least two years old, and the taxpayer's current and prior AGI
is below $150,000 for MFJ, $112,500 for HOH and $75,000 for all other taxpayers.

Residential Energy Incentives
 The Act includes extension and expansion for tax credits for energy-efficient home improvements. Homeowners

can cut their tax bill if they install new energy-efficient windows, doors, water heaters, furnaces, air conditioners,
and the like. The legislation extends and enhances two tax credits that reward "green" updates to your home. One
of the tax credits is the Nonbusiness Energy Property Credit, which actually expired at the end of 2021 but is now
extended through 2032, and has received a new name, the "Energy Efficient Home Improvement Credit". For tax
year 2022, the credit is revived and the old rules apply. Starting in 2023, the credit will be equal to 30% of the
costs for all eligible home improvements made during the year. It will also be expanded to cover the cost of
certain biomass stoves and boilers, electric panels and related equipment, and home energy audits. Each type of
improvement has a separate limitation, and there will be an overall annual limit of $1,200 for this credit, so
taxpayers may want to spread out qualifying projects between tax years. The limit for certain water heaters,
pumps, biomass stoves and boilers are the exception - these can result in a credit up to $2,000 annually. Note that
roofing and air circulating fans will no longer qualify for the credit. The second credit homeowners get is the
Residential Clean Energy Credit, which is an extension of the former Residential Energy Efficient Property
Credit. The credit is extended through 2034 and the amount jumps to 30% of the cost to install qualifying systems
that use solar, wind, geothermal or fuel cell power to produce electricity, heat water, or regulate the temperature
in your home. This 30% credit is available from 2022 (retroactive to January 1st) to 2032, then it falls to 26% for
2033 and 22% for 2034.

The Act also added the High-Efficiency Electric Home Rebate Program to help American families go green. The
program will provide rebates to low-and-middle income families who purchase energy-efficient electric
appliances. To qualify for a rebate, the family's total annual income must be less than 150% of the median income
where they live. Rebates for non-appliance upgrades will also be available to qualified families.

 
Business Energy Incentives

 The Act extends past legislation in its support of the clean energy industry and expands the tax credits to apply to
additional technologies and allow project owners to directly transfer such tax credits. The Act extends qualifying
projects which commence construction prior to January 1, 2025. The tax credits are supplemented by an
expanded clean electricity production credit which applies to emission-free electricity generation and the clean
electricity investment credit which applied to emission-free electricity generation and storage. Nuclear
generation, hydrogen produced with renewable energy and stand-alone energy storage would all qualify, along
with solar, wind, hydro and geothermal, and other forms of emission-free electricity generation.

The Act creates a manufacturing tax credit for eligible equipment including PV cells, solar modules, wind energy
components and battery cells, produced in the U.S. and sold between December 31, 2022 and December 31,
2032.

The party claiming the federal tax credits can transfer such credits to an unrelated party, and the resulting
proceeds are not part of the taxable income of the transferring party. The Act also extends the existing carbon
capture tax credit through 2033 and lowers the requirements for capture to allow additional facilities to qualify.

Other Business-Related Provisions
 15% Alternative Minimum Tax (AMT)

 The Act imposes a 15% corporate AMT on the "adjusted financial statement income" of certain corporations and
corporate groups that meet a $1 billion average annual adjusted financial statement income test ($100 million in
the case of certain U.S. corporations that are members of a foreign parented multinational group - provided the
multinational group also meets the $1 billion threshold). The Act also provides detailed aggregation rules for the



computation of the thresholds for the controlled group of corporations and foreign-parented corporations. The tax
is effective for tax years beginning after December 31, 2022.

1% Excise Tax on Repurchase
 The Act imposes a 1% excise tax on the repurchase by a publicly traded U.S. corporation of its stock based upon

the fair market value of the stock, offset by the value of any new stock issued during the same taxable year. The
tax also applies to any transactions that are economically similar to a stock buyback by a covered corporation.
The Act also provides six specified exceptions to the excise tax and special rules under which a repurchase of a
foreign corporation's stock would be subject to the tax. The tax is effective for stock repurchases after December
31, 2022.

Excess Business Loss Limitation of Noncorporate Taxpayers
 A noncorporate taxpayer is not allowed to claim a deduction for any excess business losses in tax years beginning

before January 1, 2027. The Act extends that provision by two years, to 2029. Any disallowed excess business
losses are treated as a net operating loss (NOL) for the current year for purposes of determining any NOL
carryover to subsequent tax years. The at-risk limits and the passive activity limits are applied before calculating
the amount of any excess business loss. An excess business loss is the amount by which the total deductions
attributable to all of your trades or businesses exceed your total gross income and gains attributable to those
trades or businesses, plus a threshold amount adjusted for cost of living. For taxable years beginning in 2021, the
threshold amounts are $262,000 (or $524,000 in the case of a joint return). A "trade or business" can include, but
is not limited to Schedule F and Schedule C activities and other business activities reported on Schedule E. The
limitation is applied at the shareholder or partner level with respect to an S-corporation or partnership taxpayer.

Healthcare Provisions
 The Act has expanded tax credit eligibility for taxpayers who purchase their health insurance from the health care

marketplace. In California, this program is called "Covered CA". The premium tax credit eligibility has been
expanded. Prior to this change, taxpayers could not claim the credit unless their household income was between
100% - 400% of the federal poverty level for their family size. The household income requirement was
temporarily changed due to the COVID-19 pandemic with the American Rescue Plan Act, for the 2021 and 2022
tax years, where the 400% cap was eliminated and thus allowed taxpayers with higher income, who were
otherwise eligible, to claim the credit in those two years. The Act extends this temporary exception to the 400%
cap through tax year 2025. It is estimated that an additional 1.1 million Americans will qualify for the credit in
2022, who otherwise wouldn't have qualified.

The amount of premium tax credits that may be claimed has also increased. For 2021 and 2022, the American
Rescue Plan Act reduced the percentage of annual household income that families are required to contribute
toward their own health insurance premium. Originally, the range was 2% - 9.5% of household income,
depending on family income levels (higher income, higher percentage). For 2021 and 2022, the percentage was
lowered to a range of 0% - 8.5%. The Act allows an additional three years of this lower contribution percentage
range, thereby increasing the amount of the credit that can be claimed. If this provision were not included in the
new legislation, it would have resulted in an increase of premium costs for approximately 13 million people.

Internal Revenue Service Funding
 The ACT increased the IRS budget by approximately $80 billion over a 10-year period. The funding is mainly to

support four different categories of IRS functions as follows:

Enforcement $45.6 Billion

Operations Support $25.3 Billion

Business System Modernization $4.8 Billion

Taxpayer Services $3.2 Billion

Other $0.7 Billion

Based on the previous 10-year IRS budgets, the biggest increase, 153% was to the Business System
Modernization budget. The second largest increase was for enforcement at a 69% increase. This increase in the
budget is projected by the Congressional Budget Office to raise $203 billion in gross revenue and $123 billion in
net revenue for the U.S. government.



 

In a letter from treasury secretary Janet Yellen to IRS commissioner Charles Rettig, she confirmed the U.S.
Department of the Treasury's pledge that the additional IRS enforcement will focus on "high-end noncompliance"
and will not increase the audit rates for households earning less than $400,000.

Please contact us for further discussion regarding your specific situation and how this new tax act might apply to
you.

We wish you a happy and healthy end of summer and look forward to continuing to serve your needs by keeping
you up to date with tax law changes that may impact you.

Your friends at SALLMANN, YANG & ALAMEDA

IMPORTANT NOTICE: This email is intended only for the addressee named above. It contains information that is
privileged, private, confidential, or otherwise protected from use and disclosure. If you are not the intended recipient, you
are hereby notified that any review, disclosure, copying, or dissemination of this transmission, or taking of any action in

reliance on its contents, or other use is strictly prohibited. If you have received this transmission in error, please reply to the
sender listed above immediately and permanently delete this message from your inbox. Thank you for your cooperation.

To ensure compliance with Treasury Department regulations, we advise you that, unless otherwise expressly indicated, any
federal tax advice contained in this message was not intended or written to be used, and cannot be used, for the purpose of

(i) avoiding tax-related penalties under the Internal Revenue Code or applicable state or local tax law provisions or (ii)
promoting, marketing or recommending to another party any tax-related matters addressed herein.
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