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Federal Credits for the Purchase of Natural Gas Vehicles

-- Frequently Asked Questions –

June 9, 2006

In August of last year, President Bush signed into law the Energy Policy Act of 2005.  Included in the law is an income tax credit for the purchase of natural gas and certain other alternative fuel vehicles.  While many elements of the law are clear, there are some ambiguities.  The IRS has issued guidance that clarifies many of these ambiguities, but many still remain.  NGVAmerica, the national trade association for the natural gas vehicle (NGV) industry, has prepared this paper in an effort to help clarify questions about the vehicle tax credit. As with all tax matters, purchasers and sellers should consult professional tax advisors.
Q What is the definition of a motor vehicle for purposes of the vehicle credit?
A:  The term ``motor vehicle'' means any vehicle manufactured primarily for use on public streets, roads, and highways (not including a vehicle operated exclusively on a rail or rails) and which has at least four wheels.

Q: How much is the incentive?
A:  The incentive is an income tax credit for a percentage of the “incremental cost” of new or newly converted NGV.  If the vehicle meets the most stringent emission standard, the credit is 80 percent of the incremental cost (up to a cap).  If it doesn’t meet that standard, it is 50 percent of the incremental cost (up to a cap).  The caps vary depending on the gross vehicle weight rating (GVWR) of the vehicle as follows:



$5,000 for vehicles up to 8,500 lbs.



$10,000 for vehicles over 8,500 lbs. but not more than 14,000



$25,000 for vehicles over 14,000 lbs. but not more than 26,000 lbs.



$40,000 for vehicles over 26,000 lbs.

So, for example, a 6,000 lb. GVWR car that does not meet the most stringent emission standard would qualify for a credit of $2,500 (50 percent of $5,000).  A 30,000 lb. GVWR truck that meets the most stringent emission standard would qualify for a credit of $32,000 (80 percent of $40,000).

Q: How is the “incremental cost” determined?
A: The incremental cost of a vehicle is equal to the amount of the excess of the manufacturer’s suggested retail price for the NGV over the manufacturer’s suggested retail price for a gasoline or diesel fuel motor vehicle of the same model.  While the IRS has not provided specific guidance, the incremental cost of an NGV converted to operate on natural gas should be the conversion cost (hardware and labor).
Q: How do you know if an NGV meets the most stringent emissions standard?
A: This is one of the ambiguous areas that IRS has yet to address.  According to the IRS’ guidance, for a vehicle to be eligible for the 80 percent credit, the manufacturer must submit to IRS documentation.  That documentation must be either:

(1) “a copy of the vehicle’s certificate of conformity under the Clean Air Act and evidence that the vehicle meets or exceeds the most stringent applicable standard (other than a zero emission standard) available for certification under the Clean Air Act or 
(2) “a copy of an order certifying the vehicle as meeting the same requirements as vehicles that may be sold or leased in California and evidence that the vehicle meets or exceeds the most stringent applicable standard (other than a zero emission standard) available for certification under California state laws enacted in accordance with a waiver granted under the Clean Air Act.”
In either case, if the vehicle weighs not more than 14,000 lbs. GVWR, the above documentation must show that the vehicle met those emission standards as of the date of the certification.  If the vehicle weighs more than 14,000 lbs. GVWR, the above documentation must show that the vehicle met those emission standards as of August 8, 2005 (the date the legislation was passed by Congress).  Unfortunately, IRS has yet to explain what qualifies as “the most stringent applicable standard (other than a zero emission standard) available for certification.”  NGVAmerica believes that light-duty vehicles that meet SULEV standards (such as the Honda Civic GX) and heavy-duty vehicles that meet the 2010 EPA emission standards (such as vehicles powered by Cummins Westport’s or Deere’s 2007 engines) clearly meet the most stringent emission standard requirements.  Whether that, in fact, will be the case or how many other vehicles or engines meet the standard will not be known until IRS issues its guidance.

Q: In order to know the level of credit for a vehicle, do I, as a customer, need to know a vehicle’s incremental cost and whether the vehicle meets the most stringent emission standards?

A: No.  The manufacturers (including small volume manufacturers) will inform you of the eligible tax credit for each OEM or converted vehicle.  The procedure is as follows.  The manufacturer must submit documentation to IRS that certifies that its vehicles are eligible for a certain amount of tax credit.  After a review, the IRS will provide the manufacturer with an acknowledgement letter (within 30 days) stating whether purchasers may rely on the certification.  


Q: What if the IRS (after further review) decides that it had made a mistake and revokes a manufacturer’s certificate?  What happens to those customers that had already purchased vehicles?
A: Those customers are protected.  Purchasers may continue to rely on the certification for vehicles they acquired before the date on which the announcement of the withdrawal of the certificate is published (including in cases where the vehicle is not placed in service and the credit is not claimed until after that date).  The IRS will not attempt to collect any understatement of tax liability attributable to such reliance.  The manufacturers, however, may be fined.
Q: When did the tax credit go into effect?  When will it expire?

A:  The credit is effective on NGVs placed into service after December 31, 2005 and purchased on or before December 31, 2010.  

Q: Who is eligible to take the credit? 
A:  The buyer of the vehicle (i.e., the customer) is eligible to take the credit.  The IRS has published a form (Form 8910) to be used to claim the credit. 

Q:  What about buyers who don’t pay federal taxes, such as municipalities, school districts and transits?  Can they benefit from the credit?

A:  Possibly.  When the buyer is a tax-exempt entity, the law allows the seller of the vehicle to take the credit.  The seller must clearly disclose to the buyer in a document the amount of any allowable credit.  It is up to the tax-exempt buyer to negotiate a lower price with the seller for the vehicle.  

Q: What if the seller does not have sufficient tax liability to benefit from the credit or is unwilling to take the credit?
A:  In this case, it is possible that no one can take the credit.  The credit cannot be sold or transferred.  It can, however, be carried forward by the seller for use in later years when it does have tax liability. 

Q: Who is the “seller” when a dealer is selling an OEM produced NGV – the dealer or the OEM?

A: If the vehicle dealer makes the sale to a tax-exempt entity, the dealer is eligible for the credit.  In the case of a dealer that does not have sufficient taxable income, the transaction could (should) be structured so that the sale is made by the manufacturer (or on behalf of another tax paying entity that would be eligible to take the credit).  In this case, the dealer would act as agent for the seller.  This is another of those complicated implementation issues that ultimately will need to be resolved by the IRS. Purchasers and sellers in this situation should consult professional tax advisors on this matter.
Q:  What if a taxpayer leases a vehicle?  Who is eligible for the tax credit?

A: The taxpayer, but IRS guidance on this issue is not yet available.

Q: If I convert an existing gasoline or diesel vehicle to a dedicated NGV, do I qualify for the tax credit?

A: Yes, as long as the converted vehicle is first placed in service on or after January 1, 2006.

Q: If I sell my NGV, does the new buyer qualify for a credit, too?

A: No. The credit can only be taken by the original purchaser of the NGV or, in case of a vehicle that was converted from gasoline or diesel fuel, the first person to place the vehicle in service after the conversion.

Q: Do bi-fuel NGVs qualify for the tax credit?
A: No.  Only dedicated vehicles qualify for the credit.  Bi-fuel vehicles are vehicles that can operate alternately on either natural gas or gasoline (but not on both fuels at the same time).  Since such vehicles can operate on only gasoline if the owner chooses, Congress did not extend the tax credit to bi-fuel vehicles.

Q: Do dual-fuel vehicles qualify for the tax credit?
A: Yes.  Dual-fuel vehicles (or, as IRS refers to them, mixed fuel vehicles) are powered by compression-ignition (i.e., diesel cycle) engines that operate mostly on natural gas, but use a small amount of diesel fuel for pilot ignition.  Since these engines cannot operate solely on diesel fuel (but may operate in a “limp home” mode on diesel fuel), Congress extended the tax credit to vehicle powered by dual-fuel engines.  The law recognizes two types of dual-fuel vehicles – ones that are not able to perform efficiently in normal operation unless its fuel contains at least 90 percent alternative fuel and not more than 10 percent petroleum-based fuel (based on BTU content), and ones that are not able to perform efficiently in normal operation unless its fuel contains at least 75 percent alternative fuel and not more than 25 percent petroleum-based fuel (based on BTU content).  For these vehicles, the tax credit is 90 percent and 70 percent, respectively, of the comparable dedicated NGV.

Q: Are forklifts and other off-road equipment eligible for the vehicle tax credit?
A: No.  The vehicle credits apply only to on-road vehicles.  The vehicle must be licensed to operate on the road.

Q:  How can I get more information?

A:  The latest IRS guidance can be found at http://www.irs.gov/pub/irs-drop/n-06-54.pdf.  To see a copy of the legislation, go to: http://thomas.loc.gov/.   In the “Search Bill Text” field, enter “HR 6.”  Click “Bill Number” and then “Search”.  At the next page, click on “H.R.6.ENR” (in the number 6 version).  At the next page, scroll down to section 1341, and highlight that.  Questions can also be directed to Rich Kolodziej at 202/824-7366 or rkolodziej@ngvamerica.org.
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