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ITC Investment Tax Credit
What is the solar tax credit?

The federal solar tax credit, also known as the investment tax credit (ITC), allows you to deduct 
30 percent of the cost of installing a solar energy system from your federal taxes. The ITC ap-
plies to both residential and commercial systems, and there is no cap on its value. 

Do I qualify for the solar panel tax credit?

As long as you own your solar energy system, you are eligible for the solar tax credit. Even if 
you don’t have enough tax liability to claim the entire credit in one year, you can “roll over” the 
remaining credits into future years for as long as the tax credit is in effect. However, remember 
that if you sign a lease or PPA with a solar installer, you are not the owner of the system, and 
thus you cannot receive the tax credit.

How do I claim the solar tax credit?

You claim the solar tax credit when you file your yearly federal tax return. Remember to let 
your accountant know you’ve gone solar in the past year.

2016 – 2019: The tax credit remains at 30 percent of the cost of the system. 
2020: Owners of new residential and commercial solar can deduct 26 percent of the cost of the 
system from their taxes.
2021: Owners of new residential and commercial solar can deduct 22 percent of the cost of the 
system from their taxes.
2022 onwards: Owners of new commercial solar energy systems can deduct 10 percent of the 
cost of the system from their taxes. There is no federal credit for residential solar energy sys-
tems.
Additionally, in previous years, owners of new solar energy systems could not claim the tax 
credit unless their system was operational. Now, the legislation allows them to claim it as soon 
as the construction of the system begins, as long as it is operational by December 31, 2023.

Do I qualify for the solar panel tax credit?

As long as you own your solar energy system, you are eligible for the solar tax credit. Even if 
you don’t have enough tax liability to claim the entire credit in one year, you can “roll over” the 
remaining credits into future years for as long as the tax credit is in effect. However, remember 
that if you sign a lease or PPA with a solar installer, you are not the owner of the system, and 
thus you cannot receive the tax credit.

BREAKING DOWN ‘Tax Credit’

Tax credits are more favorable than tax deductions or exemptions, because tax credits reduce 
tax liability dollar for dollar. While a deduction or exemption still reduces the final tax liability, 
they only do so within an individual’s marginal tax rate. For example, an individual in a 15% 
tax bracket would save $0.15 for every marginal tax dollar deducted. However, a credit would 
reduce the tax liability by the full $1.
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MACRS as a Method of Depreciation
The Modified Accelerated Cost Recovery System (MACRS), 

Established in 1986, is a method of depreciation in which a business’ investments in certain 
tangible property are recovered, for tax purposes, over a specified time period through annual 
deductions.

50% Bonus Depreciation on a $1 Million Solar Project

Under 50% Bonus Depreciation, system owners may claim depreciation of half of their solar 
facility after it is placed in service... BOOM: 50% x $850,000 = $425,000 of Bonus 
Depreciation in the first year.  But wait - there’s more!  The other 50% is depreciated using the 
normal depreciation table, in this case 5-year MACRS.* 
So in the first year the 50% Bonus Depreciation reduces the post-ITC Basis by half, from 
$850,000 to $425,000.  Now you can apply the first year 20% MACRS depreciation rate to this 
residual half of the basis, gaining an additional $85,000 of fist year depreciation ($425,000 x 
20% = $85,000).  
Thereafter you continue to apply the MACRS rates to the residual half of the basis… $425,000 
x 32% = $136,000 of depreciation in the 2nd year, and so on.

Accelerated Depreciation Encourages Private Sector Investment

MACRS depreciation is an important tool for businesses to recover certain capital costs over the 
property’s lifetime. Allowing businesses to deduct the depreciable basis over five years reduces 
tax liability and accelerates the rate of return on a solar investment.


