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Executive Summary

The Inflation Reduction Act (IRA) includes Direct Pay tax credits that have the potential to
bring nearly unlimited funding for clean energy projects into the communities that need
them most. Direct Pay tax credits will radically expand publicly owned energy, support
communities transitioning away from polluting energy sources, generate affordable—
and potentially free—electricity, and create good jobs for local communities.

This guide is designed to help state lawmakers seize this historic opportunity for their
communities through:

1 Community education and outreach: State legislators are trusted

" messengers who can spread the word about this opportunity to local

governments, community organizations, and other eligible entities
within their state.

2 Implementation: State legislators can ensure that the state government

" enthusiastically implements the IRA and secures Direct Pay funding for

their state by implementing eligible projects across all levels of state
government.

3 Funding and policy making: State legislators can help other eligible
" entities like local governments and nonprofits implement Direct Pay
projects by providing matching funds, creating revolving funds or low/
no-interest loans, creating technical assistance programs, and building
in policy incentives to increase equity and protect workers within Direct

Pay programs in the state.

Direct Pay tax credits are available to tax-exempt entities like state governments,
local governments, schools, hospitals, public utilities, houses of worship, and nonprofit
organizations for the first time ever. Direct Pay tax credits can fund a wide range of
renewable energy projects like solar arrays, wind turbines, weatherization, electric
vehicle (EV) charging infrastructure, and storage resources like batteries. Every project
that meets the Direct Pay requirements will receive the tax credit, so communities can
implement project after project without competing for limited and dwindling funds.
However, it will take robust leadership from state-level elected champions to fully realize
this opportunity.

State governments can receive Direct Pay tax credits, which can provide significant
funding for state-owned green energy projects and can be used on an uncapped
number of qualifying projects. In addition, state governments have a critical role to play
in ensuring that state residents understand this opportunity and have the knowledge,
financing, and technical support needed to seize this opportunity through policies
like grants, revolving funds, and technical assistance. This guide is intended for state
governments to use and to better understand how to use Direct Pay to help expand
resilient, sustainable energy, lower energy costs, take action on the climate crisis, and
create good-paying local jobs.



SECTION T

ABOUT DIRECT PAY

For the first time ever, thanks to the IRA, the federal government will give tax-free direct
cash funding to tax-exempt entities like state governments, local governments, schools,
hospitals, public utilities, houses of worship, and nonprofit organizations to build renewable
energy projects like solar arrays, wind turbines, EV charging infrastructure, and storage
resources like batteries. This provision—called Direct Pay, or sometimes Elective Pay—gives
tax-free cash payments from the IRS. These Direct Pay tax credits create an opportunity to
radically expand publicly owned energy, support communities transitioning away from
polluting energy sources, generate affordable—and potentially free—electricity, and create

good jobs for local communities.

The funding available through Direct Pay
can be unlimited! Direct Pay funds come

in the form of refundable tax credits. Since
eligible entities like state governments

are tax-exempt, the tax credits are cash
payments from the federal government
and are paid directly to the eligible entity
once the project begins generating energy.
The credits last until 2032, and once the
IRS determines that the project qualifies,
the eligible entity will receive direct tax-
free funds covering 30% to 70% of the
project costs or an amount for each
kilowatt generated. Every project that
completes a pre-filing process and meets
the IRS’ requirements will get Direct Pay
funds. Projects that meet worker protection
standards, buy American-made materials,
and support communities with the greatest

need will also qualify for more funding.

The state governments, cities, counties,
nonprofit organizations, and other

eligible entities can all access this funding
simultaneously and do not need to compete
with each other for it. Eligible entities

are not limited in the number of eligible
projects they can undertake. For example,
state governments could put solar panels
on state-owned buildings, invest in EV
charging infrastructure for state fleets, and
create a program to build state-owned solar
panels and wind turbines in communities
across the state. Each of these projects
would be eligible for Direct Pay funding
once completed, and there is no limit to the
number of eligible projects that the state
could complete.


https://www.irs.gov/pub/irs-pdf/p5817g.pdf
https://www.bluegreenalliance.org/resources/bluegreen-alliance-domestic-content-user-guide/
https://www.bluegreenalliance.org/resources/hard-hit-communities-map/
https://www.bluegreenalliance.org/resources/hard-hit-communities-map/

Eligible entities can maximize economic justice
for working people by meeting the IRA’s
requirements to pay workers a prevailing wage
and use registered apprentices on projects so
workers get the training they need to build
careers. State and local governments can also
ensure their projects create safe, high-quality
jobs and that projects stay on time and budget
by using union labor. State governments can
also maximize their impact on economic justice
by attaching additional worker protection
requirements for Direct Pay-eligible projects that
receive state grants or state technical assistance.
See the Congressional Progressive Caucus
Center’s (CPCC) FAQs on How to Protect Direct
Pay Project Workers and Guide to IRA Worker
Protection Requirements for more information.

In addition to creating good green jobs, states
can use Direct Pay to increase economic and
racial justice by lowering the burden of high
energy costs on low-income households. Twenty-
five percent of all U.S. households struggle with a
high energy burden (i.e., spend more than 6% of
their income on energy bills), and 67% of low-
income households face a high energy burden.
Black households have a 43% higher rate of
energy burden compared to non-Hispanic white
households. Native American households face a
45% higher burden, and Hispanic households face
a 20% higher burden than non-Hispanic white
households. Renters and older people also face
disproportionate burdens. Publicly owned clean
energy infrastructure can play a critical role in
lowering energy costs for households struggling
to afford to heat and cool their homes because
publicly owned energy can serve the public
interest rather than shareholder profits, keeping
costs down.

Governments can maximize racial justice by
taking on projects that serve the communities
that have been hardest hit by racist policies, fossil
fuel extraction, and pollution. Black, Indigenous,
and other people of color are more likely to live
in communities with high pollution burden, that
are near dirty power plants, or that are facing
catastrophic harm in the climate crisis. For
example, the American Lung Association found
that people of color are 3.7 times more likely
than white people to live in a county with high
levels of air pollution. People of color are also
disproportionately likely to live in areas affected

by heat or flooding and work in occupations
where they are exposed to toxic conditions. A
rapid and just green energy transition is critical to
achieving racial justice.

The unprecedented funding offered by Direct
Pay is a critical opportunity to begin investing

in the communities that have borne the greatest
burden under the current extractive energy
economy. For example, a state government
might build publicly owned resilient power in
communities prone to blackouts and outages.
Similarly, a state government could build publicly
owned utility-scale renewable energy projects
to transition away from coal-fired power plants,
install community solar for public housing units,
or install public EV charging stations in frontline
communities.


https://docs.google.com/document/d/1VN8Cj9jhGJaMI8PnYIjpPinWaSZSsY_wgpCSPLHVlzE/edit#heading=h.bptwuhs8g915
https://docs.google.com/document/d/1VN8Cj9jhGJaMI8PnYIjpPinWaSZSsY_wgpCSPLHVlzE/edit#heading=h.bptwuhs8g915
https://www.progressivecaucuscenter.org/ira-worker-requirements-guide
https://www.progressivecaucuscenter.org/ira-worker-requirements-guide
https://www.aceee.org/energy-burden
https://www.aceee.org/energy-burden
https://www.aceee.org/energy-burden
https://www.aceee.org/energy-burden
https://www.aceee.org/energy-burden
https://d3n8a8pro7vhmx.cloudfront.net/greenforall/pages/7020/attachments/original/1464933284/TOOLKIT_1_-_Fair_and_Just_Investments.pdf
https://www.lung.org/research/sota/key-findings
https://www.forbes.com/advisor/personal-finance/communities-of-color-and-climate-change/

Redressing Redlining and Bluelining
Environmental racism subjects communities

of color to higher rates of toxic exposure and
climate risk. Decades of disinvestment and

racist policies like redlining also mean that these
same communities are more likely to need help
securing the up-front funding to pay for green
energy projects. The impact of disinvestment and
redlining is magnified in many communities by
bluelining and systematic financial discrimination
against communities because of perceived
environmental risk. This financial discrimination
could prevent communities of color and low-
income communities from securing the financial
resources to build clean energy infrastructure
and benefit from the green energy economy.
State governments can play an important role in
ensuring an equitable implementation of Direct
Pay by creating grant programs or revolving
funds that provide no-cost or low-cost funding
for green energy projects, especially by reserving
funding for projects serving communities of color
and other environmental justice communities.

three key ways:

Community education and outreach:

Centering Community Voices

Direct Pay is a perfect opportunity to engage
directly with frontline communities so that
state-run and state-funded projects reflect the

needs and demands of communities themselves.

Governments can also prioritize workers of color
when hiring for Direct Pay project jobs. Tools
like pre-hire collective bargaining agreements
can include hiring targets for workers of color,
women, workers with disabilities, or veterans.
These agreements bring jobs to target

communities and shrink racial and gender pay

disparities.

who can spread the word

Implementation:
implements the IRA

Funding and policy making:
function to help other eligible entities implement Direct Pay

policy-making



https://greenlining.org/wp-content/uploads/2023/08/FINAL-GLI_Bluelining_report_2023.pdf
https://static1.squarespace.com/static/53cab2c3e4b0207d2957d0d2/t/6256f9cfcc982573a57dc686/1649867219655/Maximizing+Equity+and+Justice+in+Public+Policy+Implementation.pdf
https://static1.squarespace.com/static/53cab2c3e4b0207d2957d0d2/t/6256f9cfcc982573a57dc686/1649867219655/Maximizing+Equity+and+Justice+in+Public+Policy+Implementation.pdf
https://www.americanprogress.org/article/how-project-labor-agreements-and-community-workforce-agreements-are-good-for-the-biden-administrations-investment-agenda/
https://www.americanprogress.org/article/how-project-labor-agreements-and-community-workforce-agreements-are-good-for-the-biden-administrations-investment-agenda/

SECTION 2:

COMMUNITY EDUCATION

AND OUTREACH

Many eligible entities are unaware of the Direct Pay provision in the IRA and its
potential to create good green union jobs, lower energy costs, clean up our air and
water, and more. State legislators are trusted messengers who can help spread the
word about this opportunity to city and county governments and other eligible entities
among their constituencies, including school districts, public universities, nonprofit
hospitals, houses of worship, and nonprofit community organizations.

Opportunities to spread the word about Direct Pay include:

e Host a town hall or public meeting
on Direct Pay opportunities in your
community.

¢ Host a meeting with city and county
officials, school board members, key
community groups, and leaders of key
anchor institutions in your district, such
as large public universities, nonprofit
hospitals, and school districts, to
encourage them to take action with
Direct Pay.

Host a meeting with utilities serving your
district to encourage them to actively
support Direct Pay projects by making
interconnection agreements simple and
equitable.

Host a meeting with local community
foundations and other local
philanthropists to encourage them to
offer grants and funding to support the
construction of Direct Pay projects by
small eligible entities.

Share information about Direct Pay on
social media.

partner toolkit

presentation



https://docs.google.com/document/d/1-B7GmZAu8ReYAunNVecubBll_WWCumZIRmzvu-aR9K0/edit
https://docs.google.com/presentation/d/1g691Z1xEjEte2O56IgZV0LzSxQRtI8auyy2S3vwR37E/edit#slide=id.g1d4ad9991b1_0_259

SECTION &:
STATE IMPLEMENTATION

State governments and state agencies are eligible entities under the Direct Pay
provisions. The scale of projects possible at the state level helps ensure that the
promise of the IRA is made real.

Example state-level sustainable Direct Pay projects:

A state implements a 100% clean
energy plan or other climate

action plan and uses Direct Pay to
supplement the cost of implementing
widespread clean energy projects
across the state. According to

the Initiative for Energy Justice’s
Environmental Justice Scorecard,
New York’s Climate Leadership and
Community Protection Act (SB 6599)
and Washington’s Clean Energy
Transformation Act (SB 5116) reflected
more environmental justice principles
in the creation, implementation, and
design of their programs than most
existing state 100% clean energy
plans. Many of the plans envisioned in
these laws would now qualify (at least
in part) for Direct Pay tax credits.

A state uses Direct Pay to supplement
the cost of electrifying the state

fleet through building out solar-
powered EV charging infrastructure
for state-owned and -operated
vehicles. Oregon, Hawaii, Minnesota,
and Washington have announced
plans to electrify state fleets. Today,
building EV charging infrastructure as
part of those plans would be eligible
for Direct Pay tax credits, and many
other parts of the IRA include funding
for clean vehicles that could further
supplement these plans.

A school district in Batesville
Arkansas, installed solar panels and
made its buildings more energy
efficient, saving nearly $300,000
per year. The district then used the
money saved to raise teacher pay.
Today, adding solar panels to school
buildings or other state-, city-, or
county-owned buildings would also
qualify for a Direct Pay tax credit,
reducing the cost of the initial
investment and creating even more
savings that can be applied to teacher
pay or other critical community
priorities.

A state puts solar panels on state-
owned buildings from the state
house to state agencies, creating
good green jobs and lowering
energy costs for the state. States
can add solar, wind, or other clean
energy infrastructure to state-owned
buildings directly and claim Direct Pay
tax credits or create grant programs
to add clean energy infrastructure to
other publicly owned buildings.

A state housing agency weatherizes
and updates public housing and
affordable housing units, including
adding rooftop solar and geothermal
heating to make units healthier and
lower energy costs. For example,
investments in public housing such as
the Massachusetts’ Affordable Homes
Act could be expanded using Direct
Pay.



https://iejusa.org/wp-content/uploads/2023/09/IEJ-Report-Final-1.pdf
https://climate.ny.gov/
https://climate.ny.gov/
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/
https://olis.oregonlegislature.gov/liz/2019R1/Measures/Overview/SB1044
https://www.capitol.hawaii.gov/session/archives/measure_indiv_Archives.aspx?billtype=HB&billnumber=552&year=2021
https://www.revisor.mn.gov/bills/bill.php?f=HF2310&y=2023&ssn=0&b=house
https://www.geekwire.com/2021/washington-governor-mandates-state-fleet-switch-electric-vehicles/
https://yaleclimateconnections.org/2021/02/arkansas-school-district-goes-solar-boosts-teacher-pay/
https://yaleclimateconnections.org/2021/02/arkansas-school-district-goes-solar-boosts-teacher-pay/
https://www.mass.gov/doc/affordable-homes-act-overview/download
https://www.mass.gov/doc/affordable-homes-act-overview/download

e A state supports state-funded schools
to transition to electric buses by
matching federal funds to transition
local bus fleets and building solar-
powered charging stations on school
property. For example, Delaware
and Maryland are among the states
that are moving toward school bus
electrification. The school system
saves money and reduces dangerous
diesel emissions that put our kids
at risk. The school system would be
able to claim a reimbursement for
up to 70% of total project costs with

SECTION 4.

Direct Pay credits for building EV
charging stations and solar panels to
help offset the costs of transitioning
the school bus fleet and could match
that with other federal funding for the
purchase of electric vehicles.

* A state builds publicly owned utility-
scale renewable energy projects
on state-owned land, including
Brownfield land or equity-focused
community solar projects, and uses
that clean energy to transition away
from coal- and natural gas-fired
power plants.

STATE POLICY, FUNDING,
AND INCENTIVES

Eligible entities will face a number of
challenges in seizing the Direct Pay
opportunity, including navigating an
unfamiliar process with the IRS, planning
and implementing sometimes complex
energy projects, and finding the up-front
capital to cover the cost of construction
and bridge the difference between
project costs and the portion eligible

for Direct Pay funds. State legislators
have a central role in ensuring that their
communities can fully embrace this
opportunity to take urgent action on the
climate crisis, lower energy costs, clean
up our air and water, and create good-
paying green jobs.

Beyond ensuring that state governments
implement Direct Pay-eligible programs,
state legislators have the opportunity

to help other eligible entities make

the benefits of the IRA real in their
communities by using state funding and
state policymaking tools to help other
entities access Direct Pay tax credits.
Policies like those that call for 100%
sustainable energy by 2030 create

the demand and market assurance
necessary to fully maximize the benefits
of the IRA, but only if they are created
and implemented with a central focus
on improving life for communities on
the frontlines of the extractive energy
economy and the climate crisis. This
must include community participation
in the lawmaking and implementation
process and significant, measurable,
and enforceable programs designed to
restore the communities that have been
most harmed.



https://legis.delaware.gov/BillDetail?LegislationId=130292
https://mgaleg.maryland.gov/mgawebsite/Legislation/Details/sb0528?ys=2022RS
https://www.theguardian.com/us-news/2023/may/03/new-york-renewable-energy-public-utilities
https://www.theguardian.com/us-news/2023/may/03/new-york-renewable-energy-public-utilities
https://cdn.ilsr.org/wp-content/uploads/2020/02/Equitable-Community-Solar-Report.pdf?_ga=2.136721584.1292649214.1699028517-737489270.1699028517&_gl=1*1b7gdz9*_ga*NzM3NDg5MjcwLjE2OTkwMjg1MTc.*_ga_M3134750WM*MTY5OTAyODUxNi4xLjEuMTY5OTAzMDEwMS4wLjAuMA..
https://cdn.ilsr.org/wp-content/uploads/2020/02/Equitable-Community-Solar-Report.pdf?_ga=2.136721584.1292649214.1699028517-737489270.1699028517&_gl=1*1b7gdz9*_ga*NzM3NDg5MjcwLjE2OTkwMjg1MTc.*_ga_M3134750WM*MTY5OTAyODUxNi4xLjEuMTY5OTAzMDEwMS4wLjAuMA..
https://iejusa.org/wp-content/uploads/2023/09/IEJ-Report-Final-1.pdf
https://iejusa.org/wp-content/uploads/2023/09/IEJ-Report-Final-1.pdf

Providing matching funding will be
especially critical for communities with the
least access to resources, including frontline
and fenceline communities, communities of
color, communities transitioning away from
extractive economies, rural communities,

While Direct Pay tax credits can provide
substantial funding for renewable energy
and energy efficiency projects, projects

will need additional funds to cover the cost
of the project. Eligible entities will have to
cover the cost of project construction before
they receive the tax credit. Depending on
the exact Direct Pay tax credit, the payment
will either be disbursed as a one-time credit
covering between 6% and 70% of total
project costs when the project is completed
or as a payment based on electricity
production over ten years. To learn more
about the structure of the specific tax
credits, see the CPCC’s in-depth explanation
of how the investment tax credit (ITC),

the production tax credit (PTC), and other
bonus credits work here. The Center for
Public Enterprise has produced a financial
model that makes it possible to compare the
ITC and the PTC for a planned project.

Many under-resourced communities must
raise funds to complete a project before
Direct Pay funding is available, which poses a
significant obstacle. Access to reliable public
funding to match federal funds is necessary
for many communities to access the benefits
of Direct Pay, or they may be vulnerable

to predatory lending. State governments
can dramatically increase the reach of the
Direct Pay tax credits by providing direct
funding through grants and by helping local
governments and other eligible entities find
safe, reliable, and low-cost financing options

and low-income communities. Below, we
outline some possible examples of Direct
Pay financing. We plan to update this when
we have more information from the federal
government.

that do not undermine the public nature
of the ownership of these new sustainable
energy generation assets.

State funding for Direct Pay-eligible
projects increases equity and justice in
implementation by adding additional
incentives or requirements to target funds
toward projects that create good local
union jobs and projects that serve frontline
communities. The federal government

set the floor with the IRA. Now, state
legislators can break through the ceiling in
achieving maximized benefits for vulnerable
communities, the environment, and workers.
For example, it is critical to prioritize
projects that include community input and
reflect community demands rather than
simply defining projects by geography,
which may unintentionally result in funding
projects that disempower or further harm
frontline communities. For more information
on how to define environmental justice
communities in order to prioritize funding
for the communities that have been harmed
the most, see the Climate and Clean

Energy Equity Fund’s report on defining
environmental justice communities in policy.

Truly just and equitable implementation
of Direct Pay will only be possible if
policymakers ensure that frontline
communities have access to nonpredatory
funding. State policymakers can play a
critical role in expanding access to Direct
Pay in a number of ways, including:

10


https://docs.google.com/document/d/1w_3r033j_12mu5QEiOERMlUncV63ZCXfYA5Fu0MQQV4/edit#heading=h.6ck6x51i5ane
https://www.publicenterprise.org/reports/financial-model-for-elective-pay
https://www.publicenterprise.org/reports/financial-model-for-elective-pay
https://static1.squarespace.com/static/53cab2c3e4b0207d2957d0d2/t/6256f9cfcc982573a57dc686/1649867219655/Maximizing+Equity+and+Justice+in+Public+Policy+Implementation.pdf
https://static1.squarespace.com/static/53cab2c3e4b0207d2957d0d2/t/6256f9cfcc982573a57dc686/1649867219655/Maximizing+Equity+and+Justice+in+Public+Policy+Implementation.pdf
https://static1.squarespace.com/static/5fb58e0bd182a42ba80eabdd/t/647e53b244d7dd5cca24292f/1686000562868/CCEEF_Defining+EJ+Communities+in+Policy_May+2023+Final.pdf
https://static1.squarespace.com/static/5fb58e0bd182a42ba80eabdd/t/647e53b244d7dd5cca24292f/1686000562868/CCEEF_Defining+EJ+Communities+in+Policy_May+2023+Final.pdf

States can appropriate funding for grants to
local governments or other eligible entities to
cover the up-front costs of projects. States can
maximize equity and justice in implementation
by requiring projects that receive state funds

to meet higher labor and community benefit
standards. Additionally, they can prioritize grants
for the communities that need them most, such
as frontline communities and communities of
color.

For example, several states have implemented
grant programs to fund clean energy projects.
Washington State’s Department of Commerce
provides grants for school sustainability, and

Minnesota has proposed a grant program to

support the installation of solar panels on public
buildings. Minnesota also established a state
competitiveness grant fund to award grants to

local and tribal governments, utilities, nonprofits,
and other eligible entities when they required
matching funds to access IRA funds. This type of
state grant program is critical because it allows
local governments or community nonprofits to
finance their projects, and Direct Pay ensures that
state funds go further.

To maximize state funds, states could provide
funding in the form of a no- or low-cost loan from
a revolving fund. While there is not a federally
created revolving fund for clean energy, states
can establish their own revolving funds to finance
clean energy projects. Direct Pay makes those
revolving funds considerably less risky, as eligible
entities will have a head start on repayment with
their Direct Pay reimbursement funds. A no-

or low-cost revolving loan fund could work as
follows:

1. A state establishes a no- or low-cost
revolving loan fund for local governments,
tribal governments, and nonprofit entities
within the state. States can add additional
worker protections, community participation,
and targeting for projects serving the hardest
hit communities to the loan fund.

2. Eligible entities apply to the state for a loan
and use the loan funds to complete their
project.

3. The eligible entity pre-files with the IRS once
their project is near completion and then
applies for Direct Pay tax credits once their
project is completed.

4. The eligible entity receives their Direct Pay
funds from the IRS and can apply that toward
repaying their loan to the state.

5. The state reinvests in the next eligible project.

Many states already have an energy loan fund

that supports the generation of clean energy
projects or energy retrofits within the state.
These loan funds could be expanded or modified
to create more opportunities to fund Direct
Pay-eligible projects and accelerate the clean
energy economy. For example, Texas’ LoanSTAR

Revolving Loan Fund currently supports energy

efficiency retrofits but could be easily expanded
to include Direct Pay-eligible EV charging stations
and energy generation projects like rooftop solar
or wind turbines.

n


https://www.commerce.wa.gov/news/solar-panels-coming-to-more-schools-public-buildings-statewide-with-latest-round-of-commerce-grants/
https://www.revisor.mn.gov/bills/bill.php?b=House&f=HF747&ssn=0&y=2023
https://www.revisor.mn.gov/bills/bill.php?b=House&f=HF1656&ssn=0&y=2023
https://www.revisor.mn.gov/bills/bill.php?b=House&f=HF1656&ssn=0&y=2023
https://naseo.org/Data/Sites/1/self-database-two-pager.pdf
https://comptroller.texas.gov/programs/seco/funding/loanstar/
https://comptroller.texas.gov/programs/seco/funding/loanstar/

State and Municipal Bonds for

Matching Funds

States, cities, and other government entities can
authorize the use of bonds to cover the costs

of Direct Pay-eligible projects. States can use
bonds to fund state-owned Direct Pay projects
or authorize bonds to collectively fund smaller
projects at the local level. More information on
using bonds for renewable energy is available in
the Department of Energy bond resource guide

for state and local officials.

In 2024, California voters will vote on a ballot
measure to authorize $15.5 billion in bonds to

finance projects for climate resilience, extreme
heat mitigation, and clean energy programs,
including a $500 million appropriation to the
State Energy Resources Conservation and
Development Commission for grants to assist in
obtaining or receiving a state match to regional
hubs for IRA funds. In addition to securing federal
grant funds, many of the projects financed by this
bond, if it passes, may be eligible for Direct Pay.

State Green Banks

Some states have Green Banks, which are
financial institutions designed to lower energy
costs and encourage the construction of
sustainable energy infrastructure by blending
public and private capital and financing a broad
range of sustainable energy projects. While
“Green Bank” is often used as an umbrella term
for many types of public-private partnerships
that finance sustainable energy projects, the IRA
contains specific requirements for Green Banks

to be able to receive funding. Many states already
have established some form of Green Bank, but
some are still creating theirs or are still working
to meet the new Green Bank requirements in the
IRA.

Using Other Federal Funding Sources

In some cases, eligible entities will be able to
further supplement Direct Pay funding by using
other sources of funding in the IRA (for example,
using grant funding for rural electric co-ops) or
using funding from other federal programs such
as funding in the Infrastructure Investment and
Jobs Act or remaining American Rescue Plan
funding.

GOING BEYOND THE WORKER PROTECTION
REQUIREMENTS IN THE IRA

State funding and state technical assistance
programs offer an opportunity to support
community uptake of Direct Pay, go beyond
the IRA labor requirements, and impose
additional protections as a condition of
receiving state funds. For example, a state
revolving fund to support renewable energy
programs could require that programs

that receive the state matching funds

use union labor. Similarly, state funding
could be contingent on the use of pre-hire
agreements like local hire programs, Project
Labor Agreements (PLAs), Community
Workforce Agreements (CWAs), and
Community Benefits Agreements (CBAS).

It is critical that any state incentives or
requirements include strong community
input and strong enforcement mechanisms.
For more information, please see the

CPCC’s Guide to IRA Worker Protection
Requirements and FAQs on How to Protect
Direct Pay Project Workers.

States have a critical role to play in
supporting workforce development efforts
to build the diverse skilled workforce needed
to fully embrace a green energy economy. In
addition to the jobs created by the IRA and
the growth in green energy infrastructure,
more than 1.7 million workers are expected
to retire over the next decade. Black, Latino,
Native, and Asian individuals, and women
are dramatically underrepresented in these
growing fields, and state agencies must

help build inclusive and equitable workforce
development programs. The National

Skills Coalition has published a report with
recommendations for states in building a just
workforce development plan.
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https://www.energy.gov/scep/slsc/articles/leveraging-bond-financing-support-energy-efficiency-and-renewable-energy-goals-1
https://www.energy.gov/scep/slsc/articles/leveraging-bond-financing-support-energy-efficiency-and-renewable-energy-goals-1
https://leginfo.legislature.ca.gov/faces/billTextClient.xhtml?bill_id=202320240SB867
mailto:https://www.ncelenviro.org/resources/green-banks-and-the-inflation-reduction-act-issue-brief/?subject=
mailto:https://www.ncelenviro.org/resources/green-banks-and-the-inflation-reduction-act-issue-brief/?subject=
https://www.progressivecaucuscenter.org/ira-worker-requirements-guide
https://www.progressivecaucuscenter.org/ira-worker-requirements-guide
https://docs.google.com/document/d/1VN8Cj9jhGJaMI8PnYIjpPinWaSZSsY_wgpCSPLHVlzE/edit#heading=h.bptwuhs8g915
https://docs.google.com/document/d/1VN8Cj9jhGJaMI8PnYIjpPinWaSZSsY_wgpCSPLHVlzE/edit#heading=h.bptwuhs8g915
https://nationalskillscoalition.org/wp-content/uploads/2023/09/NSC_infrastructurePlaybook_webFINAL.pdf
https://nationalskillscoalition.org/resource/publications/the-roadmap-for-racial-equity/
https://nationalskillscoalition.org/wp-content/uploads/2023/09/NSC_infrastructurePlaybook_webFINAL.pdf

TECHNICAL ASSISTANCE
AND COORDINATION

States can maximize the number of eligible agreement with a utility, and more. Many
entities that can access Direct Pay by smaller nonprofit organizations, local
coordinating technical assistance programs. governments, and communities that have
Creating programs that will qualify for been systematically excluded, like low-
the Direct Pay provisions often requires income communities and communities of
specialized planning, including conducting color, will need help.

an energy audit, creating an interconnection

Public information campaigns about the opportunity
Free energy audits

Hands-on support in planning projects

Support in creating interconnection agreements

Help finding reputable high-road union contractors

Support in completing pre-filing paperwork and IRS documentation. By
definition, eligible entities do not usually file complex taxes with the IRS and
may lack information and experience in navigating the process.

Washington

Washington



https://app.leg.wa.gov/billsummary?BillNumber=1391&Initiative=false&Year=2023
https://app.leg.wa.gov/billsummary?BillNumber=5187&Chamber=Senate&Year=2023

Centralizing efforts within a state-run program
or with a cross-agency coordinator can help
maximize Direct Pay programs that would
actively identify possible Direct Pay projects and
build them using the state as the eligible entity.
A state entity could actively search out Direct
Pay-eligible opportunities within communities
and build the projects directly (for example, put
solar panels on all the schools in a local school
district, perform energy retrofits on nonprofit-
owned affordable housing units, or build utility-
scale solar farms on Brownfield land). If the state
retained ownership of the energy-generating
facility, the state should claim the credit directly
and lift the burden of paperwork from the smaller
eligible entity. If the smaller entity plans to retain
ownership of the energy-generating facility, the
state could still carry out the project and receive
funding by creating a side agreement with the
eligible entity to transfer the credit to the state in
exchange for the state completing the process.

Either of these models would streamline the need
for many smaller governments and nonprofit
organizations to take on the administrative
burdens of designing and building eligible
programs and navigating the process to receive
the tax credit. These types of programs would be
embedded within a relevant state agency such as
a state department of energy and would need to
work closely with local communities to identify
projects that reflect community needs, desires,
and priorities. This type of approach requires

a larger commitment from state champions,

but it could significantly increase the speed at
which projects could be implemented, reduce
administrative burdens on other eligible entities,
and allow the state to prioritize projects that
serve historically excluded communities.

FURTHER RESOURCES:

The Congressional Progressive Caucus Center will provide regular updates and further

resources on Direct Pay. You can sign up for CPCC updates, including invitations to webinars,
technical assistance to help your community get Direct Pay funds, resources to build support
for Direct Pay projects, and more. You can also find additional materials, like FAQs on Direct

Pay, on the CPCC’s website. You can also request technical assistance on a Direct Pay project
through the CPCC’s website by filling out our technical assistance intake form.

The State Innovation Exchange (SiX) exists to advance a bold, people-centered policy vision
in every state in this nation by helping vision-aligned state legislators succeed after they are
elected. If you are working to strengthen our democracy, fight for working families, advance
reproductive freedom, defend civil rights and liberties, or protect the environment, reach out
to helpdesk@stateinnovation.org to learn more about SiX’s tailored policy, communications,
and strategy support and how to join a network of like-minded state legislators from across
the country.

For a constantly updated roundup of resources on the Inflation Reduction Act, Direct Pay,
and equitable implementation strategies, please visit the Direct Pay master resources list
here.
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https://airtable.com/appKL49QSTzeSv6z7/shrxJ0syFGnPFeRkT
https://www.progressivecaucuscenter.org/direct-pay-faqs
https://www.progressivecaucuscenter.org/direct-pay-faqs
https://www.progressivecaucuscenter.org/direct-pay
https://airtable.com/appKL49QSTzeSv6z7/shrxJ0syFGnPFeRkT
mailto:helpdesk%40stateinnovation.org?subject=
https://docs.google.com/document/d/1KfCIqBxYJliBvxW03Behgk1UHXm6FbBvexBKVKt6XhY/edit#heading=h.jmstcvg1onaz
https://www.irs.gov/credits-deductions/elective-pay-and-transferability-frequently-asked-questions-transferability

STATE INNOVATION EXCHANGE



