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The $5.65-Per-Square-Foot Deduction
Most Commercial Building Owners Have
Never Claimed
By Timothy C. Franklin · June 2, 2026 · 10 min read

If you own a commercial building and have made improvements to lighting, HVAC, or building

envelope in the last several years, there is a meaningful chance you are sitting on an unclaimed

federal tax deduction worth tens of thousands of dollars. It is called Section 179-D.

The Inflation Reduction Act tripled the deduction and expanded the program significantly. If you own

an existing building with energy-efficient improvements, the deduction is fully available to you. One

deadline worth knowing: new construction must begin on or before June 30, 2026 to qualify under

current rules. Existing buildings with qualifying energy improvements face no deadline.

The Inflation Reduction Act tripled the 179-D deduction. What exists today is a

fundamentally different program than what most tax professionals learned. If you

own an existing building with qualifying improvements, the deduction is available to

you right now.

What Section 179-D Actually Is

Section 179-D is a deduction under the IRC for energy-efficient improvements to commercial buildings

in the US. Originally created by the Energy Policy Act of 2005, it was dramatically expanded by the

Inflation Reduction Act of 2022. The maximum deduction for 2026 is $5.65 per square foot, adjusted

for inflation annually.

The Three Systems That Unlock the Deduction

Interior Lighting
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Upgrades to fixtures, controls, and sensors that reduce energy consumption below the ASHRAE standard

baseline.

HVAC and Hot Water

Heating, ventilation, air conditioning, and hot water systems. Includes new equipment, controls, and mechanical

upgrades.

Building Envelope

Roof, walls, insulation, windows, and doors that affect energy transfer into and out of the building.

You do not need to have improved all three systems. A lighting upgrade alone can generate a

deduction.

The Math: What It Is Actually Worth

Building Size Max Deduction Est. Tax Savings (35%)

5,000 sq ft $28,250 ~$9,900

10,000 sq ft $56,500 ~$19,775

20,000 sq ft $113,000 ~$39,550

50,000 sq ft $282,500 ~$98,875

100,000 sq ft $565,000 ~$197,750

These figures assume the full deduction rate, which requires meeting prevailing wage and

apprenticeship requirements. For improvements that do not meet those thresholds, the base

deduction is one-fifth of the full amount. Note: 179-D is a deduction, not a tax credit — it reduces

taxable income rather than your tax bill dollar for dollar.

What the Inflation Reduction Act Changed

Before 2023, the maximum deduction was $1.80 per square foot. The IRA changed three things:

• The deduction was tripled: base maximum went from $1.80 to $5.00, inflation-adjusted annually

(currently $5.65 for 2026)

• It was made permanent: no more annual extensions or uncertainty
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• The energy standard was updated to the most recent ASHRAE 90.1 published at least four years

before property is placed in service

The Rule Almost Nobody Knows: Tax-Exempt Buildings

TAX-EXEMPT BUILDING OWNERS

Government-owned buildings, schools, universities, houses of worship, and other tax-exempt

entities cannot use a tax deduction. But the IRS built a workaround into Section 179-D: tax-exempt

building owners can allocate the deduction to the designer of the energy-efficient systems. The

architect, engineer, lighting designer, or mechanical contractor who designed the qualifying

improvements can claim the deduction on their own return. Most doing this work for government or

nonprofit clients are sitting on deductions they have never claimed.

The Certification Requirement

Section 179-D requires a formal certification performed by a qualified engineer using IRS-approved

energy modeling software. This is not a form you fill out on your own. It is a technical analysis that

must be completed by a licensed engineer or contractor in the jurisdiction where the building is

located, before the deduction is claimed.

How to Know If You Qualify

Ask yourself:

• Do you own a commercial building: office, warehouse, retail, medical, industrial, or multifamily with

five or more units?

• Has there been any work done on the lighting, HVAC, or building envelope in the past three to five

years?

• Has anyone ever run a Section 179-D analysis on the property?

If the first two are yes and the third is no, you have an open question worth answering.
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IRS OFFICIAL REFERENCE

Energy Efficient Commercial Buildings Deduction (IRS.gov)

Official IRS guidance on the Section 179-D deduction, qualification requirements, and certification process.

Find Out If Your Building Qualifies

We will tell you honestly whether a 179-D analysis makes sense for your property and what it is

likely worth before you commit to anything.
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