
Understanding the Federal Tax  

Incentives for Geothermal Heat Pumps

The 26% federal tax credit was extended 
through 2022 and will drop to 22% in 2023 
before expiring altogether, so act now for 
the most savings!



The Energy Credit 
In December 2020, the tax credit for geothermal heat pump installations was extended through 2023. Property is usually 
considered to be placed in service when installation is complete and equipment is ready for use. However, if the system is part 
of the construction or renovation of a house, it’s considered placed in service when the taxpayer takes residence in the house. 
To save the most on your installation, you’ll want to act quickly—this credit will drop to 22% in 2023 before expiring altogether. 

•	 26%	of	total	system	cost	in	2021	and	2022
•	 22%	of	total	system	cost	in	2023	
•	 No	limit	to	credit	amount	
•	 Can	be	used	to	offset	alternative	minimum	tax	(AMT)	

•	 Can	be	used	in	more	than	one	year	
•	 Can	be	combined	with	solar	and	wind	tax	credits	
•	 Can	be	combined	with	energy	efficiency	upgrade	credits	

What’s Eligible

Geothermal equipment that uses the stored solar energy from the ground for heating and cooling and that meets ENERGY STAR 
requirements at the time of installation is eligible for the tax credit. Covered expenditures include labor for onsite preparation, 
assembly, or original system installation and for piping or wiring to connect a system to the home. The structure must be located  
in the United States and used as a residence by the taxpayer, although primary residency isn’t required. In fact, if geothermal  
is installed in more than one home, there’s no limitation on the number of times the credit can be claimed. 

What’s Not

The credit can’t be claimed for spending on equipment used solely for hot tub or pool conditioning, nor on previously used 
equipment. Rental home installations also cannot be claimed. As of November 2013, electric strip heat and ductwork distribution 
systems are no longer included in the tax credit calculation.

How to Claim the Credit

Use IRS Form 5695 to claim the Residential Energy Efficient Property Credit. For property placed in service after 2009, there’s  
no limit on the credit amount. The tax credit can be used to offset both regular income taxes and alternative minimum taxes (AMT).  
If the federal tax credit exceeds tax liability, the excess amount may be carried forward into future years. Spending on geothermal 
heat pump property adds to your home’s cost basis but also must be reduced by the amount of the tax credit received.

The information contained in this publication is for general information only. This guide is not an authority that can be cited in response to an enforcement action or in litigation. The information is provided  
with the understanding that WaterFurnace is not rendering legal, accounting, tax, or other professional advice. As such, it should not be used as a substitute for consultation with professional accounting, tax, legal  
or other competent advisers. 

While we have made every attempt to ensure that the information contained in this publication has been obtained from reliable sources, WaterFurnace is not responsible for any errors or omissions, or for the results 
obtained from the use of this information. All information is provided “as is”, with no guarantee of completeness, accuracy, timeliness or of the results obtained from the use of this information, and without warranty of 
any kind, express or implied, including, but not limited to warranties of performance, merchantability and fitness for a particular purpose. In no event will WaterFurnace, its related partnerships or corporations, or the 
partners, agents or employees thereof be liable to you or anyone else for any decision made or action taken in reliance on the information in this publication or for any consequential, special or similar damages, even if 
advised of the possibility of such damages. WaterFurnace International, Inc., 9000 Conservation Way, Fort Wayne, IN 46809-9794. WaterFurnace has a policy of continual product research and development and reserves 
the right to change design and specifications without notice. ©2021 WaterFurnace International, Inc.
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Act	now		

for	the	most		
savings!


