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ABSTRACT : This article analyzes the interplay between energy sustainability initiatives and tax-policy instruments
in Nigeria and the United States. It elucidates how tax incentives—ranging from import-duty waivers and Pioneer
Status incentives in Nigeria to Investment Tax Credits (ITC), Production Tax Credits (PTC), and their successor Clean
Electricity Credits in the United States—facilitate the reduction of investment costs, enhance project viability, and
catalyze the deployment of renewable energy. Case studies encompass Nigeria’s Ashama Solar Power Station and
associated mini-grid solar ventures, as well as U.S. community solar and net-zero energy building projects. The
analysis underscores contrasting policy regimes: Nigeria’s flexible yet administratively fragmented incentives in
contrast to the United States’ structured, codified, yet politically volatile tax-credit framework. The pivotal argument
posits that tax policy can effectively drive sustainable energy investment—Dbut its impact is contingent upon clarity,
institutional capacity, financial market sophistication, and policy stability. Drawing lessons from both contexts, the
article proposes pathways for Nigeria to formalize incentives and develop financing mechanisms such as tax equity,
and for the United States to preserve policy certainty and equitable deployment as it navigates political fluctuations.
KEYWORDS: Energy sustainability - Tax incentives - Renewable energy - Nigeria - United States - Investment Tax
Credit - Production Tax Credit - Ashama Solar - Community solar

I INTRODUCTION

Energy sustainability—meeting today’s energy demands without compromising future generations—
requires expanding renewable energy while ensuring affordability and security. Tax-based instruments such as
credits, exemptions, and accelerated depreciation play a pivotal role by reducing capital and operational costs,
thereby encouraging private investment in renewable technologies.
Comparing two divergent yet informative national contexts—Nigeria, an emerging economy grappling with
energy deficits, and the United States, with a mature renewable market—provides valuable insights into how tax
policy facilitates energy transitions across varying institutional and financial environments.
In Nigeria, where approximately 80 million people lack access to electricity, reliance on diesel generators is
prevalent. To address this disparity, the government increasingly utilizes import duty waivers, VAT exemptions,
and pioneer tax status for renewable projects—tools that are flexible but often applied inconsistently.
In contrast, the United States case encompasses long-standing, codified frameworks such as the Investment
Tax Credit (ITC) and Production Tax Credit (PTC), which are now evolving into technology-neutral Clean
Electricity Investment and Production Credits (Sections 48E and 45Y) under the Inflation Reduction Act
(IRA). These credits, coupled with mechanisms like direct pay and credit transferability, serve as potent
levers but encounter political pressure and policy adjustments.
A 2025 study by Talabi, T., Akpolile, A., Oputa, L., Eyinade, W., Okeowo, T., and Onwuteaka, A. (2025),
titled “Tax Strategy and Financial Analysis in the Renewable Energy Sector: Unlocking the Value and Driving
Sustainability,” published in the American Journal of Humanities and Social Science Research (AJHSSR),
underscores the significance of tax incentives and innovative financing structures in accelerating the deployment
of renewable energy projects. These mechanisms not only alleviate the financial burden on developers but also
attract a diverse range of investors, thereby fostering a robust clean energy market.
The aforementioned study references the Federal Tax Incentives, including the Tax Credit (ITC) and the
Production Tax Credit (PTC).
This article presents a comprehensive analysis of the practical application of tax incentives through case studies
spanning diverse regions, including Nigeria’s Ashama Solar Power Station, U.S. community solar projects, and
net-zero buildings. The analysis compares policy formulation, institutional capacity, financial markets, and
political stability across these examples. By drawing insights from these case studies, the article offers
recommendations to enhance the effectiveness and sustainability of tax incentives in both countries.
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1. THEORETICAL FRAMEWORK: TAX INCENTIVES AND ENERGY INVESTMENT
Tax incentives influence energy investment through several mechanisms:
e Cost Reduction: Direct credits lower capital expenses (e.g., ITC’s 30% deduction).
e Cash Flow Support: Production credits (PTC) tie revenue to actual energy output.
e Accelerated Depreciation: Allows quicker write-off of renewable assets, improving early-stage
returns.
e Monetization Tools: Options like direct pay and credit transfers allow broader participation, including
non-taxable entities.
Crucial design elements include:
e Policy Certainty: Avoiding abrupt sunset or retroactive changes to maintain investor confidence.
e Complementary Policies:; Grid infrastructure, permitting, and tariff regulation that support execution.
e Institutional Capacity: Enabling tax administration to implement and monitor incentives effectively.
e Financial Market Sophistication: Tax equity or alternative financing mechanisms help monetize
incentives.

1. NIGERIA: POLICY INSTRUMENTS & PROJECT CASE STUDIES
3.1 Policy Landscape
e Import Duty & VAT Exemptions: These reduce upfront costs for solar equipment, often by 10-20%.
e Pioneer Status Incentive: Firms may enjoy 3-5 year corporate tax holidays on renewable energy
activities.
e Accelerated Capital Allowances: Faster depreciation enhances early cash flows.
e Renewable Energy Master Plan (REMP): Offers Feed-in Tariffs and guidance for green bonds and
net metering.
Despite strong potential, these instruments are often deployed inconsistently, leading to administrative delays
and fragmented state-level application.
3.2 Ashama Solar Power Station
e A 200 MW solar PV project in Delta State, expected to be West Africa's largest.
e Anticipated to help Nigeria avoid roughly 200 million tonnes of CO: emissions annually, while
reducing deforestation by offering alternatives to wood fuel.
3.3 Mini-Grid and Solar Home System Providers
Companies such as Husk Power Systems and Arnergy operate solar mini-grids and pay-as-you-go home
systems, partially enabled by tax incentives that improve affordability. These systems often deliver ~30% cost
savings compared to diesel options.
3.4 Institutional and Administrative Challenges
e Uncertainty in Incentive Approval: Delays in duty waivers disrupt project financing.
e Inconsistent State Practices: VAT and tax treatment vary by state, complicating investment.
e Limited Financial Structuring: Nigeria lacks tax-equity models, making it harder to monetize
incentives.

V. UNITED STATES: POLICY INSTRUMENTS & PROJECT CASE STUDIES
4.1 Evolution under the IRA
The Inflation Reduction Act (IRA) extends and refines U.S. clean energy tax credits:

e ITC and PTC: Extended for projects beginning before Jan 1, 2025, with increased rates for those
meeting prevailing wage and apprenticeship (PWA) requirements.

e New Technology-Neutral Credits (2025+): Sections 45Y (Clean Energy PTC) and 48E (Clean
Electricity ITC) replace prior credits, available to emissions-free generators and storage. Rates include
30%/1.5¢ base, with potential increases via PWA and domestic content or energy-community bonuses.

e Monetization Tools: Direct pay (for tax-exempt entities) and credit transfers enable broader
participation.

4.2 Regulatory and Political Context

e |IRA Guidance Expanded: Broader eligibility includes marine energy, nuclear, hydropower, and waste
recovery via clean electricity credits.

e Clean Electricity Credits Finalized: Launched shortly before a change in administration, aiming to
reduce electricity bills by up to $38 billion through 2030 while bolstering deployment and
manufacturing.

e Political Shifts: New GOP-led legislation (the "One Big Beautiful Bill") phases out credits for projects
not under construction by mid-2026 or online by December 2027, imposes stricter domestic content
documentation, and limits credit transferability.
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4.3 Notable Project Types

e Community Solar: Equitable deployment model; ~6.5 GW constructed with capacity to double by
2028, enabling bill savings for renters and underserved communities.
e Net-Zero Energy Buildings: Florida projects combining solar PV, storage, and EV charging yield
positive financial returns by 2024 (for new builds) and 2029 (for retrofits), with ~$100/month savings.
V. COMPARATIVE ANALYSIS
Criteria Nigeria United States
Tax Instruments Duty/VAT exemptions, pioneer tax | ITC, PTC, technology-neutral
holidays, allowances Clean Electricity Credits,
monetization tools
Policy Certainty Ad hoc and bureaucratic approvals | Codified via IRA but subject to
political overhaul
Financial Markets Emerging, minimal tax-equity | Deep, sophisticated markets enable
structures monetization
Scale & Deployment Localized/early stage (e.g., | Massive deployment (community
Ashama, mini-grids) solar, net-zero buildings)
Institutional Capacity Developing, uneven across states Strong federal/state coordination
and guidance
Key insights:
e Caodification vs. Flexibility: Nigeria’s flexibility offers adaptability, but undermines predictability.
The U.S. benefits from a structured approach, though political shifts can disrupt consistency.
e Financing Structures: U.S. tax equity and monetization tools reduce capital cost; Nigeria lacks such
infrastructure.
e Institutional Maturity: Bureaucratic inefficiencies slow Nigeria's uptake; U.S. processes are more
streamlined but vulnerable to policy reversals.
VI. POLICY IMPLICATIONS AND RECOMMENDATIONS
For Nigeria:
1. Legislate Incentives: Formalize import duty exemptions and tax allowances in law to reduce
administrative delays.
2. Develop Financial Instruments: Pilot tax-equity or blended-finance models to help monetize
incentives.
3. Capacity Building: Train customs, tax officials on incentive regimes and digitize approval processes.
4. Harmonize State Policies: Standardize VAT and tax treatment across states for consistency.
5. Essential Sunset Clauses: Introduce phased reductions rather than abrupt ending, to encourage
investor planning.
6. Link to Outcomes: Tie incentives to rural electrification, local job creation, or industrial capacity.
7. Transparency: Maintain public data on incentive usage and project outcomes.
For the United States:
1. Ensure Policy Stability: Advocate for stabilization of clean energy credits amid partisan changes.
2. Preserve Transferability and Direct Pay: These expand the investor base, especially for community
projects and nonprofits.
3. Support Equitable Deployment: Leverage community solar and low-income bonuses embedded in
IRA.
4. Simplify Domestic Content Rules: Ensure supply-chain requirements enhance resilience without
overwhelming smaller developers.
5. Monitor Sunset Effects: Evaluate economic trade-offs of phasing out credits too early.

VII. CONCLUSION
Tax incentives serve as potent instruments in accelerating the adoption of renewable energy and

fostering broader energy sustainability. However, their efficacy hinges on meticulous design, robust institutional

support,

and well-structured market frameworks. Nigeria and the United States exemplify distinct

developmental stages in this interplay. Nigeria’s flexible yet administratively complex incentive framework
catalyzes early-stage growth, necessitating the codification of incentives and the development of a robust
financial market. Conversely, the United States’ mature, technocratic incentivization, while instrumental in
large-scale deployment, faces political risks and complexities.

AJHSSR Journal Page |135




American Journal of Humanities and Social Sciences Research (AJHSSR) 2025

By bridging these experiences, a clear message emerges: tax-based energy policy must be characterized

by stability, transparency, and accessibility, while simultaneously maintaining flexibility to adapt to unique
national contexts. For Nigeria, this entails institutional capacity-building and financial innovation. For the
United States, it entails securing equitable energy deployment and mitigating political fragility.

As the global community accelerates toward achieving net-zero emissions and promoting broader energy
inclusion, these interconnected lessons can serve as guiding principles for emerging and developed economies
alike. When crafted effectively, tax policy can catalyze the realization of sustainable energy futures.
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