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One Big Beautiful Bill Act Impact on Clean
Energy Tax Credits

On July 4, 2025, President Trump signed the One Big Beautiful Bill Act (the “OBBBA”) into law. The OBBBA
makes fundamental changes to the clean energy-related tax incentives modified or created under the

Inflation Reduction Act (the “IRA”),! by accelerating terminations and phaseouts for several credits including
solar and wind energy credits and clean hydrogen credits. In addition, the OBBBA creates new limitations
on access to clean energy tax credit to certain taxpayers with ties to countries deemed to be detrimental to

the national security of the United States.

CHANGES UNDER THE OBBBA

With respect to energy credits, the OBBBA, among other things, provides for (1) early terminations or
phaseouts of various energy credits, including a termination of production tax credits (“PTCs”) and
investment tax credits (“ITCs”) for wind and solar electricity facilities that begin construction after July 4,
2026 or are not placed in service by December 31, 2027, (2) significant modifications to existing credit
regimes for carbon sequestration and advanced manufacturing, (3) restrictions on clean energy credits for
taxpayers with certain foreign ownership or ties to certain foreign parties, and (4) changes to the treatment

of certain clean energy associated income.

1. Changes to Clean Energy Credits

As anticipated, the OBBBA significantly reduces tax incentives for some tax credits by terminating or
accelerating their phaseout and imposing additional restrictions on credit eligibility, while other credits have
generally retained their pre-OBBBA phaseout schedule (with some modifications).? Clean fuel PTCs and

fuel cell property ITCs, on the other hand, were extended/expanded by the OBBBA.

A. Early Termination of Wind and Solar Clean Electricity PTCs (845Y) and ITCs (848E);
Retention of Existing Phaseout for Other Clean Electricity Technologies

Under the IRA, the clean energy PTCs and ITCs were subject to a phaseout beginning the later of (i) 2034

or (i) two years after the United States achieves certain greenhouse gas emissions targets (‘GHG Target”).?
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The OBBBA terminates PTCs and ITCs for wind and solar facilities placed in service after 2027, unless
construction begins within 12 months of enactment (i.e., by July 4, 2026). However, energy storage
technology at wind and solar facilities placed in service after that date remain eligible for ITCs. The OBBBA
further prohibits taxpayers from claiming PTCs or ITCs with respect to electricity produced by residential

wind or solar property that is leased to a third party.

The OBBBA retains the IRA phaseout for PTCs or ITCs claimed with respect to other eligible technologies
(including energy storage technology at wind and solar facilities) but eliminates the GHG Target, meaning
phaseout begins after 2034, regardless of greenhouse gas emissions. The OBBBA also prohibits taxpayers
from claiming credits under §845Y and 48E for facilities that begin construction after 2025 and receive
“material assistance from a prohibited foreign entity” (discussed below). In addition, the OBBBA provides
that ITCs claimed in any taxable year beginning after July 4, 2027 are subject to recapture if the taxpayer
makes certain payments to a “specified foreign entity” (defined below) or an entity related to such “specified
foreign entity” within 10 years after the property is placed in service, pursuant to an arrangement that
permits such specified foreign entity to exercise “effective control” over the ITC property. Finally, the
domestic content credit increases the ITC amount for manufactured products produced in the United States
if at least an adjusted percentage of the total costs of all manufactured products are mined, produced, or
manufactured in the United States. The OBBBA adjusts upward such required percentage threshold for

projects beginning construction after June 16, 2025 as follows:

e 45% (27.5% for offshore wind) if construction begins on or after June 16, 2025, and before January 1,
2026;

o 50% (35% for offshore wind) if construction begins during 2026; and

e 55% if construction begins in 2027.

B. Early Termination of the Clean Hydrogen PTC (845V)
The IRA added a tax credit for the production of qualified clean hydrogen produced at a clean hydrogen
facility,* and taxpayers may elect to receive ITCs in lieu of PTCs with respect to such clean hydrogen
facility.> Under the IRA, clean hydrogen facilities were required to begin construction before 2033 in order
to be eligible for such credits. Under the OBBBA, only clean hydrogen facilities that begin construction

before 2028 are now eligible.

C. Early Termination of Credits Related to Clean Vehicles (8825E, 30D, 45W)
The IRA expanded and introduced various tax credits available to taxpayers that purchased qualified pre-
owned,® new,” and commercial® clean vehicles. Under the IRA, these credits were set to terminate after
2032. The OBBBA accelerates the termination of these credits, making them unavailable to taxpayers,

including lessors, with respect to vehicles acquired after September 30, 2025.
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D. Carbon Oxide Sequestration PTC (845Q)
The IRA modified the then-existing credit for qualifying carbon oxide storage and use.® The IRA also
provided a credit for qualifying carbon oxide captured using direct air carbon capture equipment placed in
service after 2022.%° Prior to the OBBBA, the amount of credits (which may be claimed during the 12-year
period beginning on the date the carbon capture equipment is originally placed in service) differed
depending on whether the captured carbon was permanently stored or used in certain qualifying
commercial uses. The OBBBA eliminates such distinction and provides for the same rate of credit for carbon
captured and stored or used in a qualifying manner. In addition, while the amount of credits are indexed for
inflation as under prior law, the adjustments for inflation begin after 2026. Lastly, the OBBBA prohibits
“specified foreign entities” and “foreign-influenced entities” (both defined and discussed below) from

receiving the credit.

E. Modifications to Advanced Manufacturing PTC (845X)
The IRA introduced a new tax credit for advanced manufacturing production of “eligible components” that
are produced and sold to an unrelated person in the course of a taxpayer’s business.!! Under the IRA,
these credit amounts were scheduled to be phased out for eligible components sold after 2029, reaching
zero for eligible components sold after 2032, except for “applicable critical minerals” which did not have a

phaseout under the IRA.3

The OBBBA increases the amount of these credits from 25% of the taxpayer’s “qualified investment” under
the IRA to 35%. The OBBBA further includes metallurgical coal as an “applicable critical mineral” for
purposes of the 845X credit. The OBBBA also permits taxpayers to claim credits with respect to qualifying
sales to unrelated persons of “integrated components” which contain an eligible component that is
integrated into another eligible component (defined as a “primary component”) produced within the same
manufacturing facility. To qualify, at least 65% of the total direct material costs of producing the “integrated
component” must be attributable to “primary components” mined, produced, or manufactured in the United

States.

Under the OBBBA, the timing of the credit phaseout depends on the underlying “eligible components.” The
OBBBA terminates credits for wind energy components produced and sold after 2027 and for metallurgical
coal produced after 2029. Credit amounts generally begin to be phased out for applicable critical minerals
(other than metallurgical coal) produced after 2030, reaching zero for such minerals produced after 2033.
The OBBBA also bars taxpayers that receive “material assistance from a prohibited foreign entity”
(discussed below) from claiming the 845X credit with respect to “eligible components” produced in taxable

years beginning after the date of enactment of the OBBBA.
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F. Accelerated Phase-Out of ITC for Geothermal Heat Pump Property and Certain Energy
Equipment (848)

Under the IRA, qualifying geothermal heat pump property and equipment used to generate electricity, heat
or cool a structure, or as a thermal energy sink to cool a structure, was eligible for ITCs if construction
began before 2035, with a phaseout beginning in 2033. The OBBBA accelerates the phaseout of ITCs for
such property for which construction began before June 16, 2025. No ITCs are available for such property

for which construction begins after June 16, 2025.

G. Extension of Clean Fuel PTC (8452)
Under the IRA, the Clean Fuel PTC under 8457 was set to terminate after 2027. However, the OBBBA
extends the credit through the end of 2029.

H. ITC Eligibility for Fuel Cell Property
Under the IRA, ITCs were available only for energy property which complied with a zero-emissions
requirement.** As a result, ITCs could not be claimed with respect to fuel cell property. The OBBBA waives
the zero-emissions requirement for “qualified fuel cell property” and allows taxpayers to claim a 30% ITC

with respect to such property in taxable years beginning after enactment.

2. Transferability of Credits

The IRA allowed eligible taxpayers to transfer clean energy PTCs and ITCs to third parties. Under the
OBBBA, such transfers generally remain permissible, subject to certain additional restrictions. Notably, the
OBBBA disallows credit transfers to “specified foreign entities” (defined and discussed below). Furthermore,
the OBBBA permits taxpayers to transfer the portion of any biodiesel fuel PTC under §40A that consists of
the small agri-biodiesel producer credits. The OBBBA also permits taxpayers to transfer the 8457 clean

fuel tax credit, the 845Q carbon capture credit, and the 845X advanced manufacturing credit.

3. Limitations Relating to “Prohibited Foreign Entities”

The IRA generally limited eligibility of the 830D new clean vehicle credit to the extent a “foreign entity of
concern” owned or controlled the credit producing property.'®> The OBBBA introduces a new defined term
“prohibited foreign entity” that applies to additional credits and likewise limit credit eligibility with respect to
the 8845X advanced manufacturing credit, 45Y PTC, and 48E ITC. Under the OBBBA, taxpayers that are
prohibited foreign entities are not eligible for the aforementioned credits. Furthermore, the OBBBA generally
prohibits claiming credits under §8845X, 45Y, and 48E for facilities receiving “material assistance from

prohibited foreign entities,” with exceptions for certain pre-existing contracts.

The OBBBA defines a prohibited foreign entity as an entity that is either a “specified foreign entity” or a

“foreign-influenced entity.” Generally, a “specified foreign entity” includes an entity that has been

determined to be engaged in unauthorized conduct that is detrimental to the national security or foreign

policy of the United States under certain federal guidance, as well as governments and citizens or residents

of certain countries, which currently include China, Iran, North Korea and Russia. “Foreign-influenced
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entities” include entities with significant ownership, financial, or contractual ties to specified foreign entities,
including entities subject to “effective control” by “specified foreign entities” which is generally defined as
being subject to an arrangement under which a “specified foreign entity” has the contractual right to make

major decisions for the taxpayer.

Taxpayers that are “specified foreign entities,” “foreign-influenced entities,” or subject to “effective control
by prohibited foreign entities” are unable to claim ITCs or PTCs under the OBBBA. Moreover, otherwise
transferable credits are not allowed to be transferred to specified foreign entities. Lastly, the OBBBA

provides that ITCs are subject to recapture as a result of certain payments to prohibited foreign entities.

Under the OBBBA, a taxpayer has received “material assistance from a prohibited foreign entity” when the
“material assistance cost ratio” exceeds certain given threshold percentages that will vary by year
(increasing over time) and credit regime. The “material assistance cost ratio” is calculated in two steps.
First, the total direct cost to the taxpayer attributable to all manufactured products and components is
reduced by the total direct costs attributable to components or products incorporated into the qualified
facility or energy storage technology and mined, produced, or manufactured by a prohibited foreign entity.
Second, this amount is divided by the total direct costs to the taxpayer attributable to all manufactured
products and components. The OBBBA provides a general exception to the restrictions applicable to the
8845X, 45Y, and 48E credits for certain materials produced pursuant to binding contracts entered into

before June 16, 2025, provided that additional requirements are met.

4. Treatment of Certain Clean Energy Associated Income

A publicly traded partnership is generally treated as a corporation for federal income tax purposes. An
exception from corporate treatment is provided for certain publicly traded partnerships, 90% or more of
whose gross income is “qualifying income.” Prior to the OBBBA, qualifying income included interest,
dividends, rent from real property, and income and gains from certain energy-related activities. The OBBBA
expands the definition of qualifying income by also including income from (i) transportation or storage of
sustainable aviation fuel and liquified hydrogen or compressed hydrogen and (ii) generation and storage of
electricity or thermal energy by a qualified facility which produces at least 50% qualified carbon oxide. This

expanded definition of qualifying income is effective for taxable years beginning after 2025.
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ENDNOTES
! The IRA was enacted on August 16, 2022.
2 The OBBBA additionally modifies certain residential clean energy credits under 8825C, 25D and
45L not discussed in this memo.
3 IRC §45Y(d).
4 IRC §45V(a).
5 IRC 848(a)(15)(C).
6 §25E.
! 830D.
8 §45W.
° See IRC 8§45Q(b)(1), (h)(1).
10 IRC §45Q(b)(1)(B) - (C), (h)(2).
1 IRC §45X(a).
12 IRC 845X(b)(3)(B).
3 IRC §45X(b)(3)(C).
14 IRC 848E(b)(3)(A)(iii).
15 For a discussion of this concept, please see our prior memo.
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Questions regarding the matters discussed in this publication may be directed to any Sullivan & Cromwell
LLP lawyer with whom you have consulted in the past on similar matters. Additional S&C resources about
energy transition matters may be found here. This publication is provided by Sullivan & Cromwell LLP as a

service to clients and colleagues. The information contained in this publication should not be construed as
legal advice.
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