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In brief

What happened?

H.R. 1, the “One Big Beautiful Bill Act” (the Act), signed into law on July 4, 2025, used a scalpel, not a
sledgehammer, to refine tax credits and incentives enacted by the Inflation Reduction Act (IRA) in 2022.
As enacted, the Act shortens credit eligibility timeframes for wind and solar projects, alters sunset dates
for other credits, and adds new and more stringent restrictions on the ownership and control by, or
involvement of, foreign entities of concern (FEOCs) in credit-eligible projects. The Act also introduces
new compliance, reporting, and penalty provisions for the FEOC rules, creating new complexity for
energy and fuel project developers and investors.

See our Tax Insight, President Trump signs H.R. 1, the “One Big Beautiful Bill Act” for an overview of the
tax provisions included in the Act.

Why is it relevant?

The Act’s changes to the IRA tax credits are nuanced in their application, creating potential traps for the
unwary. Effective dates are staggered and, in some cases, accelerated — meaning that companies must
act quickly to preserve eligibility for valuable tax credits. The addition of the FEOC rules creates
significant complexity, requiring companies to perform a comprehensive review and analysis of
ownership and control, interactions with related parties, and certain types of transactions to identify
FEOC involvement that can jeopardize credit eligibility.
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Action to consider

Companies should take immediate action to document eligibility for energy credits on current and future
projects. Tax credits remain available to subsidize the cost of new investments in clean energy, but
companies should review project timelines to determine whether to begin construction or place property
in service sooner. The new FEOC requirements impose additional due diligence considerations, requiring
companies to carefully review ownership and control structures as well as supply chain relationships.

In detail

Overview

The IRA’s enactment of nearly two dozen energy credits and incentives in 2022 generated a wave of
investment and innovation across the US energy sector. The IRA revised the credit landscape by
establishing base credit rates for qualifying investment or production activities, with a multiplier for
meeting prevailing wage and apprenticeship (PWA) requirements. Some energy credits and incentives
also provide lucrative bonus credit amounts (also eligible for the PWA multiplier) for companies that
satisfy additional requirements for domestic content, as well as location-based incentives for energy
communities and low-income communities. Additionally, many energy credits can be monetized through
direct-pay and transferability elections, meaning that these incentives benefit the company that
generates and sells the credits as well as the purchaser of those credits.

Despite earlier proposals to repeal the IRA regime, the Act largely preserves the core structure of these
energy credits for businesses, including the PWA requirements, bonus credit amounts, and monetization
elections. However, after the Act’s enactment, eligibility for these energy credits and incentives now
hinges on the involvement of FEOCs, a newly defined concept that requires a comprehensive analysis of
their involvement. The Act also introduces significant complexity by implementing different credit
termination dates.

Observation: The IRA’s monetization provisions largely remain intact, generally restricting only
transfers of credits to FEOCs. Accordingly, a broader spectrum of taxpayers beyond those directly
engaged in credit-eligible activities can continue to benefit from the energy credits through direct-pay or
transferability elections.

These changes mean that, while the fundamental incentives remain available, companies seeking to

benefit from energy credits now not only must evaluate the extent of foreign involvement but also
contend with accelerated timelines to begin construction and place property in service.

Important changes to energy credits

In addition to the new rules applicable to prohibited foreign entities that are discussed in the next
section, the Act also modifies the qualification, computation, and sunset dates of many energy credits and
incentives.

Technology-neutral credits (Sections 45Y and 48E)

One of the Act’s most significant changes affecting businesses is the early termination of credits for wind
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and solar projects under Sections 45Y and 48E. Unless construction of a wind or solar facility begins
within one year of enactment (i.e., by July 4, 2026), a facility must be placed in service before January 1,
2028, to qualify for the clean electricity production or investment credits.

Observation: New sunset dates for solar and wind credits put pressure on developers to accelerate
project start dates, creating a near-term rush for project completion and potentially exacerbating
problematic deadlines already subject to supply chain disruptions, permitting delays, and construction
bottlenecks.

Other changes made by the Act include a phase-out of the Section 45Y credit that begins in 2032,
replacing the previous phase-out that was tied to the year in which greenhouse gas emissions from
domestic electricity production fall below a certain threshold. Additionally, the Act expands the definition
of energy community to include areas with significant direct employment related to the advancement of
nuclear power, thereby permitting advanced nuclear facilities to qualify for the bonus credit rate for
energy communities.

As modified by the Act, qualified fuel cell property that begins construction after December 31, 2025, is
eligible for a flat 30% credit rate under Section 48E, without regard to any greenhouse gas requirements.
Additionally, energy storage technology qualifies for a Section 48E credit that begins to phase out after
2032, even if it is placed in service at a wind or solar facility after December 31, 2027. The Act also
modifies the Section 48E domestic content bonus requirements by increasing the minimum percentage
of US-sourced materials required for full credit eligibility. As amended, Section 48E(a)(3)(B) specifies
the minimum percentage of components of a qualified facility or energy storage technology that must be
produced in the United States to qualify for the domestic content bonus credit rate as follows:

Between Between
Construction 6/16/2025 - 1/1/2026 - After
begins Before 6/16/2025 12/31/2025 12/31/2026 12/31/2026
Percentage of US- 40%
produced (20% offshore 45% 50%
components wind) (27.5% offshore wind) (35% offshore wind) 55%

Observation: These percentages replace the standard thresholds referenced in Sections 48(a)(12) and
45(b)(9)(B), creating a phased increase in domestic content requirements for both qualified facilities and
energy storage technology, with lower thresholds specifically for offshore wind projects. Although this
change is intended to bolster domestic manufacturing, it may pose challenges for developers reliant on
global supply chains, particularly for components and subcomponents not yet widely produced in the
United States.

Advanced manufacturing credits (Sections 45X and 48D)

Consistent with its revisions to Sections 45Y and 48E, the Act terminates the Section 45X advanced
manufacturing production credit for wind components produced and sold after December 31, 2027.
However, the rate of the Section 48D advanced manufacturing investment credit increased from 25% to
35% for property placed in service after December 31, 2025.

New rules set forth in the Act (1) restrict the Section 45X credit for components that are integrated into
other eligible components and (2) terminate the credit for certain integrated components sold after
December 31, 2026. Under the new integrated component rules, a taxpayer will be treated as having sold
an eligible component ("primary component") to an unrelated person if that component is integrated,
incorporated, or assembled into a "secondary component” within the same manufacturing facility, and
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the secondary component then is sold to an unrelated person. At least 65% of the taxpayer’s total direct
material costs incurred to produce the secondary component must be attributable to primary
components that are mined, produced, or manufactured in the United States.

Observation: The determination of the total direct material costs that are paid or incurred is
determined within the meaning of Section 461 and any regulations issued under Section 263A.

The Act makes other modifications to Section 45X, including expansion of the credit to permit a 2.5%
credit for metallurgical coal, which sunsets for coal produced after December 31, 2029. As amended, the
Section 45X credit now begins to phase out for most eligible components—dropping to 75% in 2030, 50%
in 2031, 25% in 2032, and ending entirely after 2032. The Act also narrows the definition of a "battery
module" under Section 45X to require that it include all other essential equipment needed for battery
functionality, such as current collector assemblies, voltage sense harnesses, or any other essential energy
collection equipment.

Observation: These changes narrow the scope of the Section 45X credit and may affect manufacturers

of wind turbine components and integrated components. Furthermore, all Section 45X manufacturers
may need to reassess production timelines and supply contracts.

Other production and sequestration credits (Sections 450, 45U, 45V, and 457)

While the Act retains credit eligibility for the Section 45Q carbon oxide sequestration credit for projects
on which construction begins before January 1, 2033, it makes important changes to credit amounts
available for different end uses for captured carbon oxides. As amended, Section 45Q provides the same
credit amount for captured carbon oxides that are geologically stored, used in an enhanced oil recovery
(EOR) project (and later stored), or subject to utilization. The Act also prevents FEOCs from claiming the
credit in tax years beginning after July 4, 2025.

The Act also retains credit eligibility for the Section 45U zero-emission nuclear power production credit
through December 31, 2032, while also imposing FEOC restrictions for Section 45U facilities (consistent
with the FEOC restrictions on other credits). The Act shortens the credit eligibility window for the
Section 45V credit for clean hydrogen production credit. The credit now applies to facilities for which
construction begins before January 1, 2028.

The Section 45Z credit has been extended for clean fuel production through December 31, 2029,

providing additional runway for qualifying projects but with heightened compliance requirements and
new limitations on transferability and eligible feedstocks.

Repealed residential and vehicle credits

The Act repeals the residential clean energy credit (Section 25D) for any expenditures made after
December 31, 2025 and the energy efficient home improvement credit (Section 25C) for property placed
in service after December 31, 2025.

The Act repeals all credits for energy efficient vehicles and related property, including both the clean
vehicle credit (Section 30D) and the previously-owned clean vehicle credit (Section 25E) for any vehicle
acquired after September 30, 2025. The Act also repeals the alternative fuel vehicle refueling property
credit (Section 30C) for property placed in service after June 30, 2026.

Observation: The abrupt termination of these residential energy efficiency and vehicle credits -- the
most widely used consumer-facing incentives -- may significantly reduce demand for residential solar,
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battery storage, and electric vehicles. The repeal may impact manufacturers, installers, and dealers who
have relied on these credits to drive sales and market growth.

FEOC: New rules precluding certain foreign involvement

The Act introduces sweeping restrictions on the availability of energy credits for projects involving
ownership, control, or material assistance by “prohibited foreign entities," a concept defined in new
Section 7701(a)(51). In general, these rules disallow credits if a company is a “specified foreign entity” for
tax years beginning after July 4, 2025, or a “foreign-influenced entity” for tax years beginning after July
4, 2027, while the material assistance rules have effective dates as early as August 1, 2025.

A prohibited foreign entity is broadly defined by the Act to include:

e A “specified foreign entity” — entities owned or controlled by governments of concern (such as
China, Russia, North Korea, and Iran), entities on US government watchlists, and those majority-
owned by such governments or their citizens (unless also US citizens or lawful permanent
residents).

e A “foreign-influenced entity” — entities considered to be under significant control or influence by
a specified foreign entity, based on an evaluation of the following factors:

Current tax year Prior tax year

Control: Does a specified foreign entity have direct Were any payments made to a specified

or indirect authority to appoint an officer of the [foreign entity pursuant to a contract,
taxpayer? agreement, or other arrangement permitting
the specified foreign entity (or a related party)
Ownership: Does a specified foreign entity own: [to exercise “effective control” over:

e Direct: 25% or more of the taxpayer? e qualified facilities or energy storage
e Indirect: 40% or more of the taxpayer (in technology of the taxpayer (or any
the aggregate with other specified foreign person related to the taxpayer), or
entities)? o with respect to any eligible component
produced by the taxpayer (or any
Debt: Does a specified foreign entity hold at least person related to the taxpayer)
15% of the taxpayer’s debt (in the aggregate with o the extraction, processing, or
other specified foreign entities)? recycling of any applicable critical
mineral, or

o the production of an eligible
component that is not an
applicable critical mineral.

Until Treasury issues additional guidance, "effective control" requires an evaluation of rights regarding
(1) the quantity or timing of production and activities; (2) the purchase or use of a facility’s output; (3)
access to critical data or sites; or (4) maintenance, repair, or operation of essential plant or equipment.
The Act also considers whether certain rights are retained by a counterparty in licensing or related
agreements entered into or modified after July 4, 2025. There are exceptions for bona fide purchases or
sales of intellectual property, provided ownership does not revert to the counterparty after a period of
time. For these purposes, the analysis includes not only the taxpayer but also related persons, as well as
"contractual counterparties," which generally includes any entity with which the taxpayer has certain
agreements.

Additionally, the Act disqualifies facilities that begin construction after December 31, 2025, from Section
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45Y and 48E credits if they receive “material assistance” from a prohibited foreign entity, and excludes
components produced from qualifying for Section 45X credits if the production includes material
assistance from a prohibited foreign entity (subject to a “material assistance cost ratio” threshold).
Material assistance is defined broadly to include components, subcomponents, or critical minerals
extracted, processed, recycled, manufactured, or assembled by a prohibited foreign entity, as well as
property designs based on intellectual property, know-how, or trade secrets provided by those entities.
The Act also provides for exceptions for generic parts not uniquely designed for the specific use and not
predominantly produced by prohibited foreign entities, provided they are not acquired directly from
those entities, as well as carve-outs for certain transactions with publicly traded entities.

If a taxpayer that has claimed a Section 48E credit makes an "applicable payment" to a prohibited foreign
entity within 10 years of placing credit-eligible property in service, the Act imposes a new recapture
provision that effectively increases that taxpayer’s tax liability for the year of payment by 100% of the
aggregate decrease in credits that would have resulted from reducing to zero any Section 46 credit
attributable to the Section 48E credit for that property. Under the Act, taxpayers must maintain
compliance for a 10-year period following the date that the property was placed in service.

Observation: Any applicable payment that is made to a prohibited foreign entity during the Section

48E recapture period triggers full recapture of the credit, making ongoing monitoring and due diligence
essential.

Prohibition on credit transfers to prohibited foreign entities

The Act generally prohibits the transfer of energy credits to prohibited foreign entities. This restriction
applies to both direct transfers and indirect arrangements, such as partnership allocations and sales of
project interests. Companies must implement robust diligence procedures to confirm that transferees are
not prohibited foreign entities and to document compliance with the new rules.

New penalties and extended statute of limitations

To enforce compliance, the Act introduces several new provisions that are effective for tax years
beginning after July 4, 2025:

Section 6695B Imposes a penalty on a supplier that provides a

Penalty for substantial certification that falsely claims a product or component
misstatements on certifications was not produced by a prohibited foreign entity, or
provided by suppliers misstates the direct costs or materials not attributable to

such entities if that misstatement results in the
disallowance of an applicable energy credit and a
significant understatement of income tax

Section 6662(m) Reduces the threshold for determining a substantial
Imposition of accuracy-related understatement is significant from 10% to 1% for a
penalty taxpayer that has an energy credit disallowed for a tax

year attributable to an overstatement that violates the
material assistance rules

Section 6501(0) Extends the statute of limitations period to six years from
Limitations on assessment and the date the return was filed for a taxpayer that makes an
collection error in applying the material assistance rules under

Section 7701(a)(52)
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Let’s talk

For a deeper discussion of how this issue might affect your business, please contact:

Specialized Tax Services

Nicole Brigati Randa Barsoum Wendy Punches
(267) 280-3536 (914) 656-6811 (408) 981-0570
nicole.brigati@pwe.com randa.barsoum@pwec.com wendy.punches@pwec.com

Federal Tax Services

Topher Call Sara Logan Jennifer Bernardini
(949) 910-1518 (202) 834-4831 (202) 449-2723
christopher.call@pwc.com sara.l.logan @pwc.com jennifer.bernardini@pwec.com

Mergers & Acquisitions

Colin Zelmer
(202) 294-1088
colin.zelmer@pwec.com

Tax Policy Services

Rohit Kumar Larry Campbell
(202) 841-8300 (202) 251-6666
rohit. kumar@pwe.com larry.campbell@pwe.com

National Economics & Statistics

Karl Russo

(202) 431-9566
karl.russo@pwe.com
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