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In brief
What happened?

Treasury and the IRS issued proposed regulations on the Section 45Z clean fuel production credit that
would implement changes made by the One Big Beautiful Bill Act (OBBBA), as well as feedback from
public comments. The proposed regulations include rules on qualification, calculation, lifecycle
emissions rate determination, and certification and registration requirements for domestic production
and sales of transportation fuel through December 31, 2029.

Why is it important?

These rules address key inputs of Section 45Z models, address limitations on prohibited foreign entities,
and establish anti-abuse restrictions and other filing obligations. If adopted, the proposed regulations
would clarify core mechanics that drive credit value and eligibility, creating more certainty that
investments in clean fuels would comply with feedstock sourcing and reporting requirements. Although
most provisions of the proposed regulations are not effective until published as final regulations in the
Federal Register, the emissions table is proposed to be effective for tax years ending on or after January
10, 2025.

Actions to consider

This voluminous package of regulations contains granular details that can be used to refine projections of
current and proposed investments in clean fuel, and companies have the option of applying the proposed
regulations in their entirety and in a consistent manner before publication of final regulations. As
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proposed rules, it is important to provide feedback to the government about concerns or issues raised by
the proposed regulations or areas still needing clarity by submitting comments or requesting to speak by
April 6, 2026, for a public hearing scheduled for May 28, 2026.

In detail
Background

As amended by the OBBBA, Section 45Z replaced prior fuel incentives with a general business credit for
low-emissions transportation fuel produced domestically after December 31, 2024, and sold by
December 31, 2029. Producers that comply with certain registration and certification requirements are
eligible to claim a per-gallon credit for fuel sold for common transportation uses if the fuel’s lifecycle
greenhouse gas emissions fall below benchmarks published by the government.

The amount of the Section 45Z credit depends on the type of fuel, whether labor standards are met, and
how the fuel’s emissions compare to a baseline. The credit amount can be increased by a multiple of five
by satisfying the prevailing wage and apprenticeship (PWA) requirements, and the credit can be
monetized using elections for direct pay under Section 6417 or transferability under Section 6418.

Changes made by the OBBBA extended the Section 45Z credit to sales through 2029, limited feedstocks
to North America, and eliminated the higher rate for sustainable aviation fuel (SAF). Other refinements
to the statute included broadened attribution for related-intermediary sales, exclusion of indirect land-
use change from lifecycle emissions, preservation of negative emissions only for animal-manure
pathways using feedstock-specific rates, and emissions-rate rounding to the nearest 5 kg CO2e/mmBTU.
The OBBBA also disallowed Section 45Z credits for tax years beginning after July 4, 2025, if the taxpayer
is a specified foreign entity, and after July 4, 2027, if the taxpayer is a foreign-influenced entity (subject
to statutory carve-outs). The regulations anticipate a separate guidance package on these foreign entity
restrictions.

Treasury and the IRS established a preliminary framework for registration, emissions methodologies and
tables, and administrative practices in interim guidance:

e Notice 2024-49: Guidance on Section 45Z time, form, and manner of registration.

e Notice 2025-10: Announcement of forthcoming proposed regulations.

e Notice 2025-11: Guidance on methodologies for determining emissions rates and publication of
the initial emissions rate table.

Scope and structure of the proposed rules

The proposed regulations provide definitional rules in Reg. 1.45Z-1; general rules addressing emissions
rates and provisional emissions rate (PER) in Reg. 1.45Z-2; special rules such as anti-abuse, production
attribution, foreign feedstock and entity restrictions, and substantiation in Reg. 1.45Z-4; SAF
certification procedures in Reg. 1.45Z-5; and claim procedures in Reg.1.45Z-6. This regulation package
also includes Section 4101 registration rules in Reg. 1.4101-1, as well as conforming amendments

to Regs. 1.6417-2, 1.6418-2, and 48.4101-1.
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Eligibility and definitions

Section 45Z requires the production of qualifying transportation fuel at a US facility and the sale of that
fuel in a qualified sale to an unrelated buyer by an entity registered as the producer under Section 4101 at
the time of production.

Amendments made by the OBBBA require fuel that is produced after December 31, 2025, to

be exclusively derived from a feedstock that was produced or grown in the United States, Mexico, or
Canada. Consistent with interim guidance, production would be defined in the proposed regulations as
beginning with processing the primary feedstock(s) and ending when the transportation fuel is ready for
a qualified sale. Excluded from the definition of production would be minimal processing activities on
imported fuel that is largely finished or the production of fuel that meets the same ASTM standard as the
primary feedstock.

Observation: For alternative natural gas (including renewable natural gas), the proposed regulations
would provide that the “producer” is the processor that removes water, CO2, and impurities to make
pipeline quality gas, while the mere compression of conventional or alternative natural gas (CANG) after
removal is not production because it is minimal processing that is not a chemical transformation.

The proposed rules also would retain the core definitions of both facility and qualified facility in Notice
2025-10, including the focus on a single production line and interdependent components that excludes
post-production equipment, and would designate a “qualified facility” as one that also satisfies anti-
stacking restrictions.

Observation: Facility ownership is not required by Section 45Z, and rules for non-ownership
arrangements are included in the proposed regulations. By confirming that producers do not need to own
the facility, the proposed regulations expand the scope of Section 45Z to include viable tolling/contract
manufacturing structures.

Observation: The proposed regulations would add detailed examples that distinguish blending
equipment from production equipment and clarify that carbon capture sequestration can be
geographically separate while still part of the facility if it functionally contributes.

The proposed regulations would adopt the definitions of fuel and SAF in Notice 2025-10, but refine

the definition of transportation fuel to exclude fuels for which the primary feedstock is itself a
transportation fuel eligible for the Section 45Z credit. Under the proposed regulations, transportation
fuel would be defined as fuel that (1) is suitable for use as a fuel in a highway vehicle or aircraft, (2)

has an emissions rate that is not greater than 50 kilograms of CO2e per one million British Thermal
Units (mmBTU), (3) is not derived from coprocessing an applicable material (or materials derived from
an applicable material) with a feedstock that is not biomass, and (4) has not been produced from a fuel
for which a Section 45Z credit is allowable.

Observation: The proposed regulations clarify that actual use as a fuel in a highway vehicle
or aircraft is not required to qualify as transportation fuel.

Observation: Consistent with Notice 2025-10, the preamble to the proposed regulations confirms that
electricity is excluded from the definition of fuel. As discussed in more detail, there also are anti-stacking
rules included in the proposed regulations that exclude facilities from the definition of a Section 457
qualified facility for a tax year if a credit is allowed for that facility under Section 45Q, Section 45V, or
Section 48 to the extent attributable to a Section 48(a)(15) election.

Observation: The proposed regulations include several detailed examples on the types and categories
of transportation fuel eligible for the Section 45Z credit (e.g., ethanol type vs. corn-starch fermentation).
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Qualified sales and attribution rules

Under the proposed regulations, a “qualified sale,” would be defined as the sale of transportation fuel by
the taxpayer to an unrelated person when the fuel is (1) used by that person in the production of a fuel
mixture, (2) used in that person’s trade or business, or (3) sold by that person at retail to another person
and placed in that other person’s fuel tank. Although production of a fuel may take place in an earlier tax
year than the tax year in which the qualified sale of the fuel occurs, the proposed regulations would not
permit a qualified sale to take place before the fuel’s production date.

In response to changes made by the OBBBA, a new attribution rule in the proposed regulations would
treat taxpayers that are not members of a consolidated group as selling fuel to an unrelated person if a
related person sells the fuel to the unrelated person, based on application of the Section 52(b)
regulations.

Observation: In a significant change from Notice 2015-10, the proposed regulations provide that sales
to unrelated intermediaries who then resell the fuel in their trade or business would be considered
qualified sales.

The proposed regulations would retain a special attribution rule for consolidated groups that treats a
producer-member as having sold to an unrelated buyer when another group member makes the outside
sale. When a producer-member sells fuel to a member of its consolidated group in Year 1, an example in
the proposed regulations illustrates that a qualified sale does not occur until the fuel has been sold to an
unrelated buyer in Year 2.

Credit computation, emissions rates, and methodologies

The Section 457 credit is the product of an applicable per-gallon (or gallon-equivalent) amount
multiplied by an emissions factor relative to a 50 kg CO2e/mmBTU baseline, with inflation adjustments
and rounding rules. Emissions rates are determined either by the annual emissions rate table or via a
provisional emissions rate (PER) process where a table rate is not available. The credit can be increased
by a multiple of five by satisfying the PWA requirements.

Observation: Pro rata allocation would be required by the proposed regulations for sales of
transportation fuel produced after December 31, 2024, and held in common storage with other fuels.

The proposed regulations formalize use of the annual emissions rate table and methodology employed in
previous guidance by proposing the 45ZCF-GREET model as the successor model for non-SAF fuels and
CORSIA Default, CORSIA Actual, or 45ZCF-GREET for SAF (with the chosen method applied
consistently). The preamble anticipates a 45Z specific FD CIC module feeding into 45ZCF GREET to be
published in 2026 that could be used for 2025 production. As an exception to the general applicability
date, the proposed rules on the annual emissions rate table and related methodology would apply to
qualified sales in tax years ending on or after January 10, 2025.

Observation: The proposed regulations, which provide that 45ZCF-GREET’s SAF portion would be
accepted as a similar methodology to CORSIA for SAF, also state that rules similar to Section 45V would
apply within 45ZCF-GREET for electricity, hydrogen, RNG/natural gas alternatives, and carbon capture
and sequestration.

Under the proposed regulations, producers would be required to use the first publicly available version of
the applicable table in the tax year of production that covers the fuel type and category, and an

election would be permitted for producers to adopt an updated version that becomes publicly available
later in the same year. The proposed regulations also reflect the following statutory refinements made by
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the OBBBA:

e Exclusion of indirect land-use change. Starting with fuel produced after 2025, the estimated,
indirect emissions that can occur when land use shifts elsewhere in response to biofuel feedstock
demand (for example, converting forests to cropland) are not counted in the lifecycle emissions
score used for the Section 45Z credit.

e Limitation of negative emissions rates. After 2025, negative lifecycle emissions (scores below
zero) generally are not allowed, except for specific animal-manure-based pathways where the
process prevents methane releases that otherwise would occur.

The proposed regulations also include rules on the use of an Energy Attribute Certificate (EAC), which
is a transferable proof-of-origin for one unit of electricity (typically 1 MWh) that conveys the electricity’s
environmental attributes (for example, that it was generated from low- or zero-GHG sources), when
used to substantiate low-carbon electricity in a fuel’s lifecycle emissions score. Under the proposed
regulations, EAC use would be permitted, subject to limitations that prevent double-counting and other
rules, to reduce lifecycle emissions only when the EAC reflects new, verifiable low-carbon

electricity that actually supports the fuel facility’s operations.

Observation: When applying the incrementality rules for purposes of the 45ZCF-GREET model, the
proposed regulations would apply rules similar to Reg. 1.45V-4(d)(3)(i) by treating a taxpayer's

facility as placed in service in the first tax year that it produces a transportation fuel. If finalized, this rule
would apply to qualified sales occurring in tax years ending on or after January 10, 2025.

When a fuel type and category is not listed in the applicable table, a producer would be permitted to seek
a Provisional Emissions Rate (PER) under the proposed regulations using a two-step process: (1) request
a DOE emissions value via DOE’s Emissions Value Request process and obtain a DOE Calculated
Emissions Value Letter using a well-to-wheel boundary and supporting technical documentation, and
then (2) file a PER petition (Form 7218) with the first return on which the credit is claimed. Properly filed
petitions would be deemed accepted; both PERs and first-time table determinations would relate back to
January 1, 2025.

Registration and special rules

A Section 45Z credit is permitted only if the taxpayer is registered as a producer under Section 4101 at the
time of production and the fuel is produced in the United States (including US territories) by

filing Form 637, a process that generally takes months. This registration, evidenced by an IRS Letter of
Registration under activity letter CN (non-SAF) or CA (SAF), is separate from any prefiling registration
for elective pay or transferability elections. Under the proposed regulations, for purposes of the

Section 45Z credit, registration would treat each entity with its own EIN as a separate

registrant. Disregarded entities and qualified subchapter S subsidiaries (QSubs) that produce

fuel are required to register in their own names, and applicants are required to satisfy the following three
tests:

1. Activity 2. Acceptable risk 3. Satisfactory tax history

Already producing or likely to No penalization for Filing, deposit, and payment

produce within six months wrongful acts by the applicant or [record supports compliance
related persons
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The proposed regulations would expand on the reregistration requirement in Section 4101(a)(5) by
requiring re-registration after a change in EIN, in addition to a greater than 50% ownership change,
while a safe harbor would allow for credits to be claimed from the IRS receipt date of a complete
reregistration application while approval is pending.

Observation: The proposed regulations would maintain the requirement that a registrant notify the
IRS of any changes in the information submitted in the registration application, and there

are new examples included in the proposed regulations that illustrate the type of information that would
trigger an obligation to re-register. The preamble to the proposed regulations indicates that the IRS
should be notified of changes in the type of fuel produced, which could be viewed as a signal that a
change in the type of fuel is more significant for Section 45Z related registrations.

Under anti-stacking rules in the proposed regulations, a facility would not be a Section 45Z qualified
facility in any tax year in which a credit is allowed under Section 45V or Section 45Q, or the portion of
the Section 48 credit attributable to a Section 48(a)(15) hydrogen election. The determination would
be made annually and separately per facility, and examples in the proposed regulations

illustrate these concepts. The proposed rules generally would preserve taxpayer choice among eligible
credits if allowed by the statute.

The anti-abuse rules in the proposed regulations would employ a facts-and-circumstances test focused
on whether the production and sale of transportation fuel is consistent with the purposes of Section 45Z
and related regulations. Under the proposed regulations, the credit would be denied if the primary
purpose of the production and sale activities is to obtain the benefit of the Section 45Z credit in a manner
that is wasteful, such as discarding, disposing of, or destroying the transportation fuel without putting it
to productive use.

Observation: Comments are requested on the need for these anti-abuse rules or other potentially
abusive scenarios that should be covered by the regulations.

The proposed regulations consolidate the foreign feedstock restrictions and rules precluding involvement
of prohibited foreign entities in Section 45Z credit claims, providing dates and cross-references to the
statute.

Observation: An executive order issued last year directed Treasury to implement the OBBBA’s new
rules applicable to prohibited foreign entities, defined to include specified foreign entities and foreign-
influenced entities. These rules could disallow energy tax credits. The absence of regulatory guidance on
these rules is causing uncertainty in credit transactions and finance markets.

The proposed regulations provide several safe harbors for certification and registration to streamline
compliance.

e Certification. A model, timing, and accreditation framework for independent SAF certifications; a
parallel safe harbor for non-SAF producers to substantiate 45ZCF-GREET emissions rates using a
certification “in substantially the same form and manner” as the SAF model.

e Qualified sales. A purchaser certificate safe harbor allows producers to substantiate that a sale
meets the “qualified sale” definition by obtaining a purchaser certificate (single sale or blanket up
to one year) that is in the prescribed form and on file by the required time, provided the seller has
no reason to believe it is false.

e Registration. A re-registration safe harbor preserves credit eligibility from the IRS receipt date of
a complete re-registration application following a greater than 50% ownership change or an EIN
change, even if approval is still pending, as long as the registration tests are ultimately met.
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Observation: In contrast to Notice 2025-10, the consolidated group’s agent--not the
producer-member--would be treated by the proposed regulations as the “registered producer” for
claiming the credit on the consolidated return. That is, the agent is the procedural claimant, with the
producing member’s registration number attributed to it.
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