TECHNICAL EXPLANATION OF THE
“CLEAN ENERGY FOR AMERICA ACT,”
AS VOTED ON BY THE SENATE COMMITTEE
ON FINANCE ON MAY 26, 2021

Prepared by the Staff
of the
JOINT COMMITTEE ON TAXATION

June 17, 2021
JCX-31-21




CONTENTS

Page
INTRODUCTION ...ttt ettt bbbttt e et et besbe st e neane et e e 1
I. INCENTIVES FOR CLEAN ELECTRICITY ooiiiiiiee et 2
A. Clean Electricity Production Credit (sec. 101 of the bill and new sec. 45U of the
(010 1= TSR PP U URTURURPRPPPPRIR 7
B. Clean Electricity Investment Credit ...........ccooveiiiiiiicce e 13
1. Clean electricity business investment credit (sec. 102(a) of the bill and new
SEC. 48D Of the COUE).....ccuveiieeiice et ereas 13
2. Residential clean electricity credit (sec. 102(b) of the bill and
NEW SeC. 25E OF the COE) ......ocveiiiciciece e 19
C. Extensions, Modifications, and Terminations of VVarious Energy Provisions 22
1. Residential energy efficient property credit (sec. 103(a) of the bill and
SEC. 25D OF the COUR).....ccuiitiiieiiciee e 22
2. Renewable electricity production credit (sec. 103(b) of the bill and sec. 45
OF TNE COUR) ...ttt 22
3. Advanced nuclear power production credit (sec. 103(c) of the bill and
SEC. 45 OF the COUR) ... .eviiiiiieiieieee e 23
4. Carbon oxide sequestration credit (sec. 103(d) of the bill and sec. 45Q
OF TNE COUR) ...ttt 23
5. Energy investment credit (sec. 103(e) of the bill and sec. 48 of the Code).......... 26
6. Cost recovery for qualified facilities, qualified property, and grid
improvement property (sec. 103(f) of the bill and sec. 168 of the Code)............. 28
Il. INCENTIVES FOR CLEAN TRANSPORTATION .....cccoiiiiie e 30
A. Clean Fuel Production Credit (sec. 201 of the bill, and new secs. 45V
and 40B Of the COAE).....cc.ueiiiieiiee e e 32
B. Transportation EIeCtrifiCatioN...........cccoveiiiiiiieie e 37
1. Fuel cell vehicle credit (sec. 202(a) of the bill and sec. 30B of the Code)........... 37
2. Alternative fuel refueling property credit (sec. 202(b) of the bill and
SEC. 30C OF the COUE) ... .ecveiiieiiiie et 37
3. Electric vehicle credits (sec. 202(c) of the bill and new secs. 36C and 45W
OF T8 COUR)....eeeee ettt sbe e 39
C. Clean Hydrogen Production Credit (sec. 203 of the bill and new sec. 45X
OF ThE COUR) ..ttt re et enes 43
D. Temporary Extensions of Existing Fuel Incentives (sec. 204 of the bill and
secs. 40(b)(6), 6426(d) and (), and 6427(€)(6)(C)) ..vvevrrirreiiiiiieiie e 46
1. INCENTIVES FOR ENERGY EFFICIENCY ....cccoiiiiiiiiiiiiieeee s 47
A. Credit for New Energy Efficient Residential Buildings (sec. 301 of the bill

and sec. 45L 0f the COUE) ......cueiveieeiiceecr e 50



. Energy Efficient Home Improvement Credit (sec. 302 of the bill and sec. 25C

OF TNE COUR) .ttt bttt 52
. Enhancement of Energy Efficient Commercial Buildings Deduction (sec. 303
of the bill and sec. 179D 0Of the COAE) .......ccerviriiiiiiirieee e, 54
. Enhancement of Energy Credit for Geothermal Heat Pumps (sec. 304 of the bill
and Sec. 48 OF the COUR) .....uveeeiiee e 56
IV. TERMINATION AND MODIFICATION OF CERTAIN FOSSIL FUEL
PROVISIONS ...ttt e e e et e e s s e e e st e e e naeeanneeeaneeeanns 57
A. Termination of Provisions Relating to Oil, Gas, and Other Materials ...................... 69
1. Amortization of G&G expenditures (sec. 401(a) of the bill and sec. 167(h)
OF thE COUR)....eceeeceece et enre e 69
2. Alaska natural gas pipelines (sec. 401(b) of the bill and sec. 168(i)(16)
OF thE COUR)....eceeeceeee et e enre e 69
3. Natural gas gathering lines (sec. 401(c) of the bill and sec. 168(i)(17) of the
L0000 ) SO SSP 70
4. Repeal of deduction for tertiary injectants (sec. 401(d) of the bill and
SEC. 193 OF the COUE) ...vviiviecie et 70
5. IDCs in the case of oil and gas wells and geothermal wells (sec. 401(e)
of the bill and sec. 263(c) of the COdE).......cccecvevveiiiieieee e, 71
6. Percentage depletion of oil and gas wells, coal, lignite, and oil shale
(sec. 401(f) of the bill and sec. 613 of the Code).........cccvevevivevieieiieir e 71
7. Termination of capital gains treatment for royalties from coal (sec. 401(g)
of the bill and sec. 631(c) of the COdE).......cccecvevveriiieceece e, 71

o

Enhanced oil recovery credit (sec. 401(h) of the bill and sec. 43 of the Code).... 72
9. Credit for producing oil and gas from marginal wells (sec. 401(i) of the bill

and Sec. 451 0F the COUR) .....ccviiiiiiei e 72
10. Qualifying advanced coal project credit (sec. 401(j) of the bill and sec. 48A

OF thE COUR)....eeeee ettt nbe e 72
11. Qualifying gasification project credit (sec. 401(k) of the bill and sec. 48B

OF ThE COUR)....eeeee ettt nbe e 72
12. Repeal of passive loss exception for oil and gas interests (sec. 401(1)

of the bill and sec. 469 of the COUE) .......ccceeviiiiiieiiie e, 73

13. Repeal of corporate income tax exemption for publicly traded partnerships
with qualifying income and gains from activities relating to fossil fuels
(sec. 401(m) of the bill and sec. 7704 of the COde).......ccccvvvvevvereiierr e 73

B. Modification of Certain Provisions Relating to Oil, Gas, and Other Fossil Fuels 74

1. Modifications of foreign tax credit rules applicable to major integrated oil

companies which are dual capacity taxpayers (sec. 402(a) of the bill and

new sec. 901(N) OF the COUE) ......civeieeiereee e 74
2. Reinstatement of treatment of foreign base company oil related income

as foreign base company income (sec. 402(b) of the bill and new

sec. 954(a)(4) and (g) Of the COdE) .......ccueiiiriiir i 74
3. Inclusion of foreign oil and gas extraction income in tested income for

purposes of determining global intangible low-taxed income (sec. 402(c)

of the bill and sec. 951A(c)(2)(A)(i)(V) of the Code) .......cceecvvvvevvciiirreecieen, 75



V. WORKFORCE DEVELOPMENT REQUIREMENTS

4. Modification of Oil Spill Liability Trust Fund excise tax (sec. 402(d)
of the bill and sec. 4612(a) of the COde)........cceceviririiiieeee e,

A. Use of Qualified Apprentices (sec. 501 of the bill).......ccccoevveiiiiiiieiieeeenn

VI. MISCELLANEQOUS

A. Adjustment of Qualifying Advanced Energy Project Credit (sec. 601 of the bill

B.

C.

and Sec. 48C OF the COUE)......ccveiieie et
Issuance of Exempt Facility Bonds for Qualified Carbon Dioxide Capture
Facilities (sec. 602 of the bill and sec. 142 of the Code).........cccccvvvveiviiiiiececieeen,
Limitation on Importation of Certain Energy Equipment and Components

(seC. 603 OF the DIll) ...
Elimination of Negative Effects on Small Businesses and Certain Individual
Taxpayers (sec. 604 of the Dill) ........cccooviiiiiice e



INTRODUCTION

On May 26, 2021, the Senate Committee on Finance marked up the “Clean Energy for
America Act.” This document,* prepared by the staff of the Joint Committee on Taxation,
provides a description of that bill, as voted on by the Committee.

! This document may be cited as follows: Joint Committee on Taxation, Technical Explanation of the
“Clean Energy for America Act,” as voted on by the Senate Committee on Finance on May 26, 2021 (JCX-31-21),
June 17, 2021. This document can also be found on the Joint Committee on Taxation website at www.jct.gov.



I. INCENTIVES FOR CLEAN ELECTRICITY

Summary of Present Law Clean Electricity and Certain

Other Enerqy-Related Tax Incentives

The Internal Revenue Code contains a number of tax incentives to encourage zero or low
carbon electricity production, including credits relating to renewable power, nuclear power, other
forms of energy efficient power, as well as carbon oxide sequestration. The following tables

provide summaries of these incentives.

Summary of Credit for Electricity Produced from Certain Renewable Resources

Eligible Electricity Production
Activity (sec. 45)*

Credit Rate for 20212
(cents per kilowatt-hour)

Expiration®

Wind 2.5 January 1, 2022
Closed-loop biomass 2.5 January 1, 2022
Open-loop biomass 13 January 1, 2022
Geothermal 2.5 January 1, 2022
Municipal solid waste 13 January 1, 2022

(including landfill gas

facilities and trash

combustion facilities)
Qualified hydropower 13 January 1, 2022
Marine and hydrokinetic 13 January 1, 2022

1 Except where otherwise provided, all section references are to the Internal Revenue Code of 1986, as amended

(the “Code™).

2 Credit rates are adjusted annually for inflation. See 86 Fed. Reg. 22300, April 27, 2021. In general, the credit is

available for electricity produced during the first 10 years after a facility has been placed in service. Taxpayers may
also elect to get a 30-percent investment tax credit in lieu of this production tax credit. In the case of wind facilities,
the available production tax credit or investment tax credit is reduced by 20 percent for facilities the construction of

which began in 2017, by 40 percent for facilities the construction of which began in 2018, by 60 percent for

facilities the construction of which began in 2019, and by 40 percent for facilities the construction of which began

after 2019.

3 Expires for property the construction of which begins after this date.




Summary of Investment Tax Credits for Energy Property and
Personal Credit for Residential Energy Efficient Property

Quialified Energy Property Credit Maximum Expiration*
(sec. 48) Rate Credit
Equipment to produce energy from a 30% None January 1, 2022
geothermal deposit (in lieu of
production
tax credit)
10% None None
Equipment to use ground or ground water for 10% None January 1, 2024
heating or cooling
Equipment that uses fiber-optics to distribute 30% None January 1, 2020
sunlight inside a structure
26% January 1, 2023
22% January 1, 2024
Microturbine property (< 2 megawatt electrical 10% $200 per January 1, 2024
generation power plants of >26% efficiency) kilowatt
of capacity
Combined heat and power property 10% None January 1, 2024
(simultaneous production of
electrical/mechanical power and useful heat >
60% efficiency)
Solar electric or solar hot water property 30% None January 1, 2020
26% January 1, 2023
22% January 1, 2024
10% None
Fuel cell property (generates electricity through 30% $1,500 for January 1, 2020
electrochemical process) each %
26% kilowatt of January 1, 2023
capacity
22% January 1, 2024
Small (< 100 kilowatt capacity) wind electrical 30% None January 1, 2020
generation property
26% January 1, 2023




Summary of Investment Tax Credits for Energy Property and
Personal Credit for Residential Energy Efficient Property (cont’d)

small wind property, geothermal heat pump
property, qualified biomass fuel property
(wood/pellet stoves)

Quialified Energy Property Credit Maximum Expiration*
(sec. 48) Rate Credit
Waste energy recovery property 26% None January 1, 2023
22% January 1, 2024

Wind, biomass, municipal solid waste, 30% None January 1, 2022
el dpower amdmarneand | (st

y property Ft)ax credit case of offshore wind

) facilities®
Credit for residential energy efficient property 30% $500 per % | December 31, 2019°
(sec. 25D) kilowatt of
0 .

Personal credit for residential solar water 26% C?EZ:::;[ZI If:r December 31, 2022
heating or solar electric property, fuel cell, 2904 December 31, 2023

“ For all eligible property, construction of the property must begin before the expiration date, except where
otherwise noted. For credits subject to a rate phase down, except where noted, construction must begin before the

dates listed and placed in service before January 1, 2026.

5> In the case of wind facilities other than offshore wind facilities, the available investment tax credit is reduced by
20 percent for facilities the construction of which begins in 2017, by 40 percent for facilities the construction of
which begins in 2018, by 60 percent for facilities the construction of which begins in 2019, and by 40 percent for

facilities the construction of which begins after 2019.

& Residential energy efficient property must be placed in service by the dates listed in order to be eligible for a

credit.




Summary of Certain Non-Fossil Fuel Capital Cost Recovery Provisions

Eligible Activity

Description of Provision

Expiration

Five-year cost
recovery for certain
energy property
(secs. 168(e)(3)(B)(vi)
and 48(a)(3)(A))

o A five-year Modified Accelerated Cost Recovery

System (“MACRS”) recovery period is generally
provided for equipment using solar and wind energy to
generate electricity (e.g., solar panels), to heat or cool
(or provide hot water for use in) a structure, or to
provide solar (or wind) process heat; equipment using
solar energy to illuminate the inside of a structure using
fiber-optic distributed sunlight; equipment used to
produce, distribute, or use energy derived from a
geothermal deposit; qualified fuel cell or microturbine
property; combined heat and power system property;
equipment using the ground or ground water as a
thermal energy source (or sink) to heat (or cool) a
structure; and waste energy recovery property

A five-year MACRS recovery period is also provided
for certain small power production biomass facilities
(i.e., a qualifying small power production facility within
the meaning of section 3(17)(C) of the Federal Power
Act (16 U.S.C. 796 (17)(C)), as in effect on September
1, 1986, that also qualifies as certain biomass property,
including (i) a boiler, the primary fuel for which will be
an alternate substance; (ii) a burner (including necessary
on-site equipment to bring the alternate substance to the
burner) for a combustor other than a boiler if the
primary fuel for such burner will be an alternate
substance; (iii) equipment for converting an alternate
substance into a qualified fuel; (iv) certain pollution
control equipment; and (v) equipment used for the
unloading, transfer, storage, reclaiming from storage,
and preparation (including, but not limited to, washing,
crushing, drying, and weighing) at the point of use of an
alternative substance for use in equipment described in

i), (ii) or (i)

January 1, 2024, for
all property except for
solar and wind energy

property




Summary of Credits Relating to Nuclear Power and Carbon Oxide Sequestration

Eligible Activity

Description

Credit Amount

Expiration

Advanced nuclear
power production
credit

(sec. 45J)

Credit for production of
nuclear power from new
facilities that use modern
designs and have received
an allocation from the
Secretary

Secretary may allocate up
6,000 megawatts of credit-
eligible capacity

1.8 cents per kilowatt-hour
for the eight-year period
starting when the facility
was placed in service.

Not inflation adjusted.

None

Carbon oxide
sequestration
credit

(sec. 45Q)

Credit for the sequestration
of carbon oxides captured
at qualified U.S. facilities

Sequestered carbon oxides
can be captured from
either industrial sources or
directly from the ambient
air, within the U.S.

The credit amount varies
depending on the method
by which captured carbon
oxides are sequestered
(geologic storage versus
use commercially or as a
tertiary injectant)

In 2021, the credit amount
is $22.68 per metric ton of
carbon dioxide captured
and used as a tertiary
injectant for fossil fuel
extraction or utilized for
certain other commercial
purposes.

In 2021, the credit amount
is $34.81 per metric ton of
carbon dioxide captured
and sequestered in secure
geological storage.

The credit period is the 12-
year period beginning on
the date the carbon capture
equipment was originally
placed in service

January 1, 2026’

" Carbon capture equipment must be placed in service at a qualified facility the construction of which begins at that

date.




A. Clean Electricity Production Credit
(sec. 101 of the bill and new sec. 45U of the Code)

Explanation of Provision

In general

The provision creates a 1.5 cent per kilowatt-hour production tax credit for electricity
produced by the taxpayer at a qualified facility and sold to an unrelated person during the taxable
year. The credit is also available where such electricity is consumed or stored by the taxpayer
during the taxable year and there is no third-party sale, but only if the qualified facility is
equipped with a metering device owned and operated by an unrelated person. The credit is
available for electricity produced during the 10-year period beginning when the qualified facility
is originally placed in service.

The credit rate may be increased under the three rules described below. Each of those
enhancements increases the credit rate by 10 percent. Thus, with one enhancement, the credit
rate is increased to 1.65 cents per kilowatt-hour, with two enhancements, the rate is 1.8 cents per
kilowatt-hour, and with three enhancement, the rate is 1.95 cents per kilowatt hour.

The credit rate is also adjusted for inflation and subject to the phase-out rule described
below.

Enhanced credit for facilities that use nascent clean enerqy technologies

The clean electricity production tax credit is increased by 10 percent for nascent clean
energy technologies. A nascent clean energy technology is any technology or method used for
the production of electricity which achieved a market penetration level of less than 3 percent of
the national electricity market during the calendar year preceding the calendar year in which
construction of the qualified facility began.

Enhanced credit for facilities located in energy communities

The clean electricity production tax credit rate is increased by 10 percent with respect to
facilities located in an “energy community.” An energy community is defined as: (1) a census
tract (or immediately adjacent tract) in which at least five percent of employment is within the oil
and gas sector; (2) a census tract (or immediately adjacent tract) in which, in the period since
1999, a coal mine has closed, or, in the period since 2009, a coal-fueled power plant has retired,;
or (3) a census tract (or immediately adjacent tract) wherein an industrial facility is located that is
mandated to report CO2e emissions under the Environmental Protection Agency’s Greenhouse
Gas Reporting Program.

Enhanced credit for facilities that meet domestic content requirements

The clean electricity production tax credit rate is increased by 10 percent with respect to
facilities which certify that the steel, iron, and manufactured products used in such facility were
produced in the United States. For purposes of steel and iron, this requirement shall be applied
consistent with section 661.5(b) of title 49, Code of Federal Regulations. In the case of



manufactured products, the manufactured product shall be considered manufactured in the
United States if the cost of the components of the manufactured product that are mined,
produced, or manufactured in the United States is greater than 55 percent of the total cost of all
components of the manufactured product. This rule shall be applied in a manner consistent with
the obligations of the United States under any international agreements.

Qualified facilities

A qualified facility is a facility: (1) which is used for the generation of electricity, (2)
which is originally placed in service after December 31, 2022, (3) for which the greenhouse gas
emissions rate is not greater than zero, and (4) in the case of any facility with a maximum output
equal to or greater than one megawatt, which meets certain wage and workforce requirements
(described below).

A qualified facility includes a facility placed in service before January 1, 2023, but only
to the extent of the increased amount of electricity produced at the facility by reason of either a
new power unit placed in service after December 31, 2022, or any efficiency improvements or
additions of capacity placed in service after December 31, 2022. A qualified facility does not
include any facility for which a credit determined under sections 45, 45J, 45Q, 48, or the new
clean electricity investment credit (described in a later portion of this document) is allowed for
the taxable year or any prior taxable year.?

Greenhouse gas emissions rate

The greenhouse gas emissions rate means the amount of greenhouse gases emitted into
the atmosphere by a facility in the production of electricity, expressed as grams of carbon
dioxide equivalents per kilowatt-hour (*COZ2e per KWh”; see definitions below for how this is
measured). In the case of a facility which produces electricity through combustion or
gasification, the greenhouse gas emissions rate for such facility shall be equal to the net rate of
greenhouse gasses emitted into the atmosphere by such facility (taking into account lifecycle
greenhouse gas emissions, as described in section 211(0)(1)(H) of the Clean Air Act) in the
production of electricity, expressed as grams of CO2e per KWh.

The provision directs the Secretary and the Administrator of the Environmental
Protection Agency (“EPA”) to establish greenhouse gas emissions rates for types or categories of
facilities, for use by taxpayers to determine whether a facility qualifies. The Secretary is directed
to publish annually a table that sets forth the greenhouse gas emissions rates for similar types or
categories of facilities.®

In the case of any facility for which an emissions rate has not been established by the
Secretary, a taxpayer which owns such a facility may file a petition with the Secretary for a

2 In the case of a facility that qualifies under both section 45 and new section 45U, the taxpayer may elect
which provision under which the facility will qualify.

3 Thus, for example, the table might indicate that wind turbines, solar panels, and nuclear power generators
comprise zero emissions facilities but natural gas power plants do not.



determination of the emissions rate with respect to such facility. In the case of such a petition,
the Secretary and the EPA Administrator shall not later than 12 months after its filing provide a
provisional emissions rate for such facility and not later than 24 months after its filing establish
the emissions rate for such facility.

The amount of greenhouse gases emitted into the atmosphere by a facility in the
production of electricity shall not include any qualified carbon dioxide that is captured by the
taxpayer and sequestered in secure geological storage under rules similar to the rules applicable
under section 45Q(f) or utilized by the taxpayer in a manner described in section 45Q(f)(5).*

Wage and workforce requirements

In the case of any qualified facility with a maximum output equal to or greater than one
megawatt, the taxpayer must ensure that any laborers and mechanics employed by contractors
and subcontractors in the construction, alteration, or repair of such facility prior to it being
placed in service or during the 10-year credit period are paid wages at a rate not less than the
prevailing wage rates for construction, alteration, or repair of a similar character in the locality as
determined by the Secretary of Labor, in accordance with subchapter IV of chapter 31, of title
40, United States Code.

A facility is not a qualifying facility unless this prevailing wage requirement is met
during the facility’s construction, before it is placed in service. However, a taxpayer may bring a
facility into compliance, and have the facility qualify, by paying any affected workers the
difference between the actual compensation paid to such workers and the wages required to be
paid to those workers to meet prevailing wage requirements, plus any applicable interest. In
addition, such taxpayer must pay a penalty to the IRS equal to $5,000 per affected worker.

Once a qualifying facility has been placed in service, a taxpayer that does not meet the
prevailing wage requirements associated with the alteration or repair of such facility is ineligible
for any production credits for energy or fuel produced during the taxable year of noncompliance.
A taxpayer may bring the facility into compliance by paying any affected workers the difference
between the actual compensation paid to such workers and the wages required to be paid to those
workers to meet prevailing wage requirements, plus any applicable interest. In addition, such
taxpayer must also pay a penalty to the IRS equal to $5,000 per affected worker.

The taxpayer must also ensure that the qualified apprenticeship requirements (described
in Title V of the bill) are satisfied by ensuring that not less than 15 percent of the total labor
hours are performed by qualified apprentices.

4 In this way, a coal or natural gas power plant could be treated as having an emissions rate of not greater
than zero if such plant sequestered it carbon dioxide emissions.



Other credit rate adjustments and phase-out

Credit reduced for grants, tax-exempt bonds, subsidized energy financing, and other
credits

The amount of the credits with respect to any qualified facility for any taxable year shall
be reduced in a manner similar to the reduction applied under section 45(b)(3)(relating to credit
reductions for grants, tax-exempt bonds, subsidized energy financing, and other credits).

Inflation adjustment

In the case of a calendar year beginning after 2021, the 1.5 cent credit rate is adjusted
annually for inflation, rounded to the nearest multiple of 0.1 cents. This annual inflation
adjustment shall be determined and published by the Secretary not later than April 1 of each
calendar year. The inflation adjustment shall be calculated using an inflation adjustment factor
defined with respect to a calendar year as a fraction the numerator of which is the GDP implicit
price deflator for the preceding calendar year and the denominator of which is the GDP implicit
price deflator for the calendar year 1992. The term “GDP implicit price deflater” means the
most recent revision of the implicit price deflator for the gross domestic product as computed
and published by the Department of Commerce before March 15 of the calendar year.

Phase-out

After the first occasion on which the Secretary, the Secretary of Energy, and the EPA
Administrator determine that the annual greenhouse gas emissions from the production of
electricity in the United States are equal to or less than 25 percent of the annual greenhouse gas
emissions from the production of electricity in the United States for calendar year 2021, the
amount of the clean electricity production credit for any qualified facility is reduced according to
the following schedule: by 25 percent for a facility the construction of which begins during the
second calendar year following the determination, by 50 percent for a facility the construction of
which begins during the third calendar year following the determination, and by 100 percent for
facilities the construction of which begins during any subsequent calendar year.®

Definitions

For purposes of the provision, the CO2e per KWh equals, with respect to any greenhouse
gas, the equivalent carbon dioxide (as determined based on global warming potential) per
kilowatt hour of electricity produced. The term “greenhouse gas” has the same meaning given
such term under section 211(0)(1)(G) of the Clean Air Act, as in effect on the date of the
enactment of the provision. The term “qualified carbon dioxide” means carbon dioxide captured
from an industrial source which would otherwise be released into the atmosphere as industrial
emission of greenhouse gas, is measured at the source of capture and verified at the point of

5> For example, if annual greenhouse gas emissions from the production of electricity in the United States
are first at or drop below 25 percent of such 2021 emissions in the year 2042, the credit is reduced by 25 percent, 50
percent, and 100 percent for facilities the construction of which begin during 2044, 2045, and 2046 and later,
respectively.

10



disposal or utilization, and is captured and disposed of or utilized within the United States
(within the meaning of section 638(1)) or a possession of the United States (within the meaning
of section 638(2)).

Final guidance

Not later than January 1, 2023, the Secretary and the EPA Administrator shall issue final
guidance regarding implementation of this provision, including calculation of greenhouse gas
emission rates for qualified facilities and determination of clean electricity production credits.

Special rules

Electricity eligible for this credit must be produced in the United States (within the
meaning of section 638(1)) or a possession of the United States (within the meaning of section
638(2)).

In the case of combined heat and power system property (as defined in section 48(c)(3),
without regard to subparagraphs (A)(iv), (B), and (D) thereof), the kilowatt-hours of electricity
produced by the taxpayer at a qualified facility shall include any production in the form of useful
thermal energy by any combined heat and power system property within such facility, and the
amount of greenhouse gases emitted into the atmosphere by such facility in the production of
such useful thermal energy shall be included for purposes of determining the greenhouse gas
emissions rate for such facility. In applying this rule, the amount of kilowatt-hours of electricity
produced in the form of useful thermal energy equals the total useful thermal energy produced by
the combined heat and power system property within the qualified facility divided by the heat
rate for such facility. For this purpose, the heat rate means the amount of energy used by the
qualified facility to generate one kilowatt-hour of electricity, expressed as British thermal units
per net kilowatt-hour generated.

In the case of a qualified facility in which more than one person has an ownership
interest, except to the extent provided in regulations prescribed by the Secretary, production from
the facility shall be allocated among such persons in proportion to their respective ownership
interests in the gross sales from such facility.

Persons shall be treated as related to each other if such persons would be treated as a
single employer under the regulations prescribed under section 52(b). In the case of a
corporation which is a member of an affiliated group of corporations filing a consolidated return,
such corporation shall be treated as selling electricity to an unrelated person if such electricity is
sold to such a person by another member of such group.

In the case of estates and trusts, rules similar to the rules of section 52(d) shall apply. In
the case of agricultural cooperatives, rules similar to the rules of section 45(e)(11) shall apply.

Election for direct payment

Taxpayers may elect to have the tax credits otherwise allowed under this provision be
treated as payments made by the taxpayer against the tax imposed by Chapter 1 of the Code,
regardless of whether such tax would have been imposed. Such an election is irrevocable and

11



must be made prior to the date on which the qualified facility is placed in service in such manner
as the Secretary may prescribe. Such payments would be in lieu of any tax credits determined
under the provision.

Tax-exempt entities, real estate investment trusts, rural electric cooperatives, and utilities
owned by State, local, tribal governments can elect and receive direct payments.

Secretary’s authority to request information

As a condition of, and prior to, receiving a direct payment, the Secretary may require
such information as the Secretary deems necessary to prevent duplication, fraud, and any other
improper payments.

Excessive amount penalty

Any portion of a direct payment made under this provision which constitutes an
excessive amount may be assessed and collected as if it were a tax and as if the person who made
the claim were liable for such tax. If any claim for payment is made for an excessive amount,
unless it is shown that the claim is due to reasonable cause, the person making such claim shall
be liable for a penalty in an amount equal to 20 percent of the excessive amount. The term
“excessive amount” means the amount by which the amount of the claim for payment exceeds
the amount of such claim allowable under the provision for the taxable year.

Phased domestic content requirement

With respect to facilities that do not meet domestic content requirements that give rise to
an enhanced credit (described above), the election for direct payment shall be limited to 90
percent of the otherwise allowable credit value for facilities the construction of which begins in
calendar year 2024, to 85 percent of the otherwise allowable credit value for facilities the
construction of which begins in calendar year 2025, and to zero percent of the credit value for
facilities the construction of which begins in any subsequent calendar year.

A facility failing to meet the domestic content requirements will not have its credit rate
reduced if the Secretary determines that, with respect to the construction of such qualified
facility, (1) the application of the domestic content requirements would be inconsistent with the
public interest, (2) the materials and products necessary to build the facility are not produced in
the United States in sufficient and reasonably available quantities of a satisfactory quality, or (3)
the inclusion of domestic material will increase the construction costs of the qualified facility by
more than 25 percent.

Effective Date

The provision is effective for facilities placed in service after December 31, 2022.
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B. Clean Electricity Investment Credit

1. Clean electricity business investment credit (sec. 102(a) of the bill and new sec. 48D of
the Code)

Explanation of Provision

In general

The provision creates a 30 percent investment credit for qualified investments with
respect to any qualified facility and any grid improvement property. In the case of a qualified
facility that is a microgrid, the credit is equal to 30 percent of the qualified investment multiplied
by the relative avoided emissions rate with respect to such microgrid.

Enhanced credit for qualified investments located in disadvantaged or energy communities

The clean electricity investment credit rate is increased by 10 percentage points for
qualified investments located in certain disadvantaged or energy communities. In the case of a
disadvantaged community (or an energy community that is also a disadvantaged community), the
qualified investment must have a maximum output of less than 5 megawatts and not generate
electricity using combustion or gasification. In the case of an energy community not located in
in a disadvantage community, any qualified investment is eligible for the enhanced credit.

For this purpose, a disadvantaged community has the same meaning given the term “low-
income community” in section 45D(e)(1), substituting 60 percent for 80 percent where it appears
in subparagraph (B) thereof. An energy community is defined as: (1) a census tract (or
immediately adjacent tract) in which at least five percent of employment is within the oil and gas
sector; (2) a census tract (or immediately adjacent tract) in which, in the period since 1999, a
coal mine has closed, or, in the period since 2009, a coal-fueled power plant has retired; or (3) a
census tract (or immediately adjacent tract) wherein an industrial facility is located that is
mandated to report CO2e emissions under the Environmental Protection Agency’s Greenhouse
Gas Reporting Program.

Enhanced credit for qualified investments in nascent clean energy technologies

The clean electricity investment credit rate is increased by 10 percentage points for
qualified investments in nascent clean energy technologies. A nascent clean energy technology
is any technology or method used for the production of electricity which achieved a market
penetration level of less than 3 percent of the national electricity market during the calendar year
preceding the calendar year in which construction of the qualified facility began.

Enhanced credit for investments that meet domestic content requirements

The clean electricity investment credit rate is increased by 10 percentage points with
respect to property certified by the taxpayer to be composed of steel, iron, or manufactured
products produced in the United States. For purposes of steel and iron, this requirement shall be
applied consistent with section 661.5(b) of title 49, Code of Federal Regulations. In the case of
manufactured products, the manufactured product shall be considered manufactured in the

13



United States if the cost of the components of the manufactured product that are mined,
produced, or manufactured in the United States is greater than 55 percent of the total cost of all
components of the manufactured product. This rule shall be applied in a manner consistent with
the United States’ obligations under international agreements.

Maximum credit rate

The maximum credit rate is limited to 50 percent regardless of domestic content, location
of the project, or development of nascent technologies

Qualified investments and qualified property

Under the provision, the qualified investment with respect to any qualified facility for any
taxable year is the basis of any qualified property placed in service by the taxpayer during such
taxable year which is part of a qualified facility. In addition, qualified investments include the
amount of any expenditures paid or incurred by the taxpayer and properly chargeable to the
taxpayer’s capital account for qualified interconnection property in connection with a facility that
was placed in service during the taxable year of the taxpayer and which has a maximum net
output of no more than 5 megawatts.

Qualified property is tangible personal property or other property (not including a
building or its structural components), but only if such property is used as an integral part of the
qualified facility, with respect to which depreciation (or amortization in lieu of depreciation) is
allowable, which is constructed, reconstructed, erected, or acquired by the taxpayer, and the
original use of which commences with the taxpayer.

A qualified facility is a facility: (1) which is used for the generation of electricity, (2)
which is originally placed in service after December 31, 2022, (3) for which the greenhouse gas
emissions rate is not greater than zero, and (4) in the case of any facility with a maximum output
equal to or greater than one megawatt meets certain wage and workforce requirements (described
below). A qualified facility does not include any facility for which a credit determined under
sections 45, 45J, 45Q, 48, or the proposed clean electricity production credit (described above) is
allowed for the taxable year or any prior taxable year.

Qualified interconnection property means, with respect to a qualified facility that is not a
microgrid, any tangible property which is part of an addition, modification, or upgrade to a
transmission system which is required at or beyond the point at which the qualified facility
interconnects to such transmission system in order to accommodate such interconnection. Such
property must be constructed, reconstructed, or erected by the taxpayer or at the taxpayer’s
expense and the original use of which, pursuant to an interconnection agreement, must
commence with a utility. The term “interconnection agreement” means an agreement entered
into by a utility and the taxpayer for the purposes of interconnecting the qualified facility owned
by such taxpayer to the transmission system of such utility. A transmission system is composed
of the facilities owned, controlled, or operated by a utility which are used to provide electric
transmission services. For this purpose, a utility is the owner or operator of an electrical
transmission or distribution system which is subject to the regulatory authority of the Federal
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Energy Regulatory Commission or a State public utility commission or other appropriate State
agency.

The qualified investment with respect to any qualified facility for any taxable year shall
not include that portion of the basis of any property which is attributable to qualified
rehabilitation expenditures (as defined in section 47(c)(2)).

Greenhouse gas emissions rate

The greenhouse gas emissions rate means the amount of greenhouse gases emitted into
the atmosphere by a facility in the production of electricity, expressed as grams of CO2e per
KWh. In the case of a facility which produces electricity through combustion or gasification, the
greenhouse gas emissions rate for such facility shall be equal to the net rate of greenhouse gasses
emitted into the atmosphere by such facility (taking into account lifecycle greenhouse gas
emissions, as described in section 211(0)(1)(H) of the Clean Air Act) in the production of
electricity, expressed as grams of CO2e per KWh.

The provision directs the Secretary and the EPA Administrator to establish greenhouse
gas emissions rates for types or categories of facilities, for use by taxpayers to determine whether
a facility qualifies. The Secretary is directed to publish annually a table that sets forth the
greenhouse gas emissions rates for similar types or categories of facilities.

In the case of any facility for which an emissions rate has not been established by the
Secretary, a taxpayer which owns such a facility may file a petition with the Secretary for a
determination of the emissions rate with respect to such facility. In the case of such a petition,
the Secretary and EPA Administrator shall not later than 12 months after its filing provide a
provisional emissions rate for such facility and not later than 24 months after its filing establish
the emissions rate for such facility.

The amount of greenhouse gases emitted into the atmosphere by a facility in the
production of electricity shall not include any qualified carbon dioxide that is captured by the
taxpayer and sequestered in secure geological storage under rules similar to the rules applicable
under section 45Q(f) or utilized by the taxpayer in a manner described in section 45Q(f)(5).

Wage and workforce requirements

In the case of any qualified facility with a maximum output equal to or greater than one
megawatt, the taxpayer must ensure that any laborers and mechanics employed by contractors
and subcontractors in the construction, alteration, or repair of such facility are paid wages at a
rate not less than the prevailing wage rates for construction, alteration, or repair of a similar
character in the locality as determined by the Secretary of Labor, in accordance with subchapter
IV of chapter 31, of title 40, United States Code. The prevailing wage requirement applies to the
construction of the facility and to alteration or repair of the facility until the date that is five years
after the date on which the facility was originally placed in service.

In the case of any applicable investment tax credit, a facility is not a qualifying facility

unless the prevailing wage requirements are met during construction, before such property is
placed in service. However, a taxpayer may bring the facility into compliance, and have the
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facility qualify, by paying any affected workers the difference between the actual compensation
paid to such workers and the wages required to be paid to workers to meet prevailing wage
requirements, plus any applicable interest. In addition, such taxpayer must also pay a penalty to
the IRS equal to $5,000 per affected worker.

Once a qualifying facility has been placed in service, if it does not meet prevailing wage
requirements associated with any alterations or repairs, the property comprising such facility
shall be treated as disposed of under the rules of section 50(a)(1). A taxpayer may bring the
facility into compliance by paying any affected workers the difference between the actual
compensation paid to such workers and the wages required to be paid to those workers to meet
prevailing wage requirements, plus any applicable interest. In addition, such taxpayer must also
pay a penalty to the IRS equal to $5,000 per affected worker.

The taxpayer must also ensure that the qualified apprenticeship requirements (described
in Title V of the bill) are satisfied by ensuring that not less than 15 percent of the total labor
hours are performed by qualified apprentices.

Microgrids

For purposes of this provision, the term “microgrid” means an interconnected system of
distributed energy resources used for the generation of electricity which (1) is contained within a
clearly defined electrical boundary and has the ability to operate as a single and controllable
entity, (2) has the ability to be managed and isolated from the applicable grid region in order to
withstand larger disturbances, and (3) has a maximum net output of no more than 20 megawatts.
An applicable grid region means a set of power plants and transmission lines which are under the
control of a single grid operator and interconnected to the microgrid.

A microgrid’s relative avoided emissions rate is the quotient of (1) the non-baseload
output emissions rate for the applicable grid region minus the greenhouse gas emissions rate for
the microgrid, divided by (2) the non-baseload output emissions rate for the applicable grid
region. The non-baseload output emissions rate is the amount of greenhouse gases emitted into
the atmosphere by the applicable grid region for the production of electricity (expressed as grams
of CO2e per KWh) above baseload.® For purpose of the provision, the term “baseload” means
the amount of electricity demand required on a continuous basis for the applicable grid region.
The non-baseload output emissions rate and the baseload demand for any applicable grid region
shall be determined by the Secretary and the EPA Administrator.

Grid improvement property

The qualified investment with respect to grid improvement property for any taxable year
is the basis of any grid improvement property placed in service by the taxpayer during such
taxable year. For this purpose, the term “grid improvement property” means any energy storage

& For example, let X be the non-baseload output emissions rate for the applicable grid region. If a
microgrid has a greenhouse gas emission rate that is ¥ of the non-baseload output emissions rate for the applicable
grid region, the relative avoided emissions rate is (X - ¥4 X)/X = %. The applicable investment credit rate for this
microgrid would then be 30 percent * % = 22.5 precent.
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property or qualified transmission property which satisfies the wage and workforce requirements
described above and which is depreciable property, built or acquired by the taxpayer, the original
use of which commences with the taxpayer.

Energy storage property is property (1) which receives, stores, and delivers electricity, or
energy for conversion to electricity, provided that such electricity is sold to or stored for an
unrelated person by the taxpayer, (2) which has a capacity of not less than five kilowatt-hours,
and (3) which is placed in service after December 31, 2021.

Qualified transmission property is (1) any overhead, submarine, or underground
transmission property which is capable of transmitting electricity at a voltage of not less than 275
kilovolts, and (2) any other equipment necessary for the operation of such property, including
equipment listed as a “transmission plant” in the Uniform System of Account for the Federal
Energy Regulatory Commission. Such property does not include any property used for the
distribution of electricity between substations and end-use customers.

Special rules

Progress expenditures

Rules similar to the rules of subsections (c)(4) and (d) of section 46 (as in effect on the
day before the date of the enactment of the Revenue Reconciliation Act of 1990) apply.

Subsidized financing

Rules similar to the rules of section 48(a)(4) shall apply for purposes of this section.

Credit phase-out

If the Secretary and EPA Administrator determine that the annual greenhouse gas
emissions from the production of electricity in the United States are equal to or less than 25
percent of the annual greenhouse gas emissions from the production of electricity in the United
States for calendar year 2021, the amount of the credit is reduced according to the following
schedule: by 25 percent for a facility the construction of which begins during the second
calendar year following the determination, by 50 percent for a facility the construction of which
begins during the third calendar year following the determination, and by 100 percent for
facilities the construction of which begins during any subsequent calendar year.

Definitions

For purposes of the provision, the term CO2e per KWh means, with respect to any
greenhouse gas, the equivalent carbon dioxide (as determined based on global warming
potential) per kilowatt hour of electricity produced. The term “greenhouse gas” has the same
meaning given such term under section 211(0)(1)(G) of the Clean Air Act, as in effect on the
date of the enactment of the provision. The term “qualified carbon dioxide” means carbon
dioxide captured from an industrial source which would otherwise be released into the
atmosphere as industrial emission of greenhouse gas, is measured at the sourced of capture and
verified at the point of disposal or utilization, and is captured and disposed of or utilized within
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the United States (within the meaning of section 638(1)) or a possession of the United States
(within the meaning of section 638(2)).

Recapture of credit

For purposes of section 50, if the Secretary and the EPA Administrator determine that the
greenhouse gas emissions rate for a qualified facility is significantly higher than the anticipated
greenhouse gas emissions rate claimed by the taxpayer for purposes of the clean electricity
investment credit, the facility or equipment shall cease to be investment credit property in the
taxable year in which the determination is made.

Final quidance

Not later than January 1, 2023, the Secretary and the EPA Administrator shall issue final
guidance regarding implementation of this provision.

Election for direct payment

Taxpayers may elect to have the tax credits otherwise allowed under this provision be
treated as payments made by the taxpayer against the tax imposed by Chapter 1 of the Code,
regardless of whether such tax would have been imposed. Such an election is irrevocable and
must be made prior to the date on which the qualified facility is placed in service in such manner
as the Secretary may prescribe. Such payments would be in lieu of any tax credits determined
under the provision.

Tax-exempt entities, real estate investment trusts, rural electric cooperatives, and utilities
owned by State, local, tribal governments can elect and receive direct payments.

Secretary’s authority to request information

As a condition of, and prior to, receiving a direct payment, the Secretary may require
such information as the Secretary deems necessary to prevent duplication, fraud, and any other
improper payments.

Excessive amount penalty

Any portion of a direct payment made under this provision which constitutes an
excessive amount may be assessed and collected as if it were a tax and as if the person who made
the claim were liable for such tax. If any claim for payment is made for an excessive amount,
unless it is shown that the claim is due to reasonable cause, the person making such claim shall
be liable for a penalty in an amount equal to 20 percent of the excessive amount. The term
“excessive amount” means the amount by which the amount of the claim for payment exceeds
the amount of such claim allowable under the provision for the taxable year.

Phased domestic content requirement

With respect to facilities that do not meet domestic content requirements that give rise to
an enhanced credit (described above), the election for direct payment shall be limited to 90
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percent of the otherwise allowable credit value for facilities the construction of which begins in
calendar year 2024, to 85 percent of the otherwise allowable credit value for facilities the
construction of which begins in calendar year 2025, and to zero percent of the credit value for
facilities the construction of which begins in any subsequent calendar year.

A facility failing to meet the domestic content requirements will not have its credit rate
reduced if the Secretary determines that, with respect to the construction of such qualified
facility, (1) the application of the domestic content requirements would be inconsistent with the
public interest, (2) the materials and products necessary to build the facility are not produced in
the United States in sufficient and reasonably available quantities of a satisfactory quality, or (3)
the inclusion of domestic material will increase the construction costs of the qualified facility by
more than 25 percent.

Public utilities

Public utilities may elect out of section 50(d)(2) with respect to any grid improvement
property, provided that such an election is not prohibited by a State or local government, by any
agency or instrumentality of the United States, or by a public service or public utility
commission or other similar body of any State or local government that regulates public utilities.
An election shall be made separately with respect to each grid improvement property by the due
date (including extensions) of the Federal tax return for the taxable year in which such property
is placed in service by the taxpayer, and once made, may be revoked only with the consent of the
Secretary. An election shall not apply with respect to any energy storage property if such
property has a maximum capacity equal to or less than 500 kilowatt-hours.

Effective Date

For energy storage property, the provision is effective for property placed in service after
December 31, 2021, under rules similar to the rules of section 48(m) as in effect on the day
before the date of enactment of the Revenue Reconciliation Act of 1990. For all other property,
the provision is effective for property placed in service after December 31, 2022, under similar
rules.

2. Residential clean electricity credit (sec. 102(b) of the bill and new sec. 25E of the Code)

Explanation of Provision

In general

The provision allows individuals to claim an income tax credit equal to 30 percent of the
expenditures made by the taxpayer for any qualified property and any energy storage property
placed in service during the taxable year which is for use in connection with a dwelling unit used
as a residence in the United States by the taxpayer. Qualified property is tangible personal
property used for the generation of electricity which is built or acquired by the taxpayer, the
original use of which commences with the taxpayer, which is originally placed in service after
December 31, 2022, and for which the anticipated greenhouse gas emissions rate is not greater
than zero. Energy storage property is property that receives, stores, and delivers electricity or
energy for conversion to electricity, which is consumed or sold by the taxpayer, which is
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equipped with a metering device which is owned and operated by an unrelated person, and which
has a capacity of not less than three kilowatt-hours.

Greenhouse gas emissions rate

The Secretary and the EPA Administrator shall establish greenhouse gas emissions rates
for types or categories of qualified property which are for use in a dwelling unit. The Secretary
shall publish annually a table that sets forth the greenhouse gas emissions rates for similar types
or categories of qualified property. These determinations and published tables shall be used by
taxpayers to determine whether property can be qualified property.

Carryforward of unused credit

Unused credits may be carried forward for up to three years subject to the limitation in
section 26(a) reduced by the sum of any other nonrefundable personal credits (other than this
one).

Credit phase-out

If the Secretary, the Secretary of Energy, and the EPA Administrator determine that the
annual greenhouse gas emissions from the production of electricity in the United States are equal
to or less than 25 percent of the annual greenhouse gas emissions from the production of
electricity in the United States for calendar year 2021, the amount of the credit is reduced
according to the following schedule: by 25 percent for property placed in service during the
second calendar year following the determination, by 50 percent for property placed in service
during the third calendar year following the determination, and by 100 percent for property
placed in service during any subsequent calendar year.

Special rules

Expenditures for labor costs properly allocable to the onsite preparation, assembly, or
original installation of the qualified property or energy storage property and for piping or wiring
to interconnect such property to the dwelling unit shall be taken into account for purposes of the
credit.

In the case of an individual who is a tenant-stockholder in a cooperative housing
corporation, such individual shall be treated as having made his tenant-stockholder’s
proportionate share of any expenditures of such corporation. In the case of an individual who is
a member of a condominium management association with respect to a condominium which the
individual owns, such individual shall be treated as having made the individual’s proportionate
share of any expenditures of such association.

If less than 80 percent of the use of a property is for nonbusiness purposes, only that

portion of the expenditures for such property which is properly allocable to use for nonbusiness
purposes shall be taken into account.
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If a credit is allowed under this section for any expenditures with respect to any property,
the increase in basis of such property which would have resulted from such expenditures shall be
reduced by the amount of the allowed credit.

Final guidance

Not later than January 1, 2023, the Secretary and the EPA Administrator shall issue final
guidance regarding implementation of this provision, including calculation of greenhouse gas
emission rates for qualified property and determination of residential clean electricity property
credits.

Effective Date

The provision is effective for property placed in service after December 31, 2022.
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C. Extensions, Modifications, and Terminations of Various Energy Provisions

1. Residential energy efficient property credit (sec. 103(a) of the bill and sec. 25D of the
Code)

Explanation of Provision

For provision eliminates the phase-down for the residential energy efficient credit, thus
increasing the credit rate to 30 percent.

Effective Date

The provision is effective for property placed in service after December 31, 2020.
2. Renewable electricity production credit (sec. 103(b) of the bill and sec. 45 of the Code)

Explanation of Provision

Credit carryforwards

The provision allows general business credits that are renewable electricity production
credits to be carried forward for 25 years (instead of 20 years under present law).

Election for direct payment

The provision adds a direct payment option to the section 45 renewable electricity
production credit. Taxpayers may elect to have such credits treated as payments made by the
taxpayer against the tax imposed by Chapter 1 of the Code, regardless of whether such tax would
have been imposed. Such payments are in lieu of any tax credits determined under the provision.
An election for direct payment is irrevocable and, except for the transition rule described below,
must be made prior to the date on which a qualified facility is placed in service in such manner
as the Secretary may prescribe.

Transition rule

In the case of any qualified facility which is placed in service after December 31, 2020,
and before the date of enactment of this bill, an irrevocable election for a direct payment may be
made the earlier of the date which is 180 day after the date of enactment of this bill or the end of
the taxable year in which such facility is placed in service.

In the case of any qualified facility the construction of which begins before the date of
enactment of this bill, and which is not placed in service before such date, an irrevocable election
for a direct payment may be made the later of the date on which such facility is placed in service
or the date which is 180 days after the date of enactment of the bill.
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Secretary’s authority to request information

As a condition of, and prior to, receiving a direct payment, the Secretary may require
such information as the Secretary deems necessary to prevent duplication, fraud, and any other
improper payments.

Excessive amount penalty

Any portion of a direct payment made under this provision which constitutes an
excessive amount may be assessed and collected as if it were a tax and as if the person who made
the claim were liable for such tax. If any claim for payment is made for an excessive amount,
unless it is shown that the claim is due to reasonable cause, the person making such claim shall
be liable for a penalty in an amount equal to 20 percent of the excessive amount. The term
“excessive amount” means the amount by which the amount of the claim for payment exceeds
the amount of such claim allowable under the provision for the taxable year.

Effective Date

The provision is effective for credit carryforwards in taxable years beginning after the
date of enactment. The election for direct payment is effective for elections made after the date
of enactment for taxable years ending after such date with respect to property placed in service
after December 31, 2020.

3. Advanced nuclear power production credit (sec. 103(c) of the bill and sec. 45J of the
Code)

Explanation of Provision

The provision eliminates the reallocating of unutilized national megawatt capacity
limitation under the advanced nuclear power credit.

Effective Date

The provision is effective for advanced nuclear power facilities the construction of which
begins after the date of enactment.

4. Carbon oxide sequestration credit (sec. 103(d) of the bill and sec. 45Q of the Code)

Explanation of Provision

Enhanced oil recovery

The provision eliminates the use of carbon oxide as a tertiary injectant from the carbon
oxide sequestration credit.

Direct air capture

The provision increases the carbon oxide sequestration credit for carbon captured from
the ambient air at a direct air capture facility and utilized or sequestered in underground geologic
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storage. Under the provision, for any taxable year beginning in a calendar year before 2027, the
credit for carbon oxide captured directly from the air is increased to $175 per ton where such
carbon oxide is stored in secure geological storage. If such carbon oxide is utilized rather than
stored in secure geological storage, the credit rate is $150 per ton. These amounts are adjusted
for inflation beginning in the calendar year after 2026, using the inflation adjustment factor
under section 43(b)(3)(B), calculated using 2025 instead of 1990 as the base year.

The provision also eliminates the requirement that a minimum number of tons must be
directly captured from the air in order for a facility using direct air capture technology to qualify
for the carbon oxide sequestration credit.

Minimum carbon capture requirement

The provision replaces the minimum number of tons of carbon dioxide that must be
captured from a qualified facility eligible for the carbon oxide sequestration credit with a new
requirement. In the case of an electricity generating facility, not less than 75 percent of the
carbon oxide that would otherwise be released into the atmosphere must be captured. In the case
of an industrial facility which is not an electricity generating facility, not less than 50 percent of
the carbon oxide which would otherwise be released into the atmosphere must be captured.

No double benefit

For purposes of section 45Q, a qualified facility does not include any facility for which a
credit determined under the proposed clean electricity production credit or proposed clean
electricity investment credit (described in above) is allowed for the taxable year or any prior
taxable year.

Phase-out

In the case of any electricity generating facility, if the Secretary and the EPA
Administrator determine that the annual greenhouse gas emissions from the production of
electricity in the United States are equal to or less than 25 percent of the annual greenhouse gas
emissions from the production of electricity in the United States for calendar year 2021, the
amount of the carbon oxide sequestration credit for any qualified facility is reduced according
the following schedule: by 25 percent for a facility the construction of which begins during the
second calendar year following the determination, by 50 percent for a facility the construction of
which begins during the third calendar year following the determination, and by 100 percent for
facilities the construction of which begins during any subsequent calendar year.

In the case of any industrial facility which is not an electricity generating facility, a
similar phase-out rule applies, except that the determination is measured based on the greenhouse
gas emissions from the industrial sector in the United States rather than the electricity generation
sector.

The phase-out rule does not apply to direct air capture facilities.
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Wage and workforce requirements

In the case of any qualified facility eligible for the carbon oxide sequestration credit, the
taxpayer must ensure that any laborers and mechanics employed by contractors and
subcontractors in the construction, alteration, or repair of such facility prior to it being placed in
service or during the 12-year credit period are paid wages at a rate not less than the prevailing
wage rates for construction, alteration, or repair of a similar character in the locality as
determined by the Secretary of Labor, in accordance with subchapter IV of chapter 31, of title
40, United States Code.

The taxpayer must also ensure that the qualified apprenticeship requirements (described
in section VI.A of this document) are satisfied by ensuring that not less than 15 percent of the
total labor hours are performed by qualified apprentices.

Election for direct payment

Taxpayers may elect to have the tax credits otherwise allowed under this provision be
treated as payments made by the taxpayer against the tax imposed by Chapter 1 of the Code,
regardless of whether such tax would have been imposed. Such payments would be in lieu of
any tax credits determined under the provision. An election for direct payment is irrevocable
and, except for the transition rule described below, must be made prior to the date on which a
qualified facility is placed in service in such manner as the Secretary may prescribe.

Transition rule

In the case of any qualified facility which is placed in service after December 31, 2020,
and before the date of enactment of this bill, an irrevocable election for a direct payment may be
made the earlier of the date which is 180 day after the date of enactment of this bill or the end of
the taxable year in which such facility is placed in service.

In the case of any qualified facility the construction of which begins before the date of
enactment of this bill, and which is not placed in service before such date, an irrevocable election
for a direct payment may be made the later of the date on which such facility is placed in service
or the date which is 180 days after the date of enactment of the bill.

Secretary’s authority to request information

As a condition of, and prior to, receiving a direct payment, the Secretary may require
such information as the Scretary deems necessary to prevent duplication, fraud, and any other
improper payments.

Excessive amount penalty

Any portion of a direct payment made under this provision which constitutes an
excessive amount may be assessed and collected as if it were a tax and as if the person who made
the claim were liable for such tax. If any claim for payment is made for an excessive amount,
unless it is shown that the claim is due to reasonable cause, the person making such claim shall
be liable for a penalty in an amount equal to 20 percent of the excessive amount. The term
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“excessive amount” means the amount by which the amount of the claim for payment exceeds
the amount of such claim allowable under the provision for the taxable year.

Effective Date

The provision is generally effective on the date of enactment, except that the wage and
workforce requirements apply to facilities or equipment the construction of which begins after
December 31, 2021, and the elimination of the use of carbon oxide as a tertiary injectant is
effective for property the construction of which begins after December 31, 2026. The election
for direct payment is effective for elections made after the date of enactment for taxable years
ending after such date with respect to property placed in service after December 31, 2020.

5. Energy investment credit (sec. 103(e) of the bill and sec. 48 of the Code)

Explanation of Provision

Enhancement of present law energy investment credit

The provision restores the present law section 48 credit rate to 30 percent. The provision
also increases the credit rate for equipment to produce energy from a geothermal deposit to 30
percent. These changes are for eligible property the construction of which begins before January
1, 2024,

Linear generator assemblies

The provision modifies the definition of fuel cell property in section 48 to include linear
generator assemblies. A linear generator assembly does not include any assembly which
contains rotating parts.

Biodigesters

The definition of energy property in section 48 is modified to include qualified biogas
property and qualified manure resource recovery property and provides a 30-percent credit for
these properties.

Qualified biogas property is property comprising a system that uses anaerobic digesters,
or other biological, chemical, thermal, or mechanical processes to convert biomass’ into a gas of
at least 52 percent methane and captures such gas for use as a fuel. Qualified biogas property
also includes property which cleans and conditions such gas for use as a fuel.

Qualified manure resource recovery property is property comprising a system which uses
physical, biological, chemical, thermal, or mechanical processes to recover the nutrients nitrogen
and phosphorus from a non-treated digestate or animal manure by reducing or separating at least
50 percent of the concentration of such nutrients, excluding any reductions during the
incineration, storage, composting, or field application of the non-treated digestate or animal

" As defined in sec. 45K(c)(3).
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manure. Such property also includes property used to recover such nutrients® and any thermal
drier which treats these recovered nutrients.

No double benefit

For purposes of section 45, a qualified facility does not include any facility which
produces gas produced by qualified biogas property for which a credit determined under section
48 is allowed for the taxable year or any prior taxable year.

Clean hydrogen

The provision adds property used in a qualified clean hydrogen production facility to the
section 48 energy investment credit. A qualified clean hydrogen production facility has the same
meaning as the term used in the new clean hydrogen production credit, described later in this
document. The credit rate is 6 percent, in the case of qualified clean hydrogen (as defined in the
clean hydrogen production credit) which is produced through a process that, as compared to
hydrogen produced by steam methane reforming, achieves a percentage reduction in lifecycle
greenhouse gas emissions which is at least 50 percent but less than 75 percent. If the percentage
reduction is at least 75 percent but less than 85 percent, the credit rate is 7.5 percent. If the
percentage reduction is at least 85 percent but less than 95 percent, the credit rate is 10.2 percent.
If the percentage reduction is at least 95 percent, the credit rate is 30 percent.

The Secretary is required to issue regulations providing for the recapture of any credit
under the provision where the applicable reduction in lifecycle greenhouse gas emissions is not
satisfied. A qualified clean hydrogen facility does not include any facility for which a general
business credit has been allowed for the taxable or any prior taxable year which is properly
allocable to any credit determined under section 48 (other than pursuant to this provision) or
under sections 45, 45J, or 45Q, or under new sections 45U, 45V, and 48D.

The phase-out rule that applies to the clean fuel production credit also applies when
determining the investment credit with respect to property used in a qualified clean hydrogen
production facility.

Election for direct payment

The provision adds a direct payment option to the section 48 energy credit. Taxpayers
may elect to have such credits treated as payments made by the taxpayer against the tax imposed
by Chapter 1 of the Code, regardless of whether such tax would have been imposed. Such
payments are in lieu of any tax credits determined under the provision. An election for direct
payment is irrevocable and, except for the transition rule described below, must be made prior to
the date on which the qualified property is placed in service and in such manner as the Secretary
may prescribe.

8 This includes biological reactors, crystallizers, reverse osmosis membranes and other water purifiers,
evaporators, distillers, decanter centrifuges, and equipment that facilitates the process of dissolved air flotation,
ammonia stripping, gasification, or ozonation.
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Transition rule

In the case of any energy property which is placed in service after December 31, 2020,
and before the date of enactment of this bill, an irrevocable election for a direct payment may be
made the earlier of the date which is 180 day after the date of enactment of this bill or the end of
the taxable year in which such property is placed in service.

In the case of any energy property the construction of which begins before the date of
enactment of this bill, and which is not placed in service before such date, an irrevocable election
for a direct payment may be made the later of the date on which such property is placed in
service or the date which is 180 days after the date of enactment of the bill.

Secretary’s authority to request information

As a condition of, and prior to, receiving a direct payment, the Secretary may require
such information as the Secretary deems necessary to prevent duplication, fraud, and any other
improper payments.

Excessive amount penalty

Any portion of a direct payment made under this provision which constitutes an
excessive amount may be assessed and collected as if it were a tax and as if the person who made
the claim were liable for such tax. If any claim for payment is made for an excessive amount,
unless it is shown that the claim is due to reasonable cause, the person making such claim shall
be liable for a penalty in an amount equal to 20 percent of the excessive amount. The term
“excessive amount” means the amount by which the amount of the claim for payment exceeds
the amount of such claim allowable under the provision for the taxable year.

Effective Date

The modification of the definition of fuel cell property is effective for fuel cells the
construction of which begins after December 31, 2020. The modifications related to biodigesters
and clean hydrogen are effective for property placed in service after December 31, 2020. The
election for direct payment is effective for elections made after the date of enactment for taxable
years ending after such date with respect to property placed in service after December 31, 2020.

6. Cost recovery for qualified facilities, qualified property, and grid improvement property
(sec. 103(f) of the bill and sec. 168 of the Code)

Explanation of Provision

The provision makes qualifies facilities, qualified property, and grid improvement
property, as those terms are defined for purposes of the clean electricity production and clean
electricity investment credits described earlier, five-year property under the modified accelerated
cost recovery system (“MACRS”). The provision gives such property a 30-year class life for
purposes of the alternative depreciation system.
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Effective Date

The provision is effective for facilities and property placed in service after December 31,
2022,
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Il. INCENTIVES FOR CLEAN TRANSPORTATION

Summary of Present Law Clean Transportation Energy-Related Tax Incentives

The Code contains a number of tax incentives for biofuels, alternative fuels, alternative
fuel vehicles, and related infrastructure. The following tables provide summaries of these
incentives.

Summary of Certain Renewable and Alternative Fuel Incentives

mixtures (secs. 6426 and 6427):2

liquefied petroleum gas

P Series Fuels

compressed or liquefied natural gas
liquefied hydrogen

any liquid fuel derived from coal
through the Fischer-Tropsch
process

compressed or liquefied gas
derived from biomass

liquid fuel derived from biomass

Fuel Type Per Gallon Incentive Amount Expiration
Agri-biodiesel and biodiesel $1.00 per gallon, plus January 1, 2023
(secs. 40A, 6426, and 6427) $0.10 per gallon for small

agri-biodiesel

producers
Renewable diesel $1.00 per gallon January 1, 2023
(secs. 40A, 6426, and 6427)
Second generation biofuel $1.01 per gallont January 1, 2022
(cellulosic and algae)
(sec. 40(b)(6))
Alternative fuel and alternative fuel | $0.50 per gallon® January 1, 2022

! Income tax only credit which is not refundable.

2 The refundable component of the alternative fuel mixture credit sunset for alternative fuel mixtures sold or used

after December 31, 2011 (sec. 6427(e)(6)(D)).

3 For alternative fuels that are used or sold “neat” (not as part of a mixture with taxable fuel) the incentive can be
claimed two ways: (1) as an excise tax credit against fuel tax liability, or (2) as a cash (outlay) payment if the
taxpayer has insufficient fuel tax liability. For alternative fuel in a mixture, only excise tax credits are allowed.
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Summary of Alternative Fuel Vehicle Credits

Type of Property

Description of Qualifying
Property

Credit Amount and
Explanation

Expiration

Fuel cell vehicles
(sec. 30B)

Vehicles propelled by
chemically combining
oxygen with hydrogen and
creating electricity

e Base credit of $4,000 for
vehicles weighing 8,500
pounds or less

e Heavier vehicles can get up to
a $40,000 credit, depending
on weight

e An additional $1,000 to
$4,000 credit is available to
cars and light trucks to the
extent fuel economy exceeds
2002 base fuel economy

December 31, 2021

Alternative fuel
refueling property
(sec. 30C)

Property that dispenses
alternative fuels, including
ethanol, biodiesel, natural
gas, hydrogen, and electricity

30 percent credit up to $30,000
for business property and $1,000
for property installed at a
principal residence

December 31, 2021

Plug-in electric-
drive motor
vehicles (sec. 30D)

Four-wheeled vehicles
(excluding low speed
vehicles and vehicles
weighing 14,000 or more)
propelled by a battery with at
least 4 kilowatt-hours of
electricity that can be
charged from an external
source

Base credit of $2,500, plus $417
for each kilowatt-hour of
additional battery capacity in
excess of 4 kilowatt-hours (up to
$5,000) for a maximum
combined credit of up to $7,500

200,000 vehicles
per manufacturer
limitation

Plug-in electric-
drive motorcycles
(sec. 30D)

Two-wheeled vehicles able

to achieve speeds of at least
45 miles per hour propelled

by a battery with at least 2.5
kilowatt-hours of electricity
that can be charged from an
external source

Credit is 10 percent of cost, up to
$2,500

December 31, 2021
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A. Clean Fuel Production Credit
(sec. 201 of the bill, and new secs. 45V and 40B of the Code)

Explanation of Provision

Clean fuel production credit

The provision creates a new general business credit, the “Clean Fuel Production Credit”
for transportation fuel. For this purpose, “transportation fuel” is a fuel suitable for use as a fuel
in a highway vehicle or aircraft.® The level of the incentive depends on the lifecycle carbon
emissions of a given fuel. For transportation fuel sold during any calendar year ending before
January 1, 2030, the credit is the product of (1) $1.00 per gallon (or gallon equivalent) of
transportation fuel produced and sold by the taxpayer under specified circumstances and (2) the
emissions factor for such fuel. For calendar years 2030 and thereafter, for transportation fuel
that has an emissions rate equal to or less than zero, the credit is equal to the applicable amount*®
per gallon of transportation fuel produced and sold by the taxpayer under specified
circumstances.!! To qualify for the credit, the transportation fuel must be produced at a qualified
facility, and sold by the taxpayer to an unrelated person (1) for use by such person in the
production of a fuel mixture, (2) for use by such person in a trade or business, or (3) who sells
such fuel at retail into the fuel tank of another person.

For sustainable aviation fuel, a subcategory of transportation fuel, the credit rate is $2.00
per gallon (or gallon equivalent) instead of $1 per gallon (or gallon equivalent). "Sustainable
aviation fuel” is a liquid fuel that is sold for use or used in an aircraft and that (1) consists of
synthesized hydrocarbons, (2) meets the requirements of either ASTM International Standard
D7566 or the Fischer Tropsch provisions of ASTM International Standard D1655, Annex, Al
and (3) is derived from biomass,*? electrolysis powered by renewable energy sources, or carbon
oxides captured from an industrial source or from the ambient air, and (4) is not derived from
palm fatty acid distillates.

% The use of term “transportation fuel” does not prohibit the use of transportation-grade fuel from being
used for purposes other than transportation, such as home or commercial heating, or for other business uses.

10 “Applicable amount” with respect to any transportation fuel is an amount equal to $1.00 ($2.00 for
sustainable aviation fuel) increased by 10 cents for every kilogram of C02e per mmBTU (or fraction thereof) for
which the emissions rate for such fuel is below zero. “CO.e” means, with respect to any greenhouse gas, the
equivalent carbon dioxide (as determined based on relative global warming potential). “Greenhouse gas” has the
same meaning given that term under section 211(0)(1)(G) of the Clean Air Act (42 USC 7545(0)(1)(G)) as in effect
on the date of enactment.

11 1f the amount of clean fuel production credit is not a multiple of 0.1, the amount is to be rounded to the
nearest multiple of 0.1.

2 For this purpose, the term “biomass” is as defined in section 45K(c)(3)), meaning any organic material
other than: (1) oil and natural gas (or any product thereof), and (2) coal (including lignite) or any product thereof.
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Fuel must be produced at a qualified facility

A “qualified facility” is a facility used for the production of transportation fuels and
which satisfies certain wage and workforce requirements. In particular, the taxpayer must ensure
that any laborers and mechanics employed by contractors and subcontractors in the construction
of such facility (or for any year for which the credit is claimed, an alteration or repair of such
facility) are paid wages at a rates not less than the prevailing wage rates for construction,
alteration, or repair of a similar character in the locality as determined by the Secretary of Labor,
in accordance with subchapter IV of chapter 31, of title 40, United States Code.

The taxpayer must also ensure that the qualified apprenticeship requirements (described
in section 501 of the bill) are satisfied by ensuring that not less than 15 percent of the total labor
hours are performed by qualified apprentices.

In the case of a qualified facility that was placed in service before the date of enactment,
the wage and workforce requirements only apply to construction, alteration, or repair in any year
in which the credit is claimed. The requirements do not apply to the original construction of
such facility if the facility is placed in service before January 1, 2023.

If a taxpayer fails to comply with the wage requirements, rules similar to those of the
clean electricity production credit (section 45U(b)(3)) apply with respect to loss of credit for the
year of noncompliance, and the requirements necessary to correct for such failure and related
penalty payments.

Emissions factor calculation and establishment by the Secretary

The emissions factor of a transportation fuel is an amount equal to the quotient of (1) an
amount equal to the baseline emissions rate, minus the emissions rate for such fuel, divided by
(2) the baseline emissions rate. For any calendar year ending before January 1, 2026, “baseline
emissions rate” means 75 kilograms of CO2e per 1,000,000 British thermal units (“mmBTU”).
For calendar years 2026 and 2027, the baseline emissions rate is 50 kilograms per CO2e per
mmBTU. For calendar years 2028 and 2029, the baseline emissions rate is 25 kilograms of
CO2e per mmBTU. 3

The Secretary, jointly with the Secretary of Energy, are to establish the emissions rate for
similar types and categories of transportations fuels based on the amount of lifecycle greenhouse
gas emissions'* for such fuels, expressed as kilograms of CO2e per mmBTU, which a taxpayer is

13 For example, consider a fuel with an emissions rate of 30 kilograms of CO2e per mmBTU. In 2023 the
emissions factor is (75-30)/75 = .6. In 2026 the emissions factor is (50-30)/50 = .4. In 2028 the emissions factor is
(25-30)/50 < 0. Thus, the credit for each gallon of such a fuel produced would be $.60, $.40, and $0 per gallon
(prior to inflation adjustment or phase-out), in 2023, 2026, and 2028 respectively.

14 As described in section 211(0)(1)(H) of the Clean Air Act as in effect on the date of enactment.
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required to use for purposes of the provision.’® The Secretary is required to publish annually a
table that sets forth the emission rate for similar types and categories of transportation fuel.

Petition for provisional emissions rate

In the case of any transportation fuel for which an emissions rate has not been established
by the Secretary, a taxpayer producing such fuel may file a petition for the Secretary and
Secretary of Energy to determine the emissions rate with respect to such fuel. Within 12 months
of the filing of a petition, the Secretary, jointly with the Secretary of Energy, are required to
provide a provisional emissions rate for such fuel. The emissions rate for such fuel must be
established not later than 24 months after the filing of the petition.

Inflation adjustment and credit phase-out

In the case of calendar years beginning after 2023, the $1.00 amount (and also the $2.00
amount) is adjusted by multiplying such amount by the inflation adjustment factor for the
calendar year in which the sale or use of the transportation fuel occurs. The inflation adjustment
factor is the inflation adjustment factor determined and published by the Secretary under the new
clean electricity production credit.

If the Secretary and EPA Administrator determine that the annual greenhouse gas
emissions from the transportation of persons and goods annually in the United States are equal to
or less than 25 percent of the annual greenhouse gas emissions from the transportation of persons
and goods in the United States for calendar year 2021, the amount of the clean fuel production
credit under the provision is determined by substituting the “applicable dollar amount” for the
dollar amount per gallon of transportation fuel. The “applicable dollar amount” is calculated by
multiplying the dollar amount by a phase-out percentage. For any taxable year beginning in the
first calendar year following the calendar year the determination is made, the phase-out
percentage is equal to 100 percent. For any taxable year beginning in the second calendar year
following such determination year, the phase-out percentage is equal to 75 percent. For any
taxable year beginning in the third calendar year following the determination, the phase-out
percentage is equal to 50 percent, and for any taxable year beginning thereafter, the phase-out
percentage is reduced to zero percent.

Final guidance and special rules

Not later than January 1, 2023, the Secretary and Secretary of Energy shall jointly issue
final guidance with regard to the implementation of the provision, including the calculation of
emissions factors for transportation fuel, the required table publication, and the proper
determination of clean fuel production credits under the provision.

5 The Secretary may round the emissions rates to the nearest multiple of five kilograms of COe per
mmBTU, except that in the case of an emissions rate that is less than 2.5 kilograms of COze per mmBTU, the
Secretary may round such rate to zero.
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To claim the clean fuel production credit, the taxpayer must be registered with the
Internal Revenue Service (“IRS”) as a producer of clean fuel at the time of production. Such fuel
must be produced in the United States.

In the case of a facility in which more than one person has an ownership interest, except
to the extent provided in Treasury regulations, production from such facility shall be allocated
among such persons in proportion to their respective ownership interests in the gross sales from
such facility.

Persons shall be treated as related to each other if such persons would be treated as a
single employer under the regulations prescribed under section 52(b). In the case of a
corporation which is a member of an affiliated group of corporations filing a consolidated return,
such corporation shall be treated as selling fuel to an unrelated person if such fuel is sold to such
a person by another member of such group.

In the case of estates and trusts, rules similar to the rules of section 52(d) shall apply. In
the case of agricultural cooperatives, an election may be made to apportion the credit determined
among the patrons of the cooperative on the basis of business done by the patrons during the
taxable year.

Sustainable aviation fuel credit

For sustainable aviation fuel produced prior to January 1, 2023, the provision creates a
new general business credit, the sustainable aviation fuel credit. For purposes of the sustainable
aviation fuel credit, “sustainable aviation fuel” is a liquid fuel that (1) consists of synthesized
hydrocarbons, (2) meets the requirements of either ASTM International Standard D7566 or the
Fischer Tropsch provisions of ASTM International Standard D1655, Annex, Al and (3) is
derived from biomass, electrolysis powered by renewable energy sources, or carbon oxides
captured from an industrial source or from the ambient air, and (4) is not derived from palm fatty
acid distillates.

Certification requirements

In addition, to be sustainable aviation fuel, the producer of such fuel must certify that the
fuel has lifecycle greenhouse gas emissions that are equal to or less than 50 percent of the
lifecycle greenhouse gas emissions for petroleum-based jet fuel using an approved testing
methodology. A certification satisfies this requirement if such certification is based on a method
which (1) demonstrates that the fuel conforms with the sustainability criteria of the Carbon
Offsetting and Reduction Scheme for International Aviation, and the traceability and information
transmission requirements approved by the International Civil Aviation Organization (“ICAQ”)
with the agreement of the United States, (2) takes into account all elements used to determine
lifecycle emissions by the ICAO, and (3) is approved by the ICAO, or the Secretary and the
Administrator of the Environmental Protection Agency ("EPA Administrator"). Within 24
months after the date of enactment, the Secretary and the EPA Administrator are required to
adopt at least one methodology for testing lifecycle greenhouse gas emissions that meets the
forgoing requirements for certification.
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Calculation of the credit

The sustainable aviation fuel credit for the taxable year is the number of gallons of
sustainable aviation fuel which is used by the taxpayer in the production of a qualified mixture
multiplied by the sum of $1.50 plus (2) the applicable supplementary credit amount.

The applicable supplementary credit amount is one cent for every percentage point above
50 percent for which the aviation fuel is certified, as described above, to reduce emissions as in
comparison with petroleum jet fuel. The maximum applicable supplementary amount is 50
cents.

A “qualified mixture” means a mixture of sustainable aviation fuel and kerosene if (1)
such mixture is (1) produced in the United States, and (2) sold for use in an aircraft or used by
the taxpayer in an aircraft. The sale or use must be in the trade or business of the taxpayer for
the taxable year in which such sale or use occurs. A qualified mixture is not treated as used or
sold for use in an aircraft unless the transfer of such mixture to the fuel tank of an aircraft occurs
in the United States. The term “United States” includes any possession of the United States.

Sunset

The sustainable aviation fuel credit does not apply to any sale or use after December 31,
2022,

Coordination with renewable diesel credit for aviation

The provision eliminates the category of renewable diesel relating to aviation fuel
meeting Department of Defense specifications for military fuel or an ASTM for aviation turbine
fuel in section 40A. The provision further provides that sustainable aviation fuel cannot qualify
as biodiesel or renewable diesel. As a transition rule, the Secretary is authorized to prescribe
rules to ensure that the amount of the sustainable aviation fuel credit is properly reduced to take
into account any benefit provided by reason of the excise tax credit and payment provisions prior
to repeal.

Effective Dates

The clean fuel production credit provision applies to transportation fuel produced after
December 31, 2022.

The sustainable aviation fuel credit provision applies to taxable years ending after the
date of enactment (for fuel sold or used before January 1, 2023.) The Secretary is to establish
rules for the application of the amendments made by the provision to section 40A to credits
under section 6426 and payments under section 6427 for calendar quarters ending after the date
of the enactment of the provision and before last taxable year of a taxpayer which ends after such
date of enactment.
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B. Transportation Electrification
1. Fuel cell vehicle credit (sec. 202(a) of the bill and sec. 30B of the Code)

Explanation of Provision

The calendar year sunset date for the fuel cell vehicle credit is eliminated and replaced
with a credit phase-out rule. Under this phase-out rule, if the Secretary and Secretary of
Transportation, determine that the total annual sales of new qualified fuel cell motor vehicles and
new qualified plug-in electric drive motor vehicles in the United States exceed 50 percent of the
total annual sales of new passenger vehicles in the United States, the amount of the fuel cell
vehicle credit is reduced according to the following schedule: by 25 percent for a vehicle
purchased during the second calendar year following the determination, by 50 percent for a
vehicle purchased during the third calendar year following the determination, and by 100 percent
for a vehicle purchased during any subsequent calendar year.

Effective Date

The provision is effective for property purchased after December 31, 2021.

2. Alternative fuel refueling property credit (sec. 202(b) of the bill and sec. 30C of the
Code)

Explanation of Provision

In general

The provision extends the alternative fuel refueling property credit. It also modifies the
credit limitation and the definition of qualifying fuels and adds wage and workforce
requirements.

Modification of limitation

The provision modifies the limitation in section 30C(b) so that the credit cap is no longer
applied “per location” but rather is applied “with respect to any single item of qualified
alternative fuel vehicle refueling property placed in service by the taxpayer during the taxable
year.”'® In addition, the credit cap is increased from $30,000 to $200,000, in the case of
qualified property that is depreciable property.

Modification of qualifying fuels

The provision modifies the definition of qualifying fuels such that the list in section
30C(c)(2)(A) consists of hydrogen and any transportation fuel for which the clean fuel
production credit (described in section 201 of the bill) is allowed. The provision also modifies
the definition of qualifying mixtures listed in section 30C(c)(2)(B) to be any mixture of a taxable

16 Thus, for example, the present-law limitation which might treat a gasoline service station as a single
location would, under the provision, be applied to each item of qualifying property installed at such service station.
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fuel and a fuel that qualifies for the clean fuel production credit, where at least 20 percent of the
volume of such mixture is a liquid transportation fuel for which the clean fuel production credit
is allowed.

Wage and workforce requirements

For property to be qualified property for purposes of section 30C, the taxpayer must
ensure that the any laborers and mechanics employed by contractors and subcontractors in the
construction of such property are paid wages at a rate not less than the prevailing wage rates for
construction of a similar character in the locality as determined by the Secretary of Labor, in
accordance with subchapter 1V of chapter 31, of title 40, United States Code.

No benefit is allowed unless the prevailing wage requirements are satisfied. However, a
taxpayer may come into compliance and qualify for the incentive by paying any affected workers
the difference between the actual compensation paid to such workers and the wages required to
be paid to those workers to meet prevailing wage requirements, plus any applicable interest. In
addition, such taxpayer must also pay a penalty to the IRS equal to $5,000 per affected worker.

The taxpayer must also ensure that the qualified apprenticeship requirements (described
in Title V of the bill) are satisfied by ensuring that not less than 15 percent of the total labor
hours are performed by qualified apprentices.

Credit phase-out

If the Secretary, the Secretary of Transportation, and the EPA Administrator, determine
that the annual greenhouse gas emissions from the transportation of persons and goods annually
in the United States are equal to or less than 25 percent of the annual greenhouse gas emissions
from the transportation of persons and goods in the United States for calendar year 2021, the
amount of the credit is reduced according the following schedule: by 25 percent for any property
placed in service during the second calendar year following the determination, by 50 percent for
any property placed in service during the third calendar year following the determination, and by
100 percent for any property placed in service during any subsequent calendar year.

Effective Date

The provision is generally effective for property placed in service after December 31,
2021, except for the change to the definition of qualifying fuels and the wage and workforce
requirements, which are effective for property placed in service after December 31, 2022, and
the addition of the credit phase-out rules which are effective on the date of enactment.
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3. Electric vehicle credits (sec. 202(c) of the bill and new secs. 36C and 45W of the Code)

Explanation of Provision

In general

The provision extends and modifies the section 30D credit for new qualified plug-in
electric drive motor vehicles (the “EV credit”). The provision creates a new credit for qualified
commercial electric vehicles.

Modifications to the EV credit

The provision eliminates the EV credit’s limitation on the number of credit eligible EVs
each manufacturer can sell.

EV credit made refundable

Beginning January 1, 2022, the provision makes the EV credit a refundable personal
income tax credit for vehicles acquired on or after that date. The provision also adds a
requirement that taxpayers must list the vehicle identification number (“VIN”) on their returns
for the taxable year in order to claim the EV credit. The provision also gives the IRS
mathematical error authority for taxpayers who omit the VIN.

Increase in EV credit amount

The provision provides an additional credit amount of $2,500 for new qualified plug-in
electric drive motor vehicles for which the final assembly is at a facility whose production
workers are members of or represented by a labor organization. The provision also provides an
additional credit amount of $2,500 for new qualified plug-in electric drive motor vehicles for
which the final assembly is at a facility in the United States before 2026.

Therefore, under the provision a new qualified plug-in electric drive motor vehicle is
eligible for a maximum credit of $12,500, for a vehicle assembled in the United States at a
facility whose production workers are members of or represented by a labor organization.

Final assembly requirement and vehicle price limitation

For vehicles sold after December 31, 2025, the base amount of credit for new qualified
plug-in electric drive motor vehicles is increased from $2,500 to $5,000, and final assembly of a
new qualified plug-in electric drive motor vehicle must occur in the United States. That is, no
credit is available for vehicles sold after December 31, 2025 if final assembly of the vehicle
occurs outside of the United States.

The provision requires that a new qualified plug-in electric drive motor vehicle purchased

by the taxpayer has a manufacturer’s suggested retail price (MSRP) of $80,000 or less. That is,
the credit amount is reduced to $0 if the MSRP for the vehicle is more than $80,000.
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Modifications for two- and three-wheeled plug-in electric vehicles

The provision extends the credit in section 30D for three-wheeled vehicles (which had
expired after December 31, 2013) for vehicles acquired after December 31, 2020. The provision
also replaces the sunset date for the credit for two- and three-wheeled plug-in electric vehicles
with the phase-out rule described below.

EV credit phase-out

If the Secretary and the Secretary of Transportation determine that the total annual sales
of new qualified fuel cell motor vehicles and new qualified plug-in electric drive motor vehicles
in the United States exceed 50 percent of the total annual sales of new passenger vehicles in the
United States, the amount of the EV credit is reduced according to the following schedule: by 25
percent for a vehicle purchased during the second calendar year following the determination, by
50 percent for a vehicle purchased during the third calendar year following the determination,
and by 100 percent for a vehicle purchased during any subsequent calendar year.

Credit for qualified commercial electric vehicles

The provision creates a new credit for each qualified commercial electric vehicle
(“qualified commercial EV”) placed in service by the taxpayer. The credit amount is the lesser
of 30 percent of the basis of a qualified vehicle or the incremental cost of such vehicle. For
purposes of determining the credit amount, the incremental cost of any qualified commercial EV
is an amount equal to the excess of the price paid for such vehicle over such price for a
comparable vehicle of similar weight and size that is powered by a gasoline or diesel internal
combustion engine and is intended for similar use. The Secretary and the Secretary of
Transportation shall publish an annual list of comparable prices of various types and classes of
commercial vehicles for use in calculating the incremental cost of a qualified commercial EV.

To be a qualified commercial EV, the vehicle must be depreciable and (1) have original
use commence with the taxpayer, (2) be acquired for use or lease by the taxpayer not for resale,
(3) be made by a manufacturer, and (4) be treated as a motor vehicle for purposes of title Il of the
Clean Air Act. In addition, the vehicle must have a battery that has a capacity of at least 10
kilowatt-hours that is capable of being recharged from an external source. For a vehicle to
qualify, a taxpayer must list the VIN of each vehicle on the return for the taxable year.

A qualified commercial EV also includes any qualified electric transportation option.

Qualified electric transportation options

A qualified electric transportation option is any vehicle used in any manner of
transportation that meets the certain criteria. The vehicle must be depreciable and must be
capable of moving passengers, cargo, or property and be acquired for use or lease by taxpayer
with original use commencing with the taxpayer. A qualified electric transportation option must
be powered by an integrated, on-board electric propulsion system that is the primary source of
propulsion and is capable of powering the vehicle (including its components and accessories) for
not less than 2/3 of the maximum operating period between recharging or refueling such vehicle.
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If the qualified electric transportation option derives power from the on-board combustion of
fuel, that fuel must be renewable.

In addition, a qualified electric transportation option must be manufactured for sale in
commercial quantities with reasonable expectation of profits, and must comply with any
applicable safety or air quality standards as determined by the Secretary, the Secretary of
Transportation, the Secretary of Homeland Security, and the Administrator of the EPA.

An on-board electric propulsion system for this purpose means one or more on-board
traction batteries which are integrated or swappable and have an aggregate capacity of at least 10
kilowatt-hours or an on-board power source other than a battery with a capacity equivalent of at
least 10 kilowatt-hours (as determined by the Secretary).

Renewable fuel for this purpose is any fuel at least 85 percent of the volume consists of
one or more of: (1) ethanol; (2) biodiesel;'’ (3) advanced biofuel;*® (4) renewable natural gas; or
(5) hydrogen.

For purposes of calculating the credit amount, the cost of a qualified electric
transportation option does not include costs relating to any component or feature which is not
integral or does not improve efficiency or range of the option’s electric propulsion.

Rules similar to the rules in section 30D(f) apply to the commercial EV credit.!® In the
case of vehicle used by certain tax-exempt entities,? if the vehicle is not subject to a lease, the
seller of a vehicle can be treated as the taxpayer that places the vehicle in service.

Commercial EV credit phase-out

If the Secretary and the Secretary of Transportation determine that the total annual sales
of qualified commercial EVs in the United States exceed 50 percent of the total annual sales of
new commercial vehicles in the United States, the amount of the commercial EV credit is
reduced according to the following schedule: by 25 percent for a vehicle purchased during the
second calendar year following the determination, by 50 percent for a vehicle purchased during
the third calendar year following the determination, and by 100 percent for a vehicle purchased
during any subsequent calendar year.

Additional reporting and math error authority

The provision requires that upon sale or lease of a new qualified plug-in electric drive
motor vehicle, 2- or 3-wheeled plug-in electric vehicle, or qualified commercial electric vehicle
the seller report the following information to the purchaser and IRS: (1) purchaser’s name and

17" As defined in sec. 40A(d)(2).
18 As defined in 42 U.S.C. sec. 7545(0)(1)(B).
19 Sec. 30D(f) is new sec. 36C(d) after application of the bill.

20 Vehicles the use of which is described in 50(b)(3) or (4).
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taxpayer identification number; (2) VIN of the qualified vehicle; (3) battery capacity of the
vehicle; (4) verification that original use of the vehicle commences with the purchaser; and (5)
maximum credit purchaser is eligible to claim based on vehicle qualifications.

If, in accordance with applicable rules from the Department of Transportation, the vehicle
is not assigned a VIN, a VIN is not required to be reported.

Math error authority under section 6213 is provided for mismatches between return
information included for purposes of the electric vehicle or commercial electric vehicle credit
and seller reporting information as described above. Pursuant to math error authority, the IRS
may, in the event of a mathematical or clerical error, assess additional tax without issuance of a
notice of deficiency as otherwise required.?

These reporting requirements and additional math error authority apply for vehicles to
which section 202(c) of the bill applies, including new qualified plug-in electric drive motor
vehicles, 2- or 3-wheeled plug-in electric vehicles, and qualified commercial electric vehicles.

Denial of credit

No credit is allowed for new qualified plug-in electric drive motor vehicles, 2- or 3-
wheeled plug-in electric vehicles, and qualified commercial electric vehicles acquired after
December 31, 2021, unless the Secretary certifies that no credit will be allowed with respect to
any such vehicles for which final assembly occurs in the People’s Republic of China.

Effective Date

The elimination of the per-manufacturer-cap is effective for vehicles sold after May 24,
2021. The portions of the provision making the EV credit a refundable personal income tax
credit along with the VIN requirement are effective for vehicles acquired after December 31,
2021. The changes to credit amounts and vehicle price limitation are effective for vehicles
acquired after December 31, 2021. The extension of the EV credit for two- and three-wheeled
electric vehicles is effective for vehicles acquired after December 31, 2020. The EV credit
phase-out rule is effective on the date of enactment.

The commercial EV credit is effective for vehicles acquired after December 31, 2021.

The changes relating to reporting requirements and additional math error authority are
effective for vehicles acquired after December 31, 2021.

2L Sec. 6213(b).
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C. Clean Hydrogen Production Credit
(sec. 203 of the bill and new sec. 45X of the Code)

Explanation of Provision

The provision creates a new credit for hydrogen, the “clean hydrogen production credit.”
For any taxable year, the credit is an amount equal to the product of (1) the applicable amount
multiplied by (2) the kilograms of qualified clean hydrogen (a) produced by the taxpayer at a
qualified clean hydrogen production facility during the ten-year period beginning on the date the
facility was placed in service and (b) sold by the taxpayer to an unrelated person, or used by the
taxpayer, during the taxable year.

The “applicable amount” is equal to the applicable percentage of $3.00, rounded to the
nearest 0.1 cent.?? The “applicable percentage” is 20 percent in the case of qualified clean
hydrogen which is produced through a process that, as compared to hydrogen produced by steam
methane reforming, achieves a percentage reduction in lifecycle greenhouse gas emissions which
is at least 50 percent but less than 75 percent. If the percentage reduction is at least 75 percent
but less than 85 percent, the applicable percentage is 25 percent. If the percentage reduction is at
least 85 percent but less than 95 percent, the applicable percentage is 34 percent. If the
percentage reduction is at least 95 percent, the applicable percentage is 100 percent.

Definitions

The term “lifecycle greenhouse gas emissions” has the same meaning given such term
under subparagraph (H) of section 211(0)(1) of the Clean Air Act as in effect on the date of
enactment of this provision.

“Qualified clean hydrogen” means hydrogen that is produced through a process that, as
compared to hydrogen produced by steam-methane reforming of non-renewable natural gas,
achieves a percentage reduction in lifecycle greenhouse gas emissions of at least 50 percent. The
term does not include any hydrogen that is properly allocable to another general business credit
or under subchapter B of chapter 65 of subtitle F (such as the alternative fuel excise tax credit
and payment provisions) for the taxable year. The term “steam-methane reforming” means a
hydrogen production process in which high-temperature steam is used to produce hydrogen from
natural gas, without carbon capture and sequestration.

A “qualified clean hydrogen production facility” is a facility owned by the taxpayer: (1)
which produces qualified clean hydrogen which, with respect to any taxable year, is sold by the
taxpayer to an unrelated person or used by the taxpayer, and (2) which satisfies certain wage
requirements and the workforce requirements of section 501 of the bill. In particular, the
taxpayer must ensure that any laborers and mechanics employed by contractors and
subcontractors in the construction of such facility (or for any year for which the credit is claimed,
an alteration or repair of such facility) are paid wages at a rates not less than the prevailing wage

22 The $3.00 amount is adjusted for inflation by multiplying such amount by the inflation adjustment factor
(as determined under section 45(e)(2) by substituting “2020” for “1992”) the calendar year in which the sale or use
of the qualified clean hydrogen occurs, rounded to the nearest 0.1 cent.

43



rates for construction, alteration, or repair of a similar character in the locality as determined by
the Secretary of Labor, in accordance with subchapter 1V of chapter 31, of title 40, United States
Code.

In the case of a qualified facility that was placed in service before the date of enactment,
the wage and workforce requirements only apply to construction, alteration, or repair in any year
in which the credit is claimed. The requirements do not apply to the original construction of
such facility.

If a taxpayer fails to comply with the wage requirements, rules similar to those of the
clean electricity production credit (section 45U(b)(3)) apply with respect to loss of credit for the
year of noncompliance, and the requirements necessary to correct for such failure and related
penalty payments.

Special rules and credit phase-out

The amount of the credit with respect to any qualified clean hydrogen facility for any
taxable year shall be reduced in a manner similar to the reduction applied under section
45(b)(3)(relating to credit reductions for grants, tax-exempt bonds, subsidized energy financing,
and other credits). Rules similar to the rules of paragraphs (3) and (4) of section 45(e) apply for
purposes of the provision.?

No credit is allowed under this section with respect to qualified clean hydrogen that is
produced outside of the United States or any possession of the United States.

The phase-out that applies to the clean fuel production credit also applies for purposes of
the clean hydrogen production credit. If the Secretary and EPA Administrator determine that the
annual greenhouse gas emissions from the transportation of persons and goods annually in the
United States are equal to or less than 25 percent of the annual greenhouse gas emissions from
the transportation of persons and goods in the United States for calendar year 2021, the amount
of the clean hydrogen production credit under the provision is determined by substituting the
“applicable dollar amount” for the applicable amount per kilogram of qualified clean hydrogen.
The “applicable dollar amount” is calculated by multiplying the applicable amount by a phase-
out percentage. For any taxable year beginning in the first calendar year following the calendar
year the determination is made, the phase-out percentage is equal to 100 percent. For any
taxable year beginning in the second calendar year following such determination year, the phase-
out percentage is equal to 75 percent. For any taxable year beginning in the third calendar year

23 paragraph (3) of section 45(e), relating to production attributable to the taxpayer, provides that “[i]n the
case of a facility for which more than one person has an ownership interest, except to the extent provided in
regulations prescribed by the Secretary, production from the facility shall be allocated among such persons in
proportion to their respective ownership interests in the gross sales from such facility.” Paragraph (4) of section
45(e) addresses related persons, providing that “[p]ersons shall be treated as related to each other if such persons
would be treated as a single employer under the regulations prescribed under section 52(b). In the case of a
corporation which is a member of an affiliated group of corporations filing a consolidated return, such corporation
shall be treated as selling electricity to an unrelated person if such electricity is sold to such a person by another
member of such group.”
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following the determination, the phase-out percentage is equal to 50 percent, and for any taxable
year beginning thereafter, the phase-out percentage is reduced to zero percent.

Guidance

Not later than one year after the date of enactment, the Secretary, the Secretary of Energy
and EPA Administrator shall publish guidance prescribing methods for determining the credit
based on lifecycle greenhouse gas emissions.

Effective Date

The provision applies to hydrogen used or sold after December 31, 2020.
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D. Temporary Extensions of Existing Fuel Incentives
(sec. 204 of the bill and secs. 40(b)(6), 6426(d) and (e), and 6427(e)(6)(C))

Explanation of Provision

Second generation biofuel

The provision extends the second generation biofuel producer credit for an additional
year, through December 31, 2022.

Alternative fuel and alternative fuel mixtures

The provision modifies the definition of alternative fuel as it relates to hydrogen by no
longer requiring that the hydrogen be liquefied. However, nonliquid hydrogen cannot qualify as
part of an alternative fuel mixture. Both the alternative fuel credit and alternative fuel mixture
credit are extended an additional year, through December 31, 2022. The payment provision for
alternative fuel also is extended additional year, through December 31, 2022.

Effective Dates

For the second generation biofuel producer credit, the provision applies to qualified
second generation biofuel production after December 31, 2021.

For the alternative fuel and alternative fuel mixtures credits, the provision applies to fuel
sold or used after December 31, 2021.
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I11. INCENTIVES FOR ENERGY EFFICIENCY

Summary of Certain Present Law Enerqy Efficiency-Related Tax Incentives

The Code contains a number of tax incentives to encourage energy efficiency. The
following tables provide summaries of a number of these incentives.

Summary of Investment Tax Credits Relating to Energy Efficiency

Qualified Energy Property Credit Rate | Maximum Expiration®
(sec. 48) Credit
Equipment to use ground or ground water for 10% None January 1, 2024

heating or cooling

Equipment that uses fiber-optics to distribute 30% None January 1, 2020
sunlight inside a structure
26% January 1, 2023
22% January 1, 2024
Waste energy recovery property 26% None January 1, 2023
22% January 1, 2024

! For all eligible property, construction of the property must begin before the expiration date, except where
otherwise noted. For credits subject to a rate phase down, construction must begin before the dates listed and placed
in service before January 1, 2026.
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Summary of Credits and Deduction to Make Homes and Buildings More Energy Efficient

Credit
Rate or Maximum
Amount Credit Expiration®

Personal credit:
Credit for nonbusiness Insulation to 2009 international 10% $500 (overall December 31, 2021
energy property installed energy conservation code sec. 25C credit
at a principal residence standard maximum)
(sec. 25C)

Energy efficient windows, doors, 10% $500 ($200 for | December 31, 2021

skylights, roofs windows and

skylights)

Advanced main air circulating 100% $50 December 31, 2021

fans

Qualified natural gas, propane, 100% $150 December 31, 2021

or oil furnace or hot water

boilers

Qualified electric heat pump 100% $300 December 31, 2021

water heaters or natural gas,

propane, or oil water heaters

Qualified central air conditioners 100% $300 December 31, 2021
Business Credit:
Manufacturer credit for Homes 30 percent more efficient | $1,000 None December 31, 2021
new energy efficient home | than standard or Energy Star pler
(sec. 45L) manufactured homes home

Homes 50 percent more efficient | $2,000 None December 31, 2021

than the specified standard oris | per home

a manufactured home that meets
the requirements of the Energy
Star Labeled Homes program
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Business Deduction:

Eligible Activity

Description

Expiration

Energy efficient
commercial buildings
deduction (sec. 179D)

A taxpayer may take in the placed-in-service year an additional
deduction of $1.80 per square foot of commercial building property
that exceeds certain energy efficiency standards. If a section 179D
deduction is allowed, the basis of the property is reduced by the
amount of the deduction; the remaining basis is recovered under
otherwise applicable rules

None

2 Expires for property placed in service after the expiration date.
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A. Credit for New Energy Efficient Residential Buildings
(sec. 301 of the bill and sec. 45L of the Code)

Explanation of Provision

In general

The provision creates a new energy efficient home credit to replace the credit in section
45L. The new credit is part of the general business credit.

Credit amount

In the case of an eligible contractor, the new energy efficient home credit for the taxable
year is the applicable amount for each qualified residence which is constructed by the eligible
contractor and acquired by a person from such eligible contractor for use as a residence during
the taxable year. The applicable amount is either $2,500 or $5,000 depending on the efficiency
standard achieved for the qualified residence.

The $2,500 credit is allowable for new dwelling units that are certified as satisfying the
national program requirements under the Energy Star residential new construction program (or
any successor program, as determined by the Secretary), as in effect on January 1 of the year in
which construction of such dwelling units begins. The $5,000 credit is allowable for new
dwelling units that are certified as satisfying the requirements for new residential construction
under the Zero Energy Ready Home program (or any successor program, as determined by the
Secretary) as in effect on January 1 of the year in which construction such dwelling units begins.
Both of these amounts are adjusted for inflation beginning in 2023, with changes rounding to the
nearest increment of $100.

Definitions and other rules

For purposes of the credit, the term “construction” does not include substantial
reconstruction or rehabilitation of an existing structure.

The term “eligible contractor” means the person who constructed the qualified residence,
or, in the case of a manufactured home, the manufactured home producer of such residence.

The term “qualified residence” means a dwelling unit located in the United States, the
construction of which is substantially completed after the date of enactment of the provision and
which is certified as satisfying either the national program requirements under the Energy Star
new residential construction program or the Zero Energy Ready Home program.

For a multifamily dwelling unit to be considered a qualified residence, the taxpayer must
ensure that the any laborers and mechanics employed by contractors and subcontractors in the
construction of such property are paid wages at a rate not less than the prevailing wage rates for
construction of a similar character in the locality as determined by the Secretary of Labor, in
accordance with subchapter 1V of chapter 31, of title 40, United States Code.
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In the case of a multifamily dwelling unit no benefit is allowed unless the prevailing
wage requirements are satisfied. However, a taxpayer may come into compliance and qualify for
the incentive by paying any affected workers the difference between the actual compensation
paid to such workers and the wages required to be paid to those workers to meet prevailing wage
requirements, plus any applicable interest. In addition, such taxpayer must also pay a penalty to
the IRS equal to $5,000 per affected worker.

A certification described in the provision must be made by a third party who is accredited
by a certification program approved by the Secretary and the Secretary of Energy and in
accordance with any applicable rules under the Energy Star new residential construction or Zero
Energy Ready Home programs, as in effect on the date on which construction of the dwelling
unit begins, and with any other guidance prescribed by the Secretary and the Secretary of
Energy.

If a credit is allowed under this provision in connection with any expenditure for any
property (other than a qualified low-income building described in section 42(c)(2)), the increase
in the basis of such property which would (but for this provision) result from such expenditure is
reduced by the amount of the credit so determined.

For purposes of the provision, expenditures taken into account under sections 25D or 47
are not taken into account for this credit. In addition, a qualified residence does not include any
dwelling unit for which a deduction determined under section 179D is allowed for the taxable
year.

Effective Date

The provision is effective for any qualified residence acquired after December 31, 2021.
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B. Energy Efficient Home Improvement Credit
(sec. 302 of the bill and sec. 25C of the Code)

Explanation of Provision

In general

The provision replaces the section 25C credit for nonbusiness energy property with an
energy efficient home improvement credit available to individuals.

Credit amount

The credit amount is the lesser of the sum of the applicable qualified property amounts
for any qualified property placed in service by an individual during the taxable year or $1,500.
For any qualified property, the applicable qualified property amount equals the lesser of 30
percent of the amount paid or incurred by the individual for such qualified property (including
any expenditures for labor costs properly allocable to the onsite preparation, assembly, or
original installation of such property) or $600. The $600 and $1,500 amounts are adjusted for
inflation beginning in 2023, with changes rounding to the nearest increment of $10.

In the case of any air-source heat pump that would otherwise be qualified property, the
$600 maximum described above is increased to $800, which is also adjusted for inflation.

In the case of any ground source qualified geothermal heat pump property which meets
the second through fourth requirements listed below for qualified property, the $600 credit
maximum is increased to $10,000 (adjusted for inflation) and the $1,500 credit maximum does
not apply. The credit amounts and limitations are calculated separately for this property and
other credit eligible property.

In the case of any insulation material or system, including air barrier insulation, that
satisfies the definitions of building envelope improvement and qualified property, the $600
amount does not apply.

Qualified property

The term “qualified property” means a furnace, boiler, condensing water heater, central
air conditioning unit, heat pump, biomass property, or building envelope improvement which:
(1) except in the case of a building envelope improvement, meets or exceeds (a) the requirements
of the highest efficiency tier (not including any advanced tier) established by the Consortium for
Energy Efficiency that are in effect on January 1 of the calendar year in which the property is
placed in service, or (b) an equivalent standard established by the Secretary and the EPA
Administrator if no standard established by the Consortium for Energy Efficiency applies, (2) is
installed according to applicable Air Conditioning Contractors of America Quality Installation
standards which are in effect on January 1 of the calendar year in which the property is placed in
service, (3) is for use in a dwelling unit which is located in the United States and used as a
residence by the individual claiming the credit, and (4) is reasonably expected to remain in
service in such dwelling unit for not less than five years.
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Qualified geothermal heat pump property means any equipment that (1) uses the ground
or ground water as a thermal energy source to heat a dwelling unit located in the United States
and used as a residence by the taxpayer or as thermal energy sink to cool such dwelling unit and
(2) meets the requirements of the Energy Star program in effect at the time the expenditure for
such equipment is made.

Definitions and other rules

The term “biomass property” means any property which uses the burning of biomass fuel
to heat a dwelling unit or to heat water for use in a dwelling unit and that, using the higher
heating value, has a thermal efficiency of not less than 75 percent. The term “biomass fuel”
means any plant-derived fuel that is available on a renewable or recurring basis, including any
such fuel which has been subject to a densification process (such as wood pellets).

For purposes of the provision, the term “building envelope improvement” means (1) any
insulation material or system, including air barrier insulation, which is specifically and primarily
designed to reduce the heat loss or gain of a dwelling unit when installed in or on such dwelling
unit and meets the prescriptive criteria for such material or system established by the
International Energy Conservation Code, as such Code (including supplements) is in effect on
January 1 of the calendar year in which such material or system is installed, and (2) exterior
doors and windows (including skylights) whi