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Major New Climate Law In US

Will Create New Investment

Opportunities

For Japanese Companies
Edward Zaelke

Global Co-Head of the Energy and Project Finance
McDermott Will & Emery

The development of renewable power in the
United States over the past 40 years, has, for the
most part, been slow and inconsistent. As of mid-
2022, only about 11% of the power produced in the
United States is coming from wind and solar
facilities. By comparison, fossil fuel-generated
electricity accounts for about 63% of the nation’s
power (with power from nuclear and hydro power
making up the remaining 26%).

All of that could change with the recent
enactment of the Inflation Reduction Act (IRA),
which is, for the most part, an act directed at climate
change and renewables, in spite of its name. The
IRA is designed to spur new domestic and foreign
investment across a host of renewable energy and
related climate policy initiatives through the creation
of nearly $370 billion in new, long-term tax
incentives covering wind, solar and hydrogen
energy, as well as energy storage, electric vehicles,
carbon capture and a host of other technologies. The
hope is that these tax incentives will increase the
investments in renewable energy and climate-related
projects by three to five times their current levels
and put the United States on course to a carbon-
neutral electrical grid between 2035 and 2045.

Some of the highlights of the IRA include a ten-
year extension and increase in wind tax credits at
$26 per megawatt hour per year, increasing annually

for inflation; a ten-year extension and increase in the
investment tax credit for solar, at 30% of project
costs; a new tax credit for standalone storage, at 30%
of the capital cost of equipment; a new direct-
payment arrangement by the US federal government
(in lieu of tax credits) to hydrogen producers for
“green hydrogen” at a rate of $3/kilogram (which
should about equalize the price with non-green
hydrogen); an increase in tax benefits from $50 to
$85 per ton of sequestered CO, for carbon capture
projects; a long term renewal of the tax credit for
electrical vehicles and plug-in hybrids of up to
$7.,500 per vehicle; new tax credits for EV charging
stations; and a host of other “technology neutral” tax
credits.

There are also “bonus” tax credits of an
additional 10% for the use of domestically
manufactured equipment, development in a former
coal or oil region, development in an economically
disadvantaged area, and more. Because it tries to do
so much, the IRA is complicated and it may take
several months or more for all the implementing
regulations to be adopted.

So far, however, investors are not waiting on
the regulations. In the two months since the bill was
enacted, we have seen a significant uptick in M&A
activity in the renewable energy space, as well as an
enormous amount of interest in hydrogen, carbon
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capture and electric vehicle charging by private
equity investors, including a number of Japanese
investors and trading companies. Japanese investors,
including companies such as Mitsubishi, Marubeni,
Panasonic, and J-Power, to name a few, have had
played an important role in the development of the
renewable energy industry in the United States for
several years, including in manufacturing of wind
turbines, solar panels and batteries, and in
development of renewable-energy projects.

As noted above, one of the key parts of the IRA
isthe additional 10% tax credit bonus for domestically
manufactured equipment. This creates a number of
opportunities for Japanese companies with
technological know-how in electric vehicles, EV
charging, renewable energy, batteries and other
technologies and with an interest in developing
manufacturing and assembly facilities in the United
States, where they are likely to find a ready market
supported by these very generous tax benefits.

On the

inconsistent

development side, previously

policies have limited so-called
“greenfield” development and, as a result, there are
not enough renewable-energy projects under
development to meet the current demand. Since the
IRA now extends and increases the tax benefits
available to developers and includes bonus incentives
of up to an additional 30% of project costs, greenfield
development is expected to expand significantly.
There are seemingly endless opportunities for
investment in the development space, an area where
Japanese investors have proven themselves
particularly acute in the US market.

The renewable energy market has already
started to react to the passage of the IRA. Many
M&A deals that were in process have been pulled
and repriced to reflect the act’s new benefits. We
have also seen developers in the space from around
the world significantly increasing their investment in
greenfield development. We are also seeing a number
of traditional Japanese and other international
infrastructure investors looking at opportunities that
could now exist in the manufacturing sector.

While is still too early to know how much new
investment is occurring, it feels to most in the

renewable energy industry as rare opportunity, with
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so many new investors and new projects in the
market, it is hard to keep track. Japanese investors
and renewable energy developers, many of whom
have a long history in the US renewables market, are
finding themselves extremely well positioned to
take advantage of the numerous incentives in the
IRA and be early movers in what will be a new
period of exponential growth for the US renewables
industry.
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<Overview of McDermott Will & Emery>

McDermott Will & Emery is a global law firm with headquarters in
Chicago, Illinois and 23 offices worldwide. Over 1400 strong, we
partner with leaders around the world to fuel missions, knock down
barriers and shape markets, working seamlessly across practices and
industries to deliver highly effective solutions that propel success.
McDermott’s Energy and Project Finance Group is equipped to handle
regulatory work and represent you in complex projects and acquisitions
that span the conventional and renewable energy sectors. Our team
focuses on project finance and development; mergers, acquisitions
and joint ventures; commodities and trading; regulatory;
environmental; real estate and tax to present holistic solutions for our
clients’ investment and project needs across ever-evolving energy
landscape. With our global network of 50+ dedicated energy and
infrastructure lawyers, we represent international companies on

matters in Southeast Asia, Europe, Africa and the US.
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