This site uses cookies to store information on your computer. Some are essential to make our %
site work; others help us improve the user experience. By using the site, you consent to the
placement of these cookies. Read our privacy policy to learn more.

INDIVIDUALS PASSTHROUGHS CORPORATIONS ESTATES PROCEDURE

ADVERTISEMENT

TAX CLINIC » CREDITS AGAINST TAX

The clean fuel production
credit: A new incentive regime

By Taylor Cortright, J.D., LL.M., Washington, D.C.,
and Rachel Smith, J.D., Washington, D.C.
June 1, 2024

RELATED Editor: Mary Van Leuven, J.D.,
LL.M.

September 30, 2025
The B&D tax Alternative and renewable fuel
credit for i )

. incentives have been
architects and o
engineers administered by the IRS as

part of the federal motor fuels
excise tax regime for decades.
billion ‘break fee’ A range of “legacy” incentives,
payment treated which are allowed with respect
as ordinary to fuels that are produced from
deduction various qualifying feedstocks
and meet exacting technical
specifications, are set to expire
at the end of 2024. The Sec.

September 30, 2025
Company’s $1.6

September 30, 2025
IRS ruling
clarifies treatment

of R&D when 457 clean fuel production
computing the credit (CFPC), effective Jan. 1,
FDII deduction 2025, appears to largely

consolidate and replace the

Source: https://
www.thetaxadviser.com/issues/2024/
jun/the-clean-fuel-production-credit-a-
new-incentive-regime/?
utm_source=chatgpt.com

ADVERTISEMENT

LATEST NEWS

October 24, 2025

Social Security wage base and COLA
announced for 2026

October 22, 2025
Congress passes bill requiring IRS to
clarify math error notices

October 22, 2025

AICPA seeks IRS guidance on tip,
overtime tax deductions for 2025

October 21, 2025
IRS offers relief on car loan interest
reporting under H.R. 1


https://www.thetaxadviser.com/issues/2025/sep/the-rd-tax-credit-for-architects-and-engineers/
https://www.thetaxadviser.com/issues/2025/sep/the-rd-tax-credit-for-architects-and-engineers/
https://www.thetaxadviser.com/issues/2025/sep/the-rd-tax-credit-for-architects-and-engineers/
https://www.thetaxadviser.com/issues/2025/sep/the-rd-tax-credit-for-architects-and-engineers/
https://www.thetaxadviser.com/issues/2025/sep/companys-1-6-billion-break-fee-payment-treated-as-ordinary-deduction/
https://www.thetaxadviser.com/issues/2025/sep/companys-1-6-billion-break-fee-payment-treated-as-ordinary-deduction/
https://www.thetaxadviser.com/issues/2025/sep/companys-1-6-billion-break-fee-payment-treated-as-ordinary-deduction/
https://www.thetaxadviser.com/issues/2025/sep/companys-1-6-billion-break-fee-payment-treated-as-ordinary-deduction/
https://www.thetaxadviser.com/issues/2025/sep/companys-1-6-billion-break-fee-payment-treated-as-ordinary-deduction/
https://www.thetaxadviser.com/issues/2025/sep/irs-ruling-clarifies-treatment-of-rd-when-computing-the-fdii-deduction/
https://www.thetaxadviser.com/issues/2025/sep/irs-ruling-clarifies-treatment-of-rd-when-computing-the-fdii-deduction/
https://www.thetaxadviser.com/issues/2025/sep/irs-ruling-clarifies-treatment-of-rd-when-computing-the-fdii-deduction/
https://www.thetaxadviser.com/issues/2025/sep/irs-ruling-clarifies-treatment-of-rd-when-computing-the-fdii-deduction/
https://www.thetaxadviser.com/issues/2025/sep/irs-ruling-clarifies-treatment-of-rd-when-computing-the-fdii-deduction/
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjstaamJWLa6FBXiKEbhvip_eQq-_THhV5vudSt8bvZfGJHy_vhbyIbaWPdzMHCkvsrDV5cCQUMe3IAiYo12MLA6PKQ6YBx7wFGqUJvdlo08Gz8Bipbf02LaHxO0t0gQwF_m30mZMao8CLeZhcTQktXyFvI5IqOcA-eT3yYpznuFMEv2qJzbUYlKl7HIUEpMChhoBE4H9eenc-pwPXb3Dl6NJ1P8MddSI800RMKiAkrtOoyiGmjBcUbFYE1n988hYtt56bQozlefehCdU2iUankOmE1_CBAQd_sFgaytvbgx-ih6ViqYKfJWbv9z-W3zNK-_wHRG33J3HYz1MReNkZKCm0No0OHWyeCIaxwTIgljH_sMYlFTbZRTxvJUOd6jMXxRH7R3McfsnUvi_5RJMcxKKBToIVnJpK2Qe&sig=Cg0ArKJSzMtfmYikpsE_&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://www.aicpa-cima.com/cpd-and-learning/landing/aicpa-h-r-1-masterclass-series-or-tax-and-pfp-learning&nm=4
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjstaamJWLa6FBXiKEbhvip_eQq-_THhV5vudSt8bvZfGJHy_vhbyIbaWPdzMHCkvsrDV5cCQUMe3IAiYo12MLA6PKQ6YBx7wFGqUJvdlo08Gz8Bipbf02LaHxO0t0gQwF_m30mZMao8CLeZhcTQktXyFvI5IqOcA-eT3yYpznuFMEv2qJzbUYlKl7HIUEpMChhoBE4H9eenc-pwPXb3Dl6NJ1P8MddSI800RMKiAkrtOoyiGmjBcUbFYE1n988hYtt56bQozlefehCdU2iUankOmE1_CBAQd_sFgaytvbgx-ih6ViqYKfJWbv9z-W3zNK-_wHRG33J3HYz1MReNkZKCm0No0OHWyeCIaxwTIgljH_sMYlFTbZRTxvJUOd6jMXxRH7R3McfsnUvi_5RJMcxKKBToIVnJpK2Qe&sig=Cg0ArKJSzMtfmYikpsE_&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://www.aicpa-cima.com/cpd-and-learning/landing/aicpa-h-r-1-masterclass-series-or-tax-and-pfp-learning&nm=4
https://www.thetaxadviser.com/news/2025/oct/social-security-wage-base-and-cola-announced-for-2026/
https://www.thetaxadviser.com/news/2025/oct/social-security-wage-base-and-cola-announced-for-2026/
https://www.thetaxadviser.com/news/2025/oct/congress-passes-bill-requiring-irs-to-clarify-math-error-notices/
https://www.thetaxadviser.com/news/2025/oct/congress-passes-bill-requiring-irs-to-clarify-math-error-notices/
https://www.thetaxadviser.com/news/2025/oct/aicpa-seeks-irs-guidance-on-tip-overtime-tax-deductions-for-2025/
https://www.thetaxadviser.com/news/2025/oct/aicpa-seeks-irs-guidance-on-tip-overtime-tax-deductions-for-2025/
https://www.thetaxadviser.com/news/2025/oct/irs-offers-relief-on-car-loan-interest-reporting-under-h-r-1/
https://www.thetaxadviser.com/news/2025/oct/irs-offers-relief-on-car-loan-interest-reporting-under-h-r-1/
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjssuhijPt3MfJk5-kAfKLKqZNnvBM_uUbXrU-x6pnSSrHJjGXY2wYW0ikIevsv1qF9bWsfsuD-0u1DsmclIsGFVw8o4gP8VGnUMMfMIQyXq2LyX2OVBGVt1dj6CW3shh5SZ3cBpJDTy5sllvz9zRwsyhhN75uqsTbOqSq3ntoc7t9wNjffB0vbyaCUQbqu89usGMpYA4Yd_vLr2DZi5pLxUH3QtSZJZABHIGxpe-0msYcEEVgzREwb28e7xfsmr4ECexfs9HlZPxwDMB-NS1d4FfmfKpAed0KnZ-6drM-QN0qkDSv8z7gasLUuseW4d5NNTbF4dWDS7jwM8ukTbA-qIOeOwoiSGqcFHVoRRnhC8k4ahk_mKjP_NRguiTQmkkDrhh33rESWhhQlbcTL4TPsvPLVWrU5fMANgN&sig=Cg0ArKJSzJ3sEveIBjaj&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=http://www.aicpa-cima.com/taxschools&nm=4
https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjssuhijPt3MfJk5-kAfKLKqZNnvBM_uUbXrU-x6pnSSrHJjGXY2wYW0ikIevsv1qF9bWsfsuD-0u1DsmclIsGFVw8o4gP8VGnUMMfMIQyXq2LyX2OVBGVt1dj6CW3shh5SZ3cBpJDTy5sllvz9zRwsyhhN75uqsTbOqSq3ntoc7t9wNjffB0vbyaCUQbqu89usGMpYA4Yd_vLr2DZi5pLxUH3QtSZJZABHIGxpe-0msYcEEVgzREwb28e7xfsmr4ECexfs9HlZPxwDMB-NS1d4FfmfKpAed0KnZ-6drM-QN0qkDSv8z7gasLUuseW4d5NNTbF4dWDS7jwM8ukTbA-qIOeOwoiSGqcFHVoRRnhC8k4ahk_mKjP_NRguiTQmkkDrhh33rESWhhQlbcTL4TPsvPLVWrU5fMANgN&sig=Cg0ArKJSzJ3sEveIBjaj&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=http://www.aicpa-cima.com/taxschools&nm=4
https://www.aicpa-cima.com/help/privacy-policy
https://www.thetaxadviser.com/
https://www.thetaxadviser.com/
https://www.thetaxadviser.com/
https://www.thetaxadviser.com/news/
https://www.thetaxadviser.com/issues/2025/sep/
https://www.thetaxadviser.com/topics/

expiring legacy incentives in a
technology-neutral fashion,
provided the fuels meet
emissions and production
standards. The CFPC shifts
these incentives to the income
tax return. Among other
changes, the CFPC is claimed by the producer and
introduces different requirements and conditions to to
qualify for the allowance. As with any change to the
Internal Revenue Code, this change brings
complexity and requires taxpayers and their advisers
to plan ahead.

TOPICS

C Corporation
Income Taxation
Credits

Motor fuel excise taxes and off-highway
business-use fuel credits

To frame the discussion, federal excise tax is
imposed on both conventional and alternative fuels.
Sec. 4081 is typically imposed upstream on the
physical transfer of gasoline, diesel fuel, or kerosene
(taxable fuel) from a terminal at a truck rack, although
additional events also trigger the tax, depending on
the facts. A refund of the Sec. 4081 tax is available to
purchasers that use taxable fuel in certain off-
highway business uses (Secs. 4041(b)(1), 6421(a),
and 6427(1)).

Sec. 4041 is typically a retail-level tax imposed on
liquid fuels (other than those already taxed under
Sec. 4081) and compressed natural gas (CNG) sold
or used in a motor vehicle or motorboat, as well as
liquid fuels sold or used in aviation (other than
gasoline). The Sec. 4041 tax does not apply to liquid
fuels used in certain off-highway business uses.

The Sec. 4041 and 4081 taxes and off-highway
business-use credits are neither expiring nor affected

by Sec. 45Z or other provisions of the Inflation
Reduction Act of 2022, P.L. 117-169.

Under current law, fuels taxed under Sec. 4041 may
also qualify for a legacy incentive. For example,
biodiesel that is sold at retail and delivered into the
fuel supply tank of a vehicle is subject to Sec. 4041
tax ($0.244 per gallon) but also qualifies for a $1 per
gallon biodiesel credit. CNG that is sold at retail is
subject to Sec. 4041 tax ($0.184 per gasoline gallon
equivalent (GGE)) but also qualifies for a $0.50 per
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GGE alternative fuel credit. The legacy incentives ADVERTISEMENT
more than offset the excise tax and thus are valuable
to the claimant.

Expiring alternative and renewable fuel incentives
are product-specific, not uniform

The legacy alternative and renewable fuel incentives
are not uniform. They vary based on the feedstock
used to produce the fuel, by technical specifications
and statutory definitions, by claimant, and by the
activity or use that gives rise to the credit. Although
these incentives are all volumetric, the rates vary. In
addition, some incentives require IRS registration to

produce the fuel or claim the credit. In the case of MOST READ

biodiesel, agribiodiesel, and renewable diesel, the

fuel producer must provide certificates to its IRS shutdown plan: Employees stay on the
purchaser representing compliance with feedstock job for first 5 workdays

and technical specifications of the fuel. The Sec. 645 election to treat a trust as part

of the estate
Furthermore, most legacy incentives can be claimed

in one of several ways: as nonrefundable general
business credits, excise tax credits and refunds,
excise tax payments, or refundable income tax Partnership distributions: Rules and
credits. Those legacy incentives are: exceptions

Current developments in taxation of
individuals: Part 1

Nonrefundable general business credits (Secs.
40, 40A, and 40B):

e Second-generation biofuel producer credit ($1.01
per gallon);

o Biodiesel and renewable diesel credit ($1 per
gallon);

¢ Biodiesel and renewable diesel mixture credit ($1
per gallon);

e Small agri-biodiesel producer credit ($0.10 per
gallon); and

o Sustainable aviation fuel credit ($1.25 per gallon,
plus supplementary amounts).

These credits are claimed annually on Form 6478,
Biofuel Producer Credit, or Form 8864, Biodiesel,
Renewable Diesel, or Sustainable Aviation Fuels
Credit.
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Certain excise tax credits, refunds, payments,
and refundable credits (Secs. 6426, 6427, and 34):

o Alternative fuel credit (liquid petroleum gas (LPG),
P series fuels, CNG, liquefied natural gas (LNG),
certain Fischer-Tropsch fuels, and certain liquid
fuels derived from biomass) ($0.50 per gallon);

¢ Alternative fuel mixture credit (excludes LPG,
CNG, and LNG) ($0.50 per gallon);

¢ Biodiesel and renewable diesel credit ($1 per
gallon);

» Biodiesel and renewable diesel mixture credit ($1
per gallon); and

» Sustainable aviation fuel credit ($1.25 per gallon,
plus supplementary amounts).

These credits are claimed quarterly as excise tax
credits and refunds on Form 720, Quarterly Federal
Excise Tax Return (Schedule C, Claims) (except the
alternative fuel mixture credit); as often as weekly as
excise tax payments on Form 8849, Claim for Refund
of Excise Taxes (Schedule 3); or annually as
refundable income tax credits on Form 4136, Credit
for Federal Tax Paid on Fuels.

The legacy incentives are claimed at the entity level,
based on activity that occurs at the entity level rather
than in connection with a consolidated group (Regs.

Sec. 301.7701-2(c)(2)(V)).

The clean fuel production credit

On Aug. 16, 2022, the Inflation Reduction Act was
signed into law, enacting Sec. 45Z, the CFPC.
Although Sec. 45Z does not on its face refer directly
to any legacy alternative and renewable fuel
incentives, a report by the Congressional Research
Service notes that it is intended to consolidate and
replace the expiring legacy incentives listed above
(see “The Section 45Z Clean Fuel Production Credit,”
In Focus, Congressional Research Service (Sept. 27,
2023); also Joint Committee on Taxation, List of
Expiring Federal Tax Provisions 2024—-2034 (JCX-1-
24) (Jan. 11, 2024)).
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The CFPC is a nonrefundable general business
credit for qualifying transportation fuels. Among other
things, a qualifying transportation fuel:

e |s suitable for use in a highway vehicle or aircraft;

e Has an emissions rate that is not greater than 50
grams of carbon dioxide equivalent per million
British thermal units;

¢ Is not derived from coprocessing specific materials
and feedstocks;

¢ Is produced by the claimant at a qualified facility;

¢ Is sold by the claimant to an unrelated third party
for specified uses or for retail sale; and

¢ |s produced in the United States.

Additional certification rules apply to sustainable
aviation fuel.

The amount of the CFPC is the product of the
“applicable amount” per gallon of transportation fuel
and its “emissions factor.” The applicable amounts
are adjusted for inflation. For each type of qualifying
fuel, the amount is:

o Nonaviation transportation fuel: $0.20 per gallon
($1 per gallon if statutory wage and apprenticeship
requirements are met); and

o Sustainable aviation fuel: $0.35 per gallon ($1.75
per gallon if statutory wage and apprenticeship
requirements are met).

The emissions factor is calculated based on
emissions rates for similar types and categories of
fuels, to be published in an annual table, based on
specific models identified in the statute. If it is not
published in an annual table, the producer may
submit a petition for determination.

The CFPC claimant must be registered by the IRS at
the time of production to be eligible for the claim.

Sec. 45Z(e) requires the IRS to issue implementing
guidance for the CFPC, including the calculation of
emissions factors for transportation fuel and the table
of emissions rates for similar types and categories of



transportation fuels, by Jan. 1, 2025. As of the date
this item was drafted, the IRS has not issued
substantive Sec. 45Z guidance but has requested
comments.

Changes ahead: Registration requirements,
claimants, and claim mechanisms

In contrast, IRS guidance around the legacy
incentives is long-established, and the procedures
are well known to the set of taxpayers and claimants
that currently claim these incentives. There are
several key differences between the legacy
incentives and the new CFPC, some of which appear
to streamline the process. Other differences may
result in a trap for the unwary taxpayer that has
grown accustomed to the prior fuel incentives regime.

Registration: Under the legacy incentives, in most
cases, both producers and claimants must be
registered by the IRS. Each type of registration
corresponds to an “activity letter” on Form 637,
Application for Registration (for Certain Excise Tax
Activities). For example, producers of biodiesel and
renewable diesel, agri-biodiesel, sustainable aviation
fuel, and second-generation biofuel must be
registered by the IRS, whether or not the producer is
also the claimant under Sec. 4101, or risk a penalty.
Separately, claimants of the alternative fuel credit and
alternative fuel mixture credit must be registered by
the IRS, whether or not the claimant produced the
alternative fuel.

For purposes of the CFPC, the clean fuel producer
must be registered by the IRS at risk of penalty. As of
the date this item was drafted, however, a Form 637
activity letter has not yet been specified. The Form
637 application and registration process entails a
complete review by the IRS and usually takes several
months, yet the window of time before the effective
date of Sec. 45Z is narrowing. It is not clear, in fact,
whether the IRS will even use the Form 637
application process for Sec. 45Z. The IRS may
instead require clean fuel producers to use the newly
created “clean energy account” portal on the IRS
website to register.

Under either registration process, the Sec. 45Z
requirement for the clean fuel producer to be


https://www.irs.gov/credits-deductions/register-for-elective-payment-or-transfer-of-credits

registered by the IRS arguably presents a
simplification because the CFPC is a producer credit
that is technology neutral. On the other hand, even
though the legacy incentives are expiring, the
registration requirements in Sec. 4101 for various
alternative and renewable fuel producers still stand.
Failure to register exposes the producer to a penalty
under Sec. 6719. Thus, a clean fuel producer that is
also, say, a renewable diesel producer, would be
required to obtain two registrations or risk a penalty,
absent guidance from the IRS.

Identity of claimant and mechanism for filing
claim: Two other key differences between the legacy
incentives and the CFPC are the identity of the
claimant and the mechanism for filing the claim.

Sec. 45Z is only allowed to the producer of the
qualifying transportation fuel. In contrast, depending
on the type of fuel, the legacy incentives could be
claimed by a producer (e.g., second-generation
biofuel producer); by a mixture producer (e.g.,
biodiesel mixture producer that is not the biodiesel
producer); or by a user of the fuel (e.g., user of
propane in forklifts). Thus, the shifting of the credit
upstream to the producer in all cases for all types of
fuel may disrupt current practices of other types of
claimants.

Significantly, this shifting of the claim locus may result
in important pricing considerations for all parties in
the distribution chain.

Next, as noted above, the legacy incentives provide
multiple mechanisms to file claims, allowing flexibility
to claimants. Notably, most of the legacy incentives
can be claimed as refundable credits and payments,
some as frequently as quarterly or even weekly. This
system generally has been beneficial for cash flow
considerations. Although the statute of limitation in
which to claim on a quarterly or weekly basis is quite
short, the legacy incentives regime allows the
claimant that misses the shorter filing period a
“second bite at the apple” by filing an annual
refundable claim as an alternative.

Sec. 45Z, in contrast, as a Sec. 38 general business
credit, has only one option for claimants: an annual
claim on the federal income tax return. Claimants



accustomed to claiming cash payments on a
quarterly, monthly, or even more frequent basis may
not realize immediately that those options are no
longer available. Moreover, the focus of the CFPC is
on fuel production at a taxpayer’s “qualified facility,”
not on a qualifying activity performed at the entity
level, which could result in a change in eligibility for

many claimants.
Planning considerations

Preparing for the transition to the CFPC involves
many considerations:

¢ Is the taxpayer the correct claimant under Sec.
4527

¢ Does the taxpayer’s fuel meet all requirements to
be a qualifying transportation fuel, including
feedstock and coprocessing limitations and
suitability for use in a highway vehicle or aircraft?

¢ Has the taxpayer complied with all IRS registration
requirements?

¢ Has the taxpayer determined the appropriate
emissions rate and emissions factor of the
transportation fuel?

¢ |s the taxpayer’s facility a qualified facility that
meets statutory wage and apprenticeship
requirements?

* Has the taxpayer considered the applicability of
other clean energy credits in connection with the
facility?

The complexity of the computation and the required
information is a dramatic shift from the prior simple
credit computation of gallons multiplied by rate.
Compliance costs, in turn, would increase
dramatically as well.

Transition requires preparation

The transition to the one-size-fits-all, technology-
neutral CFPC from the patchwork of legacy
alternative and renewable fuel incentives, historically
administered as part of the motor fuels excise tax
regime, has the potential to introduce greater



efficiency into administering tax incentives designed
to promote production of transportation fuel with low
greenhouse gas emissions. Taxpayers that produce
alternative and renewable fuel are advised to begin

preparing now.

Editor notes

Mary Van Leuven, J.D., LL.M., is a director,
Washington National Tax, at KPMG LLP in
Washington, D.C. Contributors are members of or
associated with KPMG LLP. For additional
information about these items, contact Van Leuven at
mvanleuven@kpmg.com.
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