The Inflation Reduction Act
Why It Matters

The Inflation Reduction Act of 2022
Last week, President Biden signed the Inflation Reduction Act (IRA) into law. Whether the $700
billion spending package will do anything to reduce inflation is questionable at best. One thing
we know is the IRA will have a significant impact on the energy industry. How will the energy
provisions in this bill affect commercial and industrial customers? Let’s take a look.
We know that energy drives most, if not all, of the economy. Energy prices have a direct impact
on transportation, manufacturing, finished product, storage and distribution costs. The July
inflation numbers support this argument, with the CPI (Consumer Price Index) coming in at
8.5%, down 0.2% and the PPI (Producer Price Index) 0.5% lower than last month. Energy
prices were lower in July, which trickled down to other sectors of the economy. The reverse is
also true - rising energy costs cause inflation rates to increase.

So what does the IRA have to do with energy prices? There are a number of provisions that
address both renewable and fossil fuel energy. Let’s look at each section to see what it entails.
The IRA allocates $369 billion for renewable energy credits designed to incentivize production
and investment including:
●

●

Producer Tax Credits (PTC) - There are multiple credits geared towards incentivizing
renewable energy production, power generation and manufacturing of components used
in renewable energy. These include extending existing credits on investment and
projects that use wind, solar, biomass, geothermal, hydropower and battery storage until
2024 (2035 on geothermal energy). The IRA also introduces an incentive for nuclear
generation in 2024.
Investment Tax Credits (ITC) - In addition to the PTC, there are extensions for existing
credits as well as new credits for investing in renewable energy projects. Both the PTC
and the ITC have additional incentives for siting projects in low-income areas.

●

●

●
●
●

Energy Neutral Credits - The PTC and ITC credits expire in 2024 (2032 for nuclear and
2035 for geothermal) and are replaced with energy-neutral credits. With energy-neutral
credits, any energy project is eligible as long as it produces zero or fewer greenhouse
gas (GHG) emissions.
Manufacturing Incentives - The IRA establishes credits for the manufacture of
components used to make wind turbines, solar panels and other inputs of renewable
power.
Carbon Capture and Sequestration (CCS) - The IRA establishes credits for CCS
projects, provided they meet certain emissions standards.
Clean vehicles - the Act extends existing and establishes new credits for the purchase of
new or used vehicles and refueling stations.
Other Incentives - the IRA also provides incentives for investment and production of
sustainable biodiesel, aviation fuels and hydrogen.

To offset the subsidies given to renewable projects, the IRA looks to fossil fuels to recoup some
of the costs, including:
●

●
●
●
●

Superfund Fees ($11.7 billion) - The Hazardous Substance Superfund tax is reinstated
on crude oil and imported petroleum products. This is in addition to the Superfund tax
on chemicals that was reinstated with the bill that passed in late 2021.
Minimum Corporate Tax - establishes a 15% minimum corporate income tax on
companies that have $1 billion or more in income.
Methane emissions tax ($6 billion) - A new tax on all methane emissions becomes
effective in 2024.
Methane extraction royalties - In addition to the methane emissions tax, the IRA adds
new royalties to the extraction of natural gas.
Other fees - The IRA doubles offshore lease rentals, increases royalties on both onshore
and offshore leases and implements other new lease fees.

So, how does this impact commercial and industrial customers?
●

●

Increases Renewable Energy Investment - Incentivizing renewable energy projects will
increase the amount of wind, solar, batteries, hydropower, geothermal biomass and
nuclear energy. An increased number of projects does not necessarily mean an
increased amount of energy. Wind and solar, which are driving much of the energy
investment, are not always reliable sources of energy, as we have seen on multiple
occasions.
Decreases Fossil Fuel Production without Decreasing Demand - New fees for extracting
natural gas, methane emissions oil and gas lease payments, and royalties will result in
less oil and gas production. More fees increases the total cost of an investment and
producers are not going to make the investment if it is not competitive. At the same
time, there is still demand for oil and natural gas that is rather inelastic - for example,
natural gas is still the dominant fuel (40%) for power generation, and crude and products

●

●

●

are the dominant transportation fuel sources, not to mention how many products are
made using oil and natural gas. This creates an even greater imbalance in the market.
Increases Electricity Demand - There are incentives for “clean” (i.e., electric) vehicles,
charging stations and generation projects such as solar grids. There is even more
money at stake if these projects are sited in low income neighborhoods. All of this will
add significant demand to a power grid that is already facing record demand and aging
infrastructure.
Decreases Electric Generation Reliability - During peak demand times, sustainability
advocates are fond of touting how solar and wind keep the lights on. In reality, natural
gas, coal and nuclear energy are providing the baseload - and the vast majority of
electricity, while wind and solar are the intermittent sources that are called on during
peak demand times. As we replace our baseload generation with intermittent renewable
sources while adding demand for additional power, power outages are inevitable.
Increases Energy Prices - The new taxes imposed on the energy industry will result in a
continued supply-demand imbalance and higher prices. In addition, some commercial
and industrial customers may be subject to the new Superfund taxes. All of this will raise
prices - which historically has not been a path to lower inflation.

With the IRA, consumers can look forward to higher prices and decreased reliability, or getting
less for a higher price. This doesn’t sound much like inflation reduction.
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