
 

New US rules, aimed at curbing China, could
make it harder for EV buyers to claim a full
tax credit

December 1 2023, by Matthew Daly

  
 

  

President Joe Biden drives a Cadillac Lyriq through the show room during a tour
at the Detroit Auto Show, Sept. 14, 2022, in Detroit. The Biden administration
has proposed new rules that could make it harder for electric vehicles to qualify
for a full $7,500 federal tax credit. The rules announced Dec. 1 could complicate
efforts to meet President Joe Biden's goal that half of new passenger vehicles
sold in the U.S. run on electricity by 2030. Credit: AP Photo/Evan Vucci, File
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Americans could have a harder time finding electric vehicles that qualify
for a full $7,500 federal tax credit under new rules proposed Friday that
are likely to hinder President Joe Biden's goal that half of new passenger
vehicles sold in the U.S. run on electricity by 2030.

Plans outlined by the departments of Treasury and Energy would limit
EV buyers from claiming the full tax credit if they purchase cars
containing battery materials from China and other countries that are
considered hostile to the United States.

The new rules, required under Biden's signature climate law approved
last year, are likely to slow consumer acceptance of electric vehicles just
as Biden is trying to ramp up sales to help meet his goal to cut planet-
warming greenhouse gas emissions in half by 2030. EV sales have tripled
since Biden took office, but the U.S. still depends on foreign sources,
especially China, for many of critical minerals needed to produce EV
batteries.

It's still not clear which vehicles would be eligible for the full $7,500 tax
credit under the new plan because the Biden administration has yet to
publish any lists.

Congress included language in the Inflation Reduction Act that bars
electric cars from qualifying for the full tax break if critical minerals or
other battery components were made by a "foreign entity of concern."
The law defines that as any company that is owned by, controlled by or
subject to the jurisdiction of North Korea, China, Russia or Iran,
although the main target is China.

Administration officials said the auto industry has long been aware of
the pending rules and has taken steps to develop auto-supply chains in
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the U.S and distance the industry from China, which has long dominated
production and processing of minerals such as lithium and graphite used
in EV batteries.

The White House hopes the new tax credit rules will encourage
development of auto-supply chains in the U.S.

"Automakers have already adjusted the supply chain to ensure buyers are
eligible for these credits and are continuing to do so,'' Deputy Treasury
Secretary Wally Adeyemo told reporters this week. "These changes take
time, but companies are making the investments and Americans are
buying these cars.''

Spurred by the climate law, carmakers such as General Motors and 
Hyundai, are racing to build U.S. factories to produce batteries and
process materials like lithium. But they are still years away from being
able to produce an electric vehicle without materials and components
from China.

Adeyemo and other officials said the rules are intended to provide
clarity following months of uncertainty over how strictly the
administration would interpret rules on foreign entities of concern,
sometimes referred to as FEOC.

"Clarity is exactly what we're after with manufacturers in particular as
they make major investments in EVs that are vital for the future growth
of this important industry,'' Deputy Energy Secretary David Turk said.

Asked how many cars that now qualify for tax credits will lose some or
all of the credit next year, Adeyemo said the auto companies themselves
"will determine which ones qualify" by their actions.

"These are sophisticated players,'' Turk added, referring to the auto
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industry. Ford, GM and other U.S. companies "are moving already'' to
boost U.S. supplies of batteries and critical minerals and will move
further to comply in coming months, Turk said.

John Bozzella, president and CEO of the Alliance for Automotive
Innovation, a trade group representing major automakers, said the
transition to EVs "requires nothing short of a complete transformation of
the U.S. industrial base. It's a monumental task that won't happen
overnight.''

  
 

  

The Ford F-150 Lightning displayed at the Philadelphia Auto Show, Jan. 27,
2023, in Philadelphia. The Biden administration has proposed new rules that
could make it harder for electric vehicles to qualify for a full $7,500 federal tax
credit. The rules announced Dec. 1 could complicate efforts to meet President
Joe Biden's goal that half of new passenger vehicles sold in the U.S. run on
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electricity by 2030. Credit: AP Photo/Matt Rourke, File

The Treasury Department's guidance "recognizes the complexity of this
task and the challenges facing automakers with some good balance. Day
one verdict: Clarity for automakers. Finally,'' he said in a statement
Friday.

Sam Abuelsamid, a mobility analyst for Guidehouse Insights, expects
many EVs now eligible for the full $7,500 tax credit will see that cut in
half next year when the new regulations take effect.

Automakers can probably comply with a requirement that 60% of
battery parts come from North America next year to qualify for a $3,750
tax credit, he said. But it will be much harder for them to get batteries
with half their critical minerals from the U.S. or countries with which it
has a free trade agreement, and it's likely they'll lose $3,750 of the
credit.

Beginning in 2024, an eligible clean vehicle may not contain any battery
components that are manufactured by a foreign entity of concern, the
Treasury Department said. Beginning in 2025 clean vehicle must not
contain any critical minerals that were extracted, processed, or recycled
by a foreign entity of concern in order to qualify for a tax credit.

As a result, 2024 and 2025 are likely to be tough years for automakers to
meet the battery content requirements, Abuelsamid and other analysts
said. China is currently responsible for about three-quarters of the
world's cathode and lithium-ion battery cell production, and more than
90% of anode production.

To allow for credits to continue while the rulemaking process proceeds,
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the proposed rules would provide a transition period for EVs placed in
service after Jan. 1, Treasury said.

While smaller tax credits and high interest rates could hurt EV sales, a
new rule allowing tax credits to be applied at the time of sale might
offset those problems, Abuelsamid said. Getting the tax credit upfront,
rather than waiting until filing tax returns next year, "will actually reduce
your monthly payment, which is a major stumbling block for
consumers," he said.

Customers also can lease an EV and get the full tax credit since they are
classified under the law as commercial vehicles exempt from the North
America manufacturing and battery-content requirements.

Sen. Joe Manchin, D-W.Va., said the new rules don't go far enough to
prevent Chinese-made batteries from receiving U.S. tax breaks.

Manchin, chairman of the Senate Energy and Natural Resources
Committee, was a key author of the provision barring the full tax credit
if battery components are manufactured or assembled by a political
adversary such as China. He slammed the new rules as an "unlawful"
attempt to bypass the climate law's made-in-America provisions.

"I do not understand why President Biden is allowing his administration
to now route our essential supply chains through China,'' Manchin said,
adding that he would move to overturn the battery rules through the
Congressional Review Act if the regulations are not revised.

A spokesman for the National Mining Association welcomed the new
rules as "an important step forward'' to address China's dominance of EV
supply chains, but said more needs to be done to build secure and
reliable mineral supply chains in the U.S.

6/7

https://techxplore.com/tags/credit/
https://techxplore.com/tags/tax+credit/


 

"We simply need vastly more domestic mining and processing. We can't
catalyze secure, responsible supply chains if we don't approve domestic
mines,'' spokesman Conor Bernstein said.

The complexity of the rules is shown by controversy over Ford Motor
Co.'s plans to build a factory in Michigan that would employ about 1,700
people to make batteries for new and existing EVs. Ford says a wholly
owned subsidiary would own the factory and employ the workers. But
China's Contemporary Amperex Technology Co. Limited, or CATL,
which is known for its lithium-iron-phosphate expertise, would supply
technology, some equipment and workers.

Administration officials declined to say whether batteries from the Ford
plant would qualify for tax credits.

© 2023 The Associated Press. All rights reserved. This material may not
be published, broadcast, rewritten or redistributed without permission.
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