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The Pentagon is endorsing the creation of new tax credits and a*“balanced” approach to allow U.S. companiesto license
foreign intellectua property from alies for the equipment used to make batteries, according to a report released to industry
this week.

The measuresin the new report obtained by POLITICO represent an effort to challenge China's dominance in the sector and
develop aU.S. supply chain for the machines used to produce advanced batteries — equipment the Pentagon sees as crucial
for powering military vehicles and drones.

But the recommendations also come after the Trump administration and Hill Republicans gutted a range of clean energy tax
credits and cracked down on the use of foreign IP for battery manufacturing in last year's One Big Beautiful Bill Act.

The Pentagon study lands as the U.S. has seen a surge in domestic manufacturing of batteries that are increasingly being used
to support the electrical grid and power critical technologies like data centers.

But even in U.S. factories, most of those batteries are being produced on foreign-made equipment, which the Pentagon report
warned presented a vulnerability to acritical supply chain. Despite its broad tariff push, the Trump administration has
repeatedly extended an exemption for imported battery-making machines given the nascent industry at home.

“The initiative to boost domestic battery production is hindered by the lack of domestic processing equipment,” the report
says. “It isimpossible to assemble a compl ete battery production line domestically without using some level of foreign-
produced equipment.”

The report, developed with the interagency Federal Consortium for Advanced Batteries, originated under the Biden
administration but was finished under the Trump administration. Congress had requested a briefing on potential
vulnerabilities regarding the use of foreign battery-making equipment in its 2025 defense authorization bill.

“We are committed to updating the Department's battery strategy in alignment with the requirements of the FY 25 NDAA and
to continue advancing the DoW's goals of fielding affordable advanced energy storage capabilities free of adversarial
influence,” a Pentagon official said in a statement.

Context: The recommendations are notable given the Trump administration and Republicans antipathy to production and
investment tax credits for clean energy technologies. The GOP budget law passed last year modified or eliminated several
credits that supported the battery industry, including all credits for electric vehicles.

None of the credits, however, specifically targeted the equipment used for producing batteries. Republicans have also
increasingly warmed to battery manufacturing as large factories pop up in their states and the batteries produced in those
facilities go toward data centers and grid storage, rather than EVs.

The budget law also introduced new foreign entity of concern regquirements aimed in part at cracking down on battery
manufacturers agreements to use licensed Chinese IP in their U.S. plants, though the law ended up offering U.S. companies
more flexibility for such arrangements than initialy believed.

The Trump administration has also extended an exemption from its Section 301 national security tariffs for battery-making
equipment until at least November 2026. Battery producers asked for the reprieve, arguing the equipment they needed was
not readily available domestically.
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Details: Battery manufacturing requires a range of specialized equipment, such as mixing machines, coating and drying
machines, electrode stacking machines, and testing devices. But Asian suppliers control 92 percent of the market for that
equipment, with Europe holding 8 percent and North American companies holding “insignificant market share,” according to
the Pentagon report.

“Most battery cell manufacturing companies prefer U.S.-produced goods for their quality,” it says. But the initial price of
American-made machinesis up to four times higher than Chinese-made ones, even if the lifetime maintenance costs are often
lower for the U.S. equipment.

The report lays out six recommendations to build up aU.S. industry for the battery-making machines, which it estimates
could create 5,000 new jobs and tap into a global market that will reach $48 hillion in value by 2032.

It urges the U.S. government to adopt a “multi-pronged capital formation strategy” to help domestic machine builders gain a
foothold, including new production and investment tax credits specifically for manufacturing equipment. And it calls for
creating a co-investment fund with government and private dollars that would back promising manufacturers.

It also encourages the government to condition federal grants and loans for battery production on requirements that facilities
use a percentage of U.S.-manufactured equipment, creating a“ guaranteed demand signal.”

Other recommendations include funding research and devel opment for improvements in the manufacturing process, funding
shared pilot-scale manufacturing facilities, and encouraging battery producersto consider total cost of ownership, rather than
initial price, when procuring equipment for their factory floors.

The report a so notes that foreign equipment makers often have “ greater technical and operational expertise in the battery
sector than U.S. firms.” It says the government should encourage licensing agreements and joint ventures for “ established,
non-core manufacturing technologies from allied nations suppliers.”

“Thiswould provide a critical ‘jump start' to the domestic industry by leveraging existing know-how while building a secure,
alied supply chain,” it says. The government could aid the effort by “helping to vet potential foreign partners and by
providing legal frameworks that protect U.S. interests.”

Reaction: The U.S. Battery Machine Builders, a coalition of domestic battery equipment manufacturers, severa of which
were interviewed for the Pentagon report, said it “ confirms what our members have experienced firsthand: that the U.S.
cannot secure a battery supply chain on equipment imported from foreign adversaries.”

“For too long, the machines that make America's batteries have been treated as an afterthought,” Bennett Resnik, a
spokesperson for the coalition, said in a statement. "The Department of War has named the problem and charted the solution.
Our members stand ready to build it.”
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