
 

 

Estimation of Tax Credits Available to Ørsted for Ocean Wind I 

 

The Inflation Reduction Act (IRA) provides two separate investment tax credit (ITC) provisions for offshore 
wind (OSW) projects,1 in addition to the existing production tax credit (PTC) that OSW installations will be 
eligible for.  The ITC is 30% for OSW facilities whose construction begins by 2025.  An additional 10% tax 
credit is available if the OSW project meets domestic content requirements. 

The dollar value of the subsidies available to the 1,100 MW Ocean Wind I project are set forth below: 

Estimated Project Construction Cost 

Information regarding Ørsted’s estimate of construction cost is not available publicly. The US Energy 
Information Administration (EIA) has estimated the “overnight” capital cost for OSW at $6,041 per 
installed kilowatt (in 2021 dollars).2   At 1,100 MW, the overnight capital cost for Ocean Wind would be 
$6.65 billion.  Inflation means that the actual cost will be higher, depending on the cost increases for the 
various components and inputs (e.g., cement, steel, turbine blades, and so forth).  Construction on Ocean 
Wind I supposedly will begin sometime next year.  A conservative estimate of inflation for the inputs 
needed to build Ocean Wind I between 2021 and 2024 is 10%.  (The actual value depends on the actual 
increases in costs for all of the separate inputs needed to construct Ocean Wind, including labor.)  An 
assumed inflation impact of 10% increases the overnight capital cost to just over $7.3 billion.  (Note that 
this estimate excludes the cost of the transmission line needed to interconnect the project to the 
mainland.) 

Investment Tax Credits 

The ITC associated with this estimated construction cost is: (0.3) x ($7.3 billion) = $2.19 billion.  In addition, 
if the project meets domestic content requirements, it is eligible for an additional 10% ITC, i.e., an 
additional $730 million.3  Hence, the total ITC would be $2.82 billion. 

There is also a tax credit for manufacturers of OSW components, as discussed in Section 13501 of the IRA.  
Whether Ørsted will set up domestic manufacturing for the components of Ocean Wind I is unknown, so 
we exclude it from this analysis. 

 

 
1 Congressional Research Service (CRS), “Offshore Wind Provisions in the Inflation Reduction Act,” September 29, 
2022. 
2 See EIA, “U.S. Energy Information Administration | Cost and Performance Characteristics of New Generating 
Technologies, Annual Energy Outlook 2022,” March 2022, Table 1.  An “overnight” capital cost excludes finance 
charges.  However, finance charges are not part of the basis on which the ITC is determined.  
3 Ocean Wind will qualify for the domestic content requirement if construction begins before 2025. See 
Congressional Research Service, “Proposed Tax Preference for Domestic Content in Energy Infrastructure,” August 
5, 2022. 

https://crsreports.congress.gov/product/pdf/IN/IN11980
https://crsreports.congress.gov/product/pdf/IN/IN11983
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Production Tax Credit 

Ocean Wind I also will be eligible for the PTC, currently equal to $26 per megawatt-hour (MWh) of 
generation, for the first 10 years of operation.  In 2024, the PTC will be increased $27.50 / MWh, and 
adjusted for inflation in subsequent years. 

With an estimated capacity factor of 45% (i.e., producing electricity in 45% of all hours), the estimated 
annual production of Ocean Wind I will be (8,760) x (0.45) x (1,100 MW) = 4,336,200 MWh.  At $26/MWh, 
the resulting annual PTC will be $112.7 million.  Assuming annual inflation of 2.5%, Ocean Wind I will 
recoup $1.3 billion in PTC revenues. 

Summary of Tax Credits 

The table below summarizes all of the tax credits that Ocean Wind I will be eligible to obtain, excluding 
any additional manufacturing tax credits.  In total, these tax credits add up to $4.22 billion, or $3.49 billion 
without the domestic content tax credit.  Over the 20-year contract period with New Jersey, these tax 
credits will be equivalent to almost $49/MWh.  During the first 10 years of the project, the tax credits will 
be equivalent to an average of $97/MWh.   By way of comparison, in 2022, the average price of wholesale 
electricity in PJM was $75.35/MWh.4  In 2021, the average price in PJM was $39.78/MWh.5 

 

 

 
 

 

 
4 Monitoring Analytics, “Market Monitor Report,” February 21, 2023, p. 6. 
5 Ibid, State of the Market Report 2021, p. 115. 

https://www.monitoringanalytics.com/reports/Presentations/2023/IMM_MC_Webinar_Market_Monitor_Report_20230221.pdf
https://www.monitoringanalytics.com/reports/PJM_State_of_the_Market/2021/2021-som-pjm-sec3.pdf

