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What Is the 45Q Tax Credit?

First introduced in 2008, Section 45Q of the Unites States
Internal Revenue Code provides a performance-based tax
credit for carbon capture projects, a credit that can be claimed
when an eligible project has securely stored captured carbon
dioxide (CO2) in geologic formations such as oil fields and
saline formations or beneficially used captured CO2 or carbon
monoxide (CO) to produce fuel, chemicals and products in a
manner that results in emissions reduction. The 45Q tax credit is
designed to incentivize the industrial sector of the United States
economy to engage in carbon capture utilization and storage
(CCUS) projects.

The Inflation Reduction Act of 2022 dramatically expanded the
tax incentive such that CCUS projects are now economically
viable at much lower scale, and thousands of new facilities
across the United States are now eligible for CCUS projects
covered under 45Q.

What Projects Are Eligible for
the Tax Credit?

In order to be eligible to receive the 45Q tax credit, the facility
utilizing CCUS technology must meet certain carbon capture
thresholds, which vary by facility type.

Facility Type Metric tons of CO2/year
Power Plant 18,750

Industrial 12,500

Direct Air Capture 1,000

The recently lowered carbon capture thresholds dramatically
expand the universe of facilities, including plants and industrial
facilities, eligible for the tax credit in at least the following sectors:

= Ammonia = Gas processing
s Cement = Hydrogen

= Coal = [ron and steel

= Ethanol m Petrochemical
m Fertilizer m Refineries

= Gas = Transportation

What Is the Tax Benefit?

Power Plants Direct Air
and Industrial | Capture
Facilities

For dedicated secure $85/ton $180/ton

geologic storage of CO,

in saline or other geologic

formations

For carbon utilization $60/ton $130/ton

projects to convert CO or

CO, into products

For secure geologic storage | $60/ton $130/ton

of CO, in oil and gas fields

through enhanced oil

recovery

|

Direct Pay and Transferability

Project stakeholders have the option to access direct pay for the
full value of the tax credit for the first five years after the carbon
capture equipment has been placed in service. As an alternative
to direct pay, owners of carbon capture technology may transfer
their tax credit to another taxpaying entity and receive a cash
payment for the transfer.

To learn more about the 45Q tax credit, please contact Tom
Donaho at tdonaho@bakerlaw.com.
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