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UPDATE ——

[August 19, 2024]

Dear Legislative Work Group members,

As we wrap up the end of the 2024 summer months and head into what's shaping up to be
an extremely busy fall, we wanted to provide you with a short landscape analysis on tax
policy broadly on Capitol Hill and how it is impacting Coalition tax priorities.

Heading into the fall, our top legislative priority will be getting a 45Q indexing bill
introduced, so that we can build momentum for this Coalition priority ahead of 2025
and any potential discussions on revisiting clean energy tax credits as part of the
expiration of TCJA. At the end of this summary, you'll find some action items and target
offices related to inflation adjustment and the CCU Parity Act.

ASK: If you could make sure to raise our important tax priorities during any meetings you
have with offices in the next several weeks, that would be great. In addition to the targeted
list of offices listed at the bottom of this message, you can reference our 118th Congress
outreach list for potential offices. Coalition staff is putting together a more robust strategy
around 45Q indexing for the remainder of the year that builds on our collective efforts on
these topics over the last 18 months, and we look forward to sharing more with you in
September.

In the meantime, if you have any questions about the below, please direct them to the
Coalition’s Director of Government Affairs, Madelyn Morrison

(mmorrison@carboncapturecoalition.org).
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Making the Case for the CCU Parity Act (S.542/H.R.1262)

Issue: Federal Section 45Q is the foundational tax credit used to help make carbon management projects
economical. However, under current law, the $25 per metric ton disparity between Section 45Q carbon
sequestration and carbon utilization credit levels disincentivizes the development and deployment of
nascent carbon reuse technologies. This disparity rises to $50 per metric ton in relation to direct air
capture projects.

Ask: To ensure carbon reuse technologies can play a complementary role in a broader portfolio of
strategies to reduce greenhouse gas emissions, the Carbon Capture Coalition urges Congress to create
parity between the credit levels for saline geologic storage and reusing captured CO in the
manufacturing of value-add products. Please cosponsor the bipartisan CCU Parity Act
(S.542/H.R.1262).

General Bill Overview

Lead Sponsors: Senator Sheldon Whitehouse (D-RI); Senator Bill Cassidy (R-LA); Representative David
Schweikert (R-AZ); Representative Terri Sewell (D-AL)

Cosponsors: Representative Wesley Hunt (R-TX); Representative Carol Miller (R-WV); Representative
Troy Nehls (R-NE); Representative Guy Reschenthaler (R-PA)

e Supports carbon utilization technologies that reuse captured carbon in the manufacturing of low-
and zero-carbon products including fuels, chemicals, building products, and other products of
economic value that are not yet cost-competitive with other incumbent, well-established products
and processes, or face other barriers to market entry.

o Ensures carbon utilization technologies can fulfill their role as an important complement
to large-scale carbon storage. Federal policy support for the carbon utilization sector will boost
deployment of carbon capture, while creating sustainable, circular supply chains that support
local jobs and regional economies.

e Provides the following credit levels—creating parity with levels for geologic sequestration—under
the 45Q tax credit:

o  $85 per metric ton for the reuse of captured emissions from industrial and power
generation facilities; and
o $180 per metric ton for the reuse of captured emissions from direct air capture projects.

Economic Arguments

e The U.S. is uniquely positioned to lead the globe in the reuse of captured carbon
emissions. Today, innovative companies are engineering sustainable processes for converting
millions of tons of captured carbon in the United States each year into useful products such as
plastics, concrete, and fuels, among many others—essentially creating entirely new supply
chains. To achieve this, they will need to invest billions of dollars in private capital to
construct new manufacturing facilities.

¢ Since the enhancements to 45Q in 2022, there has been a consistent uptick in the
announcements of carbon management projects, the vast majority of which are for carbon
storage projects.





While carbon reuse technologies are still considered nascent, relative to other technologies in the
carbon management value chain, carbon reuse must play a complementary role to carbon
storage technologies in achieving midcentury climate targets.

The current disparity between credit levels for saline geologic storage and carbon used for the
manufacturing of valuable products creates a harmful and unnecessary cost for carbon
conversion companies.

o In order to win CO; offtake contracts, companies must pay up to $25-50 per ton of
captured CO; to equal the tax credit that carbon capture project developers would
receive for sequestering the CO.. This, in turn, discourages private investment in the
broader sector.

o Bottom line: It comes down to making these projects cost-competitive with their
storage project counterparts—CCU needs a level playing field.

Environmental Arqument

While still nascent relative to the other technologies in the carbon management value chain,
carbon reuse can serve as a key driver to pursuing capture and removal technologies.

Reuse supplements efforts to geologically store captured carbon dioxide with less pressure
on supporting infrastructure.

o These technologies will also play a complementary role in a broader portfolio of
strategies to reduce greenhouse gas emissions, decarbonize and introduce circularity to
the American economy, and create new manufacturing sectors resulting in the creation of
family-sustaining jobs.

Reused carbon can create a circular carbon economy where carbon emissions are recycled into
essential fuels, chemicals and products even in a fully “decarbonized” economy.

Carbon reuse may be particularly useful in addressing some of the largest sources of industrial
carbon emissions, such as steel, cement, chemicals and refining. According to US Environmental
Protection Agency (EPA) emissions data, the industrial sector is responsible for 30 percent of
domestic emissions when associated emissions from electricity use at industrial facilities are
included.

Reuse applications for carbon emissions from industrial and power facilities will help to provide
incentives to install carbon capture in a number of cases, including;

o early market incentives for capturing carbon emissions while transport and storage
infrastructure scales;

o for those facilities whose sources of emissions are too small to be economically captured
and transported; or

o for those that are too far removed from appropriate storage sites.

Removing policy barriers like the credit level disparity between carbon reuse and storage
in 45Q is a critical factor in boosting the availability of carbon feedstocks for reuse
applications across the value chain of carbon-based commodities, specialty products, and
chemicals.
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‘The Carbon Capture Coalition is anonjpartisan collaboration of more than 100 companies, unions, conservation and

environmental policy organizations, building federal policy supportto enable economywide, commercialscale deployment

ofcarbon management technologjes. Economywide adoption of carbon management technologies are itical to achieving,
netzero emissions to meet midcentury dlimate goals, strengthening and decarbonizing domestic energy, industrial
production and manufacturing, and retaining and expanding a high-wage jobs base. Convened by the Great lains Institute,
Coalition membership includes industry, energy, and technology companies; energy and industral labor unions; and
conservation, environmental, and energy policy organizations.
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FEDERAL POLICY SUPPORT FOR CARBON REUSE

Carbon reuse, also referred to as carbon conversion, or its statutory term, utilization, is the reuse of
carbon oxides (CO,, or its precursor, CO) captured from industry, power, and directly from the
atmosphere to produce valuable products. In 2018, Congress significantly restructured the federal
Section 45Q tax credit with the enactment of the Furthering Carbon Capture, Utilization, Technology,
Underground storage, and Reduced Emissions (FUTURE) Act. Among these changes were the
inclusion of these utilization pathways (i.e. non-enhanced oil recovery) as a way to claim tax credit.

In the FEUTURE Act, Congress broadly defines carbon utilization as the physical, chemical or
biological conversion of captured carbon to produce a wide variety of products. This captured carbon
can be reused as valuable products, such as low- and zero-emissions fuels, building materials, and
other products that reduce greenhouse gas emissions as compared to incumbent processes or
products.

® ©

The FUTURE ACT paired credit levels for carbon utilization projects with those of enhanced oil recovery at
$35 per metric ton (see our 45Q Primer). These levels were increased in 2022 to $60 per metric ton for
utilization of carbon captured from industry and power and to $130 per metric ton for carbon captured via
direct air capture (DAC). The tax credit is only available for the volume of carbon oxide demonstrated
to be stored permanently as a carbon-based product or displaced compared to the incumbent
product. It is not awarded based on the total amount of carbon dioxide captured at the industrial or power
source, rather is awarded based on the net carbon oxide emissions reduction of a particular utilization
process or pathway.

HOW DO CARBON UTILIZATION PROJECT
DEVELOPERS DEMONSTRATE THE SECURE
Energy input STORAGE OR DISPLACEMENT OF CARBON
OXIDES?

Utilization project developers intending to claim 45Q must
perform a life cycle assessment (LCA) of the project through a
professionally licensed independent third-party entity to
demonstrate the displacement or storage of qualified carbon
oxides. In early 2021, the U.S. Department of Treasury and the
Internal Revenue Service (IRS) issued final regulations for
claiming 45Q, including preliminary guidance for electing the tax
credit for utilization projects. Taxpayers must submit their LCA
using a standard format and use the National Energy Technology
Laboratory (NETL)’s CO, Utilization LCA Guidance Toolkit for
conducting the LCA of the end product. NETL guidance requires
project developers to conduct a cradle-to-grave LCA that

Waste gas capture, pretreatment, and
transport

S1OVYdII

Feedstocks

Other process inputs such as
solvents and catalysts

Arepunog wajlsAs
SUOISSIWB OHOD »
uondwnsuoo ABlsug

Waste gas utilization process

Product use

oSN IBIeM\ =

SuoIssIWa 1e 1ayl0 =

End of life treatment of CO,-based product

Figure 1: Processes Involved in a considers emissions associated from upstream emissions to
System Boundary of a Carbon downstream effects (see Figure 1). Claimants must submit the
Utilization Life Cycle Assessment LCA report to the IRS and DOE. The IRS subsequently consults
(Adopted from the National with the EPA and DOE and decides whether to approve a
Academy of Sciences) pathway application based on technical review and

recommendations made by DOE.
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https://uscode.house.gov/view.xhtml?req=26+U.S.+Code+%EF%BF%BD+45Q&f=treesort&fq=true&num=2&hl=true&edition=prelim&granuleId=USC-prelim-title26-section45Q

https://www.netl.doe.gov/LCA/CO2U

https://www.netl.doe.gov/LCA/CO2U

https://www.osti.gov/biblio/1845020

https://nap.nationalacademies.org/catalog/25232/gaseous-carbon-waste-streams-utilization-status-and-research-needs

https://nap.nationalacademies.org/catalog/25232/gaseous-carbon-waste-streams-utilization-status-and-research-needs

https://carboncapturecoalition.org/wp-content/uploads/2023/05/CCC-45Q-Primer-2023.pdf



CARBON-BASED PRODUCTS ARE NECESSARY FOR MODERN LIFESTYLES

Carbon-based materials are the building blocks of modern life and require
feedstocks, of which fossil fuels readily provide the majority today. As a
molecule, carbon dioxide’s properties are responsible for its versatility and

¢°O outstanding durability, and hence, ubiquity in essential materials. While low-
and zero-emissions sources of energy will provide a transition opportunity for
o much of the economy to reach net-zero goals, the goods and materials we

use daily will continue to rely on carbon-based feedstocks. Captured carbon
oxides that reduce emissions at industrial or power facilities, or remove
legacy carbon emissions from the air can be reused as feedstocks to produce

a range of carbon-based products such as fuels for aviation and heavy transport, medical devices,
plastics, building materials, and even the coatings and paints that protect other materials. For example, it
has been estimated that carbon-based products such as aggregates, fuels, concrete, methanol, and
polymers could displace 7 gigatonnes of CO, annually, the equivalent of approximately 15 percent of
current annual global CO, emissions.

In addition to reducing emissions, certain carbon reuse applications have the potential to store carbon
permanently, including concrete and polymers, ultimately preventing associated carbon emissions from
entering the Earth’s atmosphere. Even in products where captured carbon is not permanently stored,
these materials can offset greenhouse gas emissions by displacing traditional sources of carbon. If the
carbon feedstock is removed from the atmosphere, the resulting products can be climate neutral or even
provide net-negative emissions, depending on the full product life cycle.

Bottom line: Carbon utilization projects have enormous potential for substantial climate and
economic benefits.

Annual Market Opportunity by | Annual CO, Utilization Potential

Utilization Market | Carbon Based Product o
(Million tonnes)

Concrete 100 - 1400

Building Materials Precast concrete $623 - 666 billion 24 - 1300

Aggregate $182 - 337 billion 1000 - 9500

Jet fuel $5 - 1849 billion 14 - 10,200

$16 - 214 billion 260 - 4,400

Figure 2: Estimate of the annual market opportunity for carbon-based products and annual CO,
utilization potential
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http://deepblue.lib.umich.edu/handle/2027.42/174095

https://renewable-carbon.eu/publications/product/turning-off-the-tap-for-fossil-carbon-future-prospects-for-a-global-chemical-and-derived-material-sector-based-on-renewable-carbon/
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CARBON CAPTURE Parity Act (S.542/H.R.1262)
COALITION

Carbon emissions can be captured from industrial and power facilities as well as
O directly captured from the atmosphere and subsequently reused (also referred to
¢o as utilization) to make a wide variety of useful products. These range from low-

and zero-emissions fuels, building materials, and other products that reduce
greenhouse gas emissions as compared to incumbent processes or products.

While still nascent relative to the other technologies in the carbon management
value chain, carbon reuse can serve as a key driver to pursuing capture and

o] removal technologies. Reuse supplements efforts to geologically store captured
carbon dioxide with less pressure on supporting infrastructure. These
technologies will also play a complementary role in a broader portfolio of
strategies to reduce greenhouse gas emissions, decarbonize and introduce
circularity to the American economy, and create new manufacturing sectors
resulting in the creation of family-sustaining jobs; therefore, Congress should
ensure that carbon reuse innovation and deployment is properly
incentivized.

THE CAPTURED CARBON UTILIZATION (CCU) PARITY ACT:

. Supports carbon utilization technologies that reuse captured carbon in the manufacturing of low- and
zero-carbon products including fuels, chemicals, building products, and other products of economic
value that are not yet cost competitive with other incumbent, well-established products and processes,
or face other barriers to market entry by providing the following credit levels—in line with those
provided for geologic sequestration— under the 45Q tax credit:

. $85 per metric ton for the reuse of captured emissions from industrial and power
generation facilities; and

. $180 per metric ton for the reuse of captured emissions from direct air capture
projects.

. Ensures carbon utilization technologies can fulfill their role as an important complement to large-scale
carbon storage. Federal support for the carbon utilization sector will boost deployment of carbon
capture, while creating sustainable, circular supply chains that support local jobs and regional
economies.

Reusing captured carbon to produce useful products is just one component of the carbon management
sector and estimates of the volume of carbon emissions reused in a net-zero economy depend on the
available market for these products and value of carbon dioxide as a commodity.

THE CASE FOR CCU PARITY

Competitiveness of the Carbon Reuse Sector: The U.S. is uniquely positioned to lead the globe in the
reuse of captured carbon emissions. Today, innovative companies are engineering sustainable processes
for converting millions of tons of captured carbon in the United States each year into useful products
such as plastics, concrete, and fuels, among many others. To achieve this, they will need to invest
billions of dollars in private capital to construct new manufacturing facilities.

Section 45Q of the tax code is the foundational tax credit used to help make carbon management projects
economical. Under the current statute, there is a $25 per ton disparity between those projects that reuse
carbon emissions versus those that securely and permanently store the captured carbon. This disparity
effectively disincentivizes the development and deployment of relatively nascent carbon reuse
technologies, essentially acting similarly to a new tax on such operations. This disparity rises to
$50 per ton in relation to direct air capture projects.

u CARBON CAPTURE CAPTURED CARBON UTILIZATION PARITY ACT SEPTEMBER
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Carbon reuse may be particularly useful in addressing some of the largest sources
of industrial carbon emissions, such as steel, cement, chemicals and refining.
According to EPA emissions data, the industrial sector is responsible for 30 percent
of domestic emissions when associated emissions from electricity use at industrial
facilities are included. What’s more, certain industrial processes have limited or no
emissions reduction strategies beyond capturing carbon emissions for reuse or
long-term storage.

Reuse applications for carbon emissions from industrial and power facilities will
help to provide incentives to install carbon capture in a number of cases, including;
early market incentives for capturing carbon emissions while transport and storage
infrastructure scales, for those facilities whose sources of emissions that are too
small to be economically captured and transported, or for those that are too far
removed from appropriate storage sites. Further, re-used carbon can create a
circular carbon economy where carbon emissions are recycled into essential fuels,
chemicals and products even in a fully “decarbonized” economy.

Jobs and economic development: In addition to reducing or removing carbon
emissions and simultaneously helping to reduce other air pollutants, the widescale
deployment of carbon management technologies, including carbon reuse, has the
potential to safeguard and create highly skilled jobs that sustain local economies
and the families that depend upon them. These jobs in the traditional
manufacturing, industry and energy sectors, as well as new job types associated
with carbon reuse, can bring significant benefits to communities and regions
through high wages and benefits that have long been a traditional pathway to the
middle class for many American families. Removing policy barriers like the credit
level disparity between carbon reuse and storage in 45Q is a critical factor in
boosting the availability of carbon feedstocks for reuse applications across the
value chain of carbon-based commodities, specialty products, and chemicals.

Provide environmental co-benefits:
Communities that are most vulnerable
cost of CO, to climate change also typically suffer
utilization the greatest impacts from criteria air
(2015 Us$ per and other pollutants generated by
nearby industrial and power facilities;
tonn_e_ of CO, carbon capture and reuse have the
utilized) potential to play a role in addressing

cumulative pollution in overburdened
10 to 30 300 to 600 -$80 to $320 communities.
1,000 to Common air pollutants that can be
4,200

$0 to $670 removed or significantly reduced using
carbon capture and reuse include
200 to 900
100 to
1,400 100 to 1,400

Removal Utilization Break-even

Potential in Potential in

tonnes of | tonnes of CO,

sulfur dioxide, nitrous oxides, and
particulate matter, all of which are
WRIIEGRPAN  criteria air pollutants regulated by the
EPA and recognized as harmful to
human health and the environment.
Carbon capture is a flexible emissions
control technology that works on a
SRR wide range of industrial facilities and
power plants, and in many instances
carbon capture retrofits or reuse

Figure 1: Sectoral Carbon Utilization and Market applications reduce these conventional

Potential by 2050 and Present-Day Breakeven Cost

air pollutant emissions.
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https://www.nature.com/articles/s41586-019-1681-6

https://www.epa.gov/criteria-airpollutants

https://www.epa.gov/criteria-air-pollutants

https://sccs.stanford.edu/california-projects/opportunities-and-challenges-for-CCS-in-California
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Federal Section 45Q
Inflation Adjustment

Recent enhancements to the federal Section 45Q tax credit, coupled with significant investments in the full
suite of carbon management technologies enacted during the 117th Congress, represent the single largest
federal investment in the development and deployment of carbon management technologies and provide a
strong market signal to begin deploying these technologies to address pollution across sectors. However,
as new and updated clean energy tax credits, including 45Q, were being negotiated in Congress, economic
headwinds were already beginning to shift the economics of clean energy project deployment dramatically.

CHANGING ECONOMIC FUNDAMENTALS

In 2022, the United States was impacted by some of the highest inflation rates in four decades, with the
Consumer Price Index peaking in June 2022 at a 12-month change of 9.1 percent. The largest increases were
seen in energy, ranging from 13.7 to 70.4 percent." As a result, the value proposition for carbon management
technologies, even with higher 45Q credit levels, changed rapidly over a short period of time. Between 2020
and 2022, chemical plant construction costs were estimated to rise 36 percent, pipeline transport costs rose 24
percent, and storage infrastructure costs rose 20 percent.2 In turn, project developers and equipment providers
have identified inflation as a significant deployment barrier, with some developers reporting that in certain
cases, equipment costs have increased more than 50 percent since 2021.

IMPACTS ON RECENT CARBON MANAGEMENT POLICY

Effect of Inflation on the Value of the 45Q Tax Credit: Since the .
enactment of essential enhancements to the tax credit in 2022, 45Q Credit Real Value (2022$)
these same inflationary pressures have had a significant impact $200
on 45Q credit levels. According to a report and analysis published $180
by the Energy Futures Initiative (EFI), inflation rates between

2020 and 2022 had already consumed about half of the value $160
increase of the credit for carbon capture retrofits in power $140
and industry with geologic sequestration.® Though not explicitly $120
included in the EFI analysis, direct air capture facilities will require

many of the same construction needs as a carbon capture facility, $100
indicating a similar cost increase for direct air capture facilities has $80
likely occurred. The Great Plains Institute then projected that the $60
credit will further erode an additional 14 percent by 2026 if inflation

rates ease to 3 percent by 2026 (see Figure 1). Under the current $40

statute, the federal Section 45Q tax credit does not begin adjusting $20
the credit value for inflation until 2027, when it begins to be annually
adjusted with a base index year of 2025.# Even as the economy

continues to rebound following high inflation rates of the past 2022 2023 2024 2025 2026
several years, 45Q credit levels will continue to erode before the I Direct air capture 1.--% Nominal value
credit begins adjusting for inflation in 2027.

B Saline storage

1 US Bureau of Labor Statistics, “Consumer Prices up 9.1 Percent over the Year
Ended June 2022, Largest Increase in 40 Years.”

2 US Bureau of Labor Statistics, “Producer Price Index by Industry: Drilling Oil and Gas Wells”; US Bureau of Labor Statistics, “Producer Price
Index by Commodity: Final Demand: Finished Goods”; Chemical Engineering Magazine, “Chemical Engineering Plant Cost Index.”
3 Moniz et al., “Turning CCS Projects in Heavy Industry & Power into Blue Chip Financial Investments.”

4 Internal Revenue Service, Credit for carbon oxide sequestration.





By the end of 2026, due to
inflationary pressures, an
analysis conducted by the Great
Plains Institute projects the real
value of the credit in 2022 dollars
will be approximately $73 for

critical to decarbonize sectors,

Long-Term Impact of Slower Deployment on Cost Reduction:
Since the restructuring of the 45Q tax credit under the 2018 FUTURE
Act, more than 200 projects have been announced, spanning the full
technology value chain. For many of these projects to move forward,
they will rely on the robust 45Q credit levels established by the 117th
Congress. However, inflation’s erosion of the tax credit is creating a
disincentive for project development and deployment across the entire

carbon management value chain. Notably, material increases in project
costs are stalling projects in the development pipeline, which will
ultimately lead to fewer projects reaching a positive “final investment

of the credit in 2022 dollars to decision.” As fewer projects are built during the remainder of this
decrease from $180 to nearly critical decade, this will have long-term negative effects on the speed
$155. and scale of deployment, the near-term reduction in greenhouse gases,
and the ability to protect and create family-sustaining jobs.

industrial and power. For the
Direct Air Capture credit, the
analysis projects the real value

POLICY SOLUTION

Increased credit values provided to projects developed in the industry, power, and direct air capture sectors
are the cornerstone of enhancements made to the 45Q program in 2022. However, unlike other low- and
zero-emissions technology tax credits recently reformed or created under the 117th Congress, the 45Q tax
credit value is not adjusted for inflation until 2027. As determined by the Great Plains Institute, a substantial
portion of the value increase realized in

recent enhancements to the tax credit Total Facilities with Carbon Capture by 2037 ¢

has been eroded due to significant By Sector 1,425
inflation in both capital goods costs and 500 S — 1,250 —
energy price increases. To prevent [

further reduction of the credit value,

45Q should be adjusted for inflation 400
beginning immediately, using 2022 as

the base year for the dollar figure.

370 882.8
|

[%2]
Altering the base year for adjusting for 2 W — * 1 1 ~ 750
inflati : 5 7460  n—
inflation can have a measurable impact e e \
on the value of the credit over time L(_:
and potentially allow more sectors to S 200 — - 1 1 _ 500

economically capture CO, (see Figure
2). Adjusting the base index year to
2022 would provide a 14 percent value
increase to the credit, compared to
using 2025 as the base index year, as
is in the current statute.! This would be
consistent with the automatic inflation
adjustments made to many other
clean energy and industrial tax credits
amended or created under the 2022
Inflation Reduction Act, including the
hydrogen production tax credit.

250

Total CO, Captured and Stored (million metric tons

No Adjustment
Low Uptake

No Adjustment  Inflation Adjusted  Inflation Adjusted
High Uptake Low Uptake High Uptake

B Aluminum B Coal power I Hydrogen I Petrochemicals M Steel
B Ammonia ™= Ethanol Lime Pulp & paper I Waste
B Cement M Gas processing ™ Natural gas power Bl Refineries

Uptake indicates the percent of facilities with economically favorable capture conditions that
install carbon capture. Low uptake assumes 60-70% uptake rate, high uptake assumes
90% uptake rate.

1 Using the Gross National Production: Implicit Price Deflator through 2023, then assuming a similar inflation scenario as figure 1.
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Making the Case for Inflation Adjustment

Issue: Increased credit values provided to projects developed in the power, industry, and direct air capture
sectors are the cornerstone of the enhancements made to the federal Section 45Q program in 2022. However,
unlike other low- and zero-emissions technology tax credits recently reformed or created under the 117th
Congress, the 45Q tax credit value does not adjust for inflation until 2027, using a base index year of 2025. In a
recent analysis completed by the Great Plains Institute, a significant portion of the value increase realized
in 2022 has been eroded due to high inflation rates in both capital goods costs and energy price
increases.

Ask: To prevent further reduction of the credit value the Carbon Capture Coalition urges Congress to begin
adjusting 45Q for inflation beginning immediately, using 2022 as the base index year for the dollar figure.

General Overview

e The enhancements to the federal Section 45Q tax credit enacted by the 117th Congress, coupled with the
historic investments made in carbon management technologies under the Bipartisan Infrastructure Law,
represent the most significant federal policy investment in these technologies in the nation’s history.

o Increased credit levels for power, industry, and direct air capture were the cornerstone of these
enhancements to the 45Q tax credit and have since provided a strong market signal and
incentive to begin deploying these technologies to address greenhouse gas emissions.

e As Congress negotiated the historic tax package, some of the highest inflation rates identified in four
decades dramatically shifted the economic feasibility of clean energy project deployment.

o In 2022, the United States was impacted by some of the highest inflation rates in four decades,
with the Consumer Price Index peaking in June 2022 at a 12-month change of 9.1 percent. The
largest increases were seen in energy, ranging from 13.7 to 70.4 percent.?

o As aresult, the value proposition for carbon management technologies, even with higher
45Q credit levels, changed rapidly over a short period of time.

» Infact, an Energy Futures Initiative (EFI) report and analysis estimated that
between 2020 and 2022, inflation had already consumed about half of the value
increase of the credit ($85 and $180, respectively) for carbon capture retrofits in
power and industry, as well as direct air capture.?

= The Great Plains Institute then projected the credit will further erode an additional
14 percent by 2026 if inflation rates ease to three percent by 2026.

¢ High inflation rates have also been felt at different levels of project development with rising project costs.
Between 2020 and 2022, chemical plant construction costs were estimated to increase 36 percent,
pipeline transport costs rose 24 percent, and storage infrastructure costs rose 20 percent.3

1 US Bureau of Labor Statistics, “Consumer Prices up 9.1 Percent over the Year Ended June 2022, Largest Increase in 40 Years.”
2 Moniz et al., “Tuming CCS Projects in Heavy Industry & Power into Blue Chip Financial Investments.”

3 US Bureau of Labor Statistics, “Producer Price Index by Industry: Drilling Oil and Gas Wells”; US Bureau of Labor Statistics, “Producer Price Index by
Commodity: Final Demand: Finished Goods”; Chemical Engineering Magazine, “Chemical Engineering Plant Cost Index.”
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o Indeed, project developers and equipment providers identify inflation as a significant deployment
barrier, with some developers reporting that, in some instances, equipment costs have increased
more than 50 percent since 2021.

Impact of Inflation on Historic Policy

With the enactment of the Inflation Reduction Act, Congress recognized the critical need to increase 45Q
credit values to spur robust investment in vital carbon management technologies to reduce emissions and
remove carbon from the atmosphere.

o However, by waiting until 2027 to index 45Q for inflation, there is a significant risk that credit
values will once again become insufficient to support the commercial scale up of carbon
management projects in this crucial deployment decade. This threatens to impede the robust
policy efforts enacted by the 117th Congress.

Inflation indexation would harmonize the treatment of 45Q with other similar clean energy and
industrial tax credits reformed or created under the Inflation Reduction Act, including the
Hydrogen Production Tax Credit, which begins adjusting for inflation in 2022.

Impact on Carbon Management Deployment

Reduced Number of Adequately Incentivized Carbon Management Projects: Analysis conducted by
the Great Plains Institute indicates that a delay in adjusting the credit for inflation could significantly
reduce the number of cost-effective carbon management retrofits by roughly 25 percent, resulting in
around 100 million metric tons of unabated CO, annually and $100 billion lost in investments to
decarbonize existing facilities in the United States through carbon management technologies.
Furthermore, of the more than 3,000 facilities eligible to claim the revised 45Q tax credit, the Great Plains
Institute has identified 542 as prime candidates for carbon capture retrofits over the next 10 — 15 years.
However, inflation is projected to reduce the number of cost-effective retrofits by 21-26 percent by
the mid-2030s.

Widening Cost Gap Key Sectors: The devaluation of the 45Q credit is already exacerbating the cost
gap for heavy-emitting sectors with few decarbonization options, including carbon-intensive sectors like
cement, steel, chemicals, and aluminum. These sectors provide the essential building blocks for modern
lifestyles and form the backbone of regional economies. Current cost estimates indicate that high inflation
from 2020 to 2022 has already eroded the increased credit for many sectors, specifically those with low
concentrations of CO; in their effluent gas streams.*

Policy Solution

As determined by the Great Plains Institute, a significant portion of the value increase realized in recent
enhancements to the tax credit has been eroded due to significant inflation in both capital goods costs
and energy price increases. To prevent further reduction of the credit value, 45Q should be adjusted
for inflation beginning immediately, using 2022 as the base index year for the dollar figure.

Altering the base year to adjust for inflation can have a measurable impact on the value of the credit over
time and allow CO; capture to be economic in more sectors.

Adjusting the base index year to 2022 would provide a 14 percent value increase to the credit, compared
to using 2025 as the base index year, as is in the current statute.® Importantly, this would be consistent

4 Moniz et al., “Tuming CCS Projects in Heavy Industry & Power into Blue Chip Financial Investments.”

5 Using the Gross National Production: Implicit Price Deflator through 2023, then assuming 2.5 percent inflation per year.
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with the automatic inflation adjustments made to many other clean energy and industrial tax
credits amended or created under the 2022 Inflation Reduction Act, including the hydrogen
production tax credit.
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Recent Work Group Notes

June 12 — Ad-hoc Work Group: CO. Pipeline L egislation

Tax Policy Conversations on Capitol Hill

House Ways and Means Republican Tax Teams: Coalition staff have met with staff of
the tax team leading the House GOP Ways and Means Supply Chains working group
which is examining energy tax credits ahead of the next Congress and the 2025 expiration
of the Tax Cuts and Jobs Act. Coalition staff have shared this comment with the working
group which reinforces the utility of 45Q, its bipartisan nature, and the important role it
plays as a key economic driver and emissions reduction tool. In addition, the comment
encompasses the Coalition’s top legislative and regulatory tax priorities, including adjusting
45Q for inflation beginning immediately, creating parity between credit levels for geologic
storage and utilization, and making the credit more accessible for utilization project
developers through targeted adjustments to the LCA process. We expect conversations
with this work group to continue and become more robust post-election and as we look to a
new Congress in January.

Group of House Republicans Defend Energy Tax Credits: Last week, a group of House
Republicans, led by Representative Andrew Garbarino (R-NY-02), penned a letter to
Speaker of the House Mike Johnson (R-LA-04) cautioning that repealing energy tax credits
reformed or created under the Inflation Reduction Act (IRA) could undermine the growth in
the energy sector spurred by its tax provisions. In noting the bipartisan support for many of
these credits, the members write, “prematurely repealing energy tax credits, particularly
those which were used to justify investments that already broke ground, would undermine
private investments and stop development that is already ongoing.” The members go on to
note that “energy tax credits have spurred innovation, incentivized investment, and created
good jobs in many parts of the country - including many districts represented by members
of our conference.”

Insight from Senate Finance Committee Republicans: Over the course of the summer,
Coalition staff have met with down-dais Senate Finance Committee Republicans to ensure
that we continue to tout the importance of carbon management in the broader landscape of
domestic energy and climate policy and encourage congressional champions to protect
key bipartisan enhancements to the credit as we enter an uncertain political environment.
Coalition staff have received encouraging feedback from SFC Republican offices in that
broadly, the Republican caucus sees great utility in 45Q, and given its broad bipartisan
support, we are in one of the best positions of energy tax policy stakeholders moving into


https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarboncapturecoalition.org%2Fwp-content%2Fuploads%2F2024%2F06%2FCO2-pipeline-call-notes-6.12.2024.pdf&data=05%7C02%7Clduke%40carboncapturecoalition.org%7C9c6264241c974b1924bd08dcc079a4fe%7C0973e6ef16f9404ca6fef3d54c401411%7C0%7C0%7C638596879355719810%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=dxHkdufTZnUtrUzKi6UQv9GE%2BAFCwEI3ARUW1kVVNWU%3D&reserved=0
https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarboncapturecoalition.org%2Fwp-content%2Fuploads%2F2024%2F08%2F7.31.24-Senate-ENR-Full-Committee-Business-Meeting-on-S.-4753-The-Energy-Permitting-Reform-Act-of-2024.pdf&data=05%7C02%7Clduke%40carboncapturecoalition.org%7C9c6264241c974b1924bd08dcc079a4fe%7C0973e6ef16f9404ca6fef3d54c401411%7C0%7C0%7C638596879355741169%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=qIhHLiabJkPSvVRi0f1lRzXJb4HPEo2CA2nd6N4nbRk%3D&reserved=0
https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fbetterenergy.us2.list-manage.com%2Ftrack%2Fclick%3Fu%3D16acb34ffcb6673b17aa36bad%26id%3D04faae2250%26e%3De11c7e2397&data=05%7C02%7Clduke%40carboncapturecoalition.org%7C9c6264241c974b1924bd08dcc079a4fe%7C0973e6ef16f9404ca6fef3d54c401411%7C0%7C0%7C638596879355756262%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=7rGlUGbi%2FjKZmEGJeTO4iViHEDazi3ebkjbCzmJYnY4%3D&reserved=0

the next Congress, should the balance in power shift to Republican hands. While this
feedback is encouraging, it remains essential that Coalition participants continue to make
touches with champion offices to ensure we have a robust bench of supporters to defend
and build upon enhancements made to the credit in the 117th Congress. From what we
understand, Senate Republican members of the Finance Committee are holding off on
introducing or cosponsoring any new tax legislation while the caucus prepares a tax
platform for the 119th Congress. We will continue to keep you updated as these
conversations progress.

Insight from Senate Democrats: Coalition staff continue to have positive conversations
with Senate Democrats of key committees, including Senate Energy and Natural
Resources, Senate Finance, and Senate Environment and Public Works regarding our top
tax priorities and permitting guiding principles. While these conversations have been
positive, the discussion around carbon management and energy policy broadly, particularly
from Senate Democratic staff, has shifted to focus on trade and compliance market policy,
including carbon pricing, carbon border adjustments, and the potential for a clean energy
standard, next Congress. Senate Democrats seem less keen to engage on policy that
could be seen as amending IRA in a concern that this could open up the law for broader
reforms.

Action ltems

Throughout the remainder of the August recess, to the extent that you are having
conversations with offices, please make sure to touch on the Coalition’s two top tax-based
priorities, inflation indexing for 45Q and the CCU Parity Act.

Attached to this email you will find our inflation adjustment fact sheet (also here), talking
points, CCU Parity fact sheets (also here and here), and talking points. In September,
Coalition staff will be sharing with the Legislative Work Group a more robust work plan for
inflation adjustment throughout the remainder of the year, and we look forward to your
active engagement and support on these topics.

Indexing 45Q for Inflation

Key targets to lead the bill:

® House Republicans: Feenstra, Arrington, Fishbach, Van Duyne, Garbarino, Miller-
Meeks, Dave Joyce

® House Democrats: DelBene, Budzinski, Craig, Veasey, Fletcher, Houlahan,
Pettersen, Sorensen


https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarboncapturecoalition.org%2Fwp-content%2Fuploads%2F2024%2F05%2FFederal-Section-45Q-Inflation-Adjustment_Fact-Sheet.pdf&data=05%7C02%7Clduke%40carboncapturecoalition.org%7C9c6264241c974b1924bd08dcc079a4fe%7C0973e6ef16f9404ca6fef3d54c401411%7C0%7C0%7C638596879355768886%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=sYJDzEg2fBSIbm0IX8WN5phGSH4Ta39RdFjdGHaTL%2Fk%3D&reserved=0
https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarboncapturecoalition.org%2Fwp-content%2Fuploads%2F2023%2F09%2FCaptured-Carbon-Utilization-Parity-Act-S.542H.R.1262-5.pdf&data=05%7C02%7Clduke%40carboncapturecoalition.org%7C9c6264241c974b1924bd08dcc079a4fe%7C0973e6ef16f9404ca6fef3d54c401411%7C0%7C0%7C638596879355780719%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=JqL0zepTEFLAr%2Frj4Z9LyAdXHOUFeyx%2B9bJFcqTGm2A%3D&reserved=0
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® Senate Republicans: Capito, Cassidy, Grassley, Barrasso, Hoeven, Cramer, Ernst
® Senate Democrats: Smith, Duckworth, Hickenlooper, Coons, Schatz

Key points to hit in your outreach on 45Q indexing:

Thank you so much for our previous discussions on the importance of the 45Q tax credit
for deploying carbon management technology across the economy. | wanted to follow up
with you on a critical issue — indexing the credit for inflation.

As you are aware, high levels of inflation over the last several years have made all energy
projects, including carbon management, far more costly. As a result, the real value of 45Q
has diminished, reducing its effectiveness in incentivizing key projects.

The Great Plains Institute published the attached analysis, showing just how much the
value of the 45Q enhancements have eroded over time, imperiling the economics of this
critical technology.

As you know, most other clean energy incentives began indexing to inflation in 2022.
However, the 45Q enhancements do not begin indexing until 2027. Aligning the 45Q credit
with these other provisions ensures consistency and fairness across energy incentives and
will help keep critical projects in the pipeline.

We are asking that your boss lead the effort on a simple but critical piece of
legislation — a bill to begin indexing 45Q for inflation starting immediately. We are
happy to come meet with you to discuss this issue further and explain why crucial
projects are at risk with an eroded credit value.

CCU Parity Act

CCU Parity Act (S.542 / H.R.1262) (This is by no means a fully comprehensive list and
encourage you to reach out to offices where you have a footprint/relationship):

® House Republicans: Armstrong, Buchson, Cole, Estes, Feenstra, Fischbach,
Fitzpatrick, Gonzales, Hern, Hinson, Kelly, LaHood, Lucas, Meuser, Moolenaar,
Mooney, Miller-Meeks, Pence, Stauber, Van Duyne, Walberg

® House Democrats: Budzinski, Craig, Himes, Fletcher, Mrvan, Peters, Slotkin,
Sorensen, Veasey, Wild

® Senate Democrats: Casey, Coons, Durbin, Duckworth, Hickenlooper, Klobuchar,
Lujan, Schatz, Smith, Tester

Key points to hit in your outreach on CCU Parity:
Thank you so much for your support of the 45Q tax credit. | am reaching out once again to
encourage your boss to cosponsor the CCU Parity Act (H.R.1262/S.542), which was

introduced by Reps. Schweikert and Sewell along with Sens. Whitehouse and Cassidy.

This bill would bring credit levels of the utilization pathway of 45Q in line with those of



geologic storage ($85/ton for capture at industrial/power sources; $180/ton for direct air
capture). This parity would encourage innovation and investment in a broader range of
carbon reduction technologies beyond geologic storage.

Here is a statement from the Carbon Capture Coalition in support of the bill, a short fact
sheet, along with a link to the text. We’d be grateful to have your boss on board as a
cosponsor of this legislation.

The Carbon Capture Coalition is a nonpartisan collaboration of more than 100 companies, unions, conservation and
environmental policy organizations, building federal policy support to enable economywide, commercial scale deployment
of carbon management technologies. Economywide adoption of carbon management technologies are critical to achieving
net zero emissions to meet midcentury dimate goals, strengthening and decarbonizing domestic energy, industrial
production and manufacturing, and retaining and expanding a high-wage jobs base. Convened by the Great Plains Institute,

Coalition membership includes industry, energy, and technology companies; energy and industrial labor unions; and

conservation, environmental, and energy policy organizations.

View the Main Website Here View our Member Website Here
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