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Introduction 

Thank you for your continued engagement with industry on the carbon capture, utilization, and 
storage (CCUS) Investment Tax Credit (ITC) design as committed to in Budget 2022. CAPP looks 
forward to working with the government to design the CCUS ITC to effectively achieve emissions 
reductions. In fact, with the right incentives and design, CCUS projects have the potential to 
substantially contribute to the Government of Canada’s climate goals of both 2030 and beyond 
to 2050.   
 
CAPP believes Ottawa’s planned CCUS tax-credit policy is a significant step forward in federal 
support for emissions-reducing technology and our climate goals. However, Canada not only was 
still behind competitors such as Norway and the U.S., but with the advent of the recently passed 
Inflation Reduction Act, (the Act) Canada’s position to not only reach our climate goals but also to 
be a global supplier of choice, is at risk if Canada’s policies do not compare to those in the U.S. 
While we appreciate this consultation is focused on design features of the proposed ITC, CAPP 
firmly believes it is the existing policy itself that requires re-assessment if Canada is to be a leader 
in CCUS project design and execution which is required to reach our climate reduction targets.  
 
The Act is a historic piece of industrial policy presenting sweeping climate change and economic 
policy as it will invest $369 billion (US $) in energy security and climate change programs over the 
next ten years and reduce carbon emissions by roughly 40 percent by 2030. The reformed tax 
credit for CCUS (45Q production tax credit) will incent more projects by creating a clear industrial 
consensus between government and industry for the oil and gas sector and its private sector 
capacity to be central to realizing government emission reduction target ambition. 
 
The Act provides the U.S. oil and gas sector a very clear path to be part of the solution through 
investment that both protects their energy security and transitioning to a low carbon economy 
and puts the U.S. clearly at the front of the pack to be the low carbon barrel of choice. As market 
preference policies mature (such as border tax adjustments etc.), the U.S. will deliver a 
preferential barrel for global market consumption. 
 
The Act will attract significant capital investment thereby outpacing Canada in its own national 
policy to reduce GHG’s and create jobs, exacerbating the urgency in Canada to remain 
competitive. The 45Q reforms are so significant that modelling analysis shows the current 
Canadian ITC would have to more than double to equal the economics and benefit of the updated 
45Q. 
 
To that end, CAPP recommends: 
 

• Re-assess the current CCUS policy in the context of international competitiveness and 
attaining climate goals. 

• Consider a flexible policy approach in attaining a competitive effective policy that 
achieves parity with the U.S. such as a production tax credit, contracts for differences, 
inclusion of operating costs, or other policy levers. 

• Given the minimum six-to-eight-year timeframes from permit to construction, extend the 
2022-2030 ITC rates for post 2030 expenditures for projects that begin construction 
before 2033 and the reduced ITC rates remain applicable for projects that begin 
construction after 2032. If undue regulatory delays hamper the ability for projects to 
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commence construction, then this extension provision should be revisited to 
accommodate projects that have made best efforts to meet the 2032 deadline. 

• Consider ITC design and administration details in the areas of scope of expenditures, 
capital cost allowance, Minister of Natural Resources approvals, and other technical and 
compliance matters.  

 

Context 

The International Energy Agency (IEA) forecasts oil and natural gas playing a major role in the 

energy mix for the foreseeable future, and they have recognized Canada's leadership on climate 

action as a key attribute of our country's production profile. The government of Canada’s CCUS 

policy is an opportunity for Canada to position itself as the global supplier of choice for low-

emission and affordable oil and natural gas supporting Canada’s economic, climate, and 

innovation agenda. 

In 2021, our sector contributed $109 billion and 5.5% to Canada’s GDP1. The resource sector 
remains one of the key economic engines of Canada’s middle class including for rural and remote 
communities in Canada. Canada’s upstream oil and natural gas industry directly and indirectly 
employs over 500,000 Canadians across the country. These Canadians have through their hard 
work and innovation, produced oil and natural gas with the number one ranked environmental 
profile among the world’s top ten oil and natural gas producing jurisdictions. 
 
Our industry, workers, and Indigenous partners have an important and growing role to play in 
meeting Canadian and global energy needs. The success of our industry will benefit all Canadians, 
continue to support reconciliation, and will generate technological innovation that will support 
domestic and international environmental goals.  
 
We support the Government of Canada’s desire to create a path for meeting its international 
climate change objectives which will require innovation, major investment, a healthy industry, 
and good public policy. With the right incentives focused policies, we can continue to build on 
Canada’s world class innovation investment and GHG reduction leadership.  
 

The Opportunity:  

Participation in the growing carbon capture market has multiple benefits. With the right policies 

in place, Canada is well positioned to participate in the estimated ~$4 trillion (Exxon 2022) of 

global capital spending on CCUS. Oil and gas companies have established a solid foundation to 

compete for global CCUS capital given their expertise in reservoir management over decades of 

resource development, the proximity of their operations to emission sources, and their 

experience in carbon capture technologies currently used in existing operations and enhanced oil 

recovery.2  

If CCUS technology is successfully deployed, it could help reduce emissions from industries 

representing over 40% of Canada’s 2020 emissions. Producer expertise could also help Canada 

 
1 Statistics Canada, 2021. 
2 CCUS: An Opportunity for Canada, CIBC Equity Research, 2022. 
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achieve its emissions-reduction goals for other carbon-intensive heavy industries fostering 

synergies and technologies that benefit other sectors to help Canada reduce its total emissions 

faster. 

The government would be remiss to not capitalize on these advantages to achieve climate goals, 

incent investment in the economy, and create jobs. Without the requisite critical mass of CCUS 

investment driven by the right policies, it will be difficult for Canada to achieve its emission 

reduction targets and could reduce confidence in energy security for the country and its allies. 

Enhanced Oil Recovery (EOR) 

Canada’s current CCUS ITC policy which excludes eligibility for EOR, is a missed opportunity on 

both economic and environmental fronts. CCUS and EOR present a significant opportunity for 

many of western Canada’s mature oil fields and marginal and inactive wells as it would maximize 

the value of the publicly owned resource.  

Provincial and local governments would also benefit from the increased life of mature wells and 

incremental production in the form of increased royalties, corporate taxes, and municipal taxes 

which would drive significant further local benefit. 

Incenting Clean Technology Investment 

Project Risk 
CCUS projects have the potential to substantially contribute to the Government of Canada’s 
climate goals. However, to attain this, the CCUS policy needs to be designed to address several 
inherent challenges that preclude the advancement of CCUS investments in Canada. 
 
Currently, CCUS projects and investments do not meet the companies’ cost of capital let alone 
their hurdle rates to drive near-term investments. Canada competes for CCUS investment capital 
globally and needs competitive terms to attract investment relative to other jurisdictions.  
 
The high upfront capital costs of CCUS projects need to be effectively de-risked through the design 
of the policy. Carbon credit trading markets, generation policies, and corresponding market 
clearing credit prices are not sufficiently defined and matured, and do not provide investors with 
the necessary assurance to meet their minimum pricing, credit sourcing, and certainty 
requirements from a project revenue perspective. 
 
In terms of regulatory risk, CCUS projects need a minimum 6-8 years to assess, design, permit, 
procure equipment, and build thereby exposing such investments to significant policy and 
operational risk given the potential for a change in government or policy direction. Supports need 
to include considerations for initial evaluations, basic engineering, regulatory processes, and 
stakeholder engagement all before final investment decisions (FID) is taken. New project timelines 
are expected to be longer resulting from additional regulatory requirements, complexity and 
volume of application requirements, source of CO2 being collected, need for credit market 
establishment, and associated pipeline infrastructure development.  
 
The U.S. in the recently passed Act has clearly recognized this as the full tax credit will be available 
to proponents who get shovels in the ground prior to 2033 whereas in Canada, come 2031 the 
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ITC begins to reduce in value. The year 2030 is not far out, and many potential projects risk missing 
the window of the higher ITC rate. 
 
There are other risks to consider on such large-scale capital-intensive investments: 
Macroeconomic risks such as the significant inflationary pressures currently affecting the 
economy, labor availability and cost, in addition to inter-jurisdictional risk as competing nations 
compete for investment. 
 

Inflation Reduction Act of 2022: Where Canada now stands vs. the U.S.  

One of the center pieces of the Act’s climate plan included significantly expanded tax credits and 

benefits related to the 45Q to incent more projects by expanding eligibility and improving 

economics for CCUS proponents across more sectors and creating a clear path for the oil and gas 

sector to be central to realizing these emission reduction targets. Changes to 45Q include (1) an 

increase in tax credit value from $50 to $85(USD) per tonne; (2) an added tax credit value for 

direct air capture (DAC) from $50 to $180(USD); (3) a decrease in the size (emissions eligibility 

thresholds) of qualifying projects therefore expanding tax credit eligibility, (4) making the 45Q 

fully refundable, 5) the Act is also placing a priority in protecting its oil production and energy 

security as the 45Q update also increases EOR benefits from $35 to $60 per tonne, and 6) 

extending the timeframe required to execute CCUS projects, so the tax credit is fully available for 

proponents that begin construction before 2033. 

Analysis shows the Canadian ITC required to equal the same economics as the updated 45Q would 

need to be doubled to an ITC effective rate of 85% (the current Government of Canada 50% and 

37.5% ITC equates to an effective 42% ITC given the capital spend mix). A project built in Canada 

under the proposed federal ITC would not even meet its cost of capital whereas the same project 

under the current U.S. 45Q under the same assumptions here in Canada would not only meet its 

cost of capital but would return positive cash flow (NPV 10%) of $56 MM over the project’s life. 

(See Appendix 1). The reformed 45Q results in a $260MM NPV difference between Canada and 

the U.S. policies which illustrates the magnitude of the change in the U.S. and the serious role the 

U.S. places on CCUS investment and the oil and gas industry at large in reducing CO2 as part of 

their climate action.  

The Act appears to be responsive to industry policy suggestions that will allow for meaningful 

development of CCUS projects, broaden the number of CCUS related projects that can benefit 

from these tax credits, and potentially increase the number and profile of CCUS industry 

participants. 

These revisions to the 45Q tax credit are likely to help the CCUS industry attract significant capital 

investment thereby clearly outpacing Canada in its national industrial policy to reduce GHG’s. The 

updated 45Q allows the U.S. energy sector a very clear path to be part of the solution through 

investment that both protects their energy security and transitioning to a low carbon economy. 

Canada’s announced federal ITC policy in Budget 2022 already resulted in a competitiveness gap 

vs. other major oil producing jurisdictions such as the U.S. (previous 45Q) and Norway (Longship 
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Policy)3. Modelling analysis shows the updated U.S. CCUS policy is now close to Norway 

partnership economics.  

Enhanced Oil Recovery (EOR) is front and center in the Act as the benefit was increased from $35 

to $60(USD) per tonne.  Currently, the EOR ITC rate in Canada is 0% as there is no ITC eligibility 

for EOR regardless of the amount of permanent sequestration of CO2 resulting from the EOR 

project. The Canadian ITC required to equal the same economics as the updated 45Q return on 

EOR alone would need to go from 0% to 62%. (See Appendix #2) which in of itself, exceeds the 

current Canadian CCUS ITC policy. 

This competitiveness challenge goes beyond oil and gas but CCUS in the economy at large. For 

those companies with the cross-border optionality, the reformed 45Q will result in investments 

being drawn south of the border not just in oil and gas, but also in other industries such as cement, 

steel, petrochemicals, and fertilizers, where CCUS is expected to play a critical role in reducing 

emissions. 

CCUS ITC Design Details & Administration 

CAPP and members appreciated the engagement with Finance as follow up to the CCUS ITC design 

and eligibility details rolled out in Budget 2022. In fact, over the course of last year’s consultation 

on the ITC, and post Budget, your team have been excellent to work with and CAPP and our 

members have appreciated the open dialogue. 

Tax credit design and administration can be as important as the value of the credit. Overly onerous 

administration and lack of certainty can dilute the intended economic impact of the incentive, 

and potentially create a disincentive to access it. Previous examples of such ITC dilution industry 

experienced via burdensome administration have been the Atlantic Investment Tax Credit (AITC) 

and the Scientific Research and Experimental Development Tax Credit (SR&ED). As cited and 

modelled in CAPP’s 2021 submission to Finance, a one-year delay on the availability of the credit 

decreases the IRR significantly. 

The items below are for your further consideration, clarification, and reference during this 
consultation period, as they capture CAPP’s primary concerns, questions, and requests for 
clarification regarding the design and eligibility details at this juncture. 
 
Scope of Expenditures: 

(1) “Sole use” CCUS property:  Is interpretation and application of the sole use tests in Class 
57 and 58 within the exclusive authority of NRCan as an engineering or scientific matter 
pursuant to proposed subsection 13(8.2)? 

 
(2) Additional guidance is also required for what would be considered “sole use”, or “solely”. 

a. For example, in (a)(i) of class 57, additions include equipment that is power or 
heat production equipment that solely supports the CCUS process. However, the 
cost of power and heat production equipment that is used just for one purpose 
is extremely inefficient and not cost effective.  

 
3 CCUS: An Opportunity for Canada, CIBC Equity Research, 2022. 
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b. An additional example is in paragraph (b) of Class 57 which includes equipment 
that is used solely for transportation of captured carbon. Due to the nature of 
transportation infrastructure, there may be additional valves or tie-ins to other 
infrastructure. Would this be considered no longer “solely” for the transportation 
of capture carbon and excluded from qualified expenditures?  

c. There are concerns over the timing and changes in purpose. What is the impact 
and interpretation if after some time, there is a change in the use of the property? 
Are costs incurred on the property prior to the change in use still eligible for the 
ITC? 

d. Is capture equipment that captures other substances along with C02 (such as 
sulfur dioxide) meant to be excluded?   

 
Capital Cost Allowance: 

(1) Is it intended that equipment which meets the requirements for class 57 or 58, but does 
not qualify for the CCUS ITC, be limited to CCA deductions of 8% and 20% applicable to 
class 57 and 58 respectively, if it would otherwise have included in another UCC class 
absent class 57 and 58? We submit that a higher CCA rate with respect to class 57 and 58 
in line with other clean energy equipment would be appropriate.  

 
(2) Is the meaning of an “incurred” expenditure, as used in the various definitions for ITC-

qualifying expenditures, intended to be consistent with the accepted case-law definition 
of an unconditional legal obligation to pay a certain sum of money?  This will be important 
for timing of receipt of the CCUS tax credit for long lead item spend and construction costs 
over several years.  

 
(3) The opening words in the definitions of “qualified carbon capture expenditure” and 

“qualified carbon transportation expenditure” require expenditures to be incurred in the 
year to acquire property.  But the value for “A” in the relevant formulae only includes 
capital costs for property acquired in the year.  This implies that expenditures for capture 
and transportation equipment will only qualify if the expenditure for the property and the 
acquisition of the property occurs in the same year. Was this intended?  Is it intended that 
timing of ITC eligibility for capture and transportation equipment be deferred to the 
acquisition of property?  Does this disqualify capture equipment costs if the expenditures 
are legally incurred in a year preceding the acquisition of the equipment, for example, if 
invoice for payment for equipment occurred in year 1 but the delivery and transfer of 
legal title of the equipment occurred in year 2? 

 
(4) If an item of equipment is acquired by an ITC claimant and is subsequently assembled and 

attached to other equipment to form one unified property that would qualify for the ITC, 
is the item of equipment considered a distinct property for purposes of determining when 
property has been acquired for the purposes of the definitions of “qualified carbon 
capture expenditure” and “qualified carbon transportation expenditure”?  This will be 
relevant for CCUS equipment components that are acquired in advance of construction 
and assembly of CCUS facilities and infrastructure.  In some cases, we expect the required 
lead time could be in the magnitude of years given the long-term nature of these types of 
construction projects.  
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(5) The definitions of “qualified carbon storage expenditure” and “qualified carbon use 
expenditure”, on the other hand, appear to operate differently and apply to costs 
incurred in the year to acquire property without a further requirement for an acquisition 
of property in the year. Can the values for “A” in the definitions of “qualified carbon 
capture expenditure” and “qualified carbon transportation expenditure” be redrafted to 
align with those definitions so that the trigger for ITC eligibility arises once the 
expenditure is incurred and is not deferred or otherwise tied to the acquisition of 
property, avoiding the technical concerns raised in the preceding questions? 

 
(6) Can you confirm that the timing of ITC eligibility is not deferred to the time at which 

property becomes “available for use”? Can you confirm that where a property is not yet 
available for use, but an ITC has been claimed, that the reduction should be taken against 
the “not available for use” pool, rather than taken into income? We submit that deeming 
all assets to be available for use when incurred in class 57-60 would eliminate this 
administrative complexity and uncertainty.       

 
(7) Clarify how a previously received CCUS tax credit is treated, when a working interest in a 

CCUS project is sold.  
 

(8) What is the intended ITC eligibility of sustaining capital? Eligible expenditures refer to an 
“acquisition”; would sustaining capital still be eligible where there is not an “acquisition” 
of property? 

a. What are the types of costs intended to be included in the term “refurbish 
property” in the definitions in CCA class 57 and 58? How does this interact with 
subsection 127.44(8) which excludes any amount in respect of any expenditure 
“(A) incurred to acquire property that was previously used by any person or 
partnership”? Should the “or” at the end of 127.44(8(a)(ii)(A) be replaced with 
“and” so that only expenditures for which a CCUS tax credit was previously 
deducted or sought to be deducted is excluded from qualified CCUS expenditure? 

 
(9) Class 57 condition that property is not required for hydrogen production, natural gas 

processing or acid gas injection.  What if the type of equipment in question is theoretically 
property that would be required for those processes (e.g. pipe) but will not be used in the 
CCUS project for those processes?  In other words, are there types of equipment needed 
to conduct these processes that would also be needed for CO2 capture?  It appears the 
wording as drafted would render costs for these types of equipment ineligible even if the 
pieces of equipment are not being used in any of the three disqualifying processes. 

a. Hydrogen related CCUS: Class 57 specifically excludes hydrogen production. What 
is the intent for the delineation between hydrogen production and carbon 
capture? Is this due to the potential ITC for clean hydrogen investments that was 
included the 2022 Budget?   

 
Minister of Natural Resources Approvals: 

(1) The Ministerial powers in subsection 127.44(6) and (7) do not appear to be subject to any 
time limits. Is this intentional?  

 
(2) Similarly, it is unclear if the authority granted to the Minister of Revenue in proposed 

Regulation 1104(19) to disqualify a process could be applied retroactively to disqualify a 
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project that is already underway, or if this authority would be applied prospectively. How 
is this authority intended to be applied?  

 
(3) Subsection 127.44(6): New project plans required to be submitted and approved if there 

is a change to the project and the Minister of Natural Resources requests that the 
taxpayer file a new project plan, or a reduction of more than 5% in the quantity of 
captured carbon. 

 
a. In what scenarios would there be a request for an updated project plan and what 

constitutes a “change” to the project, and will additional guidance be provided? 
i. Would new participants in the trunk line project constitute a change or 

new users of trunk line/sequestration capacity?  
ii. In addition, if a new project plan is filed due to a project change in 

subsection 127.44(6) or a re-determination of a project under subsection 
127.44(7), what happens to expenditures incurred after the “effective 
time” of the change of project/re-determination, but prior to issuance of 
the initial project evaluation following refiling of a new project plan(s)?  
Are the expenditures incurred in this interim period considered to be “in 
respect of a qualified CCUS project”? 

 
b. How was the 5% threshold determined? Member companies’ internal operations 

and engineering departments advised that a threshold of 5% is a significantly low 
threshold for a project that spans decades.  

 
(4) Requirement in proposed 127.44(6)(b) applies for “any five-year period over the life of 

the project”. It is difficult to reconcile why this requirement applies for the entire life of 
the project, whereas many other aspects of the proposed rules (and the proposed 
recovery mechanism) are based on the first 20 years of operations.  

a. Why is this requirement not also limited to the first 20 years of operations? Also 
why does the requirement apply for “any” five-year period instead of the same 
five-year assessment periods used to determine the eligible use factor and the 
recovery mechanism?  

b. What will be considered the “life of the project”? For example, will the project 
life be considered to end when carbon storage ceases, or only after all 
abandonment and reclamation activities are completed? 

 
(5) What constitutes a project? The Minister defines the scope of a project, several or 

singular, which can influence the scope of control over governance, and the computation 
of requirements.  

 
Other Compliance: 

(1) Compliance with all environmental laws:  We are concerned this could be interpreted to 
mean that any failure to comply can fully and permanently disqualify a project from ITC 
eligibility.  

a. What is an “environmental law” for purposes of paragraph (d) of the qualified 
CCUS definition?  As an example, could something such as a municipal noise by-
law be considered an environmental law? 
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b. The standard of “all” applicable environmental laws is onerous. Could narrowing 
the standard or specifying which particular environmental laws (perhaps using 
“prescribed” laws which would be specified in the Regulations) be considered? 

 
c. Please confirm if this requirement applies to the project and not the owners of 

the project. In a JV structure for example, could a breach of environmental laws 
by one owner taint the entire project for all owners? 

 
(2) Paragraph (d) of the definition of qualified CCUS project, refers to compliance with 

environmental laws “at the relevant time”. The relevant time appears to be the time at 
which an expenditure is incurred. Technically, this suggests environmental law 
compliance is an ongoing test. If a breach of environmental law occurs, does it 
permanently taint eligibility of future CCUS project expenditures, or can the breach be 
remedied or cured to bring the project back into compliance? 

a. The application is uncertain in scenarios where there may be a brief time of non-
compliance (i.e. late payment) that is subsequently remedied, followed by 
another minor issue that may be considered non-compliance. 

 
(3) Disposition of CCUS assets by claimant – despite divesting of interest in CCUS project, 

claimant still technically required to comply with reporting/knowledge sharing 
obligations, but may not be in position to do so (for example, if claimant no longer 
operating in Canada, how does it meet the Canada-focused climate risk disclosure 
requirement given it is not impacting on Canada’s emissions?)  

 
Other Technical Issues: 

(1) Exclusion of property situated outside of Canada from qualifying expenditure categories 
arguably reads like a “made in Canada” requirement that requires property to be situated 
in Canada at the time the expenditure is incurred/the time the property is acquired in 
order to obtain ITC. Per Budget documents, the relevant requirement was that the 
equipment had to be put to use in Canada. Therefore, we recommend that definitions of 
“qualified carbon capture expenditure”, “qualified carbon storage expenditure”, 
“qualified carbon transportation expenditure” and “qualified carbon use expenditure” be 
clarified so that it aligns with the “put to use” requirement from the Budget. 

a. Equipment may have long lead times in which expenditures are incurred and paid 
for but made/assembled in another country for ultimate use/destination in 
Canada. 

 
(2) There is a lack of continuity provisions to deal with corporation reorganizations such as 

amalgamations, windups, and transfer of a CCUS project within a related group. Will such 
continuity provisions be considered in a subsequent draft? (i.e. expansion of 87(2)(qq) to 
include CCUS tax credits)  

 
(3) The scope of proposed 127.44(8)(a)(ii)(B) seems overly broad and could disqualify 

expenditures in respect of assets under construction. For example, it is likely that 
expenditures in respect of the same property (i.e. a pipeline) would span several years 
and where any person (including the same taxpayer) has previously claimed ITCs in 
respect of prior year expenditures relating to the same property, this reduction rule could 
apply. Same concern applies if the property is moved within a related group and the 
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acquirer incurs subsequent expenditures in respect of the same property. Please confirm 
that from a policy perspective the foregoing consequences are not intended. 

  
(4) Proposed 127.44(10) imports 127(8) to (8.5) for the purposes of determining the CCUS 

tax credit in respect of a partnership that is a taxpayers’ share thereof. The way proposed 
127.44(10) is drafted, it appears that 127(8) to (8.5) may be applicable only for the 
purposes of determining the CCUS tax credit that is allocable to the partners, but not for 
all the purposes of proposed 127.44. However, the explanatory notes state that “the 
CCUS tax credit is intended to apply to partnerships and partnership in generally the same 
manner as other investment tax credits under section 127.” For other ITCs and SRED, 
generally the partnership files the claims and other support on behalf of the partners. Is 
it intended that the CCUS tax credit would be filed and claimed at the partnership level, 
similar to other ITCs? 

a. Further, does 127.44(1) modify 127(8) so as to include the CCUS tax credit into 
the restriction of 127(8)?  Existing subsection 127(8) disallows ITCs being claimed 
by specified members.  The technical notes seem to imply the intention is NOT to 
restrict CCUS tax credit in a limited partnership situation.  However, the wording 
in this subsection is unclear.  We would like to seek clarification from Finance on 
how the CCUS tax credit applies in a limited partnership structure. 

 
(5) Related to the above point, ITA 127(8) deems a partnership to be a person but it is not 

clear to what extent this deeming rule would apply. For example, its not clear if 127(8) 
would deem the partnership to be a person for purposes such as filing project plans or 
even having a qualified CCUS project (since only a taxpayer can have a qualified CCUS 
project based on the preamble of that definition). Can Finance elaborate on the purposes 
for which the deeming rule in 127(8) is intended to apply?  

 
(6) Qualified CCUS expenditures are reduced by expenditures incurred to acquire property 

that was previously used by any person or partnership or for which a CCUS tax credit was 
previously deducted. Why are expenditures (if the related ITC has not been claimed) 
excluded? 

 
Not in draft legislation but relates to additional details released by the Department of Finance. 

(7) Will additional information provided by the Department of Finance, in which draft 
legislation is not yet available be released in draft form and available for a comment 
period (ie. the release “Additional Design Features of the Investment Tax Credit for Carbon 
Capture, Utilization and Storage: Recovery Mechanism, Climate Risk Disclosure, and 
Knowledge Sharing”)? 

 
(8) Recovery mechanisms 

a. Dedicated geological storage 
i. Any potential limitations applying to the reservoir?  Can enhanced oil 

recovery taint a storage facility? 
b. Can you confirm that any non-government assistance which reduces the UCC 

balance of Class 57 & 58 and consequently reduces the amount of qualified CCUS 
expenditure do not require any other further adjustments in calculating the 
amount of qualified CCUS expenditure? 
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(9) What constitutes “extraordinary circumstances and shutdowns” in the context of the 
calculation of eligible use ratio? How will shutdowns be interpreted and will ITCs received 
be repaid? 

 
(10)  Reassessment period/statute-barred dates.  

a. It appears the recovery mechanism is concerned with carbon capture 
performance, while the quantum, classification, and eligibility of qualified 
expenditures and whether a project is qualified are not intended to be within its 
scope. Could Finance clarify whether the ordinary normal reassessment period 
will apply to the ITC claim itself in the relevant taxation year it is claimed (so that 
it can become statute barred with respect to amount and classification of 
expenditures), while the recovery mechanism will essentially be levied as a 
separate tax for the 5-year assessment periods with respect to project 
performance only?  

b. It is unclear if, and by what mechanism the Recovery mechanism (requires 
“assessment” for four 5-year periods), Knowledge Sharing, and CRD requirements 
could eventually become statute barred. Is there intended to be an assessment 
process for these filings that will start the normal reassessment period (or a 
similar mechanism) to provide certainty that these won’t be open to 
review/reassessment indefinitely?  

 

Summary:  

Current geo-political risk and dynamics in global oil markets allowed the U.S. to out-position 
Canada as our proposed ITC is less than half the fiscal policy of the reformed 45Q. If a company 
has an option to build CCUS in the U.S. versus Canada, those investments likely will go to the U.S. 
whether it is the oil and gas sector or other sectors which the recent Act is clearly courting.  
 
Canada cannot cede its CCUS global leadership and economic opportunity to other countries such 
as the U.S., who are moving quickly to seize the first mover competitive advantage in CCUS and 
EOR just as the U.S. has done with the global LNG market. With global energy demand expected 
to increase along with an increased focus on GHG emissions reduction, there is an opportunity for 
the government to work collaboratively with the oil and gas sector to position Canada as the 
supplier of choice for oil and gas while creating jobs for Canadians. We look forward to engaging 
with you in further iterations of this discussion.  
 
 
 

CAPP represents companies large and small that explore for, develop, and produce natural gas 
and oil throughout Canada. CAPP’s member companies produce about 80 per cent of Canada’s 
natural gas and oil. Together CAPP’s members are a solution-oriented partner to the world’s need 
for affordable, clean, safe, and secure energy, and an important part of a national industry. CAPP’s 
mission on behalf of the Canadian upstream oil and natural gas industry is to advocate for and 
enable economic competitiveness with environmentally and socially responsible performance and 
is dedicated to advancing reconciliation with Indigenous peoples. CAPP is committed to ensuring 
that Canada is competitively positioned to help meet global climate commitments as the supplier 
of choice in a world that demands a lower carbon energy future.   
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Appendix #1: United States (reformed 45Q) vs. Canada’s existing ITC 
 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

Updated US 45 Q Comparison:    iva ent ITC  ate to e  a  US 45Q       1     onomi s

 The Canadian Investment tax credit required to equal the same economics as the updated 45  return 
would need to be doubled to an ITC e ec ve rate of 85%.

 This i l lustrates the magnitude of the change in the US and the serious role the US places on CCUS 
investment and in reducing CO2 as part of their climate ac on.

 The updated 45  allows the US energy sector a very clear path to be part of the solu on through 

investment that both protects their energy security and transi oning to a low carbon economy.

CCUS Compe  veness: Updated US 45 Q as an ITC Ana  sis

                                                                           

Updated 45Q  o i  
Produc on Tax Credit    106 CAD 12  ears

                         
  ec  e  TC Policy to   ual    

                           
                            

                    
 P     0          

                                
           

                       
 P     0          

Comparison Tax Credit 
GAP under Same Policy

 Under US  o i   45Q  o i     onomi s t e  edera  ITC  o  d  ave to more t an do   e to  5 
e e  ve rate as a  omparison to get t e same  et  resent  a  e   1  
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Appendix #2: EOR in Canada vs. U.S. 
 

 
 

Updated     US 45 Q Comparison:    iva ent ITC  ate to e  a  US    45Q       1     onomi s
 Current EOR ITC Rate   0%, there i s  no ITC for EOR regardless  of the amount of permanent sequestra on of CO2 

results  from the EOR project. Updated 45     CAD 75 / T Produc on Tax Credit

 The Canadian Investment tax rate required to equal  the same economics  as  the updated 45  return would need to 
an ITC e ec ve rate of 62%. Exceeds  the current CAD CCUS ITC.

 The updated 45  is  a  s trong s ignal  that EOR is  a  s igni cant abatement opportunity.

    Compe  veness: Updated US 45Q as an ITC Ana  sis

                                                                           

Updated 45Q  o i  
Produc on Tax Credit    75 CAD 12  ears

                         
  ec  e  TC Policy to   ual        

                          
                            

                    
 P     0      8     

                             
           

                       
 P     0      8     

Comparison Tax Credit 
GAP under Same Policy

 C rrent  edera   o i   does not re ogni e     CCS pro e ts. Under  edera US  o i   45Q  o i     onomi s in   de 
promo on of an     rod   on Tax Credit of   5 T CA  or        edera  e  iva ent ITC rate for     to e  a  t e
same  et  resent  a  e   1  . T is is  ig er t an t e Canadian  edera  CCUS (no    ) ITC rate and represents a 
signi  ant  ompe  ve gap.  xpe ted signi  ant investment in t e US     to drive de ar oni a on and prod   on.


