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Upgrading carbon capture equipment 

Treasury regulations permit carbon capture equipment to qualify as originally placed in service, even if 
it contains some used components of property, as long as the fair market value of the used 
components is not more than 20% of the qualified facility or carbon capture equipment’s total value 
(“80/20 Rule”).[2]   

Taxpayers with pre-BBA carbon capture equipment may be considering making upgrades to the 
equipment for various technological and economic reasons and these taxpayers need to consider 
whether and how to make these upgrades such that they are treated as newly placed in service under 
the 80/20 Rule, and therefore eligible to claim section 45Q credits for a 12-year period starting in the 
year the equipment is newly placed in service.  This is especially true because post-BBA section 45Q 
offers higher credits rates.  In addition, recent legislative proposals (including the Build Back Better Act) 
would further increase the section 45Q credit rates and make the credits refundable through a direct 
pay election, for carbon capture equipment placed in service after December 31, 2021.     

Applying the 80/20 Rule typically involves an analysis of the fair market value of the used components 
of property using various valuation approaches to arrive at the most representative fair market value.  
The fair market value of the used equipment is then compared to the total value (fair market value of 
the used equipment plus cost of the new equipment) of all the carbon capture equipment.  For 
purposes of the 80/20 Rule, the cost of the new equipment includes all properly capitalized costs.  The 
preamble for the section 45Q regulations indicates that the relevant valuation date for the 80/20 Rule is 
the value as of the date the equipment is placed in service.   

In order to undertake the valuation of the used equipment, the appropriate unit or units of existing 
carbon capture equipment must be identified.  For purposes of section 45Q, and for the 80/20 Rule, 
the regulations provide a broad, functionality-based definition of carbon capture equipment.  In general, 
under the regulations, carbon capture equipment includes all components of property that are used to 
capture or process CO2 until it is transported for disposal, injection, or utilization.  The regulations note 
that carbon capture equipment is used for the purpose of separating, purifying, drying, and/or capturing 
CO2 that would otherwise be released into the atmosphere, and also includes equipment used for the 
purpose of compressing or otherwise increasing the pressure of the CO2.[3]  Importantly though, the 
Treasury regulations provide that, solely for purposes of the 80/20 Rule, the costs of the new facility 
may include the cost of a new pipeline as long it is used exclusively by that taxpayer to transport 
carbon oxides from that taxpayer’s facility.[4]   

The regulations further state that all components that make up an independently functioning process 
train capable of capturing, processing, and preparing CO2 for transport is to be treated as one unit of 
carbon capture equipment.[5] Identifying which components are included in the carbon capture 
equipment will be a key part of the analysis for the 80/20 Rule.   

The 80/20 Rule is frequently used to determine whether a wind facility is eligible for a new placed-in-
service date for purposes of claiming the section 45 production tax credit.  IRS guidance specifically 
addressing the applicability of the 80/20 Rule to a wind facility was provided in Rev. Rul. 94-31.  
However, there is very little other IRS guidance applying the 80/20 Rule to different factual scenarios, 
and there is no IRS guidance applying the 80/20 Rule to fact patterns involving carbon capture 
equipment.  With potential increasing interest in applying the 80/20 Rule to carbon capture equipment, 
as well as continued interest in repowering wind and other types of facilities, taxpayers will continue to 
consider making capital investments into existing projects and seek to access additional tax credits to 
help finance those investments.   In the absence of detailed IRS guidance, when applying the 80/20 
Rule, taxpayers need to take care in planning equipment upgrades and carefully document relevant tax 

 
 
 
[2] Treas. Reg. § 1.45Q-2(g)(5). 
[3] Treas. Reg. § 1.45Q-2(c)(1).   
[4] Treas. Reg. § 1.45Q-2(g). 
[5] Treas. Reg. § 1.45Q-2(c)(3). 



mailto:US-KPMGWNT%40kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT%40kpmg.com?subject=Comments%20and%20requests
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

