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Notice 2020-12 and Rev. Proc. 2020-12: Carbon oxide 

sequestration credit under section 45Q 
 
The IRS today released an advance version of two guidance items concerning the carbon oxide 
sequestration credit under section 45Q. 

• Notice 2020-12 [PDF 204 KB] addresses the definition of “beginning of construction” for purposes 
of the carbon oxide sequestration credit under section 45Q, and also provides guidance intended to 
help businesses determine when construction has begun on a qualified facility or on carbon 
capture equipment that may be eligible for the section 45Q credit. 

• Rev. Proc. 2020-12 [PDF 45 KB] provides a safe harbor for partnerships to make valid allocations of 
the carbon oxide sequestration credit under section 45Q. According to the IRS transmittal 
message, the safe harbor is similar to those developed for partnerships receiving the wind energy 
production tax credit and the rehabilitation credit, and simplifies the application of section 45Q 
credit rules to partnerships able to claim the credit. 

Overview 

After the enactment of the Bipartisan Budget Agreement in February 2018, the IRS issued Notice 
2019-32 requesting comments from taxpayers regarding the changes to the carbon capture credit in 
that legislation. Read TaxNewsFlash 

Today, the IRS explained in a related IRS release—IR-2020-35 (February 19, 2020)—that Notice 2020-
12 and Rev. Proc. 2020-12 provided answers and a safe harbor on carbon capture credits by: 

• Explaining how the 2018 tax law may benefit those claiming carbon capture credits 

• Addressing the definition of “beginning of construction”  

• Providing a safe harbor for partnership allocations of the credit 

The IRS continued to explain that: 

https://www.irs.gov/pub/irs-drop/n-20-12.pdf
https://www.irs.gov/pub/irs-drop/rp-20-12.pdf
https://content.govdelivery.com/accounts/USIRS/bulletins/27cab05?reqfrom=share
https://content.govdelivery.com/accounts/USIRS/bulletins/27cab05?reqfrom=share
https://home.kpmg/us/en/home/insights/2019/05/tnf-request-comments-carbon-oxide-sequestration-credit.html
https://www.irs.gov/newsroom/irs-provides-answers-and-a-safe-harbor-on-carbon-capture-credits
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• Notice 2020-12 provides guidance to help businesses determine when construction has begun on 
a qualified facility or on carbon capture equipment that may be eligible for the carbon capture 
credit. This notice provides broad guidance in lieu of taxpayers requesting private letter rulings in 
this area. 

• Rev. Proc. 2020-12 creates a safe harbor for the allocation rules for carbon capture partnerships 
similar to the safe harbors developed for partnerships receiving the wind energy production tax 
credit and the rehabilitation credit. The safe harbor simplifies the application of carbon capture 
credit rules to partnerships able to claim the credit. 

Lastly, the IRS release states that future guidance is anticipated to address issues ranging from secure 
geological storage to utilization to recapture of the credit for those claiming credits for carbon capture. 
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