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Low-Carbon Hydrogen

In early August, Law No. 14,948/2024 addressed the legal framework for low-carbon hydrogen in Brazil and also
established incentives within the Special Incentive Regime for the Production of Low-Carbon Hydrogen (Rehidro).
Recently published Law No. 14,990/2024 complemented the Legal Framework and established the Low-Carbon
Hydrogen Development Program (PHBC). These initiatives aim to create conditions and regulations for the
establishment of Hydrogen (H2) production and consumption projects.

Below we summarize the main points of these incentives (Rehidro and PHBC).

Recap of Rehidro

Rehidro was established to foster technological and industrial development, competitiveness, and added value in
national production chains. It will be active for 5 years starting from January 1st, 2025, for companies that:

e operate in the production of low-carbon hydrogen, as per regulations;
e are qualified for the production of low-carbon hydrogen, as per regulations;
e operate in the distribution or commercialization of low-carbon hydrogen;

e are dedicated to the generation of renewable electric energy for the production of low-carbon hydrogen and
meet the stipulated criteria; or

e are dedicated to the production of biofuels (ethanol, biogas, or biomethane) for the production of low-carbon

hydrogen.
- -
ooono 5 ooono 5
oooo| [ncentives [ lelelle Requwements

* Rehidro grants the same benefits provided
under the Special Incentive Regime for
Infrastructure Development (REIDI), thus
suspending the incidence of PIS/Cofins on
sales or importation of new machinery,
devices, instruments and equipment,
construction materials, and on the provision
of services for use or incorporation in

infrastructure works intended for fixed assets.

* Additionally, debentures issued by
beneficiaries, aimed at raising funds to
implement or expand projects, are exempt
from individual income tax (IRPF) and have
their rate reduced to 15% for corporate
income tax.

Companies must have a minimum
percentage of use of goods and services of
national origin in the production process (this
requirement is dismissed if there are no
national equivalents or if the national supply
is insufficient).

Invest a minimum amount in research,
development, and innovation (R&D&lI)
activities.

Apply a minimum percentage in sustainable
development projects for energy transition
located in the country.

Maintain regular tax compliance.

The incentive can be used by companies
located in Export Processing Zones (ZPESs).



PHBC

PHBC aims to establish a resource fund for energy transition through low-carbon hydrogen usage. It will last for 5
years as from January 1, 2028.

The program focuses on activities grouped into projects that meet at least one of the following requirements:

e develop low-carbon hydrogen and renewable hydrogen;

e support actions for energy transition;
establish objective goals for the development of the domestic low-carbon hydrogen market;

apply incentives for decarbonization in hard-to-decarbonize industrial sectors, such as fertilizers, steel,
cement, chemical, and petrochemical industries;

promote the use of low-carbon hydrogen in heavy transport.
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After project eligibility, the granting of the tax The CSLL credit will be recognized in the

credit will be preceded by a bid, yet to be operating result and may also be subject to:

regulated, which may include, among others: + offset with own debts, due or overdue, related

+ granting of tax credits in decreasing amounts to taxes regulated by the Brazilian Federal
over time; Revenue Service (RFB); or

* priority to projects that: » refund in cash within up to 12 months from the
o foresee the lowest greenhouse gas (GHG) date of the request.

emission intensity of the hydrogen
produced or consumed; and

o have the greatest potential for

Amounts not used in the respective calendar year
may be used in subsequent years.

strengthening the national value chain. The RFB may issue a Normative Instruction to
+ setting the credit value based on the difference regulate this matter.
between the price of hydrogen and the price of
substitute goods: The tax credit will only be granted for the

commercialization of low-carbon hydrogen and its
derivatives, produced in national territory from
January 1st, 2028, to December 31, 2032.

* requirement to present a guarantee related to
the implementation of the low-carbon
hydrogen production or consumption project
and its derivatives.

The PHBC Law establishes as a minimum
selection criterion: the lowest credit value per unit
of the measured product.

Non-implementation of the project or its implementation in disagreement with the legislation will
subject its owner to penalties.

Given the climate changes observed due to global warming, the 28th United Nations Climate Change Conference
— COP28 — concluded in December 2023 with the celebration of an agreement on energy transition, aiming to
gradually reduce the use of fossil fuels in favor of adopting low or zero carbon emission energy matrices.

Hydrogen (H2) is currently one of the most prominent bets of energy source, chemical input, and carbon
sequestrant in industrial processes. Companies should evaluate the opportunities these incentives bring, directly
and indirectly. In this context, examples of application in projects include:

e producing gas through renewable energy (solar, wind, hydroelectric) or other low-carbon emission sources;
e promoting carbon capture and storage from chemical processes;

e developing gas reforming processes, where H2 promotes the sequestration of harmful components in high-
emission industries;

e producing energy through fuel cells for vehicles or industrial processes;

e using H2 as a component or raw material in industrial processes, such as in the production of fertilizers,
chemicals, and petrochemicals;

e creating renewable energy storage systems through the H2 carrying process, allowing energy reserve or
compensation for fluctuations in solar and wind energy production;

e investing in infrastructure for production, storage, transportation, and distribution, such as new industrial
facilities, pipelines, and refueling stations.

Brazil has one of the cleanest energy matrices in the world and naturally positions itself as a strong protagonist in
the generation of low or zero carbon emission hydrogen. Although Laws No. 14,948/2024 and 14,990/2024 still
require regulation, this energy transition agenda shared by countries such as the USA, European Union
members, China, and Japan, brings a new regulatory environment that may enable projects in this area, as well
as develop new applications — some of which are still not obvious to many industry sectors. Few countries have
already outlined this new type of regulation, with Brazil's being developed with these two important incentive
programs.



Rehidro and PHBC aim to create the foundations of a transformation process for sectors of the economy and their
businesses, where there are opportunities and direct financial credits. Additionally, companies will indirectly
benefit from cost reduction, development of new technologies, and achievement of goals in important ESG
aspects: emission reduction, use of renewable energy, conservation of natural resources, air quality improvement,
attraction of conscious investors, new controls, and governance.

On the other hand, the large-scale use of hydrogen (H2) is still new and requires investment in Research,
Development, and Innovation (R&D&I) activities for the development of new technologies (Rehidro), also requiring
usage drivers and an entirely new infrastructure. This can become a bottleneck, a risk to be mapped, or an
opportunity, depending on the specific context. Another important point refers to the annual macro limits on the
use of incentives, in the case of PHBC, reason why it is recommended that companies anticipate to make the best
use of the credits, optimizing its usage based on the availability in each year.

We are facing an opportunity that will initially require in-depth technical and economic studies, evaluating the
feasibility of new technologies and their new uses, with the possibility of application in different businesses as
early as 2025 and which can be complemented as from 2028.

In this context, it is recommended that companies already develop a case study considering in detail the criteria,
deadlines, benefits, and obligations. Additionally, for the use of incentives, the company will need to develop a
broad governance process with controls dedicated for ongoing projects, detailing the expenses involved,
controlling the achievement of goals, and the use of incentives and tax credits. For this, it is important to consider
a detailed monitoring structure that analyzes the indicators and facilitates strategic decision-making.

This process must be validated through audit and verification of compliance with obligations (still to be regulated),
similar to what already occurs in programs like Mover (on the subject, see our Tax Intelligence No. 36).

—| Want to understand more about how this topic can
‘E affect your business? Talk to PwC.

Sara Fischer Frederico von Ah Sarah Maia

sara.fischer@pwc.com frederico.von.ah@pwc.com sarah.maia@pwc.com

Alvaro Pereira Daniel Martins Vandré Pereira

alvaro.pereira@pwc.com Advisory Leader of Energy and Tax Leader of Energy and Public
Public Utility Services Utility Services
daniel.martins@pwc.com vandre.pereira@pwc.com

Adriano Correia Durval Portela

Leader of Energy and Public PwC Brazil Tax Leader

Utility Services industries durval.portela@pwc.com

adriano.correia@pwc.com

@

Does your tax £ ;
management generate NS Tsx Business

o C dT: i ti
sustainable results? e I SIVEREon Tax Policy

Click here for more information

& S2
E: s 2% i Tax &

pwc Workforce Sustainability

www.pwc.com.br

The content of this material is intended for general informational purposes only, does not constitute an opinion, endorsement or interpretation by PwC, and
cannot be used as, or in lieu of, formal consultation with a qualified professional.

The information contained herein should always be used in conjunction with guidance of tax consultants for the specific case of your company. Referring to
the material reported herein requires regular checks for any subsequent changes made thereto, including in the legislation. T he topics covered in this
newsletter are presented as a summary. All copyrights reserved to PwC. Reproduction is allowed as long as the source is cited.

© 2024 PricewaterhouseCoopers Brasil Ltda. All rights reserved. In this document, "PwC" refers to PricewaterhouseCoopers Brasil Ltda., which is a
member firm of the PricewaterhouseCoopers network, or, as the context may suggest, the network itself. Each member of the PWC network is a separate
and independent legal entity. For more details about the PwC network, visit: www.pwc.com/structure.

m PwC Brasil [ PwC Brasil @PwCBrasil cr @PwCBrasil 'i PwC Brasil


https://api.whatsapp.com/send?phone=5511996120603
https://www.pwc.com.br/pt/thinking-about-taxes/tax-intelligence/2024/mobilidade-verde-e-inovacao-mover-lei-14902-24-ed-36.pdf
mailto:frederico.von.ah@pwc.com
https://www.youtube.com/PwCBrasil/
mailto:durval.portela@pwc.com
mailto:alvaro.pereira@pwc.com
mailto:sarah.maia@pwc.com
mailto:sara.fischer@pwc.com
mailto:vandre.pereira@pwc.com
mailto:adriano.correia@pwc.com
mailto:daniel.martins@pwc.com
https://www.linkedin.com/company/pwc-brasil/
https://www.youtube.com/PwCBrasil/
https://www.instagram.com/pwcbrasil/
https://www.facebook.com/PwCBrasil/
https://www.tiktok.com/@pwcbrasil
www.pwc.com.br

	Slide 1
	Slide 2
	Slide 3
	Slide 4

