. o 333 Bay St. P: (604) 283-1040
533::;:?‘ Q:zgzliae:?\: e 324H03_|:I'oronto, ON SV info@canadah2.ca
H2 Association | L'hydrogéne ° e - wwiw.canadanz.ca
L3 o L4
Canadian Association
.
Hydrogen Canadienne de

Association | L'hydrogéene

Canadian Hydrogen Association
2026 Pre-Budget Submission
Finance Canada
August 25, 2026




333 Bay St.
#2400 Toronto, ON
MS5H 2T6

P: (604) 283-1040
E: info@canadah2.ca
W: www.canadah2.ca

Association
Canadienne de
L'hydrogéne

’ Canadian
Hydrogen
2 Association

Executive Summary

Canada stands at a crossroads with a 3-5 years window to cement its place as a global
leader and top investment destination for low-carbon hydrogen—unlocking investment,
jobs, and innovation that stay right here in Canada. The Canadian Hydrogen Association
(CHA) recommends five budget measures to align policy with opportunity:

Recommendation 1 — Ramp Up Production via the Clean Hydrogen Investment Tax
Credit (CH-ITC): Implement targeted amendments in tax legislation to improve
flexibility, enable affiliated ownership of clean electricity generation and hydrogen
assets, provide automatic 40% credit eligibility for projects drawing electricity from low
carbon-intensity grids, and expand eligibility to include hydrogen derivatives, natural
hydrogen projects, and oxygen producing equipment.

Recommendation 2 — Build Demand for Hydrogen and Hydrogen-Enabled Mobility:
Complement supply-side measures with targeted demand-side actions, including a
heavy-duty transport incentive, hydrogen contracts for difference, fuelling
infrastructure investment, and defence and Arctic/remote deployment support,.

Recommendation 3 — Create a Hydrogen Innovation, Demonstration, and Scale-Up
Fund: Establish a Hydrogen Innovation and Demonstration Fund in Budget 2026 to
advance hydrogen technologies from TRL 3 to TRL 7-8 through multi-year pilots,
demonstrations, systems integration, and workforce training for Canadian conditions.

Recommendation 4 — Strengthen Incentives for Domestic Manufacturing: Leverage
the CH-ITC and Clean Technology Manufacturing ITC (CTM-ITC) to strengthen Canada's
domestic hydrogen equipment manufacturing and export capabilities, including
transitioning the CM-ITC toward a production-based credit and introducing reciprocal
procurement policies.

Recommendation 5 — Enable Hydrogen Export Infrastructure and Logistics: Develop
rail, port, and terminal infrastructure needed to move hydrogen and derivatives to
export markets, ensure consistent policy treatment across hydrogen carriers, and
execute export mechanisms such as H2Global

Together, these measures can unlock billions in private investment, scale domestic
supply chains and manufacturing, and ensure that hydrogen supports Canada's climate,
energy security, and economic development objectives.
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About the Canadian Hydrogen Association

The Canadian Hydrogen Association (CHA) is the national industry association
representing nearly 200 members across the full hydrogen value chain, including
producers, technology developers, utilities, equipment manufacturers, infrastructure
and logistics providers, off-takers in hard-to-abate sectors, and post-secondary and
research institutions in every region of Canada. Our mission is to accelerate deployment
of clean hydrogen, support a competitive domestic industry, and contribute to Canada's
climate, energy security, and economic development goals.

State of the Sector

Canada's hydrogen sector is moving through a critical commercialization phase, with
capital and policy support concentrating on projects with credible offtake, bankable
economics, and clear deployment pathways. Momentum spans the country: Atlantic
Canada's EverWind—Membertou and Newfoundland and Labrador export projects,
nearly $10 billion in Quebec investment (TES Canada, CHARBONE, StormFisher, HY2GEN,
QIMC), Ontario's Niagara Hydrogen Centre and industrial pilots, Saskatchewan's
emerging natural hydrogen sector, Air Products' net-zero hydrogen energy complex in
Alberta, as well as the Western Canada Hydrogen Corridor Initiative, and British
Columbia's advanced hydrogen and fuel cell innovation cluster.

Canada's strength extends beyond large production projects to a deep innovation,
manufacturing, and technology base—with companies such as Ballard, Powertech Labs,
Greenlight Innovation, Unilia, Next Hydrogen, Cipher Neutron, and Hydrogen in Motion
exporting hydrogen and fuel cell technologies and related services to nearly 50
countries.

Global demand is forming quickly: Japan and Korea are advancing import and corridor
plans, while Germany's H2Global mechanism, the REFuelEU Aviation Initiative, and
binding EU RFNBO targets are creating enforceable demand for low-carbon hydrogen
and derivatives. The next 3-5 years will determine whether Canada captures this
opportunity or sees technology, talent, and supply chains move elsewhere.
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Recommendation 1
Ramp Up Production via the Clean Hydrogen Investment Tax Credit
Implement targeted amendments in tax legislation to improve flexibility, enable
affiliated ownership of clean electricity generation and hydrogen assets, provide
automatic 40% credit eligibility for projects drawing electricity from low carbon-
intensity grids, and expand eligibility to include hydrogen derivatives, natural
hydrogen projects, and oxygen producing equipment.

The Clean Hydrogen Investment Tax Credit (CH-ITC) is the sector’s cornerstone
investment tool. Within the existing $18.5 billion envelope, targeted refinements could
increase uptake and unlock substantially more private investment without additional
fiscal cost. It is essential that the government assure this policy is technology agnostic
and nimble enough to assess and support projects of different scale and technology—
including accounting for safe and reliable operations at large facilities. The crediting
mechanisms must be flexible to promote all new technologies that enhance emission
reductions.

To ramp up production, the CHA recommends:

e Enabling affiliated ownership of clean electricity generation and hydrogen assets.

e Providing automatic 40% credit eligibility for projects drawing from electricity
grids with low carbon intensive grids (e.g., 90%+ non-emitting grid mix).

e Expanding eligibility to include:

o Hydrogen derivatives, including methanol, methane, and sustainable
aviation fuel (SAF).

o Natural (or white) hydrogen projects and related infrastructure.
o Liquid Organic Hydrogen Carriers (e.g., toluene/methylcyclohexane)

o Projects that utilize by-product gas recovered from industrial processes to
produce hydrogen or that utilize the significant amount of by-product
hydrogen being vented by Canada’s chemical industry.

o Projects that utilize oxygen production equipment required for more
efficient auto-thermal reforming (ATR).
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o Enhancing carbon intensity buffers/downtime provisions and align grant
treatment with CCUS-ITC.

e Applying the ITC at the time capital is incurred to better reflect the time value of
money and improve project economics.

e Removing the carbon capture requirement from projects that produce hydrogen
from eligible renewable hydrocarbons in order to align policy and incentives with

other countries and to avoid flight of capital to regions outside of Canada with
more supportive policies.

These optimizations can be implemented within the existing CH-ITC fiscal envelope
while significantly improving Canada’s ability to attract and retain world-class hydrogen
investments. Failure to enact these amendments will leave billions in private capital on
the table as project proponents redirect capital toward jurisdictions offering greater
flexibility, faster credit realization, and clearer eligibility rules.

Expanded technical information on these CH-ITC recommendations can be found here,
and a multi-association letter in support of these proposed changes can be found here.


https://canadah2.ca/wp-content/uploads/2026/02/2026-02-27-CHA-Feedback-on-Technical-Tax-Measures-FINAL.pdf
https://canadah2.ca/wp-content/uploads/2026/08/2026-08-05-FINAL-Multi-Industry-Letter-on-Clean-Economy-ITCs-1.pdf
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Recommendation 2
Build Demand for Hydrogen and Hydrogen-Enabled Mobility

Complement supply-side measures with targeted demand-side actions, including a

heavy-duty transport incentive, hydrogen contracts for difference, fuelling

infrastructure investment, and defence and Arctic/remote deployment support.

Canada should complement its supply-side policy measures with targeted actions that
grow domestic and export demand for hydrogen. Hydrogen can play an important role
in decarbonizing sectors that are difficult to electrify, supporting freight and logistics,

strengthening energy security, and creating new export opportunities for Canadian

producers and technology providers.

To drive demand, the CHA recommends:

Building on the previous iIMHZEV (Incentives for Medium- and Heavy-Duty Zero-
Emission Vehicles) program, the Government of Canada should create a new
incentive that improves the efficiency and decarbonization of heavy-duty
transport, including refrigerated trailers and other emissions-reducing hydrogen
technologies such as dual-fuel options, while supporting the longer-term
transition to zero-emission solutions.

Developing hydrogen contracts for difference to reduce market risk, improve
project bankability, and help create stable demand signals for domestic hydrogen
and derivative production.

Supporting investments in fuelling infrastructure and fleet deployments to create
hydrogen corridors that enable heavy-duty transport and freight corridors to
scale across the country.

Supporting hydrogen-enabled material handling equipment tied to defence
spending, including forklifts, ground support equipment, and other logistics
applications where hydrogen can improve operational resilience and reduce
emissions.

Supporting clean, dependable hydrogen deployment in the Arctic, and remote
communities by enabling modular, infrastructure-independent systems that
provide reliable power, mobility, and potable water to civilian and defence
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installments where diesel supply is costly and battery systems are vulnerable to
the cold.

These measures reinforce the principle that supply and demand policy must move
together: incentivizing production without corresponding demand certainty risks
stranded capacity, while demand-side tools without adequate supply undermine energy
security. Aligning both is essential to ensuring hydrogen delivers on its full potential for
Canadian jobs, energy security, and industrial competitiveness.
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Recommendation 3
Create a Hydrogen Innovation, Demonstration, and Scale-Up Fund
Establish a Hydrogen Innovation and Demonstration Fund in Budget 2026 to advance
hydrogen technologies from TRL 3 to TRL 7-8 through multi-year pilots,
demonstrations, systems integration, and workforce training under Canadian
conditions.

Hydrogen must be treated as a strategic industrial priority for Canada. It strengthens
energy security through long-duration, dispatchable storage; supports export
diversification as global markets accelerate hydrogen imports; anchors high-value
manufacturing and jobs across the country; and provides dual-use capability for defence
sustainment, northern operations, and remote communities. Prioritizing hydrogen
innovation and scale-up ensures Canada retains its technological leadership, builds
resilient supply chains, and reduces reliance on foreign systems for critical energy and
defence needs.

Canadian research institutions and companies generally advance hydrogen technologies
only to TRL 3, after which many innovations move to foreign demonstration programs or
are abandoned for lack of funding. A dedicated multi-year fund, administered through
NRCan and/or ISED, would help bridge that gap and advance technologies from TRL 3 to
TRL 7-8 under Canadian conditions. Canada also lacks a national hydrogen R&D
program dedicated specifically to innovation, IP generation, and training at the scale
seen in some peer jurisdictions.

To support innovation and commercialization of Canadian technologies, the CHA
recommends:

e Prioritizing university—industry—utility—Indigenous partnerships, and embed co-op
placements, internships, applied graduate and professional training programs to
build Canada’s hydrogen workforce.

e Supporting multi-year pilots and systems integration projects across end-use
applications and supply chains.
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e Helping move promising technologies beyond early demonstration and into the
scale-up phase so that homegrown companies can stay in Canada, grow here,
and contribute to the Canadian economy.

e Providing dedicated support for scaling Canadian hydrogen manufacturing—
especially fuel cells, components, and modular energy systems—to strengthen
defence sustainment, northern energy resilience, and national energy security.

By investing in sustained hydrogen R&D and demonstration capacity within Canadian
institutions, the federal government can keep Canadian innovation at the frontier,
capture more of the value chain domestically, and train the workforce required to plan,
build, and operate the next generation of clean hydrogen projects. Without this bridge
from TRL 3 to commercial scale, Canada risks exporting its best ideas for others to
commercialize.
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Recommendation 4
Strengthen Incentives for Domestic Manufacturing
Leverage the CH-ITC and Clean Technology Manufacturing ITC to strengthen Canada's
domestic hydrogen equipment manufacturing and export capabilities, including
transitioning the CMITC toward a production-based credit and introducing reciprocal
procurement policies.

Given that the allocated budget for the Clean Hydrogen Investment Tax Credit (CH-ITC)
is unlikely to be fully utilized—even with the amendments proposed in
Recommendation 1—Canada should leverage both the CH-ITC and the Clean Technology
Manufacturing Investment Tax Credit (CTM-ITC) to achieve two goals: supporting the
competitive production of low-carbon hydrogen and its derivatives, and strengthening
domestic clean technology manufacturing and export capabilities to build a resilient
hydrogen value chain in Canada.

To scale domestic manufacturing, the CHA recommends:

e Significant additional incentives within the CHITC and Clean Technology
Manufacturing ITC (CMITC) for project proponents that demonstrate strong
contribution to Canadian value creation and supply chain resilience across the
hydrogen value chain, including through procurement of equipment and
components such as electrolyzers, compressors, storage systems, and other key
hydrogen technologies manufactured in Canada or in jurisdictions with which
Canada has comprehensive trade agreements.

e Transitioning the CMITC from an investment-based incentive to a production-
based tax credit focused on benefitting domestic manufacturers, similar to the
U.S. Section 45X Advanced Manufacturing Production Tax Credit.

e Expanding support for Canadian hydrogen manufacturing through procurement,
financing, and investment tools that help domestic producers scale up, secure
project work, and compete globally.

e Establishing reciprocal procurement policies with key hydrogen jurisdictions to
improve market access for Canadian manufacturers and suppliers, while creating
fair, two-way trade in hydrogen equipment and technologies.

Without comparable production incentives, Canada risks becoming a hydrogen project
developer while ceding equipment manufacturing—and the jobs and supply chains that
come with it—to the United States and other competing jurisdictions.

10
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Recommendation 5
Enable Hydrogen Export Infrastructure and Logistics

Develop rail, port, and terminal infrastructure needed to move hydrogen and

derivatives to export markets, ensure consistent policy treatment across hydrogen

carriers, and execute export mechanisms such as H2Global

Canada’s ability to compete in global hydrogen markets will depend on the timely

development of export-enabling infrastructure, including rail, port, and terminal

capacity for hydrogen carriers such as ammonia and liquefied hydrogen.

To facilitate hydrogen and derivative export, the CHA recommends:

Bolstering export diversification by executing H2Global to facilitate hydrogen and
derivative exports to Germany and the European Union, and by securing
hydrogen trading corridors in Asia-Pacific.

Clarifying federal support in supporting rail and port infrastructure required to
move molecules from production hubs (e.g., Alberta) to export terminals.

Extending eligible funding to Liquid Organic Hydrogen Carrier (LOHC)
dehydrogenation facilities and jetty retrofit works, and not limiting support to
ammonia and liquid hydrogen handling.

Ensuring consistent policy treatment across hydrogen carriers, including
ammonia, methanol, liquefied hydrogen, and LOHCs to avoid creating
unintended competitive distortions.

Partnering with provinces, ports, and the private sector to de-risk early
infrastructure investments critical to enabling export corridors.

Providing transparent guidance on eligibility for federal support programs across
the full hydrogen value chain, including transport and export systems.

Complementing the above fiscal measures with a committed permitting
timeline—for example, a defined Impact Assessment Act service standard—for
hydrogen export infrastructure projects, to give proponents and lenders the
schedule certainty needed to underwrite construction financing alongside the
fiscal measures described above.

Without coordinated action on infrastructure, Canada risks stranded production
capacity and missed export opportunities, particularly for projects targeting global
markets.

11
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Hydrogen presents a strategic opportunity for Canada, supporting export diversification,
job growth, energy security, and industrial competitiveness and decarbonization
(including in heavy transport). The next 3-5 years will be decisive, and Budget 2026
represents Canada's best opportunity to get hydrogen policy right—building supply and
demand, expanding innovation capacity, and strengthening domestic manufacturing
and export capacity. Getting these measures right will determine whether Canada leads
this transition or watches investment, talent, and supply chains move to competing
jurisdictions.

The CHA would be pleased to meet representatives of Finance Canada to discuss these
priorities further.

David Billedeau

President and CEO

Canadian Hydrogen Association
DBilledeau@CanadaH?2.ca
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