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CHAPTER 1
(HB 1)

AN ACT relating to the advancement of energy pqliscience, technology, and innovation in the

Commonwealth, making an appropriation therefor, declaring an emergency.
Be it enacted by the General Assembly of the Commonwealth of Kentucky:

SECTION 1. SUBCHAPTER 27 OF KRS CHAPTER 154 ISTEBBLISHED AND A NEW SECTION

THEREOF IS CREATED TO READ AS FOLLOWS:

As used in this subchapter:

(1)

)
®3)

(4)
®)

(6)

()

(8)
9)

"Activation date" means the date on which an amved company begins incurring recoverable costs or
engaging in recoverable activity pursuant to thextincentive agreement. The activation date shall &et
forth in the tax incentive agreement and shall bedate within five (5) years of the date of final poval of
the tax incentive agreement. The authority may endethe five (5) year period to no more than sevéd) (
years upon written application for an extension liye approved company. To implement the activation
date, the approved company shall notify the authgiif its intent to activate the tax incentives &otized in
the tax incentive agreement. The activation datebtapply to all incentives included in the tax ieative
agreement regardless of whether the approved conypas met the requirements to receive all incensive
at that time. If the approved company does not iempknt the activation date before the date estalgein
the tax incentive agreement, the activation dat@tioe the date established in the tax incentiveegment;

"Affiliate" has the same meaning as in KRS 1522010;

(a) "Alternative fuel facility" means a facilitylocated in Kentucky that is newly constructed on after
the effective date of this Act, or an existing fétji located in Kentucky that is retrofitted or upgded
on or after the effective date of this Act, and thafter the new construction, retrofit, or upgrade
primarily produces for sale alternative transportah fuels. For a retrofit of an existing facilitythe
new modification or addition within the facility skl primarily produce alternative transportation
fuel for sale.

(b)  The alternative fuel facility may produce eleidity as a by-product if the primary purpose for vah
the facility is constructed, retrofitted, or upgrad, and the primary function of the facility remai
the production and sale of alternative transportati fuels;

"Alternative transportation fuels" has the sammeaning as in Section 38 of this Act;

"Approved company" means a corporation, limitetlability company, partnership, registered limited
liability partnership, sole proprietorship, businsdrust, or any other entity approved for incents/éor an
eligible project;

"Authority” means the Kentucky Economic Develomnt Finance Authority established by KRS 154.20-
010;

"Base amount" means the tons of coal purchaseddaused or severed and used by the approved company
as feedstock for an eligible project during the twe (12) months prior to the month in which the amved
company first begins receiving incentives under 8eas 6 and 11 of this Act, that were subject teethax
imposed by KRS 143.020;

"Biomass resources" has the same meaning as gcton 38 of this Act;
(a) "Capital investment" means:

1. Obligations incurred for labor and to contractorsubcontractors, builders, and materialmen
in connection with the acquisition, construction,nstallation, equipping, upgrading, or
retrofitting of an eligible project;

2. The cost of acquiring land or rights in land anany cost incident thereto, including recording
fees;
3. The cost of contract bonds and of insurance of kinds that may be required or necessary

during the course of acquisition, construction, italation, equipping, upgrading, or
retrofitting of an eligible project which is not gd by the contractor or otherwise provided,
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(15)

(16)
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(18)

(19)
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4. All costs of architectural and engineering seres, including test borings, surveys, estimates,
plans, specifications, preliminary investigationssupervision of construction, and the
performance of all the duties required by or consemqt upon the acquisition, construction,
installation, equipping, upgrading, or retrofittingpf an eligible project;

5. All costs required to be paid under the termsanfy contract for the acquisition, construction,
installation, equipping, upgrading, or retrofittingpf an eligible project; and

6. All other costs of a nature comparable to thosesdribed in this subsection.

(b) "Capital investment" does not include costs deibed in paragraph (a) of this subsection that are
paid for with funds received from the federal gowenent or that are reimbursed by the federal
government;

"Carbon capture ready" means planning for or aicipating capture of carbon dioxide in a manner to
facilitate continued operation of the facility inampliance with applicable federal requirements;

"Center for Applied Energy Research” means thHéniversity of Kentucky Center for Applied Energy
Research;

"Commonwealth" means the Commonwealth of Kenkyg

"Construction period" means the period beginrminwith the activation date of the eligible projeaind
ending on a date set forth in the tax incentive agment, which shall be no later than five (5) yedrem
the activation date;

"Department” means the Department of Revenue;
"Eligible project" means:

(&) An alternative fuel facility or a gasificationdcility meeting the investment requirements of Sent2
of this Act; or

(b)  Arenewable energy facility meeting the investrtheequirements of Section 2 of this Act;

"Estimated labor component" means the projectpdrcentage of the total capital investment attrtable to
labor;

(@ "Facility" means a single location within tB Commonwealth at which machinery and equipment
are used in a manufacturing process that transformesy materials into a product with commercial
value.

1. The facility shall include the physical plant stcture where the manufacturing process occurs
and machinery and equipment within the physical plastructure.

2. The facility may include:

a. On-site machinery and equipment used exclusividy processing coal or other raw
materials for use in the manufacturing process &ttfacility;

b. For an alternative fuel facility or gasificatiorfacility, on-site power station operations,
if those operations are primarily used to produdedricity for the facility;

c. On-site refining operations, if those operatioase used exclusively to refine and blend
fuels produced by the facility; and

d. The in-state portion of a pipeline, including appenant facilities, property rights, and
easements, if the exclusive purpose of the pipels¢o transport carbon dioxide from
the facility to a point of sale, storage, or othearbon management applications.

(b)  "Facility" shall not include any mining operatias;

"Gasification process" means a process that eants any carbon-containing material into a synthegas
composed primarily of carbon monoxide and hydrogen;

(@) "Gasification facility" means a facility loated in Kentucky that is newly constructed on otexfthe
effective date of this Act, or an existing facilitpcated in Kentucky that is retrofitted or upgradeon
or after the effective date of this Act, and thafter the new construction, retrofit, or upgrade,
primarily produces for sale:
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1 Alternative transportation fuels;
2 Synthetic natural gas;

3. Chemicals;

4 Chemical feedstocks; or

5. Liquid fuels;

from coal, waste coal, coal processing waste, anbass resources, through a gasification process.
For a retrofit of an existing facility, the new mafication or addition within the facility shall
primarily produce one (1) or more of the productstgorth in this paragraph;

(b)  The gasification facility may produce electrigias a by-product if the primary purpose for whithe
facility is constructed, retrofitted, or upgradednd the primary function of the facility remains th
production and sale of alternative transportatiomudls, synthetic natural gas, chemicals, chemical
feedstocks, or liquid fuels;

(20) "Kentucky gross profits" shall have the same ar@ng as in KRS 141.0401;

(21) "Kentucky gross receipts" shall have the sameaming as in KRS 141.0401;

(22) "Office" means the Governor's Office of Energiolicy created by Section 37 of this Act;

(23) "Post-construction incentives" means the incéwngs available under Sections 6 and 8 of this Act;

(24) "Renewable energy facility" means a facility ¢éated in Kentucky that is newly constructed on dtex the
effective date of this Act, or an existing facilitpcated in Kentucky that is retrofitted or upgradefter the
effective date of this Act, and that, after the neanstruction, retrofit, or upgrade, utilizes:

(@) Wind power, biomass resources, landfill methagas, hydropower, or other similar renewable
resources to generate electricity in excess of {hemegawatt for sale to unrelated entities; or

(b)  Solar power to generate electricity in excesdififf (50) kilowatts for sale to unrelated entite

For a retrofit of an existing facility, the modifiation or addition shall primarily result in the prduction of

electricity as described in paragraph (a) or (b) this subsection;

(25) "Resident" shall have the same meaning as in 8R41.010;

(26) "Retrofit" means a modification or addition t@n existing facility that results in the productionf a new
and different product or uses a new or differentqmess to produce the same product at the facility.
Modifications or additions to a facility that maimtn, restore, mend, or repair a facility shall ndbe
considered a retrofit of the facility, and shall nde considered part of the capital investment ifdertaken
at the same time as a retrofit;

(27) "Synthetic natural gas" has the same meaning esSection 38 of this Act;

(28) "Tax incentive agreement” means an agreementemd into in accordance with Section 4 of this Act

(29) "Termination date" means a date established the tax incentive agreement that is no more tharetvy-
five (25) years from the activation date; and

(30) "Upgrade" means an investment in an existingdiity that results in an increase in the productiy of the
facility. Increased productivity shall be measuréu relation to the type of products that are reqait to be
produced by that facility to be an eligible project
SECTION 2. A NEW SECTION OF SUBCHAPTER 27 OF KRHAPTER 154 IS CREATED TO READ

AS FOLLOWS:

(1)  This subchapter shall be known as the "Incentivéor Energy Independence Act."

(2) The General Assembly hereby finds and declareattit is in the best interest of the Commonwealih

induce the location of innovative energy-related sinesses in the Commonwealth in order to advance th
public purposes of achieving energy independencesating new jobs and new investment, and creating
new sources of tax revenues that but for the indomnts to be offered by the authority to approved
companies would not exist.
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The purpose of this subchapter is to assist @@mmonwealth in moving to the forefront of nationafforts

to achieve energy independence by reducing the Camwvealth's reliance on imported energy resources.
The provisions of this subchapter seek to accomplibis purpose by providing incentives for compasie
that, in a carbon capture ready manner, construggfrofit, or upgrade facilities for the purpose of:

(&) Increasing the production and sale of alternagitransportation fuels;

(b) Increasing the production and sale of synthetiatural gas, chemicals, chemical feedstocks, ouli
fuels, from coal, biomass resources, or waste ababugh a gasification process; or

(c) Generating electricity for sale through alternake methods such as solar power, wind power, biognas
resources, landfill methane gas, hydropower, or etfsimilar renewable resources.

To qualify for the incentives provided in thisischapter, the following requirements shall be met:

(@) For an alternative fuel facility or gasificationfacility that uses coal as the primary feedstodiet
minimum capital investment shall be one hundred fwh dollars ($100,000,000);

(b)  For an alternative fuel facility or gasificationfacility that uses biomass resources as the prignar
feedstock, the minimum capital investment shall taeenty-five million dollars ($25,000,000); and

(c) For a renewable energy facility, the minimum ciggd investment shall be one million dollars
($1,000,000).

The incentives under the Incentives for Energydependence Act are as follows:

(@) Anadvanced disbursement of post-constructiogentives for which an approved company has been
approved, the maximum amount of which is based ugbe estimated labor component of the total
capital investment of the eligible project, and thdilization of Kentucky residents during the
construction period as set forth in Section 9 ofighAct.

(b) Sales and use tax incentives of up to one hurtpercent (100%) of the taxes paid on purchases of
tangible personal property made to construct, rditoor upgrade an eligible project, as set forth i
Sections 7 and 10 of this Act;

(c) Up to eighty percent (80%) of the severance tapaid on the purchase or severance of coal that is
subject to the tax imposed under KRS 143.020 anat tis specifically used by an alternative fuel
facility or a gasification facility as feedstock fan eligible project, as set forth in Sections @11
of this Act;

(d) Up to one hundred percent (100%) of the Kentucikgome tax imposed under KRS 141.040 or
141.020, and the limited liability entity tax imped under KRS 141.0401 on the income, Kentucky
gross profits, or Kentucky gross receipts of thepegpved company generated by or arising from the
eligible project, as set forth in Sections 8 and d2this Act; and

(e)  Authorization for the approved company to impasavage assessment of up to four percent (4%) of
the gross wages of each employee subject to thauGky income tax:

1. Whose job was created as a result of the eligjinigject;

2. Who is employed by the approved company to waitka facility; and

3. Who is on the payroll of the approved companyaor affiliate of the approved company;
as set forth in Section 8 of this Act.

The maximum recovery from all incentives appravander this subchapter for an eligible project dhaot
exceed fifty percent (50%) of the capital investrhénthe eligible project.

The incentives available to an approved compahgll be negotiated with and approved by the aufhor

If a newly constructed facility that qualifiesof incentives under this subchapter is later upgedi or
retrofitted in a manner that would qualify for inagtives under this subchapter, the retrofit or upgta shall

be a separate eligible project, and the minimum @stment requirements and carbon capture readiness
requirements if required, shall be met for the refit or upgrade to qualify for incentives under thi
subchapter.

The General Assembly finds that the authoritigeanted by this subchapter are proper governmerdad
public purposes for which public moneys may be exged.
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SECTION 3. A NEW SECTION OF SUBCHAPTER 27 OF KRHAPTER 154 IS CREATED TO READ

A company with an eligible project may submit application for incentives to the authority prioto
making any capital investment it will seek to reesy

The application shall include:

(@)
(b)
(©)
(d)

(e)
()

(@

The name of the applicant and identification ahy affiliates of the applicant;

The type of eligible project;

A description of the location;

A full description of the eligible project scopmcluding but not limited to:

1.

10.

A list and the status of permits, certificates, approvals required by the federal government,
the Commonwealth, or any jurisdiction within the @Gamonwealth;

A description of the carbon capture readinesstbé facility if the proposed eligible project is
an alternative fuel facility or a gasification faéty;

Any feasibility studies, including supporting dements;
Anticipated sources of eligible project funding;

The total anticipated capital investment and ttime period over which the capital investment
will occur;

The proposed feedstock and the estimated voluffeaxistock use per year;

A description of the proposed products to be progld by the facility, and the process that will
be used to produce the products;

The planned capacity of the facility after consttion, retrofit, or upgrade;
The estimated output of the facility upon compdet; and

A plan for and description of how the companyllvémploy Kentucky residents at the facility,
and how the company will ensure, to the extent pbks that workers employed during
construction, retrofit, or upgrade of the facilitare Kentucky residents. The plan shall include
projected numbers;

Identification of the specific incentives sought

Payment of any applicable application fees recpd by the authority to offset reasonable costs of
reviewing and processing the application; and

Other information as required by the authority.

The authority shall forward the application tdé department and the office for review and commeuith a
date by which comments shall be provided back te &uthority. The authority may forward the applidah
to the Center for Applied Energy Research for rewiand comment as well.

@)

The authority shall review the application drshall verify that:

1.

The applicant has met all of the statutory andgrdatory requirements established by this
subchapter and regulations promulgated thereunder;

The applicant has secured or is in the processe€uring all necessary permits, certificates, or
approvals required by the federal government, then@imonwealth, or any jurisdiction within
the Commonwealth;

The proposed facility is carbon capture ready,tlife proposed facility is an alternative fuel
facility or gasification facility;

The company has a plan that includes a projectatnber of Kentucky residents that will be
employed during the construction, retrofit, or upgde of the facility and at the facility upon
completion; and

Any other requirements established by the autlri
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(b)
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The department shall review the application asball verify that the company seeking approval and
all affiliate companies are in good standing withe department.

The authority may engage the services of outsidensultants to assist in the review of the
application. Costs associated with the engagemehtootside consultants shall be borne by the
applicant.

Upon the earlier of:

1. The receipt of comments and recommendations froime office, the department, and the
Center for Applied Energy Research, if applicables,

2. The expiration of the time period established liye authority for receiving comments
pursuant to subsection (3) of this section;

the authority may, through the adoption of a resailon, preliminarily approve an applicant for
incentives under this subchapter.

Preliminary approval shall be based upon repressions of the applicant in the application and
attachments as well as other information submittedth the application. The authority shall make a
finding that, based upon the applicant's represetitas, the project appears to be eligible for
incentives pursuant to this subchapter.

Prior to final approval:

1. The applicant shall:

a. Provide all supportive data requested by the auity;
b. Secure all required permits or take appropriatess to do so; and
C. Cooperate with the authority to obtain opiniongs ,ecommendations from any outside

consultants; and

2. The authority shall, in consultation with the dffe or any other entity, verify the
representations of the applicant.

1. A preliminarily approved company seeking anvatice disbursement employment incentive
under Section 9 of this Act shall, prior to receng final approval from the authority, provide
to the authority a labor market analysis prepareds la public postsecondary education
institution in the Commonwealth with knowledge dfi¢ labor market in the region in which
the eligible project will be located.

2. The labor market analysis shall evaluate the ctmstion market in the region where the
proposed project is to be located and the estimdaédxbr component of the proposed project.
The public postsecondary education institution mapnsult with the Center for Applied
Energy Research or the office in determining thepgs of laborers required for the
construction, retrofit, or upgrade of the eligiblacility.

3. The labor market analysis shall include an estiteaof the percentage of the estimated labor
component that constitutes wages to be paid to Keky residents.

Based upon all of the information available, theuthority may, through adoption of a resolution,
give its final approval and authorize the executiaf a tax incentive agreement to be negotiated
pursuant to the provisions of Section 4 of this Act

The authority may request any materials and makay inquiries concerning an application that the
authority deems necessary.

The actual capital investment that may be recmd and percentages of each incentive that an apach
company may receive shall be negotiated betweenathgroved company and the authority and shall not
exceed the limitations established by Section 2hié Act.

The General Assembly recognizes that the incesdi offered under this subchapter include the pbsgy of
the release of incentives to approved companie®mptd construction completion, and that the releasé
these incentives may present more risk for the Coomwealth. The authority is directed to consider the
possible increased risk to the Commonwealth whergeotéting tax incentive agreements that include
incentives prior to construction completion, and tecorporate repayment or similar remedy provisioims
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the tax incentive agreement to the extent the auttyodetermines such provisions are necessary totpct
the investment made by the Commonwealth if the agy@d company fails to comply with the terms of the
tax incentive agreement.

The authority and the approved company shall @ninto a tax incentive agreement in accordance wit
Section 4 of this Act.

The authority, with input from the office andhe department, shall establish additional standardad
requirements for the application process through ethpromulgation of administrative regulations in
accordance with KRS Chapter 13A. The standards shadlude but not be limited to the creditworthine®f
eligible companies and the likelihood of economiacsess of the economic development project.

SECTION 4. A NEW SECTION OF SUBCHAPTER 27 OF KRSAPTER 154 IS CREATED TO READ

AS FOLLOWS:

The terms and conditions of the tax incentive agmeent shall be negotiated between the authority atie
approved company. The tax incentive agreement magjude one (1) or more of the incentives availahlader
this subchapter or any combination of the incentsreas negotiated between the authority and the apprb
company. The tax incentive agreement shall incluolgt not be limited to the following provisions:

(1)
)

®3)
(4)

()
(6)
()
(8)
9)

(10)

(11)

The duties and responsibilities of the parties;

The specific identification of incentives incledl in the tax incentive agreement, including therpessible
percentage recovery under each included incentive;

A detailed description of the eligible proje@cluding an estimate of the capital investment;

If the eligible project is an alternative fuebtility or a gasification facility, a requirementiat the facility be
carbon capture ready;

The minimum capital investment required and theaximum capital investment that may be recovered;
The time within which the minimum capital invastent shall be made;

The activation date and the termination date. &lagreement shall commence on the activation date a
shall terminate upon the earlier of full receipt ofhe maximum amount of incentives by the approved
company or twenty-five (25) years from the activatidate;

A target percentage of the workforce that is Kecky residents during the construction, retrofioy upgrade
of the facility, and at the facility upon completioof construction;

If the wage assessment permitted by Section 8haf Act is included, the percentage rate at whithe
assessment shall be imposed;

If the advanced disbursement employment inceatpermitted by Section 9 of this Act is included:

(@) The estimated labor component and the estimakszhtucky resident factor as determined under
Section 9 of this Act;

(b) A schedule for the disbursement of funds durittge construction period;

(c) A provision that requires a reduction or adjusént in the receipt of post-construction incentivés
which the approved company is eligible under thextincentive agreement until the advance
disbursement has been repaid by the approved corgpan

(d) A provision addressing an alternate payment madhf the incentives are not sufficient to repayeth
advance disbursement; and

(e) A repayment schedule that includes the amount@duction, the incentives the reduction shall agpl
to, the amount of interest due, the time period pwehich the advanced disbursement amount shall
be recouped, and the amount that shall be recoupedeach year. To the extent possible, the
repayment schedule shall include uniform incremehfzayments;

That the approval of the company is not a guatee of incentives and that actual receipt of thecéntives
shall be contingent on the approved company filitlge required requests for incentives and meeting th
requirements established by the tax incentive agneait and by the provisions of Sections 6, 7, 810, 11,
and 12 of this Act that apply to the incentives inded;
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That the approved company shall provide the teaarity with documentation of capital expenditures ia
manner acceptable to the authority;

Negotiated terms relating to repayment or sianiremedies for incentives received prior to thengoletion
of construction if the approved company fails toroply with the terms of the tax incentive agreement;

That, if the authority determines that the appred company has failed to comply with any of itdigations
under the tax incentive agreement:

(@) The authority shall have the right to suspendetincentives available to the approved company;

(b)  Both the authority and the department shall hathee right to pursue any remedy provided under the
tax incentive agreement;

(c)  The authority may terminate the tax incentive ragment; and

(d) Both the authority and the department may pursaey other remedy at law to which it may be
entitled,;

A requirement that the authority monitor the xancentive agreement;

A requirement that the approved company providehe authority the information necessary to momi the
tax incentive agreement and authorization for theithority to share that information with the departemt,
the office, or any other entity the authority detaines is necessary for the purposes of monitoringda
enforcing the terms of the tax incentive agreemeatd

Any other provisions not inconsistent with thésibchapter and determined to be necessary or appate by
the parties to the tax incentive agreement.

SECTION 5. A NEW SECTION OF SUBCHAPTER 27 OF KREAPTER 154 IS CREATED TO READ

AS FOLLOWS:

(1)

)

®3)

(4)

The department may release to an approved conypamy sales tax incentives under Sections 7 andoi0
this Act after review of the request for incentivesquired by Section 10 of this Act and determiraatiof the
amount due regardless of whether the minimum capitavestment has been made as required by the tax
incentive agreement.

The authority shall monitor all tax incentive agements. The authority may seek assistance from dffice,
the department, the Center for Applied Energy Resba or other entities or individuals in performingts
monitoring functions.

The department shall track the amount of reversueeleased and incentives received for each elgibl
project under each tax incentive agreement, and lslpaovide the authority the information upon requst.

On or before December 1, 2008, and every Decanibthereafter, the authority and the departmentagh
jointly prepare a report for the Legislative ResearCommission. The report shall include a list oflla
companies with which tax incentive agreements héesn entered into and a summary of the terms ofteac
agreement, including the type of facility approvegroduct to be produced, estimated output upon
completion, required minimum capital investment amdaximum recovery, incentives approved by type of
tax and amount, activation date, and terminationtéa

SECTION 6. A NEW SECTION OF SUBCHAPTER 27 OF KRHAPTER 154 IS CREATED TO READ

AS FOLLOWS:

@)

)

Notwithstanding any other provision of KRS 138® or Chapter 143, an approved company that purcmsas
or severs coal that:

(@) Is subject to the tax imposed under KRS 143.020d

(b) Is used by the approved company exclusively esdftock for an alternative fuel facility or a
gasification facility;

may be eligible for an incentive in an amount up éighty percent (80%) of the taxes paid pursuantdBS
143.020 on coal purchased or severed by the appt@@npany that is above the base amount.

An approved company that has purchased or segtereal subject to the tax imposed under KRS 143.020
prior to the execution of a tax incentive agreemesitall not create an affiliate, subsidiary, corpadian, or
other related entity that would result in a base amnt of zero (0).
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The incentive may be requested beginning in fivet calendar year after the construction of a nefacility
or the upgrade or retrofit of an existing facilitis completed.

Upon completion of the construction of a new edbative fuel facility or gasification facility orthe retrofit
or upgrade of an existing facility, an approved cgpany shall notify the authority and the department.

The approved company may obtain the incentiveamannual basis by filing a request for the incéwe
with the department as provided in Section 11 otiAct.

The department shall notify the authority of thecentives requested and the incentives distrilsjtepon
request of the authority.

SECTION 7. A NEW SECTION OF SUBCHAPTER 27 OF KRHAPTER 154 IS CREATED TO READ

AS FOLLOWS:

@)

)

®3)

(4)

Notwithstanding KRS 134.580(3) and 139.770, onajter January 1, 2008, an approved company is
eligible for an incentive in an amount up to one hdred percent (100%) of the Kentucky sales and tese
paid, reduced by the vendor compensation providedler KRS 139.570, on the purchase of tangible
personal property, including but not limited to nmeials, machinery, and equipment used to construct,
retrofit, or upgrade an eligible project.

The incentive shall not include tangible persdnaroperty purchased before the activation date, or
purchases of operating supplies, or repair, replavent, or spare parts as defined in KRS 139.170.

Upon the activation date, an approved companyynhe eligible for the incentive offered under thégction.
The approved company shall file a request for theeéntive payment with the department as provided in
Section 10 of this Act.

The incentive provided in this section shall esg upon the completion of the construction, retigf or
upgrade of the eligible project, or five (5) yedrem the activation date, whichever is earlier.

SECTION 8. A NEW SECTION OF SUBCHAPTER 27 OF KRSAPTER 154 IS CREATED TO READ

AS FOLLOWS:

An approved company may be eligible for income takated incentives as follows:

(1)

)

A credit of up to one hundred percent (100%)tbe Kentucky income tax imposed under KRS 141.040 o
141.020, and the limited liability entity tax imped under KRS 141.0401 that would otherwise be owed
the approved company to the Commonwealth for thepawed company’s tax year, on the income,
Kentucky gross profits, or Kentucky gross receipfsthe approved company generated by or arisingnfro
the eligible project, with the ordering of credits provided in KRS 141.0205.

(@) The credit allowed the approved company shalldgplied against both the income tax imposed by
KRS 141.020 or 141.040, and the limited liabilitptity tax imposed by KRS 141.0401, with credit
ordering as provided in KRS 141.0205, for the tagay for which the tax return of the approved
company is filed.

(b)  The approved company shall not be required toypgestimated tax payments as prescribed in KRS
141.042 on the Kentucky taxable income, Kentuckyogg receipts, or Kentucky gross profits
generated by or arising from the eligible project.

(c)  The credit provided by this subsection shalldetermined as provided in Section 12 of this Act.

The approved company or, with the authority'snsent, an affiliate of the approved company may uée
that each employee subject to the state incomeitaosed by KRS 141.020, as a condition of employimen
agree to pay an assessment of up to four perce@b)4f his or her gross wages. The assessment dbell
uniform against all employees against whom it issassed and shall be imposed at a percentage rateish
negotiated as part of the tax incentive agreement.

@ 1. The assessment may be imposed against eactogeg
a. Whose job was created as a result of the eligjinigject;
b. Who is employed by the approved company to waitka facility; and

C. Who is on the payroll of the approved company,vath the authority's consent, is on
the payroll of an affiliate of the approved company
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2. Construction workers, employees of the approvedmpany directly employed in the
construction, retrofit, or upgrade of the eligiblfacility, contract workers, and leased workers
shall not be considered employees of the approvechgany for purposes of the assessment
permitted by this subsection.

(b) Each employee so assessed shall be entitledredits against Kentucky income tax equal to the
assessment withheld from wages during the calengear as provided by Sections 12 and 13 of this
Act.

(c) An approved company that elects to impose theeasment as a condition ofmployment is
authorized to deduct the assessment from each pagklof each employee.

(d)  The approved company shall provide to the authothe information necessary to monitor the tax
incentive agreement and the authorization for theuthority to share the information with the
department as necessary for purposes of enforcimg terms of the tax incentive agreement.

(e) Any assessment imposed pursuant to this subsecthall permanently expire upon termination or
expiration of the tax incentive agreement.

SECTION 9. A NEW SECTION OF SUBCHAPTER 27 OF KRSAPTER 154 IS CREATED TO READ
AS FOLLOWS:

(1) An approved company may be eligible for the adea disbursement of a portion of the post-constioot
period incentives for which it has been approvedelamount of the advance disbursement shall be lbase
on the employment of Kentucky residents during tenstruction of the facility, shall be negotiatedttvthe
authority as part of the tax incentive agreementidashall not exceed the limitations established ttys
section.

(2)  The authority shall compute the maximum amount the advance disbursement employment incentive as
follows:

(@) The base amount shall equal the total capitav@stment specified in the tax incentive agreement
multiplied by the labor intensity factor as detemad in paragraph (c) of this subsection;

(b) The base amount shall then be multiplied by th&entucky resident factor as determined in
paragraph (d) of this subsection. The resulting aordg shall be the maximum advance disbursement
employment incentive that the authority may approve

(c)  The labor intensity factor shall be:

1. Twenty-five percent (25%), if the estimated lalmmmponent for the eligible project is greater
than thirty percent (30%) of the total capital inggment;

2. Twenty percent (20%), if the estimated labor cament for the eligible project is greater than
twenty-five percent (25%) but less than or equalthirty percent (30%) of the total capital
investment; or

3. Fifteen percent (15%), if the estimated labor cpament for the eligible project is equal to or
less than twenty-five percent (25%) of the totapdal investment; and

(d)  The Kentucky resident factor shall be four pertg4%) multiplied by a fraction, the numerator of
which shall be the estimated total gross wages thdlt be paid to Kentucky residents who are
working on the construction, retrofit, or upgradefahe eligible project, and the denominator of
which shall be the estimated total gross wages thalt be paid to all workers working on the
construction, retrofit, or upgrade of the eligibleroject.

(3) The tax incentive agreement shall include a sdiée for the disbursement of the advance disbursaine
employment incentive during the construction periodh negotiating the disbursement schedule, the
authority shall consider the possible increasedkrit® the Commonwealth associated with the disbursein
of funds prior to construction completion.

(4) (a) The approved company shall repay the advamisbursement through a reduction in the post-
construction period incentive amounts it would otlwése receive. The amount by which the post-
construction period incentive amounts are reducdtbB be applied as a credit against the amount
owed by the approved company.
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(b)  The amount of the annual reduction, the incenéis the reduction shall apply to, interest due, the
time period over which the advanced disbursemenioamt shall be recouped, and alternate payment
methods if incentives are not sufficient to repaket advance disbursement shall be negotiated
between the authority and the approved company a pf the tax incentive agreement.

(c) The repayment schedule included in the tax intiga agreement shall require uniform incremental
payments, to the extent possible, and shall conéiruntil the entire advance disbursement amount
has been repaid by the approved company.

(d)  The tax incentive agreement shall include a pigion addressing an alternate method for payment if
incentives are not sufficient to repay the advantisbursement.

(e)  The total post-construction incentive payments fvhich an approved company is eligible shall be
tracked by the department. That portion of the imtve amounts identified in the tax incentive
agreement as being devoted to the repayment ofattieance disbursement amount shall be credited
against the balance due from the approved compamyg @hall not be paid to or retained by the
approved company.

(f)  The department shall forward the amounts creditéo the repayment of the advance disbursement
amount to the Cabinet for Economic Development, Bement of Financial Incentives for deposit in
the Energy Projects Economic Development Bond Pool.

(g) During the period for which any portion of the gst-construction incentive payments are being
credited toward the advance disbursement amoung #pproved company shall, at the direction of
the authority or the department, file all requiredequests for incentives, submit all required
remittances, make all required tax payments, andyide to the department and the authority any
information that would normally be required for thapproved company to receive the incentives.

The authority may, for purposes of administerintpe provisions of this section, solicit informatioor
consultation from one (1) or more of the followingpurces:

(@) The office;

(b)  The Center for Applied Energy Research;

(c)  The Department for Workforce Investment; or

(d)  Any public postsecondary education institutioritiin the Commonwealth.

SECTION 10. A NEW SECTION OF KRS CHAPTER 139 IREATED TO READ AS FOLLOWS:
As used in this section:

(@) "Approved company" has the same meaning as ircGen 1 of this Act;

(b)  "Authority" means the Kentucky Economic Developmt Finance Authority established under KRS
154.20-010;

(c)  "Eligible project" has the same meaning as in &#on 1 of this Act;
(d) "Tax incentive agreement" has the same meaning ia Section 1 of this Act.

Notwithstanding any other provision of KRS 138® or this chapter, an approved company construgtin
retrofitting, or upgrading an eligible project mabe eligible for a sales tax incentive of up to ohendred
percent (100%) of the Kentucky sales or use taxdpan tangible personal property purchased duringeth
construction, retrofit, or upgrade of the eligiblproject as provided in Section 7 of this Act. Thengible
personal property shall be incorporated into thegible project to qualify for the sales tax incemg.

The authority shall notify the department uponpproval of an eligible project. The notification siti
include the name of the eligible project, the namé the approved company, and the date on which the
approved company is eligible to receive incentiuasler this section.

(&) An approved company seeking an incentive undas section shall file a request for incentives
within sixty (60) days following the end of the emidar year in which the activation date occurs. The
request shall include all documentation relating tbe payment of the sales and use tax.

(b) In subsequent years, the approved company sfildla request for incentives within sixty (60) day
following the end of each calendar year.
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(c) The approved company shall file a final requdst incentives within sixty (60) days from the et
of the completion of the construction, retrofit, arpgrade of the eligible project, or the five (5¢ar
anniversary of the activation date.

(d) The request for incentives shall be in the formprescribed by the department through the
promulgation of administrative regulations in accdance with KRS Chapter 13A.

(5) Interest shall not be allowed or paid on any saltax incentive payment made under the provisiofhghis
section.

(6) The sales tax incentive shall be reduced by #@mmount of vendor compensation allowed under KRS
139.570.

(7) The approved company seeking the sales tax itiven payment shall execute information-sharing
agreements prescribed by the department with cociiwes, vendors, and other related parties to verifye
costs of tangible personal property eligible foretisales tax incentive payment under this section.

(8) The department shall notify the authority of thimcentive distributed to each approved company npo
request.

SECTION 11. A NEW SECTION OF KRS CHAPTER 143 IREATED TO READ AS FOLLOWS:
(1) Asused in this section:

(@) "Alternative fuel facility" has the same meanings in Section 1 of this Act;

(b)  "Approved company" has the same meaning as irc&en 1 of this Act;

(c)  "Authority" has the same meaning as in Sectiondf this Act;

(d) "Base amount" has the same meaning as in Sectibof this Act;

(e) "Capital investment" has the same meaning asSection 1 of this Act;

()  "Eligible project" has the same meaning as in gon 1 of this Act;

(g) "Gasification facility" has the same meaning as Section 1 of this Act; and

(h) "Tax incentive agreement” has the same meaning im Section 1 of this Act.

(2) Notwithstanding any other provision of KRS 138® or this chapter, an approved company that purska
or severs coal that is subject to the tax imposewler KRS 143.020 and that is specifically used hg t
approved company as feedstock for an alternativelffacility or gasification facility may be eligilel for an
incentive under Section 6 of this Act.

(3) A company approved for incentives under Secttof this Act shall file a request for the incentwvith the
department within sixty (60) days of the completiohthe construction, retrofit, or upgrade of the€ility.
In subsequent years, the approved company sha#t fil request for the incentive within sixty (60) day
following the end of each calendar year. The requésr incentives shall be in the form prescribed liye
department through the promulgation of administra regulations in accordance with KRS Chapter 13A.
The request for incentives shall include but not bited to the following information:

(@) Verification of the base amount;

(b)  Verification of the tons of coal purchased anded or severed and used by the approved company as
feedstock for an alternative fuel facility or gagiftion facility during the calendar year for whiclthe
request for incentives is being made;

(c)  Verification that the minimum capital investmermats set forth in the tax incentive agreement hagbe
made;

(d)  Verification of the output of coal-derived alteative transportation fuels, coal-derived synthetic
natural gas, coal-derived liquid fuels, or other abderived chemicals or chemical feedstocks; and

(e)  Any other information that the department mayqaire.

(4) To assist in determining the amount of coal ptsased and used or severed and used that is eligitmehe
incentive, the department shall obtain from the Qen for Applied Energy Research a reasonable and
typical estimate of the tons of coal needed to proel a given output of coal-derived alternative
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transportation fuels, coal-derived synthetic natdurgas, coal-derived liquid fuels, or other coal-deed
chemicals or chemical feedstocks, considering:

(@) The type of coal to be used;

(b)  Equipment to be employed;

(c)  Size and output of the facility;

(d)  Slate of products produced; and

(e)  Other characteristics of the alternative fueld#ity or gasification facility.

(@) The department and the authority shall revidhe request for incentives jointly and shall veyithat
the request for incentives meets all requiremengsadlished by statute and administrative regulation

(b)  The department shall verify the tax paid pursuaio KRS 143.020 on the coal purchased or severed
by the approved company and used as feedstock fioalgernative fuel facility or gasification faciliy
during the calendar year for which the applicatiomas submitted, and shall determine the amount of
the tax paid that qualifies for distribution to thepproved company pursuant to this section.

(c) The incentive amount shall be distributed to thepproved company in quarterly installments
beginning on July 1 of the year following the caldar year for which the request for incentives
required under this section was submitted.

The approved company seeking incentives shaéiaite information-sharing agreements prescribed thg
department with vendors from which it purchased ¢éa verify the value of coal purchased by the apped
company and used as feedstock for an alternativelfiacility or gasification facility and the amounof tax
paid under KRS 143.020 on such coal.

The department shall notify the authority of thmcentive distributed to each approved company npo
request.

SECTION 12. A NEW SECTION OF KRS CHAPTER 141 IREATED TO READ AS FOLLOWS:
As used in this section:

(@) "Approved company" has the same meaning as ircGen 1 of this Act;

(b)  "Eligible project" has the same meaning as in &#on 1 of this Act;

(c) "Kentucky gross receipts" has the same meaningia KRS 141.0401;

(d)  "Kentucky gross profits" has the same meaning ssKRS 141.0401; and

(e) "Tax credit" means the tax credit allowed in Siéan 8 of this Act.

An approved company shall compute the income taedit as provided in this section.

An approved company which is an individual sgbeoprietorship subject to tax under KRS 141.020 ar
corporation or pass-through entity treated as a poration for federal income tax purposes subjecttax
under KRS 141.040(1) shall:

(a 1. Compute the tax due at the applicable tax sases provided by KRS 141.020 or 141.040 on net
income as defined by KRS 141.010(11) or taxableinebme as defined by KRS 141.010(14),
including income from the eligible project;

2. Compute the limited liability entity tax imposashder KRS 141.0401, including Kentucky
gross profits or Kentucky gross receipts from tHigible project; and

3. Add the amounts computed under subparagraphs hd a2. of this paragraph and, if
applicable, subtract the credit permitted by KRS118401(3) from that sum. The resulting
amount shall be the net tax for purposes of thisragraph.

(b) 1. Compute the tax due at the applicable tax sases provided by KRS 141.020 or 141.040 on net
income as defined by KRS 141.010(11) or taxableinebme as defined by KRS 141.010(14),
excluding net income attributable to the eligiblegect;
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2. Using the same method used under subparagraptofparagraph (a) of this subsection,
compute the limited liability entity tax imposed dar KRS 141.0401, excluding Kentucky
gross profits or Kentucky gross receipts from tHigible project; and

3. Add the amounts computed under subparagraphs hd a2. of this paragraph and, if
applicable, subtract the credit permitted by KRS118401(3) from that sum. The resulting
amount shall be the net tax for purposes of thisragraph.

(c) The tax credit shall be the amount by which timet tax computed under paragraph (a)3. of this
subsection exceeds the tax computed under paragrépi3. of this subsection; however, the credit
shall not exceed the limits set forth in Sectiorofthis Act.

(@) Notwithstanding any other provisions of thihapter, an approved company which is a pass-throug
entity not subject to the tax imposed by KRS 140.@4 trust not subject to the tax imposed by KRS
141.040 shall be subject to income tax on the natome attributable to an eligible project at the
rates provided in KRS 141.020(2).

(b)  The amount of the tax credit shall be determinad provided in subsection (3) of this section. Wpo
the annual election of the approved company, indief the tax credit, an amount shall be applied as
an estimated tax payment equal to the tax compuitethis section. Any estimated tax payment made
pursuant to this paragraph shall be in satisfactioof the tax liability of the partners, members,
shareholders, or beneficiaries of the pass-throughtity or trust, and shall be paid on behalf of the
partners, members, shareholders, or beneficiaries.

(c) The tax credit or estimated payment shall notegd the limits set forth in Section 2 of this Act.

(d) If the tax computed in this section exceeds tlag credit, the difference shall be paid by the pas
through entity or trust at the times provided by KR.41.160 for filing the returns.

(e) Any estimated tax payment made by the pass-thloentity or trust in satisfaction of the tax liality
of partners, members, shareholders, or beneficiarghall not be treated as taxable income subject to
Kentucky income tax by the partner, member, sharkelews, or beneficiary.

Notwithstanding any other provisions of this cpter, the net income subject to tax, tax credit,dan
estimated tax payment determined under subsectidndf this section shall be excluded in determining
each partner's, member's, shareholder's, or benéfig's distributive share of net income or crediff @
pass-through entity or trust.

(@) Netincome attributable to the project forehpurposes of subsections (3), (4), and (5) of théstion
shall be determined under the separate accountingethod reflecting only the gross income,
deductions, expenses, gains, and losses alloweceudRS Chapter 141 directly attributable to the
facility and overhead expenses apportioned to theility; and

(b)  Kentucky gross receipts or Kentucky gross pmfiattributable to the project for purposes of
subsection (3) of this section shall be determingtder the separate accounting method reflecting
only the Kentucky gross receipts or Kentucky grpssfits directly attributable to the facility.

If an approved company can show to the satisfawtof the department that the nature of the opdmits
and activities of the approved company are suchttltais not practical to use the separate accoumfin
method to determine the net income, Kentucky grosseipts, or Kentucky gross profits from the fatjliat
which the eligible project is located, the approvedmpany shall determine net income, Kentucky gross
receipts, or Kentucky gross profits from the eliggbproject using an alternative method approved e
department.

The department may promulgate administrative uégfions and require the filing of forms designedytihe
department to reflect the intent of this sectiond®ection 8 of this Act and the allowable income teredit
which an approved company may retain under thisti@e and Section 8 of this Act.

Section 13. KRS 141.310 is amended to read &snsil

Every employer making payment of wages on cgralanuary 1, 1971, shall deduct and withhold ughen
wages a tax determined under KRS 141.315 or biatiles authorized by KRS 141.370.

If wages are paid with respect to a period whigmot a payroll period, the amount to be deduaed
withheld shall be that applicable in the case @fiscellaneous payroll period containing a numbedajs,
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including Sundays and holidays, equal to the nurobbeays in the period with respect to which theyesare
paid.

If wages are paid by an employer without regerdany payroll period or other period, the amountbe
deducted and withheld shall be that applicablehim ¢ase of a miscellaneous payroll period contgim@n
number of days equal to the number of days, inoly@undays and holidays, which have elapsed shee t
date of the last payment of wages by the employengd the calendar year, or the date of commenceofen
employment with the employer during the year, omdaly 1 of the year, whichever is the later.

In determining the amount to be deducted anbheid under this section, the wages may, at thaiefeof the
employer, be computed to the nearest dollar.

The tables mentioned in subsection (1) of thidien shall consider the standard deduction.

The department may permit the use of accoumtiaghines to calculate the proper amount to be deddmom
wages when the calculation produces substantiadlysame result as set forth in the tables auttbbigeKRS
141.370. Prior approval of the calculation shalskeured from the department at least thirty (2@)schefore
the first payroll period for which it is to be used

The department may, by administrative regulaj@uthorize employers:
(@) To estimate the wages which will be paid to employee in any quarter of the calendar year;

(b) To determine the amount to be deducted and wlithbpon each payment of wages to the employee
during the quarter as if the appropriate averaghefvages estimated constituted the actual wagjes p
and

(c) To deduct and withhold upon any payment of wagethe employee during the quarter the amount
necessary to adjust the amount actually deductddnvéthheld upon the wages of the employee during
the quarter to the amount that would be requirebdet@leducted and withheld during the quarter if the
payroll period of the employee was quarterly.

The department may provide by regulation, unther conditions and to the extent it deems proper, f
withholding in addition to that otherwise requiredder this section and KRS 141.315 in cases iniwthie
employer and the employee agree to the additiontilhwlding. The additional withholding shall forlal
purposes be considered tax required to be dedaakavithheld under this chapter.

Effective January 1, 1992, any employer requibgdthis section to withhold Kentucky income taxawh
assesses and withholds from employees the job smsseat fee provided in KRS 154.24-110 may offset a
portion of the fee against the Kentucky income taguired to be withheld from the employee undes thi
section. The amount of the offset shall be fouhif(4/5) of the amount of the assessment fee alithfiom

the employee or the Commonwealth's contributioiKBS 154.24-110(3) applies. If the provisions in KRS
154.24-150(3) or (4) apply, the offset, the offsiedll be one hundred percent (100%) of the ass@$sme

Any employer required by this section to witlth&entucky income tax who assesses and withhalols f
employees an assessment provided in KRS 154.2260HRS 154.28-110 may offset the fee against the
Kentucky income tax required to be withheld frora #mployee under this section.

Any employer required by this section to witlthé&entucky income tax who assesses and withhalols f
employees the job assessment fee provided in KRIR2&5.00 may offset a portion of the fee against th
Kentucky income tax required to be withheld frore #tmployee under this section. The amount of tfeebf
shall be four-fifths (4/5) of the amount of the essment fee withheld from the employee, or if theeament
under KRS 154.26-090(1)(f)2. is consummated, thisebfshall be one hundred percent (100%) of the
assessment fee.

Any employer required by this section to witlthé&entucky income tax who assesses and withhalols f
employees the job development assessment fee pbiidKRS 154.23-055 may offset a portion of the fe
against the Kentucky income tax required to be hétth from the employee under this section. The arnofi
the offset shall be equal to the Commonwealth'¢ritnrion as determined by KRS 154.23-055(1) to (3)

Any employer required by this section to witlth&entucky income tax may be required to post adowith
the department. The bond shall be a corporate yslrehd or cash. The amount of the bond shall be
determined by the department, but shall not exéiftgdhousand dollars ($50,000).
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Any employer required by this section to withholegeitucky income tax who assesses and withholds from
employees an assessment provided in Section 8isfAbt may offset the assessment against the Kektuc
income tax required to be withheld from the empleyender this section.

The Commonwealth may bring an action for a resingirorder or a temporary or permanent injunction to
restrain or enjoin the operation of an employetsitess until the bond is posted or the tax reduicebe
withheld is paid or both. The action may be broughhe Franklin Circuit Court or in the Circuit Gad having
jurisdiction of the defendant.

Section 14. KRS 141.350 is amended to read &snsi

The amount deducted and withheld as tax under K&RIS310 and 141.315 during any calendar year upenviges
of any individual and the amount of credit desalilie KRS 154.22-070(2), 154.23-055, 154.24-110,.254.50(3)

and (4), 154.26-100(2)fod54.28-110or Section 8 of this Acshall be allowed as a credit to the recipienthef t
income against the tax imposed by KRS 141.020tawable years beginning in the calendar year. Ifemban one
(1) taxable year begins in the calendar year, theuat shall be allowed as a credit against thédathe last taxable
year so beginning.

1)

)

1)

Section 15. KRS 42.4582 is amended to read bsnsil

There is hereby established in the State Trgasudund entitled "Local Government Economic Depahent

Fund." The fund may receive state appropriatioifts, ggrants, and federal funds and shall be disdaiby the
State Treasurer upon the warrant of the secrefahed-inance and Administration Cabinet. Any uoiddd or

unencumbered balances in the fund shall be invetquovided for in KRS 42.500(9). Income earnexinfr
the investments shall be prorated for grants tntes according to the allotment schedule set OU{RS

42.4592.

(@) Moneys shall be transferred from the general fnfigito-thisfund-according-to-thefollowing-schedule

{e)—Effective July-1.- 1995, and-thereafteall amount equal to fifty percent (50%) of the semee and

processing taxes on coal collected annually, urddsesrwise amended by the budget bill.

(b) The transfers shall be made quarterly, based uperrdvenue estimates prevailing at the time each
quarterly transfer is due, except that the lastteug transfer shall be made after the close efftbcal
year accounting records, and shall be adjustedawidqe the balance of the annual transfer requined
this subsection.

(c) The quarterly calculation and transfer of fundsspant te[-subsection{2)}{d}-offfis section shall be
made only after

1. The quarterly installment of the annual nineteeliioni dollars ($19,000,000) allocation of coal
severance tax revenues has been credited to thefitbezserve fund within the Kentucky
Workers' Compensation Funding Commission as rediyeKRS 342.122and

2. The quarterly installment of the annual amountdm the prior calendar year allowed as an
incentive to an approved company under the prowis@f Sections 6 and 11 of this Act

Section 16. KRS 42.4585 is amended to read bsnsil

A portion of each quarterly transfer of moneysvided for in KRS 42.4582 shall be transferredrfrine local
government economic development fund into the Igoakrnment economic assistance fundf-accordirtgeo
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The amount transferred annually from the localegnment economic development fund into the local
government economic assistance fund under the giomé of subsection (1) of this section shall belass

than an amount equal to fifteen percent (15%) ef $kverance and processing taxes on coal collected
annually.

The quarterly calculation and transfer of fupdssuant to subsections (1) and (2) of this sectiwil be made
only after,

(@) The quarterly installment of the annual nineteedlioni dollars ($19,000,000) allocation of coal
severance tax revenues has been credited to theditbmrserve fund within the Kentucky Workers'
Compensation Funding Commission as required by B&5122 and

(b)  The quarterly installment of the annual amountdm the prior calendar year allowed as an incentive
to an approved company under the provisions of 8t 6 and 11 of this Act

SECTION 17. A NEW SECTION OF KRS CHAPTER 139 IREATED TO READ AS FOLLOWS:

"Energy efficiency project” means a project undaken by a person engaged in manufacturing whereby
the person purchases new or replacement machinargguipment that reduces the consumption of energy
or energy-producing fuels in the manufacturing press at a plant facility in this state by at leasftden
percent (15%) measured in megawatts, gallons, dreotmeasurable units of energy, while maintaining o
increasing the number of units of production for #t same period. For purposes of this section,
"machinery or equipment" does not include:

(@) Windows, lighting, or other improvements to bdiihgs; or
(b)  Repair, replacement, and spare parts as defimedRS 139.170.

(@) The consumption reduction and the productiorate shall be calculated by comparing the
consumption and production rates during a twelve2flmonth period immediately after the new or
replacement machinery or equipment is placed in\dee with the consumption and production rates
for the twelve (12) month period submitted with ttepplication for preapproval as required in
subsection (4) of this section.

(b) If the manufacturer believes that the method debed in paragraph (a) of this subsection does not
accurately reflect the reduction in energy or engrgroducing fuels used in the manufacturing
process, the manufacturer may submit additional énfmation to the department for consideration.

Notwithstanding KRS 134.580(3) and 139.770, aso@ engaged in manufacturing at a plant facility
located in this state may apply for a refund equal the amount of Kentucky sales or use tax paid the
purchase of new or replacement machinery or equipmhéor an energy efficiency project purchased on or
after July 1, 2008, reduced by the amount of vendompensation allowed under KRS 139.570.

The manufacturer shall file an application forreapproval with the department, on a form providbg the
department, prior to purchasing the new or replacent machinery or equipment that includes:

(@) A description of the new or replacement machigar equipment;

(b) Documentation of the amount of energy or energgeducing fuels consumed in the twelve (12)
month period prior to the application for preappral; and

(c)  Any other information the department may request
The department shall acknowledge receipt of tygplication for preapproval.
The manufacturer shall file an application fomicentives that includes documentation of:

(@) The achievement of the energy-efficiency standwrequired by subsection (1) of this section withi
eighteen (18) months from the time the machineryesuipment was placed in service; and
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(b)  Verification that the Kentucky sales and use taas paid on the purchase of the new or replacement
machinery or equipment.

(7)  The burden of proof that the purchase of the nidwery or equipment resulted in a decrease in the
consumption of energy or energy-producing fuels #Hze upon the applicant.

(8) Interest shall not be allowed or paid on any veid made under this section.
Section 18. KRS 141.0405 is amended to readllasvid

(1) There shall be allowed a nonrefundable crediiresg taxes imposed by the Commonwealth on anyatgeqp

that:
(@ 1. Is an electric power compasybject to tax unddas-definedin]KRS 136.120Chapter136]
or}
2. Is an entity that owns or operates a coal-filedtdc generation plangr
3. Is an alternative fuel facility as defined in Séen 1 of this Act or a gasification facility as

defined in Section 1 of this Act that has not beapproved for incentives under Subchapter 27
of KRS Chapter 154;

(b)  Remits tax to the Commonwealth under KRS 136.036.120, 141.020, 141.040, or 141.0401; and
(c)  Purchases coal subject to the tax imposed ufB&r 143.020 that is used

ydr the

purpose of generating electrigityr

2. As feedstock for an alternative fuel facility aefined in Section 1 of this Act or a gasification
facility as defined in Section 1 of this Act;

by the taxpayers, or by a parent company if thegayer is a wholly owned subsidiary

(2) The amount of the allowable credit shall be walars ($2) per each incentive ton of coal purebathat is
subject to tax under KRS 143.020 and that is ueegenerate electric power used as feedstock for an
alternative fuel facility as defined in Section X this Act or a gasification facility as defined iBection 1 of
this Act

(3) (a) Incentive tons are calculated as the tons of coethased in the current year for which coal sevaan
tax was paid minus the tons of coal purchased aad during the base year.

(b)  For an existing electric power company subjecttax under KRS 136.120 that expands operations to
include an alternative fuel facility as defined iSection 1 of this Act or a gasification facility as
defined in Section 1 of this Act, the incentive ®rfor the expanded operation calculated in
paragraph (a) of this subsection shall not includgey coal subject to the incentives provided under
Sections 6 and 11 of this Act.

(4) The base year amount shall be equal to:

(&) For entities existing on July 14, 2000, that titke eligibility requirements imposed under sukisec
(1) of this section, the tons of coal purchased asell to generate electricity during the twelve) (12
calendar months ending in December 31, 1999, teat wubject to the tax imposed by KRS 143.020;
or

(b)  For entities that come into existence after Iy 2000, that meet the eligibility requirememgposed
under subsection (1) of this section, the base geaount shall be equal to zero (0). However, no
company qualifying for the credit as of July 14080with a base year calculation as provided under
subsection (4)(a) of this section may create ataa#f, subsidiary, or corporation that would géafor
a base year of zero (0).

(5) On or before March 15 of each year, a compaigybé for the credit provided under subsection ¢2}his
section shall file a coal incentive credit claimfonms prescribed by the departmentf-efRevenaethe time
of filing for the credit, the taxpayer shall submérification of the tons of coal purchased in tase year and
the tons of coal purchased in the year for whiehdtedit is being claimed. The departmentf-of Ree¢nhall
determine the amount of the eligible credit andesa credit certificate to the taxpayer.
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The taxpayer shall be eligible to apply, subjecthe conditions imposed under subsection (#hisfsection,
the amount identified on the credit certificateuess by the department-ef-Revenusider subsection (5) of
this section, against the taxpayer's liability thog taxes, in consecutive order as follows:

(@)  The credit shall first be applied against baith taxes imposed by KRS 141.020 or 141.040 anththe
imposed by KRS 141.0401, with the ordering of deds provided in KRS 141.0205;

(b)  The credit shall next be applied to the taxgsased by KRS 136.070; and
(c)  Anyremaining credit shall be applied against tdixes imposed by KRS 136.120.

The credit shall meet the entirety of the taxgrayliability under the first tax listed in conséige order under
subsection (6) of this section before applying rdm@aining credit to the next tax listed in conseeubrder.
The taxpayer's total liability under each precediwg must be fully met before the remaining crexdinh be
applied to the subsequent tax listed in consecuatider.

The taxpayer shall maintain records requireslinsection (5) of this section for a period of f{8¢ years.

Acceptable verification of coal purchased durihg base year shall include invoices that inditlagetons of
coal purchased from a Kentucky supplier of coal prwbf of remittance for that purchase.

The department[-ef-Revenustjall develop the forms required under subsecByrof this section, specifying
the procedure for claiming the credit, and applythg credit against the taxpayer's liability in theder
provided under subsections (6) and (7) of thisisect

The Governor's Office of Energy Policy estalbled by Section 37 of this Act shall:

@ 1. Certify that an alternative fuel facility forwhich a credit is being requested meets the
definition as provided in Section 1 of this Act; or

2. Certify that a gasification facility for which aredit is being requested meets the definition as
provided in Section 1 of this Act; and

(b)  Notify the department of the certification.

To assist in determining the amount of coal phased and used that is eligible for the credit,eth
department shall obtain from the University of Kertky Center for Applied Energy Research a reasorabl
and typical estimate of the tons of coal neededpimduce a given output of coal-derived alternative
transportation fuels, coal-derived synthetic natdurgas, coal-derived liquid fuels, or other coal-deed
chemicals or chemical feedstocks, considering:

(@) The type of coal to be used;

(b)  Equipment to be employed;

(c) Size and output of the facility;

(d)  Slate of products produced; and

(e) Other characteristics of the alternative fuelddity or gasification facility.
Section 19. KRS 141.0406 is amended to readllasvio

Except in the case of an alternative fuel fatylias defined in Section 1 of this Act, or a gasition facility
as defined in Section 1 of this Adhe Coal Incentive Credit authorized under KRS.Q4@5 shall be allowed
for ten (10) consecutive years beginning on July20®1.

In the case of an alternative fuel facility asefined in Section 1 of this Act or a gasificatioradility as
defined in Section 1 of this Act, the Coal Incengi\Credit authorized by Section 18 of this Act shak
allowed for tax periods beginning after December, 2008, and ending before January 1, 2021.

Continuation of the credit authorized under thistise shall require reauthorization by the Genéisdembly.
Section 20. KRS 141.422 is amended to read ksl

As used in KRS 141.422 to 141.425:

@)

“Annual biodiesehnd renewable diesabx credit cap” means
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(@) For calendar years beginning prior to January 2008, one million five hundred thousand dollars
($1,500,000);

(b)  For the calendar year beginning on January 1, @®, five million dollars ($5,000,000); and
(c)  For calendar years beginning on or after Januafy 2009, ten million dollars ($10,000,000);

(2) "Annual cellulosic ethanol tax credit cap" means ¥e million dollars ($5,000,000), unless the annual
cellulosic ethanol tax credit cap is modified purant to the provisions of Section 26 of this Act, which
case the cap established by Section 26 of this ghatll be the annual cellulosic ethanol tax crediag for
that year. Any adjustments to the annual cellulosithanol tax credit cap made pursuant to Section @6
this Act shall be made on an annual basis and shadit carry forward to subsequent years;

(3) "Annual ethanol tax credit cap" means five milin dollars ($5,000,000), unless the annual credépcis
modified pursuant to the provisions of Section 26this Act, in which case the cap established byctgm
26 of this Act shall be the annual ethanol tax cieadap for that year. Any adjustments to the annual
ethanol tax credit cap made pursuant to Section @&&his Act shall be made on an annual basis andagih
not carry forward to subsequent years;

(4) "Biodiesel' means a renewable, biodegradeable, nadkygl ester combustible liquid that is derived rfro
agriculture crops,agriculture plant oilsagriculture residuesfer} animal fats or waste productshat meets
current American Society for Testing and Materials speaiionD6754D6751-03]for biodiesel fuel (B100)
blend stock distillate fuels;";

Qe “Biodiesel producer” meansan entityfa—business]that manufactureguses—agricultural—crops,
agriculturalresidues—orwasteproducts-to-manudfatbiodiesel at a location in this Commonwealth;and

(6) "Cellulosic ethanol" means ethyl alcohol for usas motor fuel that meets the current American Setgi for
Testing and Materials specification D4806 for ethalrthat is produced from cellulosic biomass matdsiaf
any lignocellulosic or hemicellulosic matter thas iavailable on a renewable or recurring basis, inding:

(&) Plant wastes from industrial processes such as/dust and paper pulp;
(b)  Energy crops grown specifically for fuel produoh such as switchgrass; or
(c)  Agricultural plant residues such as corn stoveige hulls, sugarcane, and cereal straws;

(7)  "Cellulosic ethanol producer" means an entity &t uses cellulosic biomass materials to manufacture
cellulosic ethanol at a location in this Commonweta]

(8)H4} "Blended biodiesel" means a blend of biodiesel witroleum diesel so that the percentage of bietlies
in the blend is at least two percent (2%) (B2 @ager)

(9) "Ethanol" means ethyl alcohol produced from corrsoybeans, or wheat for use as a motor fuel thaeats
the current American Society for Testing and Matels specification D4806 for ethanol;

(10) "Ethanol-based tax credits" means the cellulasethanol tax credit provided for in Section 23 tfis Act
and the ethanol tax credit provided for in Secti@4 of this Act;

(11) "Ethanol producer" means an entity that uses ©Q soybeans, or wheat to manufacture ethanol at a
location in this Commonwealth;

(12) "Renewable diesel" means a renewable, biodegrable, non-ester combustible liquid that:
(@) Is derived from biomass resources as define®action 38 of this Act: and

(b)  Meets the current American Society for Testingnch Materials Specification D396 for fuel oils
intended for use in various types of fuel-oil-bumg equipment; D975 for diesel fuel oils suitablerfo
various types of diesel fuel engines; or D1655 &siation turbine fuels; and

(13) "Renewable diesel producer' means an entity thamanufactures renewable diesel at a location inish
Commonwealth

Section 21. KRS 141.423 is amended to read &snsi

(1) (@ A biodiesel producerbiodiesel blender, or renewable diesel prodyeera—blender—ofblended
biediesel]shall be entitled to a nonrefundable tax credéisgt the taxes imposed by KRS 141.020 or

141.040 and KRS 141.0401 in an amount certifiedtH®y department under subsection (4) of this
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section. The credit rate shall be one dollar ($%)lodieseballon produced by a biodiesel producer,
one dollar ($1) per gallon of biodiesel used in théending process by a biodiesel blender, and one
dollar ($1) per gallon of renewable diesel producég a renewable diesel produdand-blended
biodiesel-gallenslinless the total amount of approved credit fobadiesel producerdiodiesdland]
blenders and renewable diesel produceegceeds the annual biodiesgld renewable diesebx credit
cap. If the total amount of approved credit for lathdiesel producersbiodiesdland] blenders and
renewable diesel producersxceeds the annual biodieseid renewable diesefax credit cap, the
department shall determine the amount of credih dagdiesel producebiodieselfand] blender and
renewable diesel produceeceives by multiplying the annual biodieaeld renewable diesabx credit
cap by a fraction, the numerator of which is theoant of approved credit for the biodiesel producer
biodieseland] blender and renewable diesel produceand the denominator of which is the total
approved credit for all biodiesel produceb®diesdland] blendersand renewable diesel producers

(b)  The credit allowed under paragraph (a) of thibsection shall be applied both to the income tax
imposed under KRS 141.020 or 141.040 and to théelliability entity tax imposed under KRS
141.0401, with the ordering of credits as providedRS 141.0205.

Re-blending of blended biodiesel shall not dydbr the credit provided under this section.
The credit shall not be carried forward to ainetfor any other period.

Each biodiesel producebiodiesdland] blender and renewable diesel producegligible for the credit
provided under subsection (1) of this section sfikdl a {biediesel]tax credit claim for biodiesel gallons
produced or blended in this staiefor renewable diesel produced in this stat@ forms prescribed by the
department by the fifteenth day of the first mofaHowing the close of the preceding calendar y&dre
department shall determine the amount of the amgraredit based on the amount of biodiesel produced
biodieselor} blended or renewable diesel produced this state during the preceding calendar yedrissue

a credit certificate to the biodiesel producbiodiesdler} blender or renewable diesel producdsy the
fifteenth day of the fourth month following the stof the calendar year.

In the case of a biodiesel produceiodiesdler} blender or renewable diesel producéhat has a fiscal year
end for purposes of computing the tax imposed by§KIR1.020,141.040,and 141.0401the amount of
approved credit shall be claimed on the returrdfifer the first fiscal year ending after the closethe
preceding calendar year.

Section 22. KRS 141.424 is amended to read bsnsil

In the case of a biodiesel producbiodiesel blender, or renewable diesel prodyeemlender]which is a
pass-through entity not subject to tax under KR$.040, the amount of approved credit shall be egdpli
against the tax imposed by KRS 141.0401 at thayelatvel, and shall also be distributed to eachrar
member, shareholder, or beneficiary based on th#ngy&s, member's, shareholder's, or beneficiary's
distributive share of the income of the pass-thhoegtity. Each biodiesel producdrsiodiesel blender, or
renewable diesel produckr—blender]shall notify the department electronically of plirtners, members,
shareholders, or beneficiaries who may claim anyurh of the approved credit. Failure to provide
information to the department in a manner presdritpeadministrative regulation may constitute tbeeiture

of available credits to all partners, members, ehalders, or beneficiaries in the pass-throughyenti

An agricultural cooperative association organizeinder KRS Chapter 272 may elect to apportion pata
any amount of the approved credit among the membefrshe association on the basis of the quantity or
value of business done with or for such members fble taxable year. The agricultural cooperative
association shall notify the department electronilgaof all members who may claim any amount of the
approved credit if the election is made.

SECTION 23. ANEW SECTION OF KRS 141.422 TO 1264S CREATED TO READ AS FOLLOWS:

(@) For taxable years beginning after December, 2D07, a cellulosic ethanol producer shall be dlilg

for a nonrefundable tax credit against the taxespwsed by KRS 141.020 or 141.040 and 141.0401 in
an amount certified by the department under subsect(3) of this section. The credit rate shall be
one dollar ($1) per cellulosic ethanol gallon proded unless the total amount of approved credit for
all cellulosic ethanol producers exceeds the annuallulosic ethanol tax credit cap. If the total
amount of approved credit for all cellulosic ethahproducers exceeds the annual cellulosic ethanol
tax credit cap, the department shall determine @mount of credit each cellulosic ethanol producer
receives by multiplying the annual cellulosic ethalntax credit cap by a fraction, the numerator of
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which is the amount of approved credit for the adisic ethanol producer and the denominator of
which is the total approved credit for all cellulmsethanol producers.

(b)  The credit allowed under paragraph (a) of thisitssection shall be applied both to the income tax
imposed under KRS 141.020 or 141.040 and to thetédh liability entity tax imposed under KRS
141.0401, with the ordering of credits as providedSection 27 of this Act.

The credit provided under subsection (1) of thlEection shall not be carried forward to a returmoif any
other period.

Each cellulosic ethanol producer eligible for ¢hcredit provided under subsection (1) of this sextshall
file a cellulosic ethanol tax credit claim for cellosic ethanol gallons produced in this state onriios
prescribed by the department by January 15 follogithe close of the preceding calendar year. The
department shall determine the amount of the appedvcredit based on the amount of cellulosic ethanol
produced in this state during the preceding calendaar and shall issue a credit certificate to tbellulosic
ethanol producer by April 15 following the close tife preceding calendar year.

In the case of a cellulosic ethanol producer thhas a fiscal year end for purposes of computire ttax
imposed by KRS 141.020, 141.040, and 141.0401atheunt of approved credit provided under subsection
(1) of this section shall be claimed on the retufited for the first fiscal year ending after the obe of the
preceding calendar year.

SECTION 24. A NEW SECTION OF KRS 141.422 TO 14264S CREATED TO READ AS FOLLOWS:

(@) For taxable years beginning after December, 21007, an ethanol producer shall be eligible for a
nonrefundable tax credit against the taxes impodegd KRS 141.020 or 141.040 and 141.0401 in an
amount certified by the department under subsecti@) of this section. The credit rate shall be one
dollar ($1) per ethanol gallon produced unless thetal amount of approved credit for all ethanol
producers exceeds the annual ethanol tax credit cpthe total amount of approved credit for all
ethanol producers exceeds the annual ethanol taedit cap, the department shall determine the
amount of credit each ethanol producer receivesrbyltiplying the annual ethanol tax credit cap by
a fraction, the numerator of which is the amount afpproved credit for the ethanol producer and the
denominator of which is the total approved creditrfall ethanol producers.

(b)  The credit allowed under paragraph (a) of thisitssection shall be applied both to the income tax
imposed under KRS 141.020 or 141.040 and to thetédh liability entity tax imposed under KRS
141.0401, with the ordering of credits as providedSection 27 of this Act.

The credit provided under subsection (1) of thlesction shall not be carried forward to a returmorf any
other period.

Each ethanol producer eligible for the credit gvided under subsection (1) of this section shalk fan
ethanol tax credit claim for ethanol gallons proded in this state on forms prescribed by the depairnby
January 15 following the close of the preceding eatlar year. The department shall determine the ambu
of the approved credit based on the amount of ethiagproduced in this state during the preceding cadkar
year and shall issue a credit certificate to thehahol producer by April 15 following the close ohe
preceding calendar year.

In the case of an ethanol producer that has adal year end for purposes of computing the tax mspd by
KRS 141.020, 141.040, and 141.0401, the amountpgfraved credit provided under subsection (1) ofsthi
section shall be claimed on the return filed foretfirst fiscal year ending after the close of theepeding
calendar year.

SECTION 25. A NEW SECTION OF KRS 141.422 TO 14264S CREATED TO READ AS FOLLOWS:

An ethanol producer or a cellulosic ethanol prader that is a pass-through entity not subject txtunder
KRS 141.040 shall apply the amount of approved dredjainst the tax imposed by KRS 141.0401 at the
entity level, and shall also distribute the amountf the approved credit to each partner, member,
shareholder, or beneficiary based on the partnertagmber’s, shareholder's, or beneficiary's distritive
share of the income of the pass-through entity.

Each ethanol producer or cellulosic ethanol proder shall notify the department electronically dll
partners, members, shareholders, or beneficiariekommay claim any amount of the approved credit.
Failure to provide information to the department ia manner prescribed by administrative regulatioragn
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result in the forfeiture of available credits to lapartners, members, shareholders, or beneficiariasthe
pass-through entity.

An agricultural cooperative association organizeinder KRS Chapter 272 may elect to apportion pata
any amount of the approved credit among the membefrshe association on the basis of the quantity or
value of business done with or for such members fibbe taxable year. The agricultural cooperative
association shall notify the department electronilgaof all members who may claim any amount of the
approved credit if the election is made.

Failure to provide information to the departmeih a manner prescribed by administrative regulationay
result in the forfeiture of available credits to lapartners, members, shareholders, or beneficiariasthe
pass-through entity or agricultural cooperative assation.

SECTION 26. A NEW SECTION OF KRS CHAPTER 141.4PQ2 141.425 IS CREATED TO READ AS

FOLLOWS:

1)

)

®3)

(& If, in any calendar year, all approved appdittons for credit filed pursuant to the provisionsf
Sections 23 and 24 of this Act do not completele uke annual cellulosic ethanol tax credit cap
established by Section 23 of this Act or annual @&tiol tax credit cap established by Section 24 déth
Act, as the case may be; and

(b)  The other ethanol-based tax credit program hasal approved applications for credit that excedubt
annual cap established for that program;

then the unused cap may be transferred to the otafranol-based tax credit program.

The amount of credit cap transferred from one)(program to the other shall not exceed the amount
necessary for all approved applicants to receive tme dollar ($1) per gallon credit provided for Bection
23 or 24 of this Act, as the case may be.

Any unused cap remaining for any calendar yeditex both programs have been fully funded shall nog¢
available to be used in any other year.

Section 27. KRS 141.0205 is amended to readllasvio

If a taxpayer is entitled to more than one (1) hof tax credits allowed against the tax imposed BR5KL41.020,
141.040, and 141.0401, the priority of applicatmnl use of the credits shall be determined aswstlo

1)

The nonrefundable business incentive creditsnagshe tax imposed by KRS 141.020 shall be takethe
following order:

(@ 1. For taxable years beginning after December Z104, and before January 1, 2007, the
corporation income tax credit permitted by KRS #120(3)(a);

2. For taxable years beginning after December 3D62@he limited liability entity tax credit
permitted by KRS 141.0401;

(b) The economic development credits computed urkiRS 141.347, 141.400, 141.401, 141.402,
141.403, 141.407, 141.415]-arf}4.12-2088and Section 8 of this Act

(c)  The certified rehabilitation credit permitted KRS 171.397;

(d)  The health insurance credit permitted by KRS.042;

(e)  The tax paid to other states credit permittetkBp 141.070;

(f)  The credit for hiring the unemployed permittegd KRS 141.065;

() The recycling or composting equipment crediinmiged by KRS 141.390;

(h)  The tax credit for cash contributions in investinfunds permitted by KRS 154.20-263 in effecoptd
July 15, 2002, and the credit permitted by KRS 264258;

(i)  The coal incentive credit permitted under KR D405;

(i)  The research facilities credit permitted undét¥141.395;

(k)  The employer GED incentive credit permitted und&S 151B.127;

() The voluntary environmental remediation creditmitted by KRS 141.418;
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(m) The biodieseand renewable diesaredit permitted by KRS 141.423;

(n)  The environmental stewardship credit permittgdKRS 154.48-025;and]
(o) The clean coal incentive credit permitted by KRH..428

(p)  The ethanol credit permitted by Section 24 ofstlAct; and

(q)  The cellulosic ethanol credit permitted by Secti23 of this Act

After the application of the nonrefundable ctedin subsection (1) of this section, the nonreéloid personal
tax credits against the tax imposed by KRS 14140l be taken in the following order:

(@)  The individual credits permitted by KRS 141.080(

(b)  The credit permitted by KRS 141.066;

(c)  The tuition credit permitted by KRS 141.069; and

(d)  The household and dependent care credit pethbtdKRS 141.067.

After the application of the nonrefundable ctedirovided for in subsection (2) of this sectithe refundable
credits against the tax imposed by KRS 141.020 beataken in the following order:

(@) The individual withholding tax credit permittbgt KRS 141.350;
(b)  The individual estimated tax payment credit peed by KRS 141.305; and

(c) For taxable years beginning after December 042 and before January 1, 2007, the corporation
income tax credit permitted by KRS 141.420(3)(c).

The nonrefundable credit permitted by KRS 140104hall be applied against the tax imposed by KRS
141.040.

The following nonrefundable credits shall be l@apagainst the sum of the tax imposed by KRS 04 after
subtracting the credit provided for in subsectidhdf this section, and the tax imposed by KRS 0401 in
the following order:

(@ The economic development credits computed uri<iRS 141.347, 141.400, 141.401, 141.402,
141.403, 141.407, 141.415]arf§4.12-2088and Section 8 of this Act

(b)  The certified rehabilitation credit permitted KRS 171.397;

(c)  The health insurance credit permitted by KRS.042;

(d)  The unemployment credit permitted by KRS 141;065

(e)  The recycling or composting equipment creditpged by KRS 141.390;
()  The coal conversion credit permitted by KRS DAL

(@) The enterprise zone credit permitted by KRS 45490, for taxable periods ending prior to Jandary
2008;

(h)  The tax credit for cash contributions to invesiinfunds permitted by KRS 154.20-263 in effecoptd
July 15, 2002, and the credit permitted by KRS 264£58;

(i)  The coal incentive credit permitted under KR D405;

(i)  The research facilities credit permitted undét¥141.395;

(k)  The employer GED incentive credit permitted und&S 151B.127;

() The voluntary environmental remediation creditmitted by KRS 141.418;
(m) The biodieseand renewable diesaredit permitted by KRS 141.423;

(n)  The environmental stewardship credit permittgdKRS 154.48-025;and]
(o) The clean coal incentive credit permitted by KRH.428

(p)  The ethanol credit permitted by Section 24 ofstlAct; and
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(@)  The cellulosic ethanol credit permitted by Sexcti23 of this Act

After the application of the nonrefundable ctedn subsection (5) of this section, the refundad@rporation
estimated tax payment credit permitted by KRS 144 .6hall be allowed as a credit against the tdtany
remaining taxes imposed by KRS 141.040 and théntprsed by KRS 141.0401.

Section 28. KRS 141.428 is amended to read &gl
As used in this section:

(@) "Clean coal facility" means an electric genemtfacility beginning commercial operation on oteaf
January 1, 2005, at a cost greater than one hurfiftsechillion dollars ($150,000,000) that is loeat in
the Commonwealth of Kentucky and is certified by BEnvironmental and Public Protection Cabinet as
reducing emissions of pollutants released durintegsion of electricity through the use of cleamlco
equipment and technologies;

(b)  "Clean coal equipment" means equipment purchasedinstalled for commercial use in a clean coal
facility to aid in reducing the level of pollutanteleased during the generation of electricity from
eligible coal,;

(c) "Clean coal technologies" means technologiesrimarated for use within a clean coal facility taver
emissions of pollutants released during the geioeraf electricity from eligible coal;

(d) "Eligible coal" means coal that is subject te thx imposed under KRS 143.020;
(e) "Ton" means a unit of weight equivalent to tlwousand (2,000) pounds; and
()  "Taxpayer" means taxpayer as defined in KRS QB0(4).

Effective for tax years ending on or after Debem31, 2006, a nonrefundable, nontransferableitcskdll be
allowed for:

(@) Any electric power compangubject to tax unddas—definedin]KRS 136.12(Chapter—136]and
certified as a clean coal facility or any taxpatfet owns or operates a clean coal facility anctipases

eligible coal that is used by the taxpayer in difted clean coal facility; or

(b) A parent company of an entity identified in pgnaph (a) of this subsection if the subsidiary rolly
owned.

(@)  The credit may be taken against the taxessegp by:
1. KRS 136.070;
2. KRS 136.120; or
3. KRS 141.020 or 141.040, and 141.0401.

(b)  The credit shall not be carried forward and nhestused on the tax return filed for the periodirdyr
which the eligible coal was purchased. The Envirental and Public Protection Cabinet must approve
and certify use of the clean coal equipment antintelogies within a clean coal facility before any
taxpayer may claim the credit.

(c) The credit allowed under paragraph (a) of thibsection shall be applied both to the income tax
imposed under KRS 141.020 or 141.040 and to théelliability entity tax imposed under KRS
141.0401, with the ordering of credits as providedRS 141.0205.

The amount of the allowable credit shall be thatlars ($2) per ton of eligible coal purchased fkaused to
generate electric power at a certified clean caailify, except that no credit shall be allowedhé eligible
coal has been used to generate a credit under KRS®405 for the taxpayer, a parent, or a subsidiary

Each taxpayer eligible for the credit providedder subsection (2) of this section shall file aad coal
incentive credit claim on forms prescribed by thepBrtment of Revenue. At the time of filing for ttredit,
the taxpayer shall submit an electronic reportfymg the tons of coal subject to the tax imposgdKiRS
143.020 purchased for each year in which the cisditaimed. The Department of Revenue shall determ
the amount of the approved credit and issue atoredificate to the taxpayer.
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Corporations and pass-through entities subjedhé tax imposed under KRS 141.040 or 141.0401 bka
eligible to apply, subject to the conditions impebsmder this section, the approved credit agatadtability
for the taxes, in consecutive order as follows:

(@)  The credit shall first be applied against bdid tax imposed by KRS 141.0401 and the tax impbged
KRS 141.020 or 141.040, with the ordering of credis provided in KRS 141.0205;

(b)  The credit shall then be applied to the tax isgubby KRS 136.120.

The credit shall meet the entirety of the taxpayiability under the first tax listed in conseamatiorder before
applying any remaining credit to the next tax list€he taxpayer's total liability under each preegdax must
be fully met before the remaining credit can beli@pto the subsequent tax listed in consecutideior

If the taxpayer is a pass-through entity notjecibto tax under KRS 141.040, the amount of appdosredit
shall be applied against the tax imposed by KRSQL at the entity level, and shall also be disted to
each partner, member, or shareholder based onatitieegs, member's, or shareholder's distributivare of

the income of the pass-through entity. The cretdllsbe claimed in the same manner as specified in
subsection (6) of this section. Each pass-throutityeshall notify the Department of Revenue elesically

of all partners, members, or shareholders who rf@many amount of the approved credit. Failurertovide
information to the Department of Revenue in a mapnescribed by regulation may constitute the fitufe of
available credits to all partners, members, oredt@ders associated with the pass-through entity.

The taxpayer shall maintain all records assediatith the credit for a period of five (5) yeafgceptable
verification of eligible coal purchased shall indduinvoices that indicate the tons of eligible cpaichased
from a Kentucky supplier of coal and proof of reaniice for that purchase.

The Department of Revenue shall develop the $omaguired under this section, specifying the pdace for
claiming the credit, and applying the credit aghittee taxpayer's liability in the order providedden
subsections (6) and (7) of this section.

TheGovernor's Office of Energy Polidgemmerce-Cabinet]Environmental and Public Protection Cabinet,
and the Department of Revenue shall promulgate rEdirative regulations necessary to administer this
section.

This section shall be known as the Kentuckya@l€oal Incentive Act.
Section 29. KRS 56.770 is amended to read assll

As used in KRS 56.770 to 56.784, unless the comézpiires otherwise:

@)

)
®3)

(4)

(®)

(6)

"Aggregate simple payback period" means the &mpyback period of a set of energy efficiency suees
taken together for a building;

"Building" means all contiguous land, structyragpurtenances, and improvements that use energy;

"Energy audit" means examination of a buildingtsergy-using systems, energy consumption and ,costs
occupancy patterns, and operation and maintenaocegures;

"Energy efficiency measure" means any conswouoctimprovement, repair, alteration, or bettermehta
building that is intended to reduce energy costsiny equipment, fixture, or furnishing to be addedr used
in a building that will be a cost-effective enengyated project that is intended to reduce eneogysc

"Guaranteed energy savings performance contraetins an agreement for the provision of energyicss or
equipment, including energy efficiency measuresergyn conservation measures and alternate energy
technologies for state government buildings, inclth&d person agrees to design, construct, instalintain,
operate, or manage energy systems or equipmennhpoove energy efficiency of, or produce energy in
connection with, a state government building. Paymséor a guaranteed energy savings performanceamin
shall be made from measured and verified savingergéed from implementation of the energy efficienc
measures financed by the contract. The term ofaaagiieed energy savings performance contract sball
exceed the life of the energy savings generateth fimplementation of the energy efficiency measures
financed by the contract. If the measured and ieeri$avings are not sufficient to pay the finanotaligations
under the contract, the contractor is liable f@ tbntract payments;

"Engineering analysis" means a detailed cosefieanalysis of energy efficiency investments umtihg a
review of potential cost savings through operatiod maintenance changes;
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(7)  "Life-cycle cost analysis" means a method fotinegting the total cost of an energy-using comporen
building over its useful life, including cost facsossuch as purchase price or construction, reravabr leasing
costs, energy use, maintenance, interest, andianfja

(8) "Low cost/no cost energy conservation measungsdns those energy saving practices and energyeeffy
measures, usually involving operation and mainte@apractices, that can be accomplished by existing
personnel within existing operating budgets;

(9) "Simple payback period" means the number of yéarakes to pay back, from estimated savings,intial
cost of an energy efficiency measure with the simgdyback period equal to the initial cost dividgdthe
estimated annual savings;

(10) "Savings" means the reduction in expendituegsluding any state government and post-seconahrgagion
personnel expenditures, that are measured andegkerifcluding but not limited to energy usage, ragiag
costs, and capital cost avoidance that occur asudtrof the implementation of energy efficiencyasgres;

(11) "Capital cost avoidance" means savings gengnateen expenditures of appropriated capital consbomn or
appropriated capital outlay funds are avoided beeathe budgeted capital improvements or items of
equipment are contained within the energy efficgeneeasures provided by a guaranteed energy savings
performance contraet;}-and]

(12) "Operating costs" means expenditures associaitd operating and maintaining a properly funcian
building and its systems including but not limitedthe heating, ventilation, cooling, lighting, pibing, water
heating, electrical, and laundry systems and ttwitrols

(13) "ENERGY STAR" means the voluntary program adnigtered by the United States Environmental
Protection Agency and the United States DepartmehEnergy that is designed to protect the environme
through the promotion of energy-efficient producénd practices;

(14) "Green Globes rating system" means the on-lieavironmental assessment tool developed by the Gree
Building Initiative as of December, 2004, that alis designers, property owners, and managers touatal
and rate buildings against best sustainable buildidesign practices and integrate principles of sistble
architecture at every stage of project deliveryarder to design and construct buildings that wilekenergy-
efficient and resource-efficient, achieve operat@nsavings, and provide healthier environments iriah
to live and work; and

(15) "LEED" means the building rating systems devgled on or after January 1, 2005, by the United &t
Green Building Council that allow designers, profggrowners, and managers to evaluate and rate buitgh
against best sustainable building design and praes and to integrate principles of sustainable aitefcture
at every stage of project delivery in order to dgsand construct buildings that will be energy-effent and
resource-efficient using a whole-building approadn five (5) key areas of human and environmental
health:

(@) Sustainable site development;

(b)  Water savings;

(c) Energy efficiency;

(d)  Material selection; and

(e)  Environmental quality

Section 30. KRS 56.776 is amended to read assll

The Finance and Administration Cabinet, with theistance of th&overnor's Office of Energy Policy[-within-the
Commerece-Cabinetkhall institute an energy audit training prograomdentify energy saving techniques for state-
owned building maintenance staff. Additional progsashall be developed to educate state employedother
building occupants on energy awareness and practicereduce energy use in state-owned buildingsal.o
government employees may be included in trainiryeducational programs.

SECTION 31. A NEW SECTION OF KRS 56.770 TO 56.T84CREATED TO READ AS FOLLOWS:

To improve energy efficiency throughout state gowerent, the Finance and Administration Cabinet is
encouraged to:
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Utilize the LEED rating system or the Green Gledbrating system to promote the design, construttiand
operation of high-performance energy-efficient bdihgs; and
Incorporate ENERGY STAR-qualified products inate agency procurements.
Section 32. KRS 56.784 is amended to read asasll

Each agency responsible for managing state-ownedparty shall review the utility usage of the proper
and shall cooperate with the Finance and Administi@n Cabinet to determine which properties are good
candidates for guaranteed energy savings performamontracts. The responsible agency is encouraged t
implement guaranteed energy savings performancetcacts where appropriate.

The Finance and Administration Cabinet may implentie@ provisions of KRS 56.770 to 56.784 through th
promulgation of administrative regulations pursuanKRS Chapter 13A.

2 By—July—15,2002-The secretary of the Finance and Administration i@gbshall promulgate

administrative regulations in accordance with thevisions of KRS Chapter 13A establishing a prodess
procurement of energy savings performance confrauttuding required contract language. The follogi
entities shall adhere to these regulations whercypitny services under a guaranteed energy savings
performance contract:

(&) Any governing body of a postsecondary institutibat manages its capital construction prograneund
KRS 164A.580; or

(b)  Any public corporation as defined by KRS 45.75(¢) or as created under the Kentucky Revised
Statutes as a governmental agency and instruntgntéltihe Commonwealth that manages its capital
construction program.

(D3N All state agencies, including those identified ulsection3){2)} of this section, shall submit proposed

guaranteed energy savings performance contrattet@ffice of Financial Management within the Odfiof
the Controller for review and approval prior to trat execution.

O The secretary shall report all authorized guaraheresrgy savings performance contracts to the &apit

Projects and Bond Oversight Committee for its nevie

Section 33. KRS 56.782 is amended to read as/sl|

The Finance and Administration Cabinet shall repmmt or before October 15 in odd-numbered yearshto t
Legislative Research Commission on progress madmaximize the use of energy-efficiency measurestaie
government. The Legislative Research Commissiorll grensmit the report to the appropriate interiwin
committees and to the General Assembly when it eoas. The report shall include, but not be limited

1)

)

®3)

(4)
®)

(6)

()

(1)

A summary of initiatives undertaken by the caiduring the reporting period to promote adoptiériow
cost/no cost energy-efficiency measures, inclugimployee training efforts;

A summary of energy-efficiency measures instalénd energy improvements made during the reporting
period;

Energy consumption and expenditure data forlifies owned or leased by state government and any
documented savings made as a result of energyesffic measures and improvements;

Status report on efforts to assure buildingsipeanstructed, renovated, or leased are enerdgiagif;

Any efforts made during the reporting periodpromote acquisition of energy-efficient productsquant to
KRS 45A.045(12)-and)]

Any recommendations for future funding of enengyprovements or other measures needed to assergyen
efficiency in state governmerand

Any improvements in energy efficiency plannedrealized through the use of the LEED rating systethe
Green Globes rating system, ENERGY STAR-qualifiedogucts, and guaranteed energy savings
performance contracts

SECTION 34. A NEW SECTION OF KRS CHAPTER 45A IREATED TO READ AS FOLLOWS:

The Finance and Administration Cabinet shall delop a strategy to:
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(b)

(@)

(b)
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Replace at least fifty percent (50%) of the stamwned passenger vehicles and light-duty trucks
managed by the Division of Fleet Management as ahdiary 1, 2008, with:

1.
2.
3.
4.

New qualified hybrid motor vehicles as defined26 U.S.C. sec. 30B;
New advanced lean burn technology motor vehidssdefined in 26 U.S.C. sec. 30B;
New qualified fuel cell motor vehicles as defingd26 U.S.C. sec. 30B; or

New qualified alternative fuel motor vehicles dsfined in 26 U.S.C. sec. 30B; and

Increase the use of ethanol, biodiesel, and ath#ernative transportation fuels as defined in &&®on
38 of this Act to reduce state government's depemeon petroleum-based transportation fuels,
where possible.

(2) On or before December 1, 2007, and every Decanitbereafter, the Finance and Administration Catet
shall report to the Legislative Research Commission

The strategy for transitioning to motor vehiclesitlined in subsection (1) of this section, inclund) a
life-cycle cost comparison, and a projected timd&ato replace motor vehicles in the state motor poo
as provided in subsection (1) of this section; and

The strategy for increased use of ethanol, ctdkic ethanol, biodiesel, and alternative transpatibn
fuels, including the targeted amount and the dateswhich these targets shall be achieved.

Section 35. KRS 12.020 is amended to read asasl|

Departments, program cabinets and their departmamnid the respective major administrative bodies they

include are enumerated in this section. It is maérided that this enumeration of administrativeid®de all-
inclusive. Every authority, board, bureau, inteesteompact, commission, committee, conference, abuwffice, or

any other form of organization shall be includedirattached to the department or program cabinetich they are
included or to which they are attached by statutetatutorily authorized executive order; exceptha case of the
Personnel Board and where the attached departmedministrative body is headed by a constitutignalected

officer, the attachment shall be solely for thepmse of dissemination of information and coordmatof activities
and shall not include any authority over the fumsi, personnel, funds, equipment, facilities, arords of the
department or administrative body.

I Cabinet for General Government - Departments éédny elected officers:

1.
2.
3.

7.

The Governor.

Lieutenant Governor.

Department of State.

(@)
(b)
(©)

Secretary of State.
Board of Elections.

Registry of Election Finance.

Department of Law.

(@)

Attorney General.

Department of the Treasury.

(@)

Treasurer.

Department of Agriculture.

(@)
(b)

Commissioner of Agriculture.

Kentucky Council on Agriculture.

Auditor of Public Accounts.

1. Program cabinets headed by appointed officers:

1.

Justice and Public Safety Cabinet:

(@)

Department of Kentucky State Police.
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(b)  Department of Criminal Justice Training.
(c) Department of Corrections.
(d)  Department of Juvenile Justice.
(e) Office of the Secretary.
(f)  Office of Drug Control Policy.
(g)  Office of Legal Services.
(h)  Office of the Kentucky State Medical Examiner.
® Parole Board.
0] Kentucky State Corrections Commission.
(k)  Office of Legislative and Intergovernmental Sees.
0] Office of Management and Administrative Services
(m) Office of Public Safety Training.
(n)  Office of Investigations.
(o) Department of Kentucky Vehicle Enforcement.
(p) Department for Public Advocacy.
Education Cabinet:
(@) Office of the Secretary.
(b)  Office of Legal Services.
1. Client Assistance Program.
(c)  Office of Communication.
(d)  Office of Legislative and Intergovernmental Affa

(e)  Office of Budget and Administration.

1. Division of Human Resources.
2. Division of Administrative Services.
3. Division of Technology Services.

)] Board of Directors for the Center for School &gf
()  Council on Postsecondary Education.
1. Foundation for Adult Education.
(h)  Department of Education.
1. Kentucky Board of Education.
® Department for Libraries and Archives.
0] Department of Workforce Investment.
1. Office for the Blind.
2. Office of Vocational Rehabilitation.
3. Office of Career and Technical Education.
4, Office of Employment and Training.
(k)  Foundation for Workforce Development.
0] Kentucky Office for the Blind State Rehabilitati Council.



(m)
(n)
(0)
()
(@)
)

(s)
(t)
(u)
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Kentucky Technical Education Personnel Board.

Kentucky Workforce Investment Board.

Statewide Council for Vocational Rehabilitation.

Statewide Independent Living Council.

Unemployment Insurance Commission.

Education Professional Standards Board.

1.
2.
3.
4.

Division of Educator Preparation.
Division of Certification.
Division of Professional Learning and Assessment.

Division of Legal Services.

Kentucky Commission on the Deaf and Hard of khegar

Kentucky Educational Television.

Kentucky Environmental Education Council.

Environmental and Public Protection Cabinet:

(@)

(b)

(©)

Office of the Secretary.

© © N o g b~ w NP
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= o

12.

Office of Legislative and Intergovernmental Af&i
Office of Communications and Public Outreach.
Office of Regulatory Affairs.

Office of Legal Services.

Office of Administrative and Information Services
Office of Administrative Hearings.

Office of Inspector General.

Mine Safety Review Commission.

Workers' Compensation Board.

Kentucky State Nature Preserves Commission.

Kentucky Environmental Quality Commission.

Kentucky Occupational Safety and Health Revie@m@ission.

Department for Environmental Protection.

N o bk~ w N kE

Office of the Commissioner.
Division of Air Quality.

Division of Water.

Division of Environmental Services.
Division of Waste Management.
Division of Enforcement.

Division of Compliance Assistance.

Department for Natural Resources.

1.
2.

Office of the Commissioner.

Office of Technical and Administrative Support.

31
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(d)

(e)
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Division of Mine Permits.

Division of Mine Reclamation and Enforcement.
Division of Abandoned Mine Lands.

Division of Oil and Gas Conservation.

Office of Mine Safety and Licensing.

Division of Forestry.

Division of Conservation.

Department of Public Protection.

© © N o g~ w NP
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13.

Office of the Commissioner.

Division of Administrative Services.
Crime Victims Compensation Board.
Board of Claims.

Board of Tax Appeals.

Kentucky Boxing and Wrestling Authority.
Kentucky Horse Racing Authority.
Kentucky Public Service Commission.
Office of Alcoholic Beverage Control.
Office of Charitable Gaming.

Office of Financial Institutions.

Office of Housing, Buildings and Construction.

Office of Insurance.

Department of Labor.

© © N o g~ w NP
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Office of the Commissioner.

Office of Occupational Safety and Health.

Office of Labor Management Relations and Medratio

Office of Workplace Standards.

Office of Workers' Claims.

Workers' Compensation Funding Commission.
Kentucky Labor Management Advisory Council.
Occupational Safety and Health Standards Board.
Prevailing Wage Review Board.

Kentucky Employees Insurance Association.
Apprenticeship and Training Council.

State Labor Relations Board.

Workers' Compensation Advisory Council.
Workers' Compensation Nominating Commission.
Employers' Mutual Insurance Authority.

Division of Administrative Services.
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Transportation Cabinet:

(@)

(b)
(©)
(d)
(e)

()

Department of Highways.

Office of Program Planning and Management.
Office of Project Development.

Office of Construction and Operations.

Office of Intermodal Programs.

g~ 0Dk

Highway District Offices One through Twelve.
Department of Vehicle Regulation.

Department of Administrative Services.

Department of Aviation.

Department of Intergovernmental Programs.

1. Office of Transportation Enhancement Programs.
2. Office of Rural and Secondary Roads.

Office of the Secretary.

Office of Legislative and Intergovernmental Af&i
Office of Public Affairs.

Office of Transportation Delivery.

Office of Budget and Fiscal Management.
Office of Legal Services.

Office of Inspector General.

© N o g s~ e NP

Office of the Transportation Operations Center.

9. Office of Personnel Management.

Cabinet for Economic Development;

(@)
(b)
(©)
(d)
(e)
(f)
9)
(h)
(i)
@)

Office of Administration and Support.

Department for New Business Development.
Department of Financial Incentives.

Department for Existing Business Development.
Tobacco Research Board.

Kentucky Economic Development Finance Authority.
Office of Research and Information Technology.
Department of Commercialization and Innovation.
Office of Legal Services.

Commission on Small Business Advocacy.

Cabinet for Health and Family Services:

(@)
(b)
(©)

Department for Public Health.

Department for Medicaid Services.

Department for Mental Health and Mental RetamfaServices.

Office for Business and Occupational Development.

33
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(d)
(e)
®
(9)
(h)
@)
)
(k)
0
(m)
(n)
(0)
(9]
(@)
)
(s)
(®
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Kentucky Commission for Children with Specialdtth Care Needs.
Office of Health Policy.

Office of the Secretary.

Office of Legal Services.

Office of Inspector General.

Office of Legislative and Public Affairs.

Department for Community Based Services.

Department for Disability Determination Services

Office of the Ombudsman.

Department for Human Support Services.

Kentucky Commission on Community Volunteerisnd &ervice.
Office of Fiscal Services.

Office of Human Resource Management.

Office of Technology.

Office of Contract Oversight.

Governor's Office of Wellness and Physical Atfiv

Department for Aging and Independent Living.

Finance and Administration Cabinet:

@
(b)
(c)
(d)
(e)
®
(9)
(h)
@)
)
(k)
0
(m)
(n)
(0)
(9]
(@)
)
(s)
(®)

Office of General Counsel.

Office of the Controller.

Office of Administrative Services.

Office of Public Information.

Department for Facilities and Support Services.
Department of Revenue.

Commonwealth Office of Technology.

State Property and Buildings Commission.

Kentucky Savings Bond Authority.

Office of Equal Employment Opportunity and Catt Compliance.
Kentucky Employees Retirement Systems.
Commonwealth Credit Union.

State Investment Commission.

Kentucky Housing Corporation.

Kentucky Local Correctional Facilities Constiioat Authority.
Kentucky Turnpike Authority.

Historic Properties Advisory Commission.

Kentucky Tobacco Settlement Trust Corporation.

State Board for Proprietary Education.

Kentucky Higher Education Assistance Authority.
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Kentucky River Authority.

Kentucky Teachers' Retirement System Board astaes.

Commerce Cabinet:

(@)

(b)

(©)

(d)

(e)

Department of Tourism.

(1) Division of Tourism Services.

(2) Division of Marketing and Advertising.
(3) Division of Parks Marketing.
Kentucky Department of Parks.

(1) Division of Information Technology.
(2) Division of Personnel and Payroll.
(3) Division of Financial Operations.
(4) Division of Facilities Management.
(5) Division of Facilities Maintenance.
(6) Division of Customer Services.

(7) Division of Recreation.

(8) Division of Golf Courses.

(9) Division of Food Services.

(10) Division of Rangers.

(11) Division of Eastern Parks.

(12) Division of Southern Parks.

(13) Division of Western Parks.
Department of Fish and Wildlife Resources.
(1) Division of Law Enforcement.

(2) Division of Administrative Services.
(3) Division of Engineering.

(4) Division of Fisheries.

(5) Division of Information and Education.
(6) Division of Wildlife.

(7)  Division of Public Affairs.

Kentucky Horse Park.

(1) Division of Support Services.

(2)  Division of Buildings and Grounds.
(3) Division of Operational Services.
Kentucky State Fair Board.

(1) Division of Expositions and Admission.

(2) Division of Kentucky Fair and Exposition Cent@perations.

(3) Division of Commonwealth Convention Center.

(4) Division of Public Relations and Media.

35
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(5) Division of Administrative Services.
(6) Division of Personnel Management and Staff Depelent.
(7)  Division of Sales.

(8) Division of Security and Traffic Control.

(f)  Office of the Secretary.

(g) Office of Finance and Administration.

(h)  Office of Legal Affairs.

® Office of Intergovernmental Affairs.

0] Office of Human Resources.

(k)  Office of Public Affairs and Constituent Service

0] Office of Information Technology.

(m) Office of the Kentucky Sports Authority.
(1) Kentucky Sports Authority Board.

(n)  Office of Creative Services.

(o) Office of Capital Plaza Operations.

(p)—Office-of Energy-Policy.

{1)—Energy-Policy-Advisory Council.

{g)} Office of Arts and Cultural Heritage.

(BT Kentucky African-American Heritage Commission.

(NHsH Kentucky Foundation for the Arts.

(s)H}Kentucky Humanities Council.
(O} Kentucky Heritage Council.
(WD} Kentucky Arts Council.
(V) Kentucky Historical Society.

(1) Division of Museums.
(2) Division of Oral History and Educational Outrbac
(3) Division of Research and Publications.

(4) Division of Administration.

(W} Kentucky Center for the Arts.

(1) Division of Governor's School for the Arts.

Gy]rints Kentucky Artisans Center at Berea.
(%) 1ean Martin Luther King Commission.

(2)aa) Northern Kentucky Convention Center.

(aa)ab)] Eastern Kentucky Exposition Center.

Personnel Cabinet:

@)
(b)
(©

Office of the Secretary.
Department for Personnel Administration.

Office for Employee Relations.
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(d)  Kentucky Public Employees Deferred Compensafiothority.
(e) Office of Administrative Services.
(f)  Office of Legal Services.
(g) Office of Government Training.
(h)  Department for Employee Insurance.
Ill.  Other departments headed by appointed officers:
Department of Military Affairs.
Governor's Office for Local Development.

Kentucky Commission on Human Rights.

1
2
3
4, Kentucky Commission on Women.
5 Department of Veterans' Affairs.
6 Kentucky Commission on Military Affairs.
7 Office of Minority Empowerment.
8 Governor's Council on Wellness and Physical Afgtiv
Section 36. KRS 12.023 is amended to read asAsll
The following organizational units and administvatbodies shall be attached to the Office of thee@wor:
(1) Department of Military Affairs;
(2) Governor's Office for Local Development;
(3) Kentucky Commission on Human Rights;
(4) Kentucky Commission on Women;
(5) Kentucky Commission on Military Affairs;
(6) Governor's Scholars Program;
(7)  Agricultural Development Board;
(8) Kentucky Agricultural Finance Corporation;
(9) Office of Minority Empowerment;
(10) Office of Homeland Securityand]
(11) Governor's Council on Wellness and Physicalvitgt and
(12) The Governor's Office of Energy Policy
SECTION 37. A NEW SECTION OF KRS 152.710 TO 1257TS CREATED TO READ AS FOLLOWS:

(1) The Governor's Office of Energy Policy is creat@nd attached for administrative purposes to th#ice of
the Governor. The Governor's Office of Energy Palishall be headed by an executive director.

(2) The Governor's Office of Energy Policy shall:
(@) Oversee the development and implementation afitieky's comprehensive energy strategy;

(b)  Provide leadership to enhance the benefits ofermyy efficiency and alternative energy through
supporting awareness, technology development, epepgeparedness, partnerships, and resource
development;

(c) Enhance the economic opportunities and benefiis Kentucky citizens and industry through
expansion of current markets and the development rofirket opportunities for Kentucky coal,
natural gas, petroleum, oil shale, tar sands, liguand gaseous fuels from coal, and chemicals from
coal;
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(d) To the extent funding is available, administeramt programs to support energy-related research,
development, and demonstration, including the suppoof multistate cooperative regional
partnerships and research initiatives;

(e) Develop and implement programs for the developmeonservation, and utilization of energy in a
manner to meet essential human needs while maintainthe Kentucky economy at the highest
feasible level. The programs shall include:

1. Central access for collection, maintenance, anaadysis of data and information on all forms
of energy supply, demand, conservation, and relasetijects;

2. Formulation of a contingency plan to address aeyergy shortage which may occur from
time to time. The contingency plan shall relate tioe curtailment, allocation, planning, and
management of all forms of energy;

3. Development and implementation of major energyservation programs involving all sectors
of the Kentucky economy, including energy audits educational facilities and state-owned
buildings; and

4. Provision for the application of appropriate tenoblogies with regard to alternative energy

development, including the development of solar aoither renewable resources and small-
scale hydroelectric plants, and promotion, when $#ze, of the production of energy from
other resources such as solid waste and biomass;

() Provide technical assistance to the Finance aAdministration Cabinet in implementing the Energy
Efficiency in Government Buildings Program;

() Enter into agreements, administer grant programand serve as a liaison with the federal
government and other states in matters relatingeteergy; and

(h) Participate in the review of applications and,pan request of the authority, assist the Kentucky
Economic Development Finance Authority in monitomgntax incentive agreements as provided in
Subchapter 27 of KRS Chapter 154.

The office may establish reasonable applicatidees to offset costs associated with reviewing and
processing applications, including costs associatgth hiring outside consultants.

The office is encouraged to use state fundingadable to it as a match for federal or private fding to
increase the resources available to support enegearch and development.

The office is encouraged to explore and devetegional partnerships and cooperative research iafives
with other states and governmental entities to enba resources available for energy research and
development.

Section 38. KRS 152.715 is amended to read &snsi

As used in KRS 152.710 to 152.725, unless the gbréguires otherwise:

1)

)

®3)
(4)

"AlternativelAlternate] transportation fuels" means transportation fuetsdpced by processes that convert
coal waste coalor biomass resources or extract oil from oil shalgroduce fuels for powering vehicles,
aircraft, and machinery:AlternativefAlternate] transportation fuels may include but are not limited to
petroleum, jet fuel, gasoline, diesel fuel, hydmogerived from coal, and diesel fuel and ethanoived from
biomass;

"Synthetic natural gas" means pipeline qualityiralustrial quality natural gas produced from ctiabugh
gasification processes;

"Fossil energy resources" means reserves of cbahale, and natural gas; and

"Biomass resources" meamasly organic matter that is available on a renewabte recurring basis,
including agricultural crops and trees; wood and wd residues; plants, aquatic plants, and plant gils
grasses; animal fats and animal by-products; animahanure; residue materials; and waste
productgagri i h be-used-forpramunco i e h biediesel or

Section 39. KRS 152.720 is amended to read &snsil



CHAPTER 1 39

To ensure that Kentucky will lead the states inuseg the energy independence of the United Stateb will
consequently benefit from economic growth and $tation of the Commonwealth’s coal industry andiagture,

the Governor'§kentucky] Office of Energy Policy shall develop and implermen strategy for production of
alternativd-transpertationffuels and synthetic natural gas from fossil enemgources and biomass resources. The
strategy shall address:

(1) Technologies available or in use for producatigrnativgtranspertationffuels and synthetic natural gas from
fossil energy resources and biomass resources fandetative advantages of these in terms of process
efficiencies, environmental performance, and matilet products, including chemicals, industrial fedks,
and electricity;

(2) Research, demonstration, and commercial-scaistetion and operation of one (1) or more teohgiels,
and follow-up expansion;

(3) The essential nature of efficient cooperatiagrdination, and synergy between the efforts ofGlogernor's
Office of Energy Policy and those of Kentucky'swamsities in order to maximize Kentucky's opportiasi to
accespap] federalfundsfiunding-streamshndto receive research grants and awards from fededhbérer
sourcesgto fundifunding] the development of clean coal technology, codigd-fuel conversion, synthetic

natural gasalternativgalternate]transportation fuels, and biomassf-enemggources;

(4) The identification of federal fundsavailable for research, development, construction, and ajoeraof
alternativeatternate]fuels or synthetic natural gas plants at laboyatdemonstration, and commercial scale;

(5) Establishment of a major federal energy reselafobratory in Kentucky;

(6) Industry participation, both by single firms abg consortia, in research, development, constrnctand
operation ofalternativdalternate]transportation fuels or synthetic natural gastslan

(7) Establishment or expansion of Kentucky stateegowment incentives for development, construction, o
operation ofalternativdalternate]transportation fuels and synthetic natural gasiypetion facilities, including
but not limited to financial incentives, tax incieels, mandating or providing incentives for use of
alternativdaternate]transportation fuels and synthetic natural gastaye government, school districts, or
utilities, authority to issue bonds, and acquisitemd preliminary environmental assessment of inidlisites;
and

(8) Development of incentives to encourage energgsexvation and renewable fuel and energy use and
deploymenbf renewable energyincluding solapower, wind power, hydropowefhydre], and other sources.|
. . I i I blishdbeafederal level |

Section 40. KRS 56.790 is amended to read as/sl|

(1) The Energy Policy Advisory Council is herebyadsished for the purpose of assisting and advisirey
Governor'sOffice of Energy Policy. Membership shall consibt

(@) Fifteen (15) members of the public, appointedieyGovernor and representing various energyaster
within the Commonwealth; and

(b) The executive director of th@overnor's Office of Energy Policy who shall serve as a ndmg
member and as chairman of the council.

(2) (a) Each appointed member shall serve for a tdrfour (4) years.

(b)  Any member may be removedHrom-his-appeintmbgtihe Governor for cause.

(c)  Appointed members shall be reimbursed for trawsts incurred in attending meetings, which shall
paid from the funds of th&overnor'sOffice of Energy Policy, and in compliance witleffCommerce
Cabinets]procedures for travel and reimbursemaithe Office of the Governor

(3) (a) The chairman shall set the agenda, placetiar@of meetings which shall be held a minimuntved
(2) times a year and shall be held in accordantke thie provisions of the Open Meetings Act, KRS
61.805 to 61.850.

(b) A quorum for all council meetings shall consiseight (8) of the appointed members.
SECTION 41. A NEW SECTION OF KRS 152.710 TO 12A7S CREATED TO READ AS FOLLOWS:
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From a list of potential sites developed by the @mor's Office of Energy Policy and suitable for delopment of
alternative fuel facilities, gasification facilitis or renewable energy facilities as defined in Sectl of this Act,
the Governor's Office of Energy Policy may expenthte funds for preliminary environmental and base#
assessments, inventories, and other activities ofioo the potential sites in furtherance of enviranental or other
permitting required for the development of an elidg project.

Section 42. KRS 224.10-100 is amended to redollasvs:

In addition to any other powers and duties vesteatilly law, the cabinet shall have the authogpigywer, and duty to:

1)

)

®3)

(4)

(®)

(6)

()

(8)

9)

(10)

(11)

(12)

(13)

(14)

(15)

(16)

(17)

(18)

Exercise general supervision of the adminisiraind enforcement of this chapter, and all rulegulations,
and orders promulgated thereunder;

Prepare and develop a comprehensive plan os péated to the environment of the Commonwealth;

Encourage industrial, commercial, residentiakd @ommunity development which provides the beagesof
land areas, maximizes environmental benefits, amimmzes the effects of less desirable environmenta
conditions;

Develop and conduct a comprehensive prograrth®smanagement of water, land, and air resourcasdore
their protection and balance utilization consisteith the environmental policy of the Commonwealth;

Provide for the prevention, abatement, and obrdf all water, land, and air pollution includingut not
limited to, that related to particulates, pestisidgases, dust, vapors, noise, radiation, odorients, heated
liquid, or other contaminants;

Provide for the control and regulation of sugamal mining and reclamation in a manner to acdismphe
purposes of KRS Chapter 350;

Secure necessary scientific, technical, adnnatise, and operational services, including labamafacilities,
by contract or otherwise;

Collect and disseminate information and condhglticational and training programs relating to thatgetion
of the environment;

Appear and participate in proceedings beforefadgral regulatory agency involving or affectitg tpurposes
of the cabinet;

Enter and inspect any property or premisesHerpurpose of investigating either actual or sogzksources
of pollution or contamination or for the purpose adcertaining compliance or noncompliance with this
chapter, or any regulation which may be promulg#tedeunder;

Conduct investigations and hold hearings anchpsd the attendance of witnesses and the produdfon
accounts, books, and records by the issuance pbsuias;

Accept, receive, and administer grants or otheds or gifts from public and private agenciesluding the
federal government for the purpose of carryingamt of the functions of the cabinet. The funds inexgk by
the cabinet shall be deposited in the State Trgdsuhe account of the cabinet;

Request and receive the assistance of any etataunicipal educational institution, experimenation,
laboratory, or other agency when it is deemed rsaegr beneficial by the cabinet in the perforneantits
duties;

Advise, consult, and cooperate with other agenaf the Commonwealth, other states, the fedgratrnment,
and interstate and interlocal agencies, and affgmdesons, groups, and industries;

Formulate guides for measuring presently urtiied environmental values and relationships seytban be
given appropriate consideration along with so@afnomic, and technical considerations in decisiaking;

Monitor the environment to afford more effeetiand efficient control practices, to identify chas and
conditions in ecological systems, and to warn oéegyancy conditions;

Adopt, modify, or repeal with the recommendatiof the commission any standard, regulation, @npl
specified in subsections (5) and (6) of KRS 224100

Issue, after hearing, orders abating activitiegolation of this chapter, or the provisionstbis chapter, or the
regulations promulgated pursuant thereto and rieqguithe adoption of the remedial measures the eabin
deems necessary;



(19)

(20)

(21)

(22)

(23)

(24)
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Issue, continue in effect, revoke, modify, ®rsh or deny under such conditions as the cabiagtprescribe
and require that applications be accompanied hysplspecifications, and other information the cabdeems
necessary for the following permits:

(@) Permits to discharge into any waters of the Conwealth, and for the installation, alteration,
expansion, or operation of any sewage system; henvélve cabinet may refuse to issue the permits to
any person, or any partnership, corporation, efaxhich the person owns more than ten percent §10%
interest, who has improperly constructed, operabednaintained a sewage system willfully, through
negligence, or because of lack of proper knowledgequalifications until the time that person
demonstrates proper qualifications to the cabindtmovides the cabinet with a performance bond;

(b)  Permits for the installation, alteration, or wfeany machine, equipment, device, or other arttblat
may cause or contribute to air pollution or is imted primarily to prevent or control the emissidraio
pollution; or

(c) Permits for the establishment or constructiod #re operation or maintenance of waste disposes si
and facilities;

May establish, by regulation, a fee or schedifldees for the cost of processing applications germits
authorized by this chapter, and for the cost oftpssing applications for exemptions or partial exgons
which may include, but not be limited to, the adistirmtive costs of a hearing held as a result efekemption
application, except that applicants for existingposposed publicly-owned facilities shall be exerfnptn any
charge, other than emissions fees assessed purtmalRS 224.20-050, and that certain nonprofit
organizations shall be charged lower fees to poeeger discharge permits under KRS 224.16-050(5);

May require for persons discharging into thegems or onto the land of the Commonwealth, by ratiomh,
order, or permit, technological levels of treatmand effluent limitations;

Require, by regulation, that any person engageahy operation regulated pursuant to this chajistall,
maintain, and use at such locations and intenaltha cabinet may prescribe any equipment, devic¢gst
and the methodologies and procedures for the usieeofquipment, device, or test to monitor the matnd
amount of any substance emitted or dischargedthcambient air or waters or land of the Commontheal
and to provide any information concerning the namiilg to the cabinet in accordance with the prawisiof
subsection (23) of this section;

Require by regulation that any person engagexhy operation regulated pursuant to this chdpéewith the
cabinet reports containing information as to lomati size, height, rate of emission or dischargel an
composition of any substance discharged or emittiedthe ambient air or into the waters or onto ldred of
the Commonwealth, and such other information theéned may require;

Promulgate regulations, guidelines, and statgldor waste planning and management activitieproye
waste management facilities, develop and publistoraprehensive statewide plan for nonhazardous waste
management which shall contain, but not be limitedthe provisions set forth in KRS 224.43-345, and
develop and publish a comprehensive statewidefplanazardous waste management which shall coritain,

not be limited to, the following:

(@) A description of current hazardous waste managérpractices and costs, including treatment and
disposal, within the Commonwealth;

(b)  Aninventory and description of all existing ildies where hazardous waste is being generatedted,
recycled, stored, or disposed of, including an megy of the deficiencies of present facilities in
meeting current hazardous waste management nedds statement of the ability of present hazardous
waste management facilities to comply with state faderal laws relating to hazardous waste;

(c) A description of the sources of hazardous wafflecting the Commonwealth including the types and
quantities of hazardous waste currently being gaadrand a projection of such activities as can be
expected to continue for not less than twenty (2@ys into the future; and

(d)  An identification and continuing evaluation dfose locations within the Commonwealth which are
naturally or may be engineered to be suitable lier éstablishment of hazardous waste management
facilities, and an identification of those genechlaracteristics, values, and attributes which would
render a particular location unsuitable, consisteith the policy of minimizing land disposal and
encouraging the treatment and recycling of the gast
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The statewide waste management plans shall be afmetIconsistent with state and federal laws rejatin
waste;

Perform other acts necessary to carry out tiiesland responsibilities described in this sectio

Preserve existing clean air resources whiler@mg economic growth by issuing regulations, whitlall be no
more stringent than federal requirements, settiagimum allowable increases from stationary soumes
baseline concentrations of air contaminants to gmesgignificant deterioration in areas meeting stede and
national ambient air quality standards;

Promulgate regulations concerning the bondirgyipions of subsection (19)(a) of this sectiorttisg forth
bonding requirements including, but not limited tequirements for the amount, duration, release, an
forfeiture of the bonds. All funds from the forfgie of bonds required pursuant to this sectionl §feaplaced

in the State Treasury and credited to a specisai émd agency account which shall not lapse. Thewt shall

be known as the "sewage treatment system rehéibititund" and all moneys placed in the fund shallused
for the elimination of nuisances and hazards ctebyesewage systems which were improperly buileraged,

or maintained, and insofar as practicable be usedrrect the problems at the same site for whiehbond or
other sureties were originally providezhd

{36)] Promulgate administrative regulations not incomsistvith the provisions of law administered by tadinet.

Section 43. KRS 224.10-103 is amended to redollasvs:

HH—13n addition to the powers and duties set out ig #ind other chapters of the Kentucky Revised Ssiiliat
are vested in the cabinet and the secretary tegraind enhance the state's natural resourcesnairdrement, the
cabinet and the secretary are also vested witlpdleers and duties previously vested in the Publateetion and
Regulation Cabinet and the Labor Cabinet, and ¢oeetaries of those cabinets, so long as thoserpcaavel duties
are not contrary to or in conflict with the orgaatibn of the cabinet established by statute ordegetive order of the
Governor, as ratified by the General Assembly.

1)

Section 44. KRS 141.430 is amended to read bsnsil

As used in this section, unless the contextiregutherwise:

(& "Approved company" has the same meaning asdbtih KRS 154.48-010;

(b)  "Project" has the same meaning as set forthR$ K54.48-010;

(c) "Tax credit" means the tax credit allowed in KIRs1.48-025;

(d)  "Kentucky gross profits" means Kentucky grossfigs as defined in KRS 141.0401; and



)

(4)

1)

(e)
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"Kentucky gross receipts" means Kentucky greseipts as defined in KRS 141.0401.

An approved company shall determine the incaarectedit as follows:

(@)

(b)

(©

®3)

1.

Compute the tax imposed by KRS 141.040 ortdkamposed by KRS 141.020 on the taxable
net income of the corporation or taxable net incomfiehe individual for the first taxable
yeafperiod] after December 31, 2005, that ends immediatelyr poi the activation date defined
in KRS 154.48-010(1);

Compute the limited liability entity tax imposedder KRS 141.04Q1f applicable,for the first
taxableyeafperiod] after December 31, 2005, that ends immediatelyr o the activation date
defined in KRS 154.48-010(1); and

Add the amounts computed under subparagraphsdl2.aof this paragraph and, if applicable,
subtract the credit permitted by KRS 141.0401(8)rfithat sum. The resulting amount shall be
the net tax for purposes of this paragraph.

For each taxable year beginning with the year in igh the activation date defined in KRS
154.48-010(1) occurs and ending with the year in ielh the agreement terminates as
referenced in KRS 154.48-025(5)¢ompute the tax imposed by KRS 141.040 or thengnrosed
by KRS 141.020 on the taxable net income fordineentffirst} taxableyeafperiod-ending-after
the-activation-date-defined-in KRS-154.48-01Q(1)]

Using the same method used under paragraph ¢a)}bis subsectionfor each taxable year
beginning with the year in which the activation datlefined in KRS 154.48-010(1) occurs and
ending with the year in which the agreement termiea as referenced in KRS 154.48-025(5),
compute the limited Ilablllty ent|ty tax |mposeddﬂ1 KRS 141.0401 for theurrentffirst}
taxableyeaifperiod-ending . e : )land

Add the amounts computed under subparagraphsdl2.aof this paragraph and, if applicable,
subtract the credit permitted by KRS 141.0401(8)rfrthat sum. The resulting amount shall be
the net tax for purposes of this paragraph.

The income tax credit shall be the amount thatdomputation under paragraph (b)3. of this sulmsec
exceeds the amount computed under paragraph (&)thisosubsection, subject to the limitations
provided by KRS 154.48-025.

An approved company that is a pass-throughyendit subject to the tax imposed by KRS 141.040 sha
be subject to income tax on the net income attaitet to the project at the rates provided in KRS
141.020. The amount of the credit shall be detezthias provided in subsection (2) of this sectidre T
credit shall apply to both the tax imposed by KR3.0401 and the tax imposed by KRS 141.020, with
the ordering of credits as provided in KRS 141.020pon the annual election of the approved
company, in lieu of the tax credit, an amount shallapplied as an estimated tax payment equakto th
tax computed in this section. Any estimated taxnp@yt made pursuant to this paragraph shall be in
satisfaction of the tax liability of the partnersembers, or shareholders of the pass-through eanity
shall be paid on behalf of the partners, membéegeholders, or beneficiaries.

The department-of Revenuely promulgatdissue]administrative regulations and require the filofgorms
designed by the departmentf-of Reventoefeflect the intent of the provisions of thigisen.

SECTION 45. A NEW SECTION OF SUBCHAPTER 20 OF KREIAPTER 154 IS CREATED TO
READ AS FOLLOWS:

As used in Sections 45 to 49 of this Act:

"Alternative fuels" means:

(@)
(b)
(©

(d)
(e)

Alternative transportation fuels as defined ire€tion 38 of this Act;

Synthetic natural gas as defined in Section 38tluis Act;

Biodiesel produced from biomass resources asirsef in Section 38 of this Act that is used for
purposes other than transportation fuel;

Ethanol as defined in Section 20 of this Act;

Cellulosic ethanol as defined in Section 20 bfst Act; and
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)

®3)

(4)
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(6)
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(f)  Any other fuel that is produced from a renewabde sustainable source;

"Eligible company" means any corporation, limitk liability company, partnership, limited partnergh
sole proprietorship, business trust, person, groap,other entity engaged in research and developnand
commercialization related to, or the production @lternative fuels or renewable energy;

"Kentucky-based" means a business with its pripal place of business in Kentucky or at least fittye
percent (51%) of its property and payroll locatadKentucky;

"Qualified company" means an eligible companydhmay be granted funding pending final approval;

"Renewable energy" means electricity produced bydropower, solar power, landfill methane gas, win
power, geothermal, biomass, or other renewable s&gr and

"Science and technology organization" means amdiependent, nonprofit quasi-governmental organizati
with a statewide mission and demonstrated histofyneanaging complicated programs in the areas of
entrepreneurial innovation, research and developnmesind science and technology advancement.

SECTION 46. A NEW SECTION OF SUBCHAPTER 20 OF KRSIAPTER 154 IS CREATED TO

READ AS FOLLOWS:

)

)

®3)

(4)

®)

(6)

The cabinet shall have all the powers and authgr not explicitly prohibited by statute, necesgaand
convenient to carry out and effectuate the purposasSections 45 to 49 of this Act, including but ho
limited to:

(@) Entering into contracts or agreements necessany incidental to the performance of its duties,
functions, and responsibilities; and

(b)  Soliciting, borrowing, accepting, receiving, arekpending funds from any public or private source,
including but not limited to appropriations of th€ommonwealth, grants, or contributions of money,
property, labor, or other things of value to be usto carry out the program's operations, functions,
and responsibilities.

The cabinet may expend money in the fund create®ection 47 of this Act for reasonable adminiative
expenses directly incurred in carrying out the reigegments of Sections 45 to 49 of this Act. It isetintent

of the General Assembly that the fund created incéen 47 of this Act be used, to the fullest extent
possible, to directly fund project costs. It is @lthe intent of the General Assembly that revenaasilable
that are generated through investments of the fube redeposited in the fund and that those amourtalk
be considered in establishing appropriations.

The cabinet shall contract with a science anah@ology organization to administer the program ated in
Sections 45 to 49 of this Act. The cabinet shallpapve the application criteria, the process for sulssion
of an application, and the structure and type of tside expertise or peer review used in the applomat
review process in the program created in Sectiobgd 49 of this Act.

No member of the cabinet or the science and tealogy organization or other administering entitgy their
employees or outside experts or their immediate #fgnmembers, shall directly or indirectly financigf
benefit in any award, contract, or agreement undbe program.

The cabinet and the science and technology origation shall submit a joint annual report prior t®ctober
15 to the Governor and the General Assembly detgilits work related to the program created in Secits
45 to 49 of this Act. The annual report shall inale but not be limited to reporting on the prograssde in
achieving the program's purposes, qualitative andagtitative information concerning the applications
received, projects approved and undertaken, comparserved, funding amounts invested in each pragject
and findings and recommendations to increase thegram's effectiveness in achieving its purposes.

All records related to the administration of therogram created in Sections 45 to 49 of this Abgl be
deemed property of the cabinet and shall be opeoords and subject to public inspection under KRS
61.870 to 61.884. Any research or information thiatvolves or is a patent, trade secret, or otherdéyg
protectable interest shall be exempt from inspeationtil the intellectual property rights have beefully
protected.

SECTION 47. A NEW SECTION OF SUBCHAPTER 20 OF KREIAPTER 154 IS CREATED TO

READ AS FOLLOWS:
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There is created in the State Treasury the "Kentychilternative fuel and renewable energy fund" fone purpose
of enabling Kentucky-based companies to undertakeeaarch and development and commercialization ie #rea
of alternative fuel or renewable energy. The fundag receive state appropriations, gifts, grants, éeal funds,

revolving funds, and any other funds both public drprivate. Moneys deposited in the fund shall bshdirsed by
the State Treasurer upon the warrant of the secrgtaf the Finance and Administration Cabinet. Anynallocated
or unencumbered balances in the fund shall be inteztsas provided in KRS 42.500(9). Any income earifigain

the investments along with the unallotted or unemabered balances in the fund shall not lapse, andaliibe

deemed a trust and agency account and made avadlailely for the purposes and benefits of the Kexkiy
Alternative Fuel and Renewable Energy Fund Program.

SECTION 48. A NEW SECTION OF SUBCHAPTER 20 OF KRSIAPTER 154 IS CREATED TO
READ AS FOLLOWS:

(1) There is created in the cabinet a Kentucky Ahative Fuel and Renewable Energy Fund Program to
provide funding to Kentucky-based companies to uridke research and development and
commercialization work in the area of alternativedls and renewable energy.

(2) The purpose of the Kentucky Alternative Fuel aRénewable Energy Fund Program is to:

(@) Accelerate knowledge transfer and technologigahovation, improve economic competitiveness, and
spur economic growth of Kentucky-based companiegoived in the areas of alternative fuels or
renewable energy;

(b)  Support research and development activities thatve clear potential to lead to commercially
successful products, processes, or services in aheas of alternative fuels or renewable energy
within a reasonable period of time;

(c) Stimulate growth-oriented alternative fuel and emewable energy enterprises within the
Commonwealth;

(d) Encourage partnerships and collaborative projectbetween private enterprises, Kentucky's
universities, and research organizations in altettinge fuels and renewable energy; and

(e) Promote research and development and commerzéion activities in alternative fuels and
renewable energy that are market-oriented.

SECTION 49. A NEW SECTION OF SUBCHAPTER 20 KRS APTER 154 IS CREATED TO READ

AS FOLLOWS:

(1) The science and technology organization shalMeathe authority to review applications, qualify mpanies,
and certify qualified companies.

(2) The science and technology organization shalldep application criteria and an application pross.

(3) The science and technology organization shalcfis on providing support to research and developinen
projects that are likely to:

(@) Produce a measurable result and be technicaltyisd;

(b) Lead to innovative technology or new knowledge;

(c) Lead to commercially successful products, praess or services within a reasonable period of time
or

(d)  Show significant potential for stimulating innation-driven economic growth and a reasonable
probability to enhance employment opportunities it the Commonwealth.

(4) An eligible company may submit to the sciencedatechnology organization an application for fundin

The application shall include but not be limited tbe following information:

(@)
(b)
(©
(d)

Verification that the applicant is an eligibleammpany that is Kentucky-based,;
A technical research and commercialization pléimat is sufficient for outside expert review;
A detailed financial analysis that includes tttommitment of resources by the applicant and others

Sufficient detail concerning proposed project pers, type and amount of work to be performed by
each partner, and expected product or service waitimated costs to be reflected in the negotiated
contract or agreement;
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(6)

(@)

(8)

9)

(10)
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(e) A statement of the economic development potémiddahe project; and
()  Any other information the science and technologyganization may require.

The science and technology organization shalhdaoict an independent review using internal and entel
resources to evaluate each application. Followinbet application review, the science and technology
organization shall make a written determination afether the applicant is a qualified company as idefd

in Section 45 of this Act.

Before a qualified company is approved for fumdj, the qualified company shall negotiate an agreemh
and funding contract that is satisfactory to the isnce and technology organization with any project
partners to undertake the research and developmsatk.

Upon a qualified company's presentation of a Egagreement or contract meeting the conditions @md
subsection (6) of this section, the science anchtemlogy organization shall negotiate the terms flunding

with the qualified company and shall enter into awtract with the qualified company if an agreemeist
reached.

Any agreement shall include a provision that aajified company shall, at a minimum, match the fding
provided through the science and technology orgatian on a one-to-one dollar ratio for each year tfe
project. The science and technology organizationaBhhave sole discretion to authorize an in-kind
contribution in lieu of part of the match requiredor the qualified company, if the science and teaiogy
organization determines that the financial limitaihs of the qualified company warrant this authoritzan.

The science and technology organization may nigfe with the qualified company the ownership and
disposition of patents, royalties, all other intetitual property rights, and an equity or related gition on
behalf of the Kentucky alternative fuel and renewatenergy fund for the sole purpose of reinvestiagd
sustaining a revolving fund to carry out the proviss of Sections 45 to 49 of this Act.

The science and technology organization, upgrpeoval by the cabinet, shall issue guidelines &iatewide
notification of the program's availability and a mgram schedule, including but not limited to an
application review cycle including:

(@) A deadline for submission of applications, whighall be at least biennially; and

(b) A deadline for completing the review of applicats, which shall not exceed five (5) months aftae
application submission deadline.

Section 50. The Public Service Commission shedingne existing statutes relating to its authootyer

public utilities, and shall, on or before July D08, make recommendations to the Legislative Reeg@aommission
regarding the following issues:

1)

)

®3)

(4)

Eliminating impediments to the consideration adlbption by utilities of cost-effective demand-mgement
strategies for addressing future demand prior tonf@ission consideration of any proposal for incnegsi
generating capacity;

Encouraging diversification of utility energy niolios through the use of renewables, and distad
generation;

Incorporating full-cost accounting that cons&lemnd requires comparison of life-cycle energy,neatc,
public health, and environmental costs of varidtestegies for meeting future energy demand; and

Modifying rate structures and cost recovery éttdr align the financial interests of the utiltjth the goals of
achieving energy efficiency and lowest life-cycteergy costs to all classes of ratepayers.

Section 51. The Legislative Research Commissiail slesignate legislative staff to study enerdicieit

building and construction practices.

1)

The study shall review current building practitlkat promote energy efficiency and the currenictiire of tax
incentives relative to energy efficiency in constron and building operating systems, including:

(@) Methods currently employed to increase enerfigierficy in building design and construction;

(b)  Energy-efficient methods currently availabledecrease the amount of energy used by the operating
systems of buildings;
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(c) Identification of currently known methods of imping energy efficiency that may become
commercially viable in the future; and

(d) Identification of incentives to encourage impements in energy-efficient building methods andube
of energy-saving building components and operatygiems that are currently in use or are proposed,

including:

1. Current and proposed federal incentives;

2 Current and proposed incentives offered in ostetes;

3. Current and proposed incentives offered by Igoakrnments of this and other states; and

4 Recommendations regarding state building, plambelectrical, and other construction-related

codes and efficiency certification programs, thatild increase efficiency in building design,
construction, and operating systems.

(2) The study shall be completed by November 1, 20G& a written report presented to the Interiminfio
Committee on Appropriations and Revenue and theigpsubcommittee on Energy by December 1, 2008.

(3) Provisions of this section to the contrary nditsfanding, the Legislative Research Commissioli bhae the
authority to alternatively assign the issues idimti herein to an interim joint committee or subcoittee
thereof, and to designate a study completion date.

Section 52. The General Assembly recognizesrimitance of proactively addressing the issue diara
management in existing coal-fired power plants, eadbon emissions in general. Therefore, the Gérasembly
directs the Governor's Office of Energy Policy, theiversity of Kentucky Center for Applied Energg$earch, the
Geological Survey at the University of Kentuckye tAublic Service Commission, and the Environmesatal Public
Protection Cabinet to collaboratively produce aorémnd recommendations to be presented to theslatige
Research Commission on or before November 30, 2§ report shall address the following:

(1) The current status of research and technologyaimage carbon dioxide in existing coal-fired poplants;

(2) Existing sources of support for research relétechanaging carbon dioxide in existing coal-figmver plant
and the adequacy of such sources;

(3) The estimated capital and energy costs assdcuith installing the technology or upgrading eixigtcoal-
fired power plants to better manage carbon;

(4) Identification of specific potential researchojects and demonstration projects to enhance thelajgment
and deployment of new technology in this area; and

(5) Identification of the types of incentives or etlgovernment assistance that would be helpfulipperting the
development and implementation of new technoloe®duce carbon emissions at existing coal-firediqy
plants, including strategies for isolation, capjuned management of carbon dioxide.

In addition, the report shall address the followivith regard to carbon dioxide emissions:
(1) The current status of research and technologlyeirtapture and sequestration of carbon dioxide;

(2) Identification of marketing opportunities andeasfor carbon dioxide as a value-added commoditg, t
maturity and long-term feasibility of those markethe potential for carbon utilization relative the
anticipated generation of carbon, and the econ@nit environmental risks associated with these o$es
carbon dioxide;

(3) Identification of other uses for carbon dioxated the feasibility of large-scale implementatiéisuch uses;

(4) Identification of feasible methods for capturiagd transporting carbon dioxide from the genenafioint to
end users, including the construction of carborxid® pipelines, rail transportation, or other mearsd the
positives and negatives for each method;

(5) Identification of any issues or concerns retatio carbon dioxide that are unique to Kentucky;
(6) Assessment of long-term risks and uncertairgs®ciated with carbon-management options;

(7) Identification of existing collaborative efforésd partnerships developed to address carbonddigssues that
Kentucky participates in; and
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Identification of the types of incentives or etlgovernment assistance necessary to supporietheopment
and implementation of new technologies to captudksequester carbon.

The Governor's Office of Energy Policy, the Univgrsof Kentucky Center for Applied Energy Researthe
Geological Survey at the University of Kentuckye tAublic Service Commission, and the Environmesntal Public
Protection Cabinet are encouraged to consult ahdbowate with stakeholders, including industrytpars, research
institutes, and other universities to develop #yort and recommendations.

1)

)

®3)

(4)

(®)

@)

)

SECTION 53. A NEW SECTION OF KRS CHAPTER 164ACREATED TO READ AS FOLLOWS:

It is the intent of the General Assembly to dstiah a student loan forgiveness program for indilials who
receive a bachelor's degree or graduate degree fepientucky college or university after the effeaidate

of this Act and who are employed in an energy-reldtfield as engineers, engineering technologists,
chemists, geologists, or hydrologists in Kentuckyhe loan forgiveness program shall be funded by the
Commonwealth of Kentucky using state appropriatioasd shall be administered by the Kentucky Higher
Education Student Loan Corporation. All costs assmted with the program shall be paid for by the
Commonwealth of Kentucky, including the reimbursenteof any expenses incurred by the corporation in
its administration of the program.

To the extent funds are available, the corpomti shall provide eligible individuals forgivenesd tbans
within the Federal Family Education Loan Program e by the corporation up to a maximum of:

(&) Twenty percent (20%) of the loan balance prinalpand
(b)  Accrued interest;

for each year of qualified employment in Kentuckyiter the effective date of this Act in an eligible
occupation as set forth in subsection (4) of thisction.

An individual shall be eligible for the loan fa@iveness if he or she:

(@) Is aKentucky resident, as determined by thepmation using the criteria established by the Cain
on Postsecondary Education for the purposes of gesbndary admission and tuition assessment;

(b) Is acitizen of the United States;

(c) Received a bachelor's degree or graduate degader the effective date of this Act from a
postsecondary education institution in Kentucky thas accredited by a regional or national
accrediting association; and

(d) Is employed full-time in Kentucky in an eligibleccupation as set forth in subsection (4) of this
section.

Qualified employment in an eligible occupatiorhal be employment in an energy-related field as an
engineer, including environmental engineer; engingeg technologist, including environmental
engineering technologist; chemist; geologist; or dwlogist. The corporation shall establish the sjfec
eligible occupational titles within the eligible copations set forth in this subsection through the
promulgation of administrative regulations using ¢hStandard Occupational Classification System oéth
Bureau of Labor Statistics within the U.S. Departmteof Labor. The corporation shall consult with the
Council on Postsecondary Education in determinintjgéble occupational titles.

The corporation shall promulgate administrativegulations in accordance with KRS Chapter 13A asyn
be needed for the administration of the loan forgivess program.

SECTION 54. A NEW SECTION OF KRS CHAPTER 158 IREATED TO READ AS FOLLOWS:

Subject to the availability of funds, the Kentkie Department of Education shall establish an engrg
technology career track program. The purpose of theogram is to provide grants to school districts t
develop and implement an energy technology engiiregrcareer track across middle and high schools
within the district. Program components may includeut not be limited to career exploration and
counseling, strategies to increase the rigor of ingtion in pertinent core content areas, strategi¢o link
core content to an energy technology career focpmfessional development for teachers, and coopieet
learning opportunities with industry and postsecamy institutions.

The Kentucky Board of Education shall promulgassiministrative regulations for the administratioaf the
energy technology career track program. The KentycRepartment of Education shall administer the
program, approve grant recipients, and distributeetfunds to local school districts.
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Section 55. (1) It is the intent of the Generasdtably to establish a collaborative to developam gor
the creation of a Center for Renewable Energy Rebesnd Environmental Stewardship. The missiorhefdenter
shall be to provide leadership, research, suppad,policy development in renewable energy, to adedhe goal of
sustainable energy and to promote technologiestipes, and programs that increase efficiency ergnutilization
in homes, businesses, and public buildings. Thanitg collaborative shall consist of the state arsities, the
Kentucky Community and Technical College Systeng tovernor's Office of Energy Policy, and any other
stakeholders, including other colleges and unitiessi energy producers, business groups, energgeoaation
organizations, and consumers identified by the salyi Conference of Presidents established by KR&E028 as
part of the plan required by subsection (2) of #eistion.

(2) The Advisory Conference of Presidents shall tgve proposed plan for the establishment of a €eiatr
Renewable Energy Research and Environmental Stehiard

(3) Indeveloping the plan, the Conference of Pexsisl shall:

(@) Collaborate with the entities listed in subs@ti{l) of this section and any other identifiedkseteolders
to solicit input and recommendations; and

(b) In developing proposed strategies for the centensider the recommendations of the Governor's
Comprehensive Energy Strategy; "Kentucky Energy pp@®tunities for our Future" relating to
renewable energy and energy efficiency; and thealFiReport and Recommendations of the
Environmental and Public Protection Cabinet TasicE@n Energy Efficiency.

(4) The proposed plan shall be submitted to the dlative Research Commission on or before NovemBer 3
2007.

(5) The plan shall include the following components:

(@) A description of the proposed structure for diperation of a Center for Renewable Energy Research
and Environmental Stewardship, including leaderstversight, and governance;

(b)  Proposed strategies to achieve the purposée afenter;

(c) Allist of collaborative partners and a descaptof the role to be played by each of the collabee
partners; and

(d) Recommended funding necessary to implementriygosed plan.
Section 56. The following KRS sections are repéal

152.750 Policy of Commonwealth -- Implementation.

152.755 Contracts for development or demonstigiiojects.

152.760 Revenue bonds.

152.762 Bonds, how to be secured.

152.765 Deposit of proceeds from contracts.

152.770 Limitation of Commonwealth's liabilitycolaims.

152.775 Termination of Commonwealth participatioRepayment.

152.780 Administrative staff.

152.785 Energy development and demonstratioh fuind -- Indemnity account.

Section 57. There is hereby appropriated $5,@@0i0 fiscal year 2007-2008 from the General Funthe
Governor's Office of Energy Policy for the purpageentering into a memorandum of agreement withkbatucky
Geological Survey at the University of Kentucky ¢onduct research, either itself or in collaboratmmunder
contract with other entities, to quantify the pdi@infor enhanced oil and gas recovery and enhanocatbed methane
recovery using carbon dioxide. The research shalude the drilling of deep wells in both coal figl(lllinois and
Appalachian) in Kentucky, and performing the analyscessary to estimate the potential for enhandeghd gas
recovery, enhanced coalbed methane recovery, argmemt storage of sequestration of carbon dioXitiéeast one
of the wells will test the Devonian shale for enteth gas recovery and sequestration potential. Témetu€ky
Geological Survey is encouraged to use these ftmdwatch available federal and private funds to éhéent
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possible. The Governor's Office of Energy Policglsheport to the Legislative Research CommissigrDiecember
1, 2007, regarding the status of the research girajih this appropriation.

Section 58. There is hereby appropriated $2,@@0i0 fiscal year 2007-2008 from the General Funthe
University of Kentucky to develop the fundamentabWwledge, applied science, and engineering negetsallow
industry to rapidly incorporate alternative fuelbguction technologies into plant design and cowetitsn. These
funds shall be used by the University of Kentuclgnt@r for Applied Energy Research to:

(1) Upgrade the existing Fischer-Tropsch facilityailow use of modular reactor and downstream piogs
systems;

(2) Install biomass gasification and gas cleaningpbdlities to study the utilization of biomass e tproduction of
Fischer-Tropsch fuels;

(3) Develop a biofuels laboratory for productionadcterization, and testing of biomass derivedsfueith a
focus on biodiesel, bio-oils, and biomass derivisdher-Tropsch liquids; and

4) Expand programs for the capture and utilizatidncarbon dioxide from coal or biomass electriovpp
generation or Fischer-Tropsch fuel facilities.

The University of Kentucky Center for Applied Engrgesearch is encouraged to use these funds td raaailable
federal and private funds to the extent possible. the intention of the General Assembly to pdeva base amount
of funding for the University of Kentucky Center fApplied Energy Research in the minimum amour$2000,000
in subsequent fiscal years so that the Center xagnel its research capabilities.

Section 59. There is hereby appropriated $300i00&cal year 2007-2008 from the General Fundhi®
Kentucky Department of Education to support thergynéechnology career track program establishe&dgtion 54
of this Act.

Section 60. There is hereby appropriated $10000@0in bond funds for fiscal year 2007-2008 to the
Cabinet for Economic Development, Department ofaRaial Incentives, Energy Projects Economic Devaiemt
Bond Pool. The bond proceeds are to be used byémtucky Economic Development Finance Authority for
advance disbursement incentives authorized in @e&iof this Act. Bond proceeds of up to $10,000,00 this
authorization may be used for an advanced manufagteconomic development project that invests $&00,000
or more in the Commonwealth and produces a renewai®rgy source product. Bond proceeds of up 100095000
of this authorization may be deposited in the KekyuAlternative Fuel and Renewable Energy Fund texkan
Section 47 of this Act and shall be used by thers® and technology organization to provide fundang<entucky-
based companies to undertake research and develbameé commercialization in the area of alternafivel or
renewable energy as provided in Sections 45 tof 48iDAct.

There is hereby appropriated $5,319,500 from thee@e Fund for fiscal year 2007-2008 to the Cabfoet
Economic Development, Department of Financial Itiees, for half-year debt service to support thendo
authorization as set forth above.

Section 61. Whereas it is crucial that the Commeaith be competitive in offering incentives to eaage
the development of new energy resources, and whelezsions are being made at the present timeddd impact
the Commonwealth's ability to achieve this goalgarergency is declared to exist, and this Act taiesct upon its
passage and approval by the Governor or uponhtrwise becoming a law.

Approved August 30, 2007



