2012 BR0230HB246GA
Page 2 of 2

COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2012  REGULAR SESSION
	


MEASURE
	(X) 2012 BR No.
	0230
	
	(X)
	HOUSE
	Bill No.
	246GA


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to the promotion of alternative energy.


	SPONSOR
	Rep. Adkins


NOTE SUMMARY
	Fiscal Analysis:
	
	X
	Impact
	
	
	No Impact
	
	Indeterminable Impact

	Level(s) of Impact:
	
	X
	State
	
	
	Local
	
	Federal


	Budget Unit(s) Impact
	Cabinet for Economic Development; Department of Revenue


	Fund(s) Impact:
	
	X
	General
	
	
	Road
	
	Federal

	
	
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY________________________________________________________________
	Fiscal Estimates
	
	       2012-2013
	        2013-2014
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	(50,000)
	(50,000)
	(50,000)

	Expenditures     Increase 
                              (Decrease)

  
	
	
	
	

	Net Effect      Positive
                         (Negative)


	
	(50,000)
	(50,000)
	(50,000)


______________________________________________________________________________

MEASURE'S PURPOSE:  
HB 246GA seeks to promote development of alternative energy in Kentucky by:

1. Expanding the types of facilities that may qualify to receive incentives under the Kentucky Alternative Fuel and Renewable Energy Fund and the Incentives for Energy Independence Act (IEIA) programs; and

2. Exempting certain equipment used in drilling geothermal wells from the sales and use tax.
PROVISION/MECHANICS:   
In sections 1 to 3 of the bill, the funding available through the Alternative Fuel and Renewable Energy Fund Program is expanded to apply for "energy storage" and "energy efficiency or conservation technology" projects.  This program is operated as the "Kentucky New Energy Ventures Program" by the Kentucky Science and Technology Corporation through agreement with the Cabinet for Economic Development's Office of Commercialization and Innovation.
Sections 4 and 5 allow the following types of facilities to qualify for incentives under the IEIA:
1. Component manufacturing facilities;
2. Energy storage manufacturing facilities; and
3. Energy efficiency or conservation technology manufacturing facilities.

The minimum capital investment for each of these types of facilities is $25 million.  The facilities must be newly constructed, or renovated, reconfigured, or retooled, on or after August 1, 2012 in order to qualify for incentives under the act, which may include the following:
1. Sales and use tax refunds up to 100% of tax paid on tangible personal property made to construct the facility;

2. Severance tax incentives up to 80% of tax paid on the purchase or severance of coal or natural gas;

3. Tax credits up to 100% of corporate or limited liability entity tax liability arising from the project;

4. Wage assessments up to 4% of gross wages paid to each employee; and

5. Possible advanced disbursement of future incentives.
Section 6 of the bill exempts the following items from sales and use tax: lubricating and compounding oils, abrasives, chemicals, drills, bits, drill rods, dies, cutters, and other items to be used in drilling equipment that is used to drill geothermal wells at least 75% of the time.
FISCAL EXPLANATION:  

There is no fiscal impact associated with sections 1 to 3 of the bill.  These provisions allow moneys in the stated fund to be used for grants to, and investments in, new types of projects in addition to those currently allowed.  As of October 2011, this fund had approximately $1,220,000 remaining to be used.  This bill may possibly accelerate the outlay of these moneys; however it is not expected to have an impact on revenues or expenditures.  
The fiscal impact of sections 4 and 5, relating to the IEIA, is indeterminable.  Incentives are currently allowed for five different types of facilities.  Since inception, 14 projects have sought approval for incentives under the IEIA.  Currently, 8 projects have received preliminary approval, and only 1 project has been granted final approval and received incentives (of approximately $247,000).  It is difficult to estimate the level of new economic activity that might be spurred due to the incentives being expanded to the types of facilities in this bill, or the size of the various facilities, and therefore the scope of impact on revenues is indeterminable.  Any negative revenue impact attributable to facilities allowed under this bill will likely be realized beyond the next biennium, given the time required for any facility of the size contemplated by the bill to be constructed or retrofit and brought into operation, and for completion of the necessary application process.
Staff of the Cabinet for Economic Development estimates minimal to no impact on administrative costs as a result of this bill.
The fiscal impact of section 6 of the bill is estimated to be negative approximately $50,000 each year.  This provision exempts items of property from sales and use tax that are currently taxable.  Staff with the Office of the State Budget Director estimates there to be approximately 15 entities currently operating geothermal drilling businesses in Kentucky, spending a total of approximately $825,000 annually on the parts and items exempted in the bill.  This figure equates to approximately $50,000 is sales tax revenues that would be foregone under the bill.
According to Department of Revenue staff, administrative burdens associated with this new exemption will be absorbed within normal operations.
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