PRINTER S NO. 43

THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL

1 6 Special Session No. 1 of
NoO. 2007-2008

| NTRODUCED BY MELLOW MUSTO, KI TCHEN, FERLO, BOSCOLA, FONTANA,
TARTAGLI ONE, GORDNER, STOQUT, WASHI NGTON, STACK, COSTA,
O PAKE, KASUNI C, LAVALLE AND BROWNE, DECEMBER 7, 2007

REFERRED TO ENERGY POLI CI ES, DECEMBER 7, 2007
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AN ACT

Amendi ng the act of March 4, 1971 (P.L.6, No.2), entitled "An
act relating to tax reformand State taxation by codifying
and enunerating certain subjects of taxation and inposing
t axes thereon; providing procedures for the paynent,
col l ection, adm nistration and enforcenent thereof; providing
for tax credits in certain cases; conferring powers and
i mposi ng duties upon the Departnent of Revenue, certain
enpl oyers, fiduciaries, individuals, persons, corporations
and other entities; prescribing crinmes, offenses and
penalties,"” providing for a cellul osic ethanol research and
devel opnent tax credit and for a cellul osic ethanol
production tax credit.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. The act of March 4, 1971 (P.L.6, No.2), known as
the Tax Reform Code of 1971, is anmended by adding articles to
read:

ARTICLE XVII-F

CELLULGOSI C ETHANOL RESEARCH AND DEVELOPMENT TAX CREDI T

Section 1701-F. Definitions.

The foll owi ng words and phrases, when used in this article,

shall have the neaning given to themin this section, except
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where the context clearly indi cates ot herw se:

"Cel l ul osic ethanol technology.”" Technology that is used to

devel op a manufacturing process to convert |ignocell ul osic

bi onass into notor fuel qgrade ethanol.

"Departnent."” The Departnent of Revenue of the Commonweal t h.

"Energy crop." Cellulose-rich raw materials, including

swi tchgrass, miscanthus, willow trees and hybrid poplar trees.

"Li gnocel | ul osi c bi onass feedstocks." The term shall include

enerqgy crops, sewage, industrial waste, willow trees,

agricultural and forestry residues, clean wood and wood wast es,

pul p and paper mll wastes or extracts and nonrecycl abl e paper

that provide a source of cellul ose or hemn cell ul ose.

"Motor fuel grade ethanol." An ethyl alcohol that has a

purity of at | east 99% exclusive of added denaturants, that

conplies with all of the foll ow ng:

(1) The product has been denatured by a nethod approved

by the Bureau of Al cohol, Tobacco, Firearns and Expl osi ves of

the United States Departnent of Justice, as provi ded under 27

CFR Pts. 20 (relating to distribution and use of denatured

al cohol and rum and 21 (relating to fornulas for denatured

al cohol and rum.

(2) The product neets all requirenments of the Aneri can

Soci ety for Testing and Materials Specification D4806 or its

successor standard, Standard Specification for Denatured Fuel

Et hanol for Blending with Gasolines for Use as Autonotive

Spar k-1 gni ti on Engi ne Fuel .

"Qualified research and devel opment expense." Expenses

i ncurred for cellul osic ethanol technol ogy research and

devel opnent that is conducted within this Conmobnweal t h.

"Qualified tax liability." The liability for taxes inposed
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under Article Ill, IV or VI. The termshall not include any tax

wi t hhel d by an enpl oyer from an enpl oyee under Article I11.

"Research and devel opnent tax credit." The credit provided

under this article.

"Secretary." The Secretary of Revenue of the Commobnweal t h.
"Taxpayer." An entity subject to tax under Article IIIl, IV
or VI. The termshall include the sharehol der of a Pennsyl vani a

S corporation that receives a cellul osic ethanol research and

devel opnent tax credit.

Section 1702-F. Credit for research and devel opnent expenses.

(a) Application.--A taxpayer who incurs qualified research

and devel opnent expense in a taxable year may apply for a

research and devel opnent tax credit as provided under this

article. By Septenber 15, a taxpayer nust subnmit an application

to the departnent for qualified research and devel opnent expense

incurred in the taxable year that ended in the prior cal endar

year.

(b) Anpunts.--A taxpayer that is qualified under subsection

(a) shall receive a research and devel opnent tax credit for the

taxabl e year in the anpunt of 15% of the total qualified

research and devel opnent expense incurred during the taxabl e

year.

(c) Notification.--By Decenber 15 of the cal endar year

followi ng the close of the taxable year during which the

qualified research and devel opnent expense was i ncurred, the

departnent shall notify the taxpayer of the anount of the

t axpayer's research and devel opnent tax credit approved by the

depart nent.

Section 1703-F. Carryover, carryback, refund and assi gnnent of

20071S0016B0043 - 3 -



(a) Carryover.--1f the taxpayer cannot use the entire anount

of the research and devel opnent tax credit for the taxable year

in which the research and devel opnment tax credit is first

approved, the excess nay be carried over to succeedi ng taxabl e

vears and used as a credit against the qualified tax liability

of the taxpayer for those taxable years. Each tinme that the

research and devel opnent tax credit is carried over to a

succeedi ng taxable year, it is to be reduced by the anpunt that

was used as a credit during the i medi ately precedi ng taxabl e

vear. The research and devel opnent tax credit provided by this

article may be carried over and applied to succeedi ng taxabl e

vears for no nore than 15 taxable years following the first

t axabl e year for which the taxpayer was entitled to claimthe

credit.

(b)Y Application.--A research and devel opnent tax credit

approved by the departnent for Pennsyl vania qualified research

and devel opnent expense in a taxable year first shall be applied

agai nst the taxpayer's qualified tax liability for the current

t axabl e year as of the date on which the credit was approved

before the research and devel opnent tax credit is applied

agai nst any tax liability under subsection (a).

(c) Carryback.--A taxpayer is not entitled to carry back or

obtain a refund of an unused research and devel opnent tax

(d) Sale or assignnent.--A taxpayer, upon application to and

approval by the Departnent of Community and Econom c

Devel opnent, nmay sell or assign, in whole or in part, a research

and devel opnent tax credit granted to the taxpayer under this

article if no claimfor all owance of the credit is filed within

one year fromthe date the credit is approved by the departnent
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1 wunder section 1702-F. The Departnent of Conmunity and Economi c
2 Devel opnent shall establish guidelines for the approval of

3 applications under this subsection.

4 (e) daim--The purchaser or assignee of a portion of a

5 research and devel opnent tax credit under subsection (d) shal

6 immediately claimthe credit in the taxable year in which the
7 purchase or assignnent is made. The anount of the research and
8 devel opnent credit that a purchaser or _assignee nmay use agai nst
9 any one qualified tax liability may not exceed 75% of the

10 qualified tax liability for the taxable year. The purchaser or
11 assignee may not carry over, carry back, obtain a refund of or
12 assign the research and devel opnent tax credit. The purchaser or
13 assignee shall notify the departnent of the seller or assignor
14 of the research and devel opnent tax credit in conpliance with
15 procedures specified by the departnent.

16 Section 1704-F. Determination of qualified research and

17 devel opnent expenses.

18 In prescribing standards for determ ning which qualified

19 research _and devel opnent expense were incurred within this
20 Commonwealth, the departnment shall consider all of the

N
=
—
=3
o
=3
>
12

22 (1) The location where the services are perforned.

23 (2) The residence or business |ocation of the person or
24 persons perforning the service.

25 (3) The location where qualified research and

26 devel opnent supplies are consuned.

27 (4) Oher factors that the departnent determ nes are

28 rel evant for the determnation.

29 Section 1705-F. Limtation on credits.

30 (a) Total credits.--The total anmpunt of credits approved by
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t he departnment shall not exceed $10, 000,000 in any fiscal year.

If the total anmpbunts allocated to either the group of applicants

excl usi ve of small busi nesses or the group of small busi ness

applicants is not approved in any fiscal year, the unused

portion will beconme avail able for use by the other group of

qual i fyi ng taxpayers.

(b) Individual credits.--If the total anpbunt of research and

devel opnent tax credits applied for by all taxpayers, exclusive

of snmall busi nesses, exceeds the anount all ocated for those

credits, the research and devel opnent tax credit to be received

by each applicant shall be the product of the all ocated anount

multiplied by the quotient of the research and devel opnent tax

credit applied for by the applicant divided by the total of al

research and devel opnent credits applied for by all applicants,

t he al gebrai c equi val ent of which is: taxpayer's research and

devel opnent tax credi t=anount all ocated for those credits X

(research and devel opnent tax credit applied for by the

applicant/total of all research and devel opnent tax credits

applied for by all applicants).

Section 1706-F. Report to General Assenbly.

The secretary shall submt an annual report to the General

Assenbly indicating the effecti veness of the credit provided by

this article no later than March 15 foll owi ng the year in which

the credits were approved. The report shall include the nanes of

all taxpayers utilizing the credit as of the date of the report

and the anpunt of credits approved and utilized by each

t axpayer. Notwi thstandi ng any | aw providing for the

confidentiality of tax records, the informati on contained in the

report shall be public information. The report may al so i ncl ude

any recommendati ons for changes in the cal cul ati on or
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admi ni stration of the credit.

Section 1707-F. Applicability.

The tax credit authorized under this article shall apply to

t axabl e years beqgi nni ng after Decenber 31, 2007.

Section 1708-F. Regul ati ons.

The secretary shall pronul gate requl ati ons necessary for the

i mpl enentation and adnmini stration of this article.

ARTI CLE XVII-G

CELLULGOSI C ETHANOL PRODUCTI ON TAX CREDI T

Section 1701-G Definitions.

The foll owi ng words and phrases, when used in this article,

shall have the neaning given to themin this section, except

where the context clearly indi cates ot herw se:

"Cellulose-rich raw nmaterial." Fibrous plant material which

contains high | evels of cellul ose and hemn cel |l ul ose.

"Cellulosic ethanol." Mdtor fuel qgrade ethanol produced from

| i gnocel | ul osi c bi onass.

"Departnent."” The Departnent of Revenue of the Commonweal t h.

"Energy crop." Cellulose-rich raw materials, including

swi tchgrass, miscanthus, willow trees and hybrid poplar trees.

"Li gnocel | ul osi ¢ bi onass feedstocks." The term shall include

enerqgy crops, sewage, industrial waste, willow trees,

agricultural and forestry residues, clean wood and wood wast es,

pul p and paper mll wastes or extracts and nonrecycl abl e paper

that provide a source of cellul ose or hem cell ul ose .

"Motor fuel grade ethanol." An ethyl al cohol that has a

purity of at | east 99% exclusive of added denaturants, that

conplies with all of the foll ow ng:

(1) The product has been denatured by a nethod approved

by the Bureau of Al cohol, Tobacco, Firearns and Expl osi ves of
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the United States Departnent of Justice, as provi ded under 27

CFR Pts. 20 (relating to distribution and use of denatured

al cohol and rum and 21 (relating to fornulas for denatured

al cohol and rum.

(2) The product nmeets all requirenments of the Aneri can

Soci ety for Testing and Materials Specification D4806 or its

successor standard, Standard Specification for Denatured Fuel

Et hanol for Blending with Gasolines for Use as Autonotive

Spar k-1 gni ti on Engi ne Fuel .

"Pennsyl vania facility." A cellulosic ethanol plant | ocated

in this Commonwealth. The termshall include a pilot plant or a

research and devel opnent facility.

"Production tax credit." The credit provided under this

article.

"Qualified tax liability." The liability for taxes inposed

under Article Ill, IV or VI. The termshall not include any tax

wi t hhel d by an enpl oyer from an enpl oyee under Article I11.

"Secretary." The Secretary of Revenue of the Commobnweal t h.
"Taxpayer." An entity subject to tax under Article IIIl, IV
or VI. The termshall include the sharehol der of a Pennsyl vani a

S corporation that receives a production tax credit.

Section 1702-G. Credit for cellul osic ethanol production

(a) Application.--A taxpayer which produces cell ul osic

ethanol within this Commonwealth may apply for a cellul osic

et hanol production tax credit as provided under this article. By

Sept enber 15, a taxpayer nust subnit an application to the

departnent for a production credit. The credit shall be based on

the anpunt of cellul osic ethanol produced in the taxable year

that ended in the prior cal endar year.

(b) Anpunts.--A taxpayer that is qualified under subsection
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(a) shall receive a production tax credit for the taxable year

in the anpbunt equal to 20¢c nultiplied by the nunber of gall ons

of cellul osic ethanol produced at a Pennsyl vania facility.

(c) Notification.--By Decenber 15 of the cal endar year

followi ng the close of the taxable year during which the

qual i fi ed producti on expense was i ncurred, the departnent shal

notify the taxpayer of the anpunt of the taxpayer's production

tax credit approved by the departnent.

Section 1703-G.  Carryover, carryback, refund and assi gnnent of

credit.

(a) Carryover.--1f the taxpayer cannot use the entire anount

of the production tax credit for the taxable year in which the

production tax credit is first approved, the excess may be

carried over to succeedi ng taxable years and used as a credit

against the qualified tax liability of the taxpayer for those

t axabl e years. Each tine that the production tax credit is

carried over to a succeedi ng taxable year, it is to be reduced

by the anpunt that was used as a credit during the i Mmedi ately

precedi ng taxabl e year. The production tax credit provi ded by

this article may be carried over and applied to succeedi ng

t axabl e years for no nore than 15 taxable years foll owi ng the

first taxable year for which the taxpayer was entitled to claim

the credit.

(b)Y Application.--A production tax credit approved by the

departnent for Pennsyl vania qualified producti on expense in a

t axabl e year first shall be applied agai nst the taxpayer's

qualified tax liability for the current taxable year as of the

date on which the credit was approved before the producti on tax

credit is applied against any tax liability under subsection

(a).
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(c) Carryback.--A taxpayer is not entitled to carry back or

obtain a refund of an unused production tax credit.

(d) Sale or assignnent.--A taxpayer, upon application to and

approval by the Departnent of Community and Econom c

Devel opnent, nmay sell or assign, in whole or in part, a

production tax credit granted to the taxpayer under this article

if no claimfor all owance of the credit is filed within one year

fromthe date the credit is approved by the departnent under

section 1702-G The Departnment of Conmunity and Econonic

Devel opnent shall establish quidelines for the approval of

applicati ons under this subsecti on.

(e) Caim--The purchaser or assignee of a portion of a

producti on tax credit under subsection (d) shall i Mmedi ately

claimthe credit in the taxable year in which the purchase or

assignnent is made. The anpbunt of the production credit that a

pur chaser or assi gnee nay use agai nst any one qualified tax

liability may not exceed 50% of the qualified tax liability for

the taxabl e year. The purchaser or assi gnee may not carry over,

carry back, obtain a refund of or assign the production tax

credit. The purchaser or assignee shall notify the departnent of

the seller or assignor of the production tax credit in

conpliance with procedures specified by the departnent.

Secti on 1704-G Limtation on credits.

(a) Total credits.--The total anmount of credits approved by

t he departnment shall not exceed $10, 000,000 in any fiscal year.

(b)Y Individual credits.--If the total anpunt of production

tax credits applied for by all taxpayers, exclusive of snal

busi nesses, exceeds the anpunt allocated for those credits, the

production tax credit to be recei ved by each applicant shall be

the product of the all ocated anount nultiplied by the quotient

20071S0016B0043 - 10 -
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of the production tax credit applied for by the applicant

divided by the total of all production credits applied for by

all applicants, the al gebraic equival ent of which is: taxpayer's

producti on tax credi t=anount all ocated for those credits X

(production tax credit applied for by the applicant/total of al

production tax credits applied for by all applicants).

Secti on 1705-G Report to General Assenbly.

The secretary shall submt an annual report to the General

Assenbly indicating the effecti veness of the credit provided by

this article no later than March 15 foll owi ng the year in which

the credits were approved. The report shall include the nanes of

all taxpayers utilizing the credit as of the date of the report

and the anpunt of credits approved and utilized by each

t axpayer. Notwi thstandi ng any | aw providing for the

confidentiality of tax records, the informati on contained in the

report shall be public information. The report may al so i ncl ude

any recommendati ons for changes in the cal cul ati on or

admi ni stration of the credit.

Section 1706-G.  Applicability.

The tax credit authorized under this article shall apply to

t axabl e years beqgi nni ng after Decenber 31, 2007.

Section 1707-G.  Termnmi nati on

The departnment shall not approve a production tax credit

under this article for taxabl e years beqgi nning after Decenber

Section 1708-G Regul ati ons.

The secretary shall pronul gate requl ati ons necessary for the

i mpl enentation and adnmini stration of this article.

Section 2. This act shall take effect in 60 days.
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