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AN ACT relating to tax credits in restoration zones.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

SECTION 1.   A NEW SECTION OF KRS CHAPTER 99 IS CREATED TO READ AS FOLLOWS:

(1)
As used in this section and Sections 2 and 3 of this Act, the word "local government" means a city, county, urban-county, charter county, or consolidated local government.
(2)
The legislative body of any local government may, by ordinance, propose one (1) or more neighborhood restoration zones. The legislative body shall then submit the identity of the proposed restoration zone, along with all relevant or requested information, to the Kentucky Heritage Council for review and action under Section 2 of this Act. 

(3)
If approved by the Kentucky Heritage Council, a proposed restoration zone shall become a certified restoration zone. All commercial, residential, and mixed-use structures within the certified restoration zone shall be eligible for the tax credit under Section 3 of this Act, subject to approval of the local government. 

(4)
A local government shall have no more than two (2) certified restoration zones active at the same time.

(5)
A local government shall receive no new applications from taxpayers for the rehabilitation tax credit under the provisions of Section 3 of this Act after five (5) years from the date the restoration zone becomes certified, and the restoration zone itself shall cease to exist. However, the local government may again apply for certification of the restoration zone under the provisions of this section.

SECTION 2.   A NEW SECTION OF KRS CHAPTER 171 IS CREATED TO READ AS FOLLOWS:

(1)
The council shall review proposed restoration zones submitted by local governments under Section 1 of this Act. The council shall certify any restoration zone that the council determines:

(a)
Is a geographically definable area, possessing a significant concentration, linkage, or continuity of sites, buildings, or structures united aesthetically by plan or physical development;

(b)
Consists primarily of homes, buildings, and other structures aged fifty (50) years or more; and

(c)
Would enhance or encourage responsible urban planning or development if revitalized.
(2)
The council shall develop procedures for the operation and administration of the restoration zone tax credit permitted under Section 3 of this Act by the promulgation of administrative regulations under the provisions of KRS Chapter 13A.
(3)
The Kentucky Heritage Council shall develop rehabilitation standards for commercial, residential, and mixed-use structures based on standards developed by the United States Secretary of the Interior for rehabilitating historic structures to be used as a minimum standard by the local government in determining if a proposed restoration, rehabilitation, or preservation project qualifies. The council shall also establish standard application forms and certificates of completion for the tax credit program for the use of the local governments. Each local government shall be responsible for the printing of the forms and certificates for its jurisdiction.

(4)
Prior to the commencement of any restoration, rehabilitation, or preservation project for which the taxpayer intends to seek a tax credit, the taxpayer shall submit an application, a reasonable review fee, if any, required by the local government in an amount not to exceed twenty-five dollars ($25), and a detailed description or estimate of the proposed project for which a building permit will be applied to the local government and shall receive preliminary approval in writing from the local government stating that the proposed project constitutes a qualified rehabilitation project and that the maximum level of tax credits, as set out in subsection (9) of this section has not been reached.

(5)
Except as provided in subsection (6) of this section, the taxpayer shall complete the qualified rehabilitation project within twenty-four (24) months from the date the preliminary approval is granted, or within twenty-four (24) months of an alternative date specifically stated in the application submitted by the taxpayer filed in accordance with the provisions of subsection (6) of this section.

(6)
The local government may, upon request, grant a one (1) time extension of the completion deadline specified in subsection (5) of this section. The extension shall be granted for a period not to exceed twenty-four (24) months and shall be granted only upon a showing of good cause.

(7)
Qualified expenses incurred by the taxpayer shall exceed the lesser of five thousand dollars ($5,000) or two percent (2%) of the value of the structure, as determined on the date of the application.

(8)
The local government shall confirm at the completion of a qualified rehabilitation project that all requirements established by this section, and any administrative regulations promulgated in accordance with the provisions of KRS Chapter 13A by the council, or criteria established, have been met. Once confirmed, the local government shall certify, in writing to the taxpayer, when the qualified rehabilitation project is completed and the total qualified expenses incurred by the taxpayer.

(9)
Each local government shall give notice to the council of the amount of each tax credit for each proposed project tentatively approved by the local government. Notice shall be given in accordance with the method specified by the council, and the notification process shall take full advantage of available electronic means in order to expedite the process. The total amount of new tax credits certified by all the local governments under Section 3 of this Act for all taxpayers for all qualified rehabilitation projects shall not exceed five million dollars ($5,000,000) of accrued credits in each calendar year. Any unused credits shall be carried over to the following year. The council shall, before the project is qualified, but not more than thirty (30) days after the receipt of the local government's notice, determine whether or not that limit has been reached. The council shall communicate to the local government that fact, and if the limit has been reached, then the local government shall not qualify any more rehabilitation projects for that calendar year.
SECTION 3.   A NEW SECTION OF KRS CHAPTER 141 IS CREATED TO READ AS FOLLOWS:

(1)
As used in this section and in Section 2 of this Act:

(a)
"Qualified expenses" means expenses for a qualified rehabilitation project that have been certified by a local government under Section 2 of this Act. "Qualified expenses" include costs associated with demolition, carpentry, sheet rock, plaster, paint, ceilings, fixtures, doors and windows, fire sprinkler systems, roofing and flashing, exterior repair, tuck pointing, and the upgrading of the structural, mechanical, electrical, and plumbing systems to applicable codes. "Qualified expenses" do not include expenditures related to:
1.
Property acquisition;
2.
Enlargement of an existing structure;
3.
Any project that does not have prior approval of a local government or a project that the council has rejected due to the maximum amount being exceeded in subsection (9) of Section 2 of this Act;
4.
Landscaping, grading, excavating, paving, or work outbuildings, garages, or related features;
5.
Soft costs, such as appraisals, architectural, engineering, and interior design fees; legal, accounting, and realtor fees; loan fees, interest expenses, closing costs, building permit or license fees, inspection fees, or insurance costs; and
6.
Interior furnishings; and
(b)
"Qualified rehabilitation project" means any exterior, structural, mechanical, plumbing, or electrical improvements that are undertaken to restore, rehabilitate, or preserve a structure located in a certified restoration zone and that meet the standards established by Section 2 of this Act.

(2)
(a)
For taxable years beginning on or after January 1, 2002, a taxpayer may claim a nonrefundable credit against the tax imposed by KRS 141.020 or 141.040 in an amount equal to twenty percent (20%) of qualified expenses incurred in restoring, rehabilitating, or preserving a structure in a certified restoration zone. The following maximum amounts of credits shall be certified by the local government for the specified types of structures:

1.
For single-family residential structures, a maximum credit of five thousand dollars ($5,000) shall be allowed;

2.
For multi-family residential structures, a maximum credit of ten thousand dollars ($10,000) shall be allowed; and

3.
For commercial structures and mixed-use structures, a maximum credit of forty thousand dollars ($40,000) shall be allowed.

(b)
The tax credit, as certified by the local government, shall be taken in the tax year in which the qualified rehabilitation project is completed and certified. If the tax credit, as certified by the local government, exceeds the taxpayer's tax liability, then the credit may be carried forward for up to five (5) years. If the amount of tax credit certified by the local government exceeds five thousand dollars ($5,000), the credit claimed in any one (1) taxable year shall not exceed twenty percent (20%) of the tax credit as certified by the local government.

(c)
A taxpayer claiming the credit provided in paragraph (a) of this subsection shall submit the certificate issued by the local government under Section 2 of this Act with the income tax return filed for the year in which the qualified rehabilitation project is completed and with the income tax return filed for each year in which a credit is available.

(d)
Credits certified for a partnership, a limited liability company taxed as a partnership, a subchapter S corporation, or multiple owners of property shall be passed through to the partners, members, or owners respectively pro rata or in accordance with an executed agreement among the partners, members, shareholders, or owners documenting an alternate distribution method.

(3)
Any tax credit allowed under this section may be transferred, sold, or assigned. Each transferor of the tax credits shall give notice of the transfer to the Kentucky Revenue Cabinet in the form approved by the cabinet within thirty (30) calendar days of the effective date of the transfer. A transferee, purchaser, or assignee may use acquired credits to offset Kentucky taxes for the taxable year in which the transfer is effective and may carry the credit forward as provided in paragraph (b) of subsection (2) of this section. A transferee, purchaser, or assignee of a tax credit allowed under this section shall be entitled to rely in good faith on the information contained in, or used in connection with obtaining, the certification of the local government.

(4)
No Kentucky taxes shall be incurred as a result of the transfer, sale, assignment, or use of a tax credit allowed under this section.
Section 4.   KRS 141.0205 is amended to read as follows:

If a taxpayer is entitled to more than one (1) of the tax credits allowed against the tax imposed by KRS 141.020 or 141.040, the priority of application and use of the credits shall be determined as follows:

(1)
The nonrefundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual credits permitted by KRS 141.020(3);

(b)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(c)
The health insurance credit permitted by KRS 141.062;

(d)
The tax paid to other states credit permitted by KRS 141.070;

(e)
The credit for hiring the unemployed permitted by KRS 141.065;

(f)
The recycling or composting equipment credit permitted by KRS 141.390;

(g)
The tax credit for cash contributions in investment funds permitted by KRS 154.20-263;

(h)
The low income credit permitted by KRS 141.066;

(i)
The household and dependent care credit permitted by KRS 141.067;[ and]
(j)
The coal incentive credit permitted under KRS 141.0405; and

(k)
The rehabilitation credit permitted by Section 3 of this Act.

(2)
After the application of the nonrefundable credits in subsection (1) of this section, the refundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual withholding tax credit permitted by KRS 141.350; and

(b)
The individual estimated tax payment credit permitted by KRS 141.305.

(3)
The nonrefundable credits against the tax imposed by KRS 141.040 shall be taken in the following order:

(a)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(b)
The health insurance credit permitted by KRS 141.062;

(c)
The unemployment credit permitted by KRS 141.065;

(d)
The recycling or composting equipment credit permitted by KRS 141.390;

(e)
The coal conversion credit permitted by KRS 141.041;

(f)
The enterprise zone credit permitted by KRS 154.45-090;

(g)
The tax credit for cash contributions to investment funds permitted by KRS 154.20-263;[ and]
(h)
The coal incentive credit permitted under KRS 141.0405; and

(i)
The rehabilitation credit permitted by Section 3 of this Act.

(4)
After the application of the nonrefundable credits in subsection (3) of this section, the refundable corporation estimated tax payment credit permitted by KRS 141.044 shall be allowed as a credit against the tax imposed by KRS 141.040.
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