Utility Tax Replacement Task Force Report to 

The Iowa Legislative Council

November 15, 2001

Background:

Senate File 2416 Utilities – Property Tax Replacement and Statewide Property Tax, was passed by the General Assembly and signed by the Governor during the 1998 session.  The bill provides for the replacement of property taxes paid by electric and natural gas utilities on their property with excise taxes associated with electricity and natural gas deliveries.  The bill also provides for a special utility property tax levy or tax credit during a three-year true up period, and a statewide property tax on property associated with electricity and natural gas.

The bill requires the Department of Management to initiate and coordinate the establishment of a Task Force to study the effects of the replacement tax on local taxing districts, consumers, and taxpayers.  The bill requires the Department to report to the General Assembly the results of the study and specific recommendations of the Task Force for modifications to the replacement tax, if any, which will further the purposes of tax neutrality for local taxing districts, taxpayers, and consumers.  The bill also requires the Department to report to the Legislative Council by November 15 of each year through 2002, the status of the Task Force and any recommendations.

Task Force:  

Members of the Utility Tax Replacement Task Force include:

Cynthia Eisenhauer
Director, Department of Management (co-chair)

Gerry Bair
Director, Department of Revenue and Finance (co-chair) 

Larry Sigel
Director of School Finance, Iowa Association of School Boards

Steve Evans
Manager, Energy and Tax Policy, MidAmerican Energy Company

Jim Henter
President, Iowa Retail Federation

Deborah Krauth
Attorney, Public Member

Alan Kemp
Iowa League of Cities

Dawn Vance
Director, Governmental Relations, Iowa Assn. of Electrical Coops.

Michael C. Rubino
Manager, State and Local Taxes, Deere & Company

Julie Smith
General Counsel, Iowa Association of Municipal Utilities

Grant Veeder
County Auditor, Black Hawk County

Meetings:

Since the update to the Legislative Council in January 2001, the Task Force met on June 18th, August 30th, October 11th, and November 8th, 2001.  Copies of the minutes to these meetings are on the web site (www.state.ia.us/tax) of the Department of Revenue and Finance.

Prior Task Force Recommendations:

In the January 2001 update to the Legislative Council, it was noted that several legislative recommendations were presented to the Task Force by the Department Of Management, the Department Of Revenue And Finance, and others.  Subsequently, the Task Force formally proposed these technical amendments for legislative approval.  These amendments were approved during the regular 2001 Legislative session.

Recommendations:      

The attached technical amendments are proposed by the Task Force for consideration as legislative recommendations from the task force.  The various legislative proposals have been combined into one bill and the Task Force will file these proposed amendments with the General Assembly.  The recommendations for the proposed amendments are as follows:

· New generating plants should be valued at 8% of assessed value.

· The tax on value in excess of the first $44,444,445 of stand-alone new generating plants should be placed in the Chapter 426B mental health property tax relief fund which would provide all property taxpayers in the state with a dollar for dollar property tax reduction.

· Impose the replacement transmission tax at increased rates on any municipal utility whose transmission replacement tax as of December 31, 1999 was substantially less than what its property tax would have been.

· Provide an allocation methodology for municipalities with or without operating meters in Iowa and place any “excess” tax in the mental health fund.

Rationales for valuing new generating plants at 8% of assessed value included:

· Brings the plant value more in line with the plant revenue generation making the generation tax and GPTE align with one another.

· Cures tax allocation issues such as the re-shuffling of tax dollars from other taxing districts.  If plant value is not lowered to 8% of assessed value, there is a differential allocation of site district taxes when comparing companies with and without other Iowa property.

· Provides for a more straightforward local government budgeting process.  Reporting the “full” generating plant valuation to local governments would make local government budgeting complicated and confusing because tax rates would be computed on valuation, which would only return about 8 cents on a dollar, anticipated.

· Will help curb the likely tax shifting to other classes of property.  Many levying authorities would increase levy rates to make up for the revenue shortfalls on the “full” generation plant value.  In some cases the increased levy rates would overcompensate for the shortfall causing a taxation shift to other classes of property.

Rationales for placing the tax on value in excess of the first $44,444,445 in the Chapter 426B mental health property tax relief fund included:

· Ease of administration for electric companies as well as for both state and local government when compared to spreading the tax and valuation over all electric property in the state.  State computer systems would need to be re-programmed to allow for the spreading of the tax and value over the thousands of taxing districts containing electric valuation.  A company would have to write 99 checks to the county treasurers twice a year.  The county treasurers would then have to apportion the tax over thousands of taxing districts twice a year.  Some amounts apportioned could end up being extremely small.

· Such distribution treats levying authorities in an equal manner in that no authority is singled out to receive the funds for spending purposes.  The distribution will benefit all property taxpayers because of the ensuing reduction in the consolidated taxes.  

· Somewhat mirrors the old law in that any “excess” amount was “removed from the allocation system” and paid to the state.

· If the “excess” amounts were to be distributed within the utility system the legislature would have to arbitrarily determine the various breaking points at which it made sense to distribute amounts statewide or at some lesser level.

Rationales for imposing the replacement transmission tax at increased rates on any municipal utility whose replacement transmission tax was substantially less than what its property tax would have been for the 1999 tax year.

· Mitigates the disparity between the replacement tax and the property tax equivalent. 

Rationale for providing an allocation methodology for municipalities with or without meters in Iowa.

· Corrects an omission from old law to new law. 

The Iowa State Association of Counties (ISAC) expressed certain concerns about placing the tax on the value in excess of the first $44,444,445 in the mental health fund.  Their concerns and alternatives were as follows:

1) “We are not convinced this is the best solution, since the mental health fund and its property tax relief appropriation should be left alone in accordance to its specific mechanism.”

2) “One of the reasons why local governments (including ISAC) agreed to the new utility replacement tax is because we were ensured that any growth generated from the utility replacement tax would be allowed to benefit local government budgets and not be required to provide dollar-for-dollar property tax relief.”

3) “Currently, Iowa power utilities write checks to many counties.  For example, MidAmerican writes checks to 67 or so counties.  We do not see it as a big inconvenience (in the technology age) for a power utility to write checks to 99 counties.  Also, in the future, electronic tax payments are quite probable, which would alleviate this matter.”

Included in the ISAC alternatives was a suggestion to maintain current law as is until real problems are identified.  Another suggested alternative was to allow the “excess tax” to be received by all taxing jurisdictions, allocated proportionately according to all existing power utility valuation statewide and allow each taxing jurisdiction to apply the excess tax as best needed. 

The Task Force rejected all of these alternatives because they did not meet the criteria that places the “excess” tax in the mental health fund, namely, ease of administration and distribution of replacement tax revenue in a manner that benefits all taxpayers and all tax levying authorities in an equitable manner. 

One Task Force member suggested that, as an alternative to placing the excess distribution replacement generation tax in the mental health fund, it could be applied within the school aid formula.   

Other items raised at this year’s Task Force meetings include the possibility of extending the “true up” provisions of the statute, and possibly extending the life of the Task Force through such time as a rate issue is raised. 
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