Utility Tax Replacement Task Force Report to 

The Legislative Council

November 15, 2002

Background:

Code of Iowa Chapter 437A – Taxes on Electricity and Natural Gas Providers was passed during the 1998 session and signed into law by the Governor.  The law provides that property taxes formerly paid by electric and natural gas utilities are replaced with excise taxes associated with natural gas delivery, electric delivery, electric transmission, and electric production.  The law also provided for a special utility property tax levy or tax credit during the first three years of operation.  This so-called “true-up” expires with the taxes owed in this fiscal year.

Section 437A.15 (7) required 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 authorities, local taxing districts, consumers, and taxpayers.  The results of the study are to be reported to the General Assembly by January 1 of each year through January 1 of 2003.  The report is to include the 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 authorities, local taxing districts, taxpayers, and consumers.  The Department of Management is also required to report to the Legislative Council by November 15 of each year through 2002 the status of the Task Force study and any recommendations.

Task Force:

Members of the Utility Tax Replacement Task Force include:

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

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

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

Steve Evans
Manager, Energy and Tax Policy, MidAmerican Energy Co.

Jim Henter
President, Iowa Retail Federation

Deborah Krauth
Attorney, Public Member

Alan Kemp
Iowa League of Cities

Dawn Vance
Director, Governmental Relations, IA Assn. of Electric Coops.

Michael 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:

During calendar year 2002 the Task Force met on March 6, June 19, and October 28.  There is another meeting scheduled for November 26.  Meeting minutes can be found under the local government directory selection on the web site (www.state.ia.us/tax) of the Department of Revenue and Finance.

Status and Recommendations:

The Task Force is in the final stages of formulating legislative proposals for the 2003 session.  Proposals regarding the following issues should be finalized during the November 26 meeting:

· Natural Gas Delivery Taxes on Deliveries to New Gas-Fired Electric Generators

· Extending the Existence of the Task Force

· Method for Determining a Taxable Valuation for Gas & Electric Property in Order to Bring the General Property Tax Equivalent More in Line with the Replacement Tax

· 2002 Legislation Which Did Not Pass

With some modification, the 2002 failed legislation will be re-proposed.  The proposed 2002 legislation included:

· Increasing the replacement transmission tax rates for a non-Iowa municipal utility whose replacement tax payable in fiscal year 2002/2003 was over $124,000 less than the General Property Tax Equivalent.

· Providing an allocation method for replacement taxes incurred by a new electric power generating plant where the taxpayer has no other operating property in Iowa.  The tax on the first 44.4 million dollars of valuation is to be allocated to the site taxing district where the plant is located with the remainder deposited into the Chapter 426B (property tax reduction) fund for distribution to local government.

· Providing for a method to allocate replacement tax incurred by certain new municipal-owned electric power generating plants using an operating meters formula.
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