Utility Tax Replacement Task Force Report to 

The Legislative Council

November 15, 2003

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.

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 2005.  (2003 legislation extended the operations of the Task Force for two additional years).  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 2004 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)

	Michael Ralston
	Director, Department of Revenue (Co-chair) 

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

	Jim Henter
	President, Iowa Retail Federation

	Alan Kemp
	Director of Membership Services, Iowa League of Cities

	Deborah Krauth
	Public Member, Attorney for Nyemaster Law Firm

	Bill Peterson
	Executive Director, Iowa State Association of Counties

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

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

	Julie Smith
	General Counsel, Iowa Association of Municipal Utilities

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


Meetings:

During calendar year 2003 the Task Force met on September 23 and November 7.  Meeting minutes can be found on the Department of Revenue web site (www.state.ia.us/tax) by selecting “local government” then “utilities”.

Status and Recommendations:

At their November 7, 2003 meeting the Utility Replacement Tax Task Force put forth the following recommendations to be included in 2004 proposed legislation.

· Create a “major addition” provision for new electric transmission property.

The provision would allocate transmission line additions/transactions of more than one million dollars to particular taxing districts.  This corrects a condition where it would be possible for taxing districts to receive little if any replacement tax even with the physical presence of considerable amounts of new transmission line property.

· Require gas & electric utility companies who paid more than 500,000 dollars in replacement taxes to report estimated replacement taxes to the Department of Revenue by October 1.  Companies not meeting the threshold but expecting a 10% variance would also have to report.

This contrasts to current law where all companies are under a “10% variance provision” with a July 15 reporting date.  The later reporting date will provide for better estimates and will require potentially significant differences to be reported by large taxpayers.  All this will lead to better projections of taxable valuations for local government replacement tax budgeting purposes.

· Require gas & electric utility companies to report mid-year additions of new operating property, along with associated estimated replacement taxes, to the Department of Revenue by October 1, or the time the asset is put into service, whichever is later.

Again, this is proposed so that better projections of taxable valuations can be provided to local governments for replacement tax budgeting purposes.

· Change the date that the Department of Revenue certifies gas & electric utility valuations to county auditors from August 31 to October 31.

This to necessary to accommodate the two preceding reporting date changes.

General Program Information:

This year saw a settlement of outstanding tax litigation resulting in the issuance of a prior-year credit and a reduction in delivery tax rates.  This settlement, coupled with uncertainly on how to estimate replacement tax revenue moving into the first non-“true up” year, left many local governments short of budgeted replacement taxes.

The upside is that no other valuation appeals exist which could potentially create a settlement of similar magnitude.  In addition, SF275 which was passed last session and signed into law, will bring more replacement tax revenue into the hands of local governments and will make budgeting for the replacement tax more predictable.
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