UTILITY REPLACEMENT TAX TASK FORCE MEETING

MINUTES

September 23, 2003

The Utility Replacement Tax Task Force met at 1:30 p.m. on September 23, 2003 in the fourth floor conference room of the Hoover state office building.  The meeting concluded at 3:05 p.m.  A quorum was present.

Participants

Task Force members attending the meeting included Cynthia Eisenhauer, Co-chairperson and Director of the Iowa Department of Management; Michael Ralston, Co-chairperson and Director of the Iowa Department of Revenue; Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company, representing investor owned utilities; Jim Henter, President, Iowa Retail Federation; Konni Cawiezell for Alan Kemp, Iowa League of Cities; Deborah Krauth via telephone, public member, Nyemaster Law Firm; Bill Peterson, Executive Director, Iowa State Association of Counties; Michael Rubino via telephone, Manager, State and Local Taxes, Deere & Company; Larry Sigel, Director of School Finance, Iowa Association of School Boards; Julie Smith, General Counsel, Iowa Association of Municipal Utilities; and Dawn Vance, Iowa Association of Electric Cooperatives.

Others attending were Jim Miller, Assistant Attorney General; Dick Stradley, Alan Harding, and Lori Marchese of the Department of Revenue; John Donnelly, counsel for the IAEC; Jan Johnson, Legislative Services Agency (fka Legislative Service Bureau); Kerry Wright, Senate Democratic Research Staff; Terry Harrmann, Alliant Energy; Jack Clark, Iowa Utility Association; Susan Walter, Aquila, Inc.; Gary Sandholm, Audubon County Economic Development; Lorelei Heisinger, Deborah Birgen, and Matt Eide all representing Missouri River Energy Services; Bill Smith, Iowa Utilities Board; and Mike Albers, recording secretary.

Opening Remarks

Co-chair Ralston introduced himself, thanked the membership and those present for coming, and asked that those present introduce themselves.

Minutes

It was moved by Henter, seconded by Vance, to approve the November 26, 2002 meeting minutes.  The motion carried unanimously.

Review of 2002 replacement tax data payable in FY 2003/2004
Mike Albers reviewed the replacement tax program’s growth history.  Replacement taxes have grown at an average annual rate of 0.62%.  GPTE has grown at an average annual rate of 3.40%.  Replacement tax was 8.02% under GPTE for FY 03/04.  Alan Harding reviewed the reasons as to why GPTE is higher than the replacement tax.  He said that the differences can largely be attributed to increases in company asset values that have no new replacement tax revenues associated.  This happens when companies replace existing assets with new assets and there are no new energy deliveries.  For example, construction work in progress asset values drive up GPTE, but there is not an increase in replacement tax revenues until the assets are put into service.

Steve Evans said that one of the main purposes for the GPTE calculation was for replacement tax allocation.  Albers noted that GPTE was also used as a budgeting tool by local governments and that this year’s differences between GPTE and replacement tax had some local governments upset.  Bill Peterson said that there was a certain level of misunderstanding on how to budget for the replacement tax revenues, and certainly some governments did experience considerable shortfalls compared to what was anticipated, but making matters worse this year were the 60 million dollars of cuts in state revenue streams to local governments.  Larry Sigel said school districts were left seven million dollars short compared to budgeted amounts.  Sigel further noted that some districts were hit proportionately harder than others.

Review of implementation of SF 275

Harding and Albers said extensive work was currently being performed on the State’s utility tax replacement software system in order to incorporate the changes prescribed by SF 275.  It was also noted that the changes mandated by SF 275 will go a long way in closing the gap between the replacement tax and GPTE.

Missouri River Energy Services request to keep more natural gas delivery tax at the site for deliveries to “small” electric power generating plants

Three representatives of Missouri River Energy Services (MRES) Deb Birgen, Lorelei Heisinger, and Matt Eide, along with Gary Sandholm from Audubon County Economic Development were present.  They came to urge the Task Force to promote changing the gas delivery tax allocation formula for deliveries to smaller gas-fired electric generating plants so that all of the gas delivery tax stays at the site.  Birgen said that MRES and its financing affiliate Western Minnesota Municipal Power agency are currently in the process of building a new 90-megawatt natural-gas fired electric power peaking plant near the communities of Exira and Brayton in Audubon County.  She said it was a great location because of the availability of natural gas and high-voltage transmission lines.  She said final regulatory approval for the peaking plant was recently received.  Birgen said that the plant will only operate a few months throughout the year, operating approximately 1500 hours per year, and that the plant will annually consume approximately 12 million therms of natural gas.

Birgen said that she wanted it clearly understood that MRES was not seeking any favorable treatment on tax liability, but the reason for asking for the change was based solely on their feelings that all the taxes related to the new plant should remain local.  She said leaving the tax locally at the site made sense relative to the $50 million investment in the plant.  She stated that if the plant had been built and taxed under the old property taxation methods, that the local taxes would have been more than a million dollars.  Birgen also added that spreading 90% of the gas taxes among all counties in the MidAmercian gas service area would result in relatively small amounts per county.  She contrasted this to the aggregate amount being significant to Audubon County.

Birgen said that while they have prepared proposed language to accomplish the goal of leaving all of the natural gas delivery tax at the site for peaking plants of one hundred megawatts or less, they are open to alternative language that will accomplish similar effects.

There was considerable discussion between Birgen and Task Force members.  Alan Harding felt that the provided gas delivery tax numbers might be low.  There was discussion on unintended consequences such as a company “stacking” more than one peaking plant at a site, each receiving the exception, and circumventing the intent.  There was discussion centering on the “problem” with thresholds, in that no matter where a threshold is set, there could end up being small amounts of tax spread over broad geographical areas.  Dawn Vance said that she wanted to study the effects that such a proposal would have on a plant owned by her members.  It was noted that all of the generation tax stays at the site.  A number of members asked for a staff analysis of the actual replacement taxes that could be reasonably expected from the MRES plant.  Larry Sigel said that he wanted to see compelling evidence before opening up the issue again.

Co-chair Ralston said staff could put together numbers for review.  Co-chair Eisenhauer said the numbers could then be e-mailed out to the membership and membership could then e-mail back their feelings on the issue.  Ralston said the issue would be taken up and considered at the next Task Force meeting.

Task Force member request to consider a  “major addition” concept for new electric transmission property

Steve Evans said his company, MidAmerican Energy, discovered some potential problems with the replacement tax law dealing with transmission line property.  He said that the issues were discovered while planning a route for a new 142 mile line running from Council Bluffs to Des Moines.  He found that certain taxing districts would receive very little revenue even though there would be a considerable investment in transmission line property within the jurisdiction.  Evans said that while other property types had dollar thresholds that permitted new property to be added to taxing districts, transmission line property had no such provisions.  He suggested a threshold amount of $1,000,000 for electric transmission property.  Evans said that while it was a real issue, it was not imminent to MidAmerican because another route was chosen where the impact was not as profound.

Harding felt that this problem was probably an oversight within the replacement tax law.  Albers noted that because of the way the current law was constructed, it would be possible for transmission property to be built within a taxing district, and the taxing district to receive no revenue at all.  Co-chair Ralston said that the transmission line issues would be studied and considered at the next Task Force meeting.

Other items related to utility replacement tax

Dick Stradley said that there were some proposed changes in reporting which would enhance the local government budgeting process by providing more accurate taxable gas & electric utility valuations.  Those changes to be considered at the next Task Force meeting include:

· Requiring all gas & electric utility taxpayers to report to DOR by October 1 their estimated replacement taxes.  (As opposed to the current July 15 reporting date.)

· Requiring all taxpayers to file replacement tax estimates regardless of the amount of variance anticipated from previous year’s taxes and then having these estimates be used to compute taxable values.

· Change the date DOR certifies gas & electric utility valuations from August 31 to October 31.  (Was October 31 the first year and current year.)

· Require that the cost of mid-year major additions of new operating property, along with associated estimated replacement taxes for that property, be reported by the company to DOR by October 1, or the time the asset is put into service, whichever is later.

Next meeting date

The membership was polled and it was decided that the next Task Force meeting would be held on Friday, November 7 at 1:30 p.m. in the fourth floor conference room of the Hoover state office building.
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