UTILITY REPLACEMENT TAX TASK FORCE MEETING

MINUTES

October 28, 2002

The Utility Replacement Tax Task Force met at 1:30 p.m. on October 28, 2002 in the fourth floor conference room of the Hoover state office building.  The meeting concluded at 3:40 p.m.  A quorum was present.

Participants

Task Force members attending the meeting included Gerald Bair, Co-chairperson and Director of the Iowa Department of Revenue and Finance; Cynthia Eisenhauer, Co-chairperson and Director of the Iowa Department of Management; Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company, representing investor owned utilities; Jim Henter, President, Iowa Retail Federation; Andrew Lent for Alan Kemp, Iowa League of Cities; Michael Rubino, Manager, State and Local Taxes, Deere & Company; Larry Sigel, Director of School Finance, Iowa Association of School Boards; Robert Haug for Julie Smith, Iowa Association of Municipal Utilities; Dawn Vance, Iowa Association of Electric Cooperatives; and Bob Mulqueen for Grant Veeder, Iowa State Association of Counties.

Member absent was Deborah Krauth, public member, Nyemaster Law Firm.

Others attending were Jim Miller, Assistant Attorney General; Dick Stradley, Alan Harding, Lori Marchese and Gene Eich (consultant) of the Department of Revenue and Finance; Joan Conrad of the Iowa Utilities Board; Allen Williams of the Iowa Department of Economic Development; John Donnelly, counsel for the IAEC; Mark Douglas, Iowa Utility Association; Joseph Michael and Braith Kelly, TDB Consulting, representing Competitive Power Ventures, Inc; John Davis, MidAmerican Energy; Ed Raber, Washington County Economic Development Group; Jan Johnson, Legislative Service Bureau; Mark Johnson, representing Missouri River Energy Services; Tom Patterson, House Democratic Staff; Jay Syverson, Iowa State Association of Counties; Terry Harrmann, Alliant Energy; Bridget Godes, Senate Democratic Caucus; and Mike Albers, recording secretary.

Agenda

Chairperson Bair asked if there were any additions to the agenda.  No additions were offered.

Minutes

It was moved by Sigel, seconded by Vance, to approve the June 19, 2002 meeting minutes.  The motion carried unanimously.

Natural gas delivery tax and tax allocation issues for deliveries to new gas-fired electric generators

Co-Chair Bair asked member Larry Sigel for a report regarding the issues assigned to the sub-committee at the last task force meeting.  Sigel reported that the sub-committee held two meetings in order to discuss the issues: 1) The first $44.4 million generation plant site amount valuation rule; 2) Bringing the GPTE and replacement tax closer together; and 3) Providing a delivery tax and allocation recommendation for gas deliveries to new gas-fired generators.

Sigel said that there was sub-committee consensus to carve out a competitive statewide gas delivery rate to new gas-fired generators and to exclude the tax on such deliveries from the threshold recalculation.  Sigel then asked Al Harding to review the various options.  Harding spent considerable time explaining the options.

Evans said that whatever percentage of the gas delivery tax is “allocated to the site” be allocated over all the taxing districts where the new gas delivery property is located.

Sigel said that where there is replacement tax to be allocated to a fund for distribution, buying down school aid would be the best place to do so, in light of providing true property tax relief.  He also noted that there should be a threshold amount under which tax amounts should not be distributed for administrative reasons.  He suggested that tax amounts below the threshold amount could be provided to the Iowa Department of Management and/or the Iowa Department of Revenue and Finance to offset the costs of administering the replacement tax program.

Joe Michael spoke at length as to why he thought the proposed statewide delivery rate was too high.  He noted that a 5 million dollar pipeline would pay a 3.5 million dollar tax.  He also said that ½ of the tax was being generated from 4% of the gas delivery assets in the service area.  He also said he felt that the proposed plant would be “triple taxed” noting that there would be increased taxes owed by the owner of the pipeline supplying the gas.  He said that there was no correlation between the growth in property value and the taxes to be paid.

Evans said that the reason CPV is here is because the legislature lowered the generation tax creating a very competitive rate.  Evan said that while ½ of the tax may be attributable to the pipeline, the economic value of the pipeline is very high.  He said that under the old unit-valuation system cost was a very small determiner in valuing a utility asset.  He said that the gas property could very well have had a valuation in excess of 100 million.

Vance suggested looking at making all delivery rates to gas-fired generators the same.  Bair asked that gas delivery numbers to these plants be provided to Harding for examination.

It was moved by Sigel, seconded by Henter that gas deliveries to new gas-fired generating plants be taxed using a statewide delivery rate of .0111 per therm, that the gas delivery taxes be excluded from the threshold recalculation, that 10% of such delivery tax be allocated to the taxing district or districts where the new gas property is located – subject to review by local governments, with the remaining 90% of the delivery tax being placed in a special fund for distribution by the Department of Management, noting that the Department of Management will recommend a threshold under which funds will not be distributed.  The motion carried unanimously.

Extending the existence of the Task Force beyond January 1, 2003

Most members thought that keeping the Task Force in place for another two years was needed.  Rubino noted, however, that he thought most of the remaining issues were policy related, and that making policy was beyond the scope of the Task Force duties.

It was moved by Bair, seconded by Vance, to extend the statutory authorization for the Task Force for two additional years.  Rubino voted no, the rest of the members voted yes.  The motion carried.

Alternative method to value gas & electric property which would bring the GPTE in closer alignment with the replacement tax

Mike Albers outlined a concept that would annually determine the taxable valuation for all gas & electric property which is being proposed in order to keep the GPTE in proximity to the replacement tax.

The concept would generally work as follows: A new definition for taxable valuation would be added to the statute.  Taxable valuation would be annually determined by dividing the estimated annual replacement tax liability for property in a taxing district by the prior year’s consolidated taxing district rate, then multiplying the quotient by one thousand.  The prior year’s replacement taxes would be used to estimate the current year’s replacement taxes for the purposes of backing into the taxable valuation.  If the property is generating replacement tax for the first time, or if the replacement tax is not covered by any threshold recalculation and the taxpayer believes that the replacement tax will vary by more than ten per cent from the previous tax year, the taxpayer would report by July 15 the estimated replacement tax liability.

It was moved by Henter, seconded by Sigel, to move forward with the taxable valuation concept as described by Albers.  The motion carried unanimously.

Review of proposed 2002 legislation which did not pass

Jim Miller reviewed the 2002 proposed legislation which did not pass.  He stated that while most of the concepts were still applicable, some of the language would need modified in order to accommodate the new proposals being put forth.

Next meeting date

It was decided meet again on Wednesday, November 20 at 1:30 p.m. in order to put closure on the issues currently before the Task Force.  Remaining issues include:

· Finalize the appropriate allocation of gas delivery taxes over the district or districts containing new gas property which supplies gas to new gas-fired generating plants.  Local government representatives were to review the appropriateness of spreading 10% of the delivery tax over the districts with the new gas property.

· Determine which distribution fund will receive gas delivery taxes in excess of the amounts determined above that are appropriate to be spread over the taxing district or districts where the new gas property is located.

· Determine a threshold where replacement taxes to be deposited into a special fund are not distributed because of administrative inefficiency.  Determine what happens to amounts not distributed.  (This situation could arise where there are small amounts of generation tax to distribute in excess of the site amount where the company owning the plant has no other Iowa property.)

· Determining whether or not to apply the proposed statewide natural gas delivery rate to existing gas-fired generators.

· Review legislative proposals which include the prior proposals not passed, the new gas delivery tax and allocation methodology for deliveries to new gas-fired electric generators, and the proposed method which will annually adjust the assessed valuation of gas & electric property using anticipated tax revenue in conjunction with the prior year’s tax rates so that the general property tax equivalents (GPTE) and replacement taxes will approximate one another.
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