UTILITY REPLACEMENT TAX TASK FORCE MEETING

MINUTES

November 06, 2006
The Utility Replacement Tax Task Force met at 3:02 p.m. on November 06, 2006 in the fourth floor conference room of the Hoover state office building, Des Moines, Iowa.  The meeting concluded at 4:15 p.m.  A quorum was present.

Participants

Task Force members attending the meeting included Mark Schuling, Co-chairperson and Director of the Iowa Department of Revenue; Michael Tramontina, Co-chairperson and Director of the Iowa Department of Management; Tim Coonan, Iowa Association of Electric Cooperatives; Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company, representing investor owned utilities; Jim Henter (arriving at 3:20 p.m.), President, Iowa Retail Federation; Alan Kemp, Director of Membership Services, 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; and Bob Haug for Julie Smith, Iowa Association of Municipal Utilities.

Others attending were Jim Miller, Assistant Attorney General; Dick Stradley, Alan Harding and Lori Marchese of the Department of Revenue; John Donnelly, attorney for IAEC; Mark Douglas, Iowa Utility Association; Lorelei Heisinger, Missouri River Energy Services; David Lynch, Iowa Utilities Board; Jane Riessen, Iowa Association of Municipal Utilities; Mike Goedert, Legislative Services Agency; Susan Walter, Aquila, Inc.; and Michael Albers, recording secretary.

Opening Remarks

Co-chair Tramontina opened the meeting and along with Co-chair Schuling welcomed the membership.  Co-chair Schuling then asked for introductions.

Minutes

It was moved by Peterson, seconded by Sigel, to approve the September 29, 2004 meeting minutes.  The motion carried unanimously.

New Member

Co-chair Schuling announced that Tim Coonan has replaced Dawn Vance as the member representing the Iowa Association of Electric Cooperatives.
Proposed legislation to correct allocation issues when an electric power generating plant in service prior to January 1, 2003 is sold
Co-chair Schuling recapped the history of Chapter 437A, including the 2003 amendment which dealt with new electric power generating plants, stressing that one of the stated purposes of Chapter 437A was revenue neutrality to local governments.  He explained that when an electric power generating plant, in service prior to January 1, 2003, is sold to an owner without other Iowa operating property, inequities and tax spreading issues are created among the taxing districts.  He said Task Force members were provided with a draft proposal for consideration in addressing these issues.  He asked members to look at and discuss the proposal for potential 2007 legislation.
Member Evans noted that the proposal does not affect a taxpayer’s tax liability but simply addresses tax allocation issues.  Harding concurred saying it was tax site vs. tax spread allocation issue.
Co-chair Schuling explained the two hypothetical examples put together by DOR showing site vs. spread tax allocations.  He pointed out that the examples showing the tax allocations under current law were not revenue neutral to site property.  He said the last row shows the tax allocations as they would be under the legislative proposal, moving taxes back to the site, with any excess for an owner without other Iowa operating property going into the Chapter 426B mental health property tax relief fund.  He added that this is what was done back in 2003 for new electric power generating plants.
Co-chair Tramontina said he liked the proposal because it mirrored the 2003 legislation which dealt with new electric power generating plants and there was no impact to the taxpayer.  He pointed out that the site taxes were made whole by the proposal.  He said it was likely that there would be increases in generation taxes at another plant which should translate into a similar flow of taxes to local entities.
Member Evans noted that requiring excess amounts to go into the Chapter 426B fund would potentially keep an owner without other Iowa operating property from writing a large number of checks for small dollar amounts.  Member Sigel pointed out that the proposal keeps the first 44.4 million dollars of taxable value at the site and that stability is good.  Sigel added that the 426B fund is a good way to spread excess dollars among a number of recipients.
Bob Haug said he did not follow some of the discussion about potential increases in generation taxes from another plant offsetting the excess amounts from a plant which will now go into the 426B fund.  Harding said the replacement tax needed to be looked at as a whole because a new power plant has been built which will add new generation taxes.
Member Evans said the 2003 legislation addressed a situation which left local governments unable to effectively budget for the replacement taxes.  He said if the “wisdom of today” had been available in 2003, the sale of existing power plants would have been included in the 2003 legislation.  Harding concurred saying that he, too, wished he would have thought about the potential sale of existing plants back when the 2003 legislation was being put together.
Member Peterson voiced concerns about the excess utility taxes going into the Chapter 426B fund being potentially used to supplant state dollars.  Peterson said this could add up to a lot of money in the future.  Co-chair Tramontina discounted the idea of this becoming a big dollar issue.  Peterson asked if there was an actual sale of a power plant.  Harding said yes.  Harding said putting excess amounts into the 426B fund prevents small amounts of taxes from being spread.
Lorelei Heisinger, representing Missouri River Energy Services, wondered why a proposal that Missouri River Energy Services wanted a few years ago did not get the same thought process regarding spreading small amounts of replacement tax dollars.  Harding said that was a different issue in that it involved correcting a situation where excessive amounts of gas delivery taxes were being allocated to the site.

Member Peterson asked if the amount of taxes for the plant in question were known.  Harding responded yes, the actual numbers were somewhere between the two examples provided to the Task Force membership.  Co-chair Schuling added that the numbers would affect the FY 2007/2008 taxes and valuations.
Member Peterson asked where excess taxes for owners 2 and 3 in the examples would go.  Co-chair Schuling said those owners had other Iowa operating property and excess amounts would be spread over their operating property.

Member Sigel said what this boiled down to is that entities within the former owner’s operating area would get a little less tax vs. the taxes being put into the 426B fund and spread across the state.

Member Kemp asked how this proposal would add predictability to, and what would be the dollar impact on, city budgets.  Harding said predictability would be added because the taxes on the first 44.4 million dollars of taxable valuation would always go to the site.  Harding said the excess would go into the 426B fund as opposed to being spread over the transferor’s operating property.  Sigel added that the local amount would be hurt if current statute is not changed.
Co-chair Tramontina said the proposed legislation follows in the footsteps of the changes made in 2003.  Co-chair Schuling asked for a motion to go forward with the proposed legislation.
It was moved by Peterson, seconded by Evans, to move forward with Section 1 of the legislative proposal as presented to the Task Force.  The motion carried unanimously.
Harding said there hadn’t been any discussion on the Section 2 items dealing with the sale of taxpayer property.  Harding said while there are directives in current statute as to what happens when major addition property is sold, there is a lack of direction as to what happens when other property is sold.  He said he wanted to avoid situations where there could be a “double dipping” receipt of taxes.  He would like to see the proposed language implemented in order to make it clear that taxes are to be allocated over the current owner’s property.  Co-chair Schuling said the proposal would not change the amount of taxes owed.
It was moved by Sigel, seconded by Kemp, to move forward with Section 2 of the legislative proposal as presented to the Task Force.  The motion carried unanimously.

Issue overview for potential future Task Force consideration: Possible double-taxation of gas pipeline by-pass property

Member Evans said taxation issues for gas pipeline by-pass property represent a potential future item for discussion and consideration by the Task Force.  He said the answers to the questions are still being studied.  According to Evans at issue is the potential for a gas pipeline company, which builds a by-pass property, to pay excise taxes on gas deliveries and at the same time pay property taxes on the by-pass property.  Evans said he will continue to discuss these issues with the Department of Revenue.  Evans also wondered whether or not the Task Force would be in existence to potentially discuss these issues because their tenure is set to end January 1, 2007.
Continuation of the Task Force

Member Henter said significant issues such as those discussed today continue to come up and it makes sense to have the Task Force available to address them.  Member Sigel concurred.

It was moved by Sigel, seconded by Henter, to continue the Task Force by adding another 3 years to the tenure in existing statue, with the language to be added to the legislative proposal of the Task Force.  The motion carried unanimously.
Adjournment
It was moved by Peterson, seconded by Kemp, to adjourn at 4:15 PM.  The motion carried unanimously.
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