UTILITY REPLACEMENT TAX TASK FORCE MEETING

November 28, 2000

MINUTES

Participants

The Utility Property Tax Task Force met on Tuesday, November 28, 2000.  Task Force members attending the meeting included Cynthia Eisenhauer, Co-chairperson and Director of the Iowa Department of Management; Larry Sigel, Director of School Finance, Iowa Association of School Boards; Mike Rubino, Manager, State and Local Taxes, John Deere; Julie Smith, General Counsel, Iowa Association of Municipal Utilities; Grant Veeder, Black Hawk County Auditor, and Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company, representing investor owned utilities.   Members absent were Gerald Bair, Dawn Vance, Alan Kemp, and Deborah Krauth. 

Others attending were Ron Amosson and Mike Albers of the Department of Management; Harry Griger of the Office of Iowa Attorney General; Alan Harding, Dick Stradley, and Lori Marchese of the Department of Revenue and Finance; Bill Smith and Dan Fritz of the Iowa Utilities Board; Regi Goodale of the Iowa Association of Electric Cooperatives (IAEC); John Donnelley, counsel for the IAEC; Elliot Smith of the Iowa Taxpayers Association; and Mark Douglas of the Iowa Utility Association.

Allocation of replacement taxes where the taxpayer first operates utility property after January 1 of a tax year – subcommittee report.

Grant Veeder and Larry Sigel reported on behalf of the subcommittee charged with recommending to the Task Force how replacement taxes should be allocated where a taxpayer first operates utility property after January 1 of a tax year.  The subcommittee recommended that property subject to the excise tax that was constructed by a new or existing taxpayer after the assessment date should be used to determine general property tax equivalents.  The excise tax paid by the taxpayer should be held until the following year’s assessment date and allocated based on that assessment date and the levy rate of the budget year current at that time.

After discussing the issues, the Task Force decided not to address the issue of new construction by existing taxpayers because there is already a system to allocate taxes on this property.   The Task Force requested Harry Griger to draft proposed legislation that addresses the issue of new construction by a new taxpayer.  This amendment would provide that if a new taxpayer acquired new or existing operating property after January 1 and during the tax year, the new taxpayer’s general property tax equivalents which consist of an assessed value for the following year and levy rates for the current year shall be used to allocate the replacement tax incurred and associated with that particular property for the tax year of acquisition.  It was the consensus of the Task Force to move forward with this issue.  

GPTE/Replacement Tax Differences

Alan Harding discussed the situations where municipals have excise taxes higher or lower than the GPTE. The primary reason for some municipals having a higher replacement tax when compared to the GPTE, was an error in the reporting of the 1998 property tax liability.  This caused the calculation of the delivery rate to be in error and the replacement tax for 1999 to be too high. Mr. Harding suggested these delivery rates should be recalculated using accurate information.

Mr. Harding said the department of revenue and finance should be able to recalculate the rates without amending the Code.  It was the consensus of the Task Force that the department make those changes.  

Proposed Statute Revision by the Iowa Utility Association

Steve Evans led the discussion regarding two amendments proposed by the Iowa Utility Association.  The first changes the date tax returns for replacement taxes are to be filed from February 28 to March 31.  Mr. Griger suggested that if this proposal is approved a companion bill should also be approved making the same change in section 437A.21(1).  Comments were made that an effective date should be included in the proposals.  The second proposal reduces the number of years taxpayers, who are subject to the replacement tax or statewide property tax, are required to maintain tax records from ten years to five years.  The Department of Revenue and Finance did not oppose these changes.  It was the consensus of the Task Force to move forward with these proposals and requested Harry Griger to draft them.  

Review of Drafted Legislation

Harry Griger reviewed the legislation drafted at the request of the Task Force at its September 26, 2000 meeting.

1. Allocation of replacement tax revenue where a taxpayer acquires property after January 1 and the property existed on or before that date. Section 437A.15(3) provides for the allocation of replacement tax revenue among the taxing districts where the taxpayer’s operating property is located as of January 1 of the tax year.  In the event that the taxpayer transfers such property to another after January 1 and during the tax year, the transferee taxpayer would not have owned the transferred property on January 1 of the tax year.  Under these circumstances, the transferee taxpayer’s replacement tax incurred on the transferred property cannot, under section 437A.15, be allocated to the taxing districts on the basis of the location therein of the transferred property for the tax year in which the transfer occurs.  This amendment provides that, when such transfers occur, the transferee taxpayer’s replacement tax will be allocated, for the tax year of the transfer, to the taxing districts where the transferred property was located on January 1 of the tax year by using the transferor’s general property tax equivalents.  This results in an allocation of replacement tax as if the transfer had not occurred.  Such a result would have occurred for property tax purposes.  The purposes of the replacement tax include replacing property taxes and preserving revenue neutrality for taxpayers and local government.  This amendment is consistent with and advances these purposes.

2. Change notification due date by DRF and change electric cooperatives payment date.  The director of revenue and finance is to notify electric cooperatives by June 1 of the amount of electric delivery replacement tax to pay to the generation and transmission electric cooperative and such amount payable by these cooperatives to each county treasurer.  The electric cooperatives are to pay such tax attributable to the excess property tax liability to the generation and transmission cooperative by August 1.  The June 1 date is unworkable because the replacement tax calculations cannot be made until the local levy rates are reported to the department by June 30.  The proposed amendment changed the June 1 due date in section 437A.15(3)(a) to August 1.  The amendment also changed the August 1 date for payment of the replacement tax by electric cooperatives to the generation and transmission electric cooperatives to September 10 and made conforming amendments to section 437A.8.  John Donnelley, counsel for the IAEC, expressed concern about the proposed amendments.  He thought there should be more feedback.  The Task Force will send this issue to the legislature based on the feedback received.

3. Transfer an “interest” of an electric power generating plant. There may be a situation where a taxpayer transfers an “interest” in electric power generating plant rather than the whole plant. Pursuant to the Task Force’s request, legislation was drafted to add words to subsection 437A19(2)(b)(2) that also includes the transfer of an ownership “interest”.  It was the consensus of the Task Force to move forward with this issue.

4. Require tax returns even if excise tax liability is less than $300.  Section 437A.8(6) states “…a taxpayer shall not be required to file a return otherwise required by this section or remit any replacement tax for any tax year in which the taxpayer's replacement tax liability before credits is three hundred dollars or less.”  At the last meeting the Task Force discussed whether or not electric companies, municipal utilities, natural gas companies and electrical cooperatives should file tax returns even if the tax liability was less than $300.  It was stated that 26 companies, all municipal utilities, had liabilities under $300.  Much discussion followed with conflicting viewpoints.  Julie Smith with the Iowa Association of Municipal Utilities was going to check with her constituency and report their thoughts at the next Task Force meeting.  At the September 2000 meeting the Task Force decided to continue to study the issue but requested legislation be drafted requiring returns for the above named utilities even if they don’t have a $300 liability.  At this meeting, Ms. Smith reported that her constituency was OK with this proposal.  It was the consensus of the Task Force to move forward with this issue.

Other Issues

Grant Veeder raised two issues for discussion.  The first, which affects Carroll and Crawford Counties, is an issue concerning the date of base year assessed value.  Last year an amendment was drafted by the Iowa State Association of Counties and submitted to the legislature for consideration but the bill was never acted upon.  Mr. Veeder asked the Task Force to include this issue with its package of amendments for the upcoming legislative session.  It was the consensus of the Task Force to include this issue with its proposed amendments.

The second issue raised by Mr. Veeder was his concern that utility taxpayers are not responding quickly enough to questions centering around taxing district boundary changes posed by counties.  Steve Evans replied that in the future he hoped taxpayers would be more responsive.  

Agenda Items for April Meeting.

The Task Force identified three items to be included on the agenda at the next meeting.  

· Allocation of generation tax for a generating facility that has no other property in Iowa (City of Geneseo).

· “True up”.  Two more years left what about the future?

· Comparing GPTE with replacement tax (Union Electric and other utilities subject to only the generation and transmission tax).

NEXT MEETING

The next meeting of the utility replacement tax task force will be Monday, April 16, 2001 at 10:00 A.M.  It was noted that an emergency meeting could be called before then if needed.  
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