UTILITY REPLACEMENT TAX TASK FORCE MEETING

MINUTES

March 6, 2002

The Utility Replacement Tax Task Force met at 2:45 p.m. on March 6, 2002 in the fourth floor conference room of the Hoover state office building.  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; Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company, representing investor owned utilities; Jim Henter, President, Iowa Retail Federation; Alan Kemp, Director of Membership Services, Iowa League of Cities; 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; Regi Goodale for Dawn Vance, Iowa Association of Electric Cooperatives; and Bob Mulqueen, Iowa State Association of Counties for Blackhawk County Auditor Grant Veeder.

Members absent were Cynthia Eisenhauer, Co-chairperson and Director of the Iowa Department of Management, and Deborah Krauth, public member, Nyemaster Law Firm.

Others attending were Jim Miller, Assistant Attorney General; Dick Stradley, Alan Harding and Lori Marchese of the Department of Revenue and Finance; Gene Eich, Department of Revenue and Finance Consultant; Bill Smith and Joan Conrad of the Iowa Utilities Board; Allen Williams and Mary Lawyer, Iowa Department of Economic Development; John Donnelly, counsel for the IAEC; Mark Douglas, Iowa Utility Association; Jack Dwyer, Office of Consumer Advocate; Honorable State Senator Sandy Greiner; Honorable State Representative Dave Heaton; Brian Small, Competitive Power Ventures, Inc.; Jim Carney and Troy Skinner, attorneys for Competitive Power Ventures, Inc.; Terry Harrman, Alliant Energy; Susan Walter, UtilCorp United; John Davis, MidAmerican Energy; and Mike Albers, recording secretary.

Minutes

Approval of the November 8, 2001 minutes was waived until a future meeting.

The meeting was called in order to review a proposed amendment to the Task Force legislative proposals that allows a county board of supervisors to exempt the tax on natural gas delivered to new gas-fired electric generation plants.

Chairperson Bair asked if there was any concern among the members as to the appropriateness of reviewing the proposed amendment.  Hearing no objection the issue was declared proper to bring forth.

Brian Small made a presentation and provided background literature on a 450 million dollar 800 MW gas-fired electric generation plant that his company (Competitive Power Ventures, Inc.) would like to build in Washington County.  Small asked the Task Force to either endorse the proposed amendment or to remain neutral.  Small said land had been optioned and the county supervisors as well as other local officials are supportive of the plant locating in Washington County.  He said his company has asked nothing back from Washington County.  He noted that the plant would provide 25 to 30 full-time jobs.  He also noted that plant construction would employ about 300 persons.

Of major concern to Small was tax burden.  He said his company would pay about 6 million dollars in gas consumption taxes and when added to the generation taxes the total tax liability would be about 9 million dollars annually.  He said that there were many areas of the state where the gas delivery tax was zero.  He also said that the gas delivery tax placed his plant at a competitive disadvantage with coal-fired plants because the coal was not taxed.  Bottom line, Small said his company will not pay 8 million dollars in Iowa taxes.  He said that the Iowa taxes are not competitive with other states.

Julie Smith noted that the CIPCO letter (distributed by CPV) does not represent the position of the municipal utilities.

Mike Rubino asked for background discussion as why there is a gas delivery tax.  Gene Eich said gas delivery taxes replace the property taxes which were paid on property used to deliver natural gas – noting that this is part of the revenue neutrality provision.  Eich said that under central assessment the increased deliveries of natural gas would have increased the value of the gas delivery property equating to an increase in property taxes.  He also said that new gas delivery property delivering gas to an electric generation plant would have had significant value.  Eich also noted that gas delivery tax was not a consumption tax.

Eich said that there are taxes associated with the coal used by coal-fired plants.  Steve Evans agreed and said that embedded among other taxes are the taxes paid by centrally assessed railways used to deliver the coal.

Larry Sigel asked for a discussion on how a board of supervisors exempting the gas delivery tax would interplay with the overall replacement tax system.  Gene Eich said exempting the tax would still leave the value in the taxing district which could siphon taxes from other taxing districts both from within the host county and from other counties.

Gene Eich (in reference to earlier comments by Small) said he found it hard to believe that an 800 MW plant could only have a 2 million dollar tax liability somewhere else.  Steve Evans said the generation tax of six hundredths of a cent per kilowatt-hour was extremely competitive in the region.

Mike Rubino asked if the increased gas deliveries in the competitive service area would cause the gas-delivery tax rate to be adjusted down.  Steve Evans said yes that there are threshold provisions which would lower the service area delivery tax rate.

Bob Mulqueen asked Brian Small if he had informed the Washington County Board of Supervisors of their efforts to eliminate the gas delivery taxes.  Small said no, that when they were talking to the Supervisors they didn’t think there would be any delivery tax.  Mulqueen said the Supervisors view could change in light of the loss of the gas delivery tax.

Jim Henter asked if the language in the amendment allowed for a partial exemption of tax.

Bill Smith said the amendment raised many neutrality and equity issues which included:

· New revenues compared to revenue growth under central assessment

· Fuel comparability

· Equity between merchant plant and utility plant

· New gas-fired plants vs. old gas plants

· Equity between electric generator and other economic development projects.

Smith said that there are so many equities potentially touched by this proposal that it may not be possible to observe them all.  He said the issue needs to be viewed in a very broad perspective.

Jim Henter noted that while this company wants a gas delivery tax exemption another company interested in locating in Adair County has not asked for one.

Jim Carney said that the proposed local ability to exempt the gas delivery tax is a tool no different than those such as tax increment financing (TIF) or enterprise zones.  Steve Evans said TIF or enterprise zone tools are narrow in scope as opposed to affecting energy statewide.

Chairperson Bair said this meeting afforded an opportunity to listen to the issues.  He said Bill Smith raised very pertinent neutrality-arena issues.  Chairperson Bair then polled the membership for a sense of direction.  Afterward Bair stated there was general agreement that this was a very complex issue and a recommendation was premature without further study; that the original Task Force legislative proposals should go forth without need for resolving this issue; that the Task Force will work with the company by studying the issue further in the next few weeks.

Chairperson Bair appointed a sub-committee made up of Gene Eich, Bill Smith, Steve Evans, Larry Sigel (designated chair), Julie Smith and Robert Mulqueen with the charge of studying the neutrality issues further and reporting back to the Task Force within three weeks.  Bair said either a Task Force meeting will be held in about three weeks or there will be consensus approval of the report findings.
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