UTILITY REPLACEMENT TAX TASK FORCE MEETING

September 26, 2000

MINUTES

PARTICIPANTS

The Utility Property Tax Task Force met on Tuesday, September 26, 2000.  Task Force members attending the meeting included Gerry Bair, Co-chairperson and Director of the Iowa Department of Revenue and Finance; Deborah Krauth, public member, Nyemaster Law Firm; Larry Sigel, Director of School Finance, Iowa Association of School Boards; Dorothy Postel, CEO/Executive Vice President, Maquoketa Valley Electric Cooperative; Mike Rubino, Manager, State and Local Taxes, John Deere; Julie Smith, General Counsel, Iowa Association of Municipal Utilities; Jim Henter, President, Iowa Retail Federation; and Steve Evans, Manager, Energy and Tax Policy, MidAmerican Energy Company.   Members absent were Cynthia Eisenhauer and Alan Kemp. 

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; Gene Eich consultant; Bill Smith and Dan Fritz of the Iowa Utilities Board; Dawn Vance of the Iowa Association of Electric Cooperatives (IAEC); John Donnelley, counsel for the IAEC; Elliot Smith of the Iowa Taxpayers Association; Jim Barns of Alliant Energy; and Mark Douglas of the Iowa Utility Association.

POTENTIAL LEGISLATIVE CHANGES

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

The first issue discussed was possible legislation regarding allocation of replacement taxes where the taxpayer first operates utility property after January 1 of a tax year.  The current replacement tax law does not address this issue.  There are three possible situations to consider.  

First situation

The first situation is where a taxpayer acquires existing property after January 1 and the property existed on or before that date.  One of the comments made was to simply deem the property as owned by the transferor as of January 1 of the tax year in which the transferee acquired the property.  The Task Force decided to move forward to write legislation that would be based on the transferor’s allocation for that property for the current (first) year only.

Second situation

The second situation is where a taxpayer had utility property on January 1 of the tax year and constructs new utility property and places it in service in an area where the taxpayer was not located on January 1 of the tax year.  One of the comments made was to spread the taxes over the taxpayer’s property as it existed January 1.  

Third situation 

The third situation is where a taxpayer had no utility property on January 1 of the tax year and during the tax year constructed property and placed it in service, which incurred replacement tax in taxing districts.  A couple of comments that were made were to look at revenue neutrality and also watch for competitive advantages.  Another comment was to treat the replacement tax the same as property tax.

With respect to the two situations regarding newly constructed property, the Chair appointed a subcommittee comprised of Grant Veeder, Larry Sigel, and Alan Kemp.  This committee is to meet and recommend to the Task Force at its next meeting, a recommendation on how the replacement tax should be handled when newly constructed (first year) is involved.   

DISCO payments to G&Ts

The next item discussed was a potential technical amendment changing the due date regarding notification by DRF of the amount of replacement tax and special utility property tax levy or credit attributable to the excess property tax liability that DISCOs owe G&Ts.  After a discussion it was decided that legislation should be drafted which will change to August 1, the June 1 date relating to the notification by the Department of Revenue and Finance of the amount of replacement tax and special utility property tax levy or tax credit attributable to the excess property tax liability (Iowa Code section 437A.15(3)(c)).  In addition, legislation should be drafted which changes to September 10, the August 1 deadline for DISCOs to pay their tax to G&Ts (437A.3(b)).  Further, the proposed legislation should change to 10 days from September 10, the time in which the G&Ts notify the DRF of nonpayment by DISCOs.  The current number of days is 15 (Iowa Code section 437A.8(4)).  Finally, if a G&T receives a partial payment from the DISCOs, the proposed legislation should be changed to reflect the days and date that apply when there is no payment (Iowa Code section 437A.8(4) second unnumbered paragraph). 

Replacement tax payments to the state?

The Task Force next discussed former Section 428.37(2)(b) and (c) of The Code.  This section dealt with payment of property taxes to the State where the taxpayer’s only taxable property in the State was ownership of an electrical power generating plant.  The section was repealed and not incorporated into chapter 437A.  This is not a big issue currently but it could be in the future.  The task force discussed if there should be replacement tax payments to the State, as property taxes were so previously paid.  It was determined that the issue needed further study and directed the Iowa Department of Revenue and Finance and the Department of Management to develop a series of examples and distribute it to the Task Force before the next meeting.  

Transfer of an interest in an electrical power generating plant

The Task Force next discussed a situation where a taxpayer transfers an “interest” in electric power generating plant rather than the whole plant.  After discussion, the Task Force asked that legislation be drafted to add words to subsection 437A19(2)(b)(2) that also includes the transfer of an ownership “interest”.  The Iowa Department of Revenue and Finance will bring language to the next Task Force meeting for final approval by the Task Force.

Tax return not required

The final piece of possible legislation discussed by the Task Force dealt with Section 437A.19.8(6). This section 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.”  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 is going to check with her constituency and report their thoughts at the next Task Force meeting.  It was decided to draft legislation requiring returns for the above named utilities even if they don’t have a $300 liability, but continue to study the issue. 

REVIEW OF INITIAL TAX INFORMATION  

Mike Albers gave an overview of the replacement tax information.  He said the system worked, for the most part, just as it was designed to do.  Excise taxes, when compared to the General Property Tax Equivalent were only short by about two-tenths of one percent. There are a small number of  “winners and losers” with significant deviation from the General Property Tax Equivalent. Overall, county treasurers got along fine with the electronic data the state provided.   

Al Harding discussed why excise taxes fell significantly short to some levy authorities and were higher in others, when compared to the GPTE.  For example, when the “true up” expires, Lee and Henry counties will lose tax dollars because the generation tax and transmission tax are considerably lower for Union Electric when compared to the GPTE.  Other examples were discussed regarding co-ops and municipals, with possible resolutions to these differences.  These variations should be noted in the legislative report with a notation that the Task Force will continue to work in this area.

REPLACEMENT TAX STUDY COMMITTEE

Bill Smith reported that the committee had its first meeting in July.  Many of the people on that committee are members of the Task Force.  The committee concluded that there are no affects to be studied as there was no legislation passed and therefore there are no recommendations to be made. 

WEB PAGE

Dick Stradley reported that information regarding the Utilities Property Tax Replacement program is now on the Department of Revenue’s web site.  This information will also be on the Department of Management’s web site.  Dick suggested that everyone view the information at www.state.ia.us/tax/locgov/replace.

OTHER

Gerry Bair asked that the next legislative report be drafted and sent to the Task Force members before November 15 so the members can approve it and the report can be filed by the 15th of November.

NEXT MEETING

The next meeting of the utility replacement tax task force is Tuesday, November 28, 2000 at 9:30 A.M.
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