Fiscal Note & Local Impact Statement
123 rd General Assembly of Ohio

BILL: Sub. H.B. 262 DATE: January 26, 2000

STATUS:  AskEnacted — Effective June 8, 2000 SPONSOR: Rep. Roman
(Section 5733.39 Effective January 1, 2002)

LOCAL IMPACT STATEMENT REQUIRED: No— Nolocal cost in introduced version

CONTENTS: Prohibits the Department of Taxation from putting social security numberson the outside
of materials mailed to taxpayers and makestechnical changesto coal usage tax credit.

State Fiscal Highlights

STATE FUND FY 2000 FY 2001 FUTURE YEARS
General Revenue Fund
Revenues -0- -0- Potential decrease of $0.9 to $1.9
million in FY 2003 to 2006
Expenditures -0- -0- -0-

Note: The state fiscal year is July 1 through June 30. For example, FY 2000isJuly 1, 1999 — June 30, 2000.

The Department of Taxation has aready implement the change by encrypting the taxpayer’s socia security number.
The new system will be operationa for calendar year 1999 taxes, filed in April 2000.

The use of Ohio cod in new compliance facilities could increase the cost of the cod tax credit by $1 million to $2
million per year facility sarting in FY 2003. The state GRF would incur 95.2% of the cod.

Local Fiscal Highlights

LOCAL GOVERNMENT FY 2000 FY 2001 FUTURE YEARS
L ocal Government Funds (LGF and L GRAF)
Revenues -0- -0- Potential decrease of $50,000 to
$100,000 in FY 2003 to 2006
Expenditures -0- -0- -0-

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.

The locd government funds would incur 4.8% of the loss in tax revenues if the congtruction of new compliance
facilities increases the use of Ohio cod and thereby increases the amount of cod tax credits that may be clamed
agang the corporate franchise tax.




Detailed Fiscal Analysis

Thehill prohibits the Department of Taxation from putting socia security numbers on the outside
of materids mailed to taxpayers. For 1998 taxes filed in April 1999, the Department of Taxation had
placed the taxpayer’s socia security number on a ped-off label used to in filing their income tax return.
This labd dlows the Depatment of Taxation to mail tax information booklets and process the
taxpayer’s return. In removing the taxpayer's socid security number, the processng system of
digributing and receiving tax information was dtered. The Department has chosen to encrypt the
individud’s socid security number on the label, which is decoded when processing, and has dready
made the necessary changes. The new system will be operational for calendar year 1999 taxesfiled in
April 2000.

The bill dso modifies the Ohio cod tax credit to dlow the credit to be taken againgt additiona
compliance facilities.

The Ohio cod tax credit was origindly created to encourage eectric utilities to invest in
scrubbing facilities, which would dlow them to continue to use Ohio cod and gill comply with the phase
1 acid rain control requirements under Title IV of the federa “Clean Air Act Amendments of 1990.”
The credit was taken againg the public utility excise tax. It was set equa to $1 per ton of Ohio coa
used in a compliance facility. Certain other regtrictions aso gpplied. The definition of compliance facility
included “a flue gas desulfurization system [i.e,, a scrubbing unit] that is connected to a cod-fired
electric generating unit and that either was placed in service prior to July 10, 1991, or congtruction of
which was commenced prior to that date’. The phase | requirement took effect on January 1, 1995.
The cumulative amount of the credit taken by a utility was capped at 20 percent of the total cost of the
compliance facility. In the past three years the aggregete credit taken againg the public utility excise tax
was equa to $16.1 million per year.

The credit was modified by the passage in June 1999, of Am. Sub. S.B. 3and Am. H.B. 384.
SB. 3 (the dectric deregulation hill) discontinued the public utility excise tax for dectric utilities and
transferred the credit to the corporate franchise tax beginning in May 2001. H.B. 384 increased the
credit to $3 per ton, removed the cap, and made certain other modifications to the credit. Abstracting
from timing issues rdaed to the trandfer of the credit from the public utility excise tax to the corporate
franchise tax, these changes were estimated to increase the cogt of the credit to a maximum of $53
million per year - an increase in cost of $37 million per year. The credit wasto end after 5 years.

The current bill removes the specific references to Phase | of the acid rain control, and it
removes the requirement that the compliance facilities either are placed in service prior to July 10, 1991,
or that congtruction on the facilitiesis commenced prior to that date.

Most of the facilities constructed to comply with the phase | requirements also meet the phase 11
requirements that are scheduled to take effect January 1, 2000. Beyond that the LBO is not aware at
thistime of any compliance facilities that have been constructed since 1991 or of any generation facilities
that have been retrofitted with scrubbers since that time. Consequently, LBO does not anticipate that
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the bill’ s changes will immediatdy increase the cogt of the tax credit beyond that estimated in the fisca
note for H.B. 384.

Scrubbing units are connected to cod- burning power plants, which are typicaly base-1oad units.
Ohio is likely to need new base load in the not-to-distant future, so thet it is possible that such fadlities
could be congtructed in the future. A 500-megawatt unit (a not-unreasonable size) would probably use
100 to 200 million tons of cod per year. Assuming the facility used dl-Ohio cod, the credit would
amount to $1 to $2 million dollars per year. If such afadility were in the planning stage today, it would
probably be at least two years before the facility were constructed and utilized and another year before
the tax credit could be taken. So the cost of the tax credit would increase by $2 million per year for
three years, a mogt. (The credit would first be taken in tax year 2002, affecting revenues beginning in
FY 2003. With the carry-forward, the cost could be spread out over more years.) That assumes that
the other compliance facilities continue to operate and to use Ohio cod in the same proportions as they
currently do. If more than one such facility were built, the cost would increase accordingly.

Of the $1 to $2 million annua revenue loss, the cost to the state GRF would be $950,000 to
$1.9 million (95.2%) per year. The cost to the loca government funds would be $50,000 to $100,000
(4.8%) per year.
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