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WISCONSIN LEGISLATIVE COUNCIL

Terry C. Anderson, Director
Laura D. Rose, Deputy Director

TO: SENATOR JEFF PLALE
FROM:  John Stolzenberg, Chief of Research Services

RE: Allocation of Revenues From Bundled Services to Video Services Under 2007 Senate Bill
107

DATE:  June 8, 2007

This memorandum responds to your question on whether the current version of 2007 Senate Bill
107 requires a video service provider to include revenue from video services sold as part of a bundle of
services in determining its gross receipts for purposes of calculating the video service provider fees that
the provider must pay under the bill to municipalities in which it sells these services. Senate Bill 107
relates to video service franchising. The current version of this bill is the version recommended for
passage by the Senate Committee on Commerce, Ultilities and Rail, Senate Substitute Amendment
(SSA) 1 to Senate Bill 107, as amended by Senate Amendments 1 to 5. This version is referred to as
“the bill” in this memorandum.

Summary

In summary, the current version of Senate Bill 107 indirectly requires a video service provider to
include revenues from the sale of video services as part of a bundle of services in the provider’s
determination of its gross receipts for purposes of the video service provider fees under the bill. Subject
to further verification, the standards referenced in the bill appear to afford a video service provider some
discretion in how these revenues are determined.

Relevant Provisions in the Bill

The bill creates a state video service franchise and directs each video service provider holding a
state franchise, in general, to calculate and pay on a quarterly calendar basis to each municipality in
which the provider provides video service a video service provider fee equal to the specified percentage
of the provider’s gross receipts. [See proposed s. 66.0420 (7) (a) 1. starting on page 19, line 19, in SSA
1.] “Gross receipts” are defined to include all of the revenues received by and paid to a video service
provider by subscribers residing within a municipality for video service, excluding charges that are
aggregated or bundled with these video service charges. [See proposed s. 66.0420 (2) (j) starting on
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page 5, line 13 in SSA 1.] (Senate Amendment 2 to SSA 1 amends this definition of “gross receipts” in
ways that are not relevant to this memorandum.)

The bill does not contain any formula for allocating revenues among types of services when a
video service provider sells video services as part of a bundle of services. The bill does require that all
determinations and computations made with regard to a video service provider fee must be made
pursuant to Generally Accepted Accounting Principles (GAAP). [See proposed s. 66.0420 (7) (c)
starting on page 21, line 5 in SSA 1.]

Thus, one must examine GAAP to determine if they provide any guidance on the allocation of
revenues from bundled services to video services. If GAAP do provide this guidance, then this
provision in the bill requires that this guidance be used in making these allocations.

GAAP

In the United States, GAAP are composed of over 2,000 standards, pronouncements, and other
forms of financial reporting guidance established by a variety of organizations associated with
accounting and auditing professionals and the Securities and Exchange Commission (SEC). This
guidance includes abstracts issued by the Financial Accounting Standards Board’s Emerging Issues Task
Force (EITF).

Representatives of the Wisconsin Cable Communications Association and AT&T have indicated
that EITF Abstract Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables” provides
guidance under GAAP that is applicable to the revenue allocation issue addressed in this memorandum.
This abstract is generally applicable to the allocation of revenues from any set of bundled services or
products. In particular, when applied to the allocation of revenue from video services bundled with
other services, this abstract calls for this allocation to be based, in general, upon the “relative fair values”
of the separate services. '

The relative fair values of the services in a bundled package of services are based on the fair
values of the services on a stand-alone basis and the price of the bundled package. Subject to further
verification, it appears that more than one method may be used to compute the relative fair values of the
services or goods allocated to separate units of accounting under this abstract. This verification has been
requested from accounting professionals and the organizations cited in the previous paragraph. Once
this information is obtained from these entities, it will be forwarded to you.

If you have any questions on the information presented in this memorandum, please feel free to
contact me directly at the Legislative Council staff offices.

JES:wu
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4 Department of Commerce

P. 0. Box 7970

Madison, Wisconsin 53707
(608) 2661018

TDD #: (608) 264-8777

Jim Doyle, Governor
Mary P. Burke, Secretary

July 3, 2007

The Honorable Russelt Decker
Co-Chair

Joint Committee on Finance
Room 122 South

State Capitol

Madison, Wi 53702

The Honorable Kitty Rh;iades

Co-Chair
Joint Committee on Finance

Room 309 East
State Capitol

Madison, Wi

53702

RE: Allocation of Internet Equipment Tax Credits and Exemptions Under s. 17 (1) (c) of

2005 Wisconsin Act 479

Dear Co-Chairs:

Pursuantto s. 17 (1) (c) of 2005 Wisconsin Act 478, | am hereby notifying you that the
Department of Commerce has allocated $7.5 million in tax exemptions and credits. Act 479,
enacted on May 30, 2008, establishes the Internet Equipment Tax Credit and Exemption
Program to encourage the extension of high-speed Internet service to parts of the state that are
currently unserved or served by only one provider. The program offers a total of $7.5 million in

sales tax exemptions and income tax credits for

broadband market.

the purchase of Internet equipment used in the

The following chart shows the entities which Commerce proposes certifying, and the tax
exemptions and credits it proposes allocating to each business.

SALES TAX

APPLICANT FIRST YEAR SECOND YEAR TOTAL
EXEMPTION TAX CREDITS TAX CREDITS
Amery Telcom, Inc. $58,401 $58,401 $58,401 $175,203
AT&T $343,996 $343,996 $343,996 $1,031,988
CenturyTel, Inc. $1,624,134 $1,624,134 $1,624 134 $4,872,402
DiscoverNet of $80,650 $80,650 $80,650 $241,950
Wisconsin LLC
Door Peninsula $14,243 $14,243 $14.243 $42,729
internet, Inc.
Lakeland $113,529 $113,529 $113,529 $340,587
Communications
Midwest Fiber $58,197 $58,197 $58,197 $174,591
Networks LLC o
Northern Net $162,000 $162,000 $162,000 $486,000
Exposure
TDS $44 850 $44 850 344 850 $134,550
Telecommunications
Corporation
TOTAL $2,500,000 $2,500,000 $2,500,000 7,500,000
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The projects | am recommending for certification involve a total of 261 communities and rural
areas in 63 of Wisconsin's 72 counties. Information provided to the department by the
applicants shows that as a result of these credits and exemptions, 368,432 households and
businesses across the state will potentially subscribe to high speed service.

| would be happy to provide you with any further information that you need.

Sincerely,

Secretary



EXHIBIT:

BROADBAND SALES TAX EXEMPTION RECOMMENDATION _

ECOMMENDED
ALES TAX *

mery Telcom, $1,168,010 $58,401 ~$58,401
AT&T $6,879,915 $343,996 $343,996
CenturyTel, Inc. $62,832,676 $3,141,633 $1,624,134
DiscoverNet of Wisconsin LLC $1,613,000 $80,650 $80,650
Door Peninsula internet, Inc. $284,850 $14,243 $14,243
Lakeland Gommunications $2,270,593 $113,529 $113,529
Midwest Fiber Networks LLC $1,163,948 $58,197 $58,197
Northern Net Exposure $3,240,000 $162,000 $162,000
TDS Telecommunications Corporation $897,000 $44 850 $44,850
" 1$80,349,992 | . $4,017,499 | -$2,500,000 |

The chart above reflects the calculation of the Recommended Sales Tax Exemption
‘which drives the first and second year tax credits. The chart lists the applicant, the
eligible equipment purchases and corresponding eligible sales tax exemption under the

Broadband program. The last column represents the amount re

allocation under this program.

commended for

Note: The definition of Eligible Equipment, as defined in Chapter Comm 135.20 (2) is as
follows: “Internet equipment used in the broadband market” has the meaning given in s. 71.07
(5e) (a) 2., Stats., and includes any hardware or software that is essential for performing the

transmission described in that definition. .This term does not in

clude any equipment placed in

orbit around the earth, or any land-based equipment which transmits to or receives transmissions

from that orbiting equipment.”







KV Resources, LLC.
P.O Box 17 « Dousman, WI 53118 » 866-965-4725 July 24, 2007
Dear Senator,

1 am writing today as a small business owner and on behalf of Women Impacting Public Policy. a bipartisan
organization that educates and advocates on behalf of women and minorities in business. WIPP believes that SB 107, the
Video Competition Act, is important legislation that will enhance Wisconsin’s ability to altract economic development,
while retaining home-grown busincsses. SB 107 provides a multi-pronged approach for benefiting your constituents, as
well as Wisconsinites across the state.

First, SB 107 would create a fair, competitive market for TV, by making it possible for telecommunications
companies to compete with cable for business. This 1s important, as competition can help mitigate the rapid increases in
cable rates. The Federal Communications Commission found that cable TV prices rose by 93 percent between 1995 and
2005. However, consumers in areas where competition is viable have saved an average of $22.30 per month, according to
the American Consumer Institute.

Second. SB 107 promotes immediate economic benetits for the state. By making it possible for
telecommunications companies (such as AT&T and Verizon) to use broadband lines to sell video service, SB 107 creates
an cnormous incentive 1o attract finite investment dollars. Because Illinois, Ohio, Michigan and Indiana have already
passed video competition legislation, they are currently better positioned than Wisconsin to attract broadband investment
in the Midwest. SB 107 would put Wisconsin back on a level playing field, which is necessary for bringing in funds to put
new lines in the ground, attracting new construction jobs and allowing businesses to set up shop.

Third, because of these incentives, Wisconsin will gain an improved broadband network. With access to quality
communication technology representing one of the most important needs for any business competing globally, the
broadband lines promoted by SB 107 should be adopted to promote economic growth and atiraction of new businesses.

Fourth, that improved broadband network can enhance education, government communications, medical
technologies and a host of other services key to the operations of the state and the well-being of Wisconsinites. Every
aspect of life in Wisconsin is dependent upon an up-to-date communications network, and SB 107 helps promote that type
of network.

According to a new study conducted by the Center for Women’s Business Rescarch, more than three-guarters of
wonien business owners are looking for reliable technology solutions that can help them increase the efficiencies in their
businesses. Thus, WIPP, and [ support SB 107, which is so directly relevant to the economic health and well-being of our
members. | hope you will support the bill.

Smcerely,

e <

/ /,‘ ) \_t):/ ‘\1 . /(/E; {iw
L{/ﬁ/(/\\,\.,ui/ /L/ /S L

Christi Mickler
President
KV Resources LLC

“Resources to impact your future”
htip://www.KV-Resources.com






AT
WISCONSIN LEGISLATIVE COUNCIL

Terry C. Anderson, Director
Laura D. Rose, Deputy Director

TO: REPRESENTATIVE JOSH ZEPNICK
FROM:  David L. Lovell, Senior Analyst
RE: Comparison of Video Franchise Legislation in Wisconsin and Illinois

DATE:  July 27, 2007

Enclosed with_this memorandum Ys a chart, which provides a detailed comparison of 2007
Wisconsin ¢(Assembly Bill 207/ am inois Public Act 095-0009, both on the subject of statewide
franchising of video service providers. The chart is self-explanatory, and so requires no description
here.

In many ways, the two pieces of legislation are very similar. Both deal primarily with the
substitution of local franchising of video service providers with statewide franchising of the same. Also,
both address the same issues of franchise application, video service provider fees, public, educational,
and governmental channels, public rights-of-way, consumer protection, and other topics, often in
generally the same manner. However, there are some substantial differences in the ways in which the
two pieces of legislation address certain topics, as well as a great many differences in the details. This
memorandum will not attempt to analyze, or even summarize these differences, but will draw your
attention to a few areas where major differences exist. In particular, see the entries under the following
headings:

VIDEO SERVICE PROVIDER FEE
Definition of “Gross Receipts"
PUBLIC, EDUCATIONAL, AND GOVERNMENT (PEG) CHANNELS

All Subheadings

(OVER)

One East Main Street, Suite 401 « P.O. Box 2536 « Madison, W1 53701-2536
(608) 266-1304 » Fax: (608) 266-3820 + Email- leg.counciti@legis state wi us

http/www legis state. wiusrle



PUBLIC RIGHTS-OF-WAY
Municipal Regulation
Specific Requirements

CONSUMER PROTECTION
Customer ~Service Standards

LIMITS ON REGULATION

ENFORCEMENT

PENALTIES

If you would like to discuss the chart with me, and the legislation that it compares, please contact
me at the Legislative Council staff offices.

DLL:wu
Enclosure
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Competitive Wisconsin, Inc.

Prepared Remarks

Mark Cullen, Immediate Past President
Competitive Wisconsin, Inc.
August 1, 2007

Good morming. My name is Mark Cullen of JP Cullen and
Construction Company in Janesville, WI. I am the immediate past
President of Competitive Wisconsin, Inc. and a member of
Competitive Wisconsin's Executive Committee.

Competitive Wisconsin, Inc. is an association of representatives of the
business community, academia, labor and agriculture whose core
mission it is to actively promote public policy that creates a
competitive economic climate to make Wisconsin more attractive for
the creation of high paying jobs and higher per capita income.

This core mission is exemplified by the video franchise legislation
currently being considered and its passage is a top priority for
Competitive Wisconsin.

We need to continue to strive to sends a signal to out-of-state
companies that the regulatory climate in Wisconsin is business-
friendly. Passage of the video franchise legislation signals to
companies everywhere that Wisconsin is pro-free market and pro-
competition.

Primarily, though, if other states where similar legislation has been
passed are any indication, the passage of this law in Wisconsin will
result in immediate job creation and economic development as
companies that are new entrants into the video market move quickly to
hire people to deploy their technology and spend significant resources
building and upgrading their infrastructure.

This improved telecommunications and broadband infrastructure also
help keep Wisconsin competitive as we strive to foster “new
economy” companies in our state.

Finally, and not to be overlooked, this legislation is pro-consumer.
The free market needs to operate for consumers in all sectors of the
economy, including video. This legislation allows for expedited
deployment of new video services which bring true choice to
Wisconsin’s citizens and business and while maintaining needed
revenue sources for local governments.

On behalf of the Board of Directors of Competitive Wisconsin, we
urge the passage of this legislation.
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UPDATE ON THE AT&T VIDEO/CABLE BILL

We are 34 Wisconsin municipalities who oppose the
AT&T Video/Cable bill.

In other reports, we stated that the Plale-Montgomery
bill would not lower video or cable prices.

Now, we have proof. The first state to pass an AT&T
sponsored bill was Texas. Rates in Texas have gone up.

You might recall that AT&T’s Chair said that his firm
would not compete on price. AT&T-Wisconsin’s
President dodged the question on lowered prices when
asked at your Joint Committee hearings.

AT&T’s future plans call for a $120 monthly charge.
Currently they are charging $100 for bundled services.
This is a promotional rate, due to rise!

The new rate is a 20% increase.




Senator Plale and Representative Montgomery claim
that their legislation will generate new AT&T jobs and
capital. But AT&T needs to make this investment
regardless of what the legislature does. This is because
they have lost 1/3 of their telephone market to cable.

AT&T must compete to survive. The business
community knows this. So does AT&T. This is how
capitalism works.

But AT&T does not want to compete. Instead, their
Texas Headquarters has insisted that they get a “one
size fits all” piece of legislation so that they do not have
to abide by the rules that cable plays by.

AT&T pretends they are not a cable provider, yet the
courts disagree, as they did recently in Connecticut.

One early argument for a statewide video-cable bill was
to permit AT&T one stop shopping. Yet AT&T knew they
could get a model agreement with our 33 communities.
Our Commission contacted AT&T and began
negotiations with them early in 2006. We compromised.
They did not. They thought the FCC or the Legislature
would write them a bill to avoid negotiations.

1- They hired and used more than 30 lobbyists.

2- They paid think tanks for their opinions.

3- They funded an ad campaign to push competition
and to give the impression that competition would
lower prices when they knew this was false. They
did not disclose they funded these ads.

4- They spread campaign contributions around freely.

One result of AT&T’s campaign was that the
communities who were most affected were rudely shut




out by Representative Montgomery. Yet he permitted
AT&T to help write “his” bill. To insure that opposition
to the AT&T video-cable bill would be repressed, he
bullied those testifying at the Joint Hearings.

Contrast what our sister state lllinois has done. They

brought in representatives from all sides to help create a
bill fair to all.

Local rights of way are essential to what makes up a
community. Rights of way are as important as police
powers that protect the public’s safety.

For example, one of AT&T’s cabinets blew up in a
residential area in Houston. We and others have tried to
find out what caused this explosion. Our requests for
information have been met with silence.

One curious detail concerns the agency that will enforce
consumer protection. Instead of using the Attorney
General, the Public Utility Commission or Consumer
Protection in the Ag Department, the bill’s authors opted
for a weak and inexperienced agency. And if this was
not enough, the estimated budget was reduced from
$219,500 to $65,000 just to be sure there would be little
oversight or enforcement.

We have not addressed PEG in detail but PEG provides
great services to our schools and government as well to
the community. Those entering our marketplace need to
connect PEG programming where it can be viewed.

Current PEG fees are reasonable and absolutely
necessary to sustain non-commercial programming. No
one is getting rich off of these fees. But when Time
Warner Cable got Milwaukee to reduce PEG fees, they
raised their own rates. .




The Joint Hearings offered a great insight into who
supports PEG and local control. The hearings started in
the morning and dragged on through lunch into the
evening. Those who testified showed what genuine
citizens get from these services.

We ask you to reject the AT&T video/cable bill and to
encourage AT&T to use their agreement with Milwaukee
as a model for all our communities.

Speaking on behalf of all our communities,

T o

Bob Chernow, Chair
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