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Maxch 27, 2000

TO: Repeesentative Timothy Hoven
*. Room 17 North, Stete Capital

FROM;  RBick Olin and Fuith Russell |
 SUBJECT: 1999 Assombly Bill 927: Wholesals Salos of Electsicity

At yous iéqaest. this mtuorandum summarizes Assembly Bill 927, which would reduce the :
gross rovenues licents fee on wholesaln sales of electricity from 3.19% to 1.59%. In addition, an
explanasion is provided of LRB 0483/1, which is a proposed substitute amendment to AB 927,

" UIMITY TAXES
- Citrent Law

© Under cursens law, 3 licsnse fog on gross sevenues is imposed in lisu of local property

wxalion on the following utilives: (x) light, beat and power companies, including qualified
wholesale. eloctric companies [“qualified wholesale electric companies™ includes wholesale
marchant plants as defined under s. 196491(1Xw)}: (b) electric cooperatives; and (c) car line
companics. Light, heat and powsr coippanies e geucrally subject to a 3.19% gross revenues
licenge fos on revenues from electricity sales, as are eloctric cooperstives. However, If the property
of & light, heat and power campany other. than a qualified wholcsale electric company Is located
within ap entire town, village or city, it is subject to local assessment and taxation. For municipal
light, heat andd power companies subject W the license foe, the' gross revenuss from operations
within the mamicipality are subteacted. from total gross revenues for the purpose of detormining the
fﬂ-" w7 ' e .

< Thogross fevenuss liconse fee is paid in semi-annual installments of cither 3% of the tax on
nes revenues for the prios year or 50% of the estimated tax on gross revenues for the cument year
on May 10 and November 10. On the following May 10. a final adjustment payment or refund is
made to peconcils the two priar installment payments with the actual assessment.
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Due to the effective dare, the bill would have no effect on state wtility tax collections in the
199901 Gismnivm, A reduction in general Amd tax collections from the lower rate would Grat occur
in 200(-02 (assuming that taxpayers with wholesale sales would reduce their May, 2002,
 inmaliment payments to 50% of anticipased taxable gross revenues for 2002), However, the full

effect would not be felt until 2002-03, B ls estimated that the annualized effect of wducing the
liconse fee for all wholesale sales of electricity would be a reduction in utility tax collections of
approximately $8.5 million, in 2000-01 dollars, based on projections for private light, heat and
power companies and electric coopetatives currently in operation. - _ '

According to the Department of Reveaue, 2,000 to 4,000 megawatts (MW) of ganerating
capacity is constructed in the state every 10 years. The gross revenues licenss fee would be imposed
an receipts from the sales of the additional electricity generated, resulting in increased utility tax
collecons, Bascd on information from cutsent non-utility generators and proposals for merchant
plants, the Department estmates thar, fog every 1,000 MW of added generating capacity, state

utility tax collestions under the proposal could be approximately $3.5 million lower than they
would be under current law. Assuming that 3,000 MW of capacity is added in the statc and that
electricisy sales from the added capacity ap. primacily wholesale sales, it is estimated that foregone
- stats wsllity s collections frpm the rdyeed license fee for such sales would be approximately
$10.3 million annually. However, foregong revenue would be higher or Jower than this estimas o~ -
the extest that more or less capacity used for the sale of electricity at wholesale is added in the state
during the years that the reduged rate would be In effect. For example, if 4,000 MW of capacity
were added and used for wholesale clestricity sales, the foregone revenue under the praposal would
be un extimated $14.0 million anuslly. However, an addition of 2,000 MW of capasity used for
. wholesale electricity sales would result in estimated foregone revenue of §7.0 millios ennually,
These amounts would be in addition w the estimated $8.5 million annual cost associated with
. existing plants. ol :

The fiscal effect under LRB 4831/1 would be the same as the effect under AB 927.
Howsver, undss LRB 4831/1,.the reduged tax rate would not apply 10 wholesale electricity sales
aftes June 30, 2007, as opposes to June 30,2008 under AB 927. | ,

Curvent Law '

The ahared revenuc pregrem provides state aid peyments to municipalities and cotnties
under four payment components. Thess include utility aid, aidable revenues, per capita aid, and
minimum apd maximun paymeot limitstions. Although funded from 3 single appropriation, the
statutes establish separate funding lewels for payments to municipalities and for ‘payments to
countics, » 5 .

For pusposes of shased revenue payments, the property of qualified wholesale electric
companies (including wholesale merhant plants) is ueated like the property of other light, heat and
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revenues funding by $75o.0l_b would ﬁwm the entitlement of each eligible municipalizy and
county. The distribution of the decreases is reported in the following table. The

: largest decreases
would oceur for Milwaukee County ($217,500) and the City of Milwaukee (5141,200),

Reductions
womld be less than $50,000. for all ethor municipalitics and counties. Finally, shifts in sidable

revenues entitiements would result in additional payment shifts under the shared revenue
compangnt establishing minitoum and maximum payment limitations.

v &ml-duumn 2000 Aldable Revenues Eudllm
Assuming 8 sm.ooomu the Mnnlclp\lnnd County Dlatrlhuﬂnnuveln

Over $100,000 : | 1
$10,000 t0 $50,000 - 14 17
$1,000 to $10,000 82 7
Under $1.000 : . 104 Jd
Swbeotal 1121 a6
No Aidable Revenmes - o ) &

Tol : 1.850 : | k7

ltisimnmmtonow.thmheimmomshmdmmpaymeuushownlnduublewmdd
occus if & new genorating plant is built in the state, vegardless of whether or not the proposed tax
-voduction for wholesale electricity sales is adopted, ™

Wo hiope this information is useful. Please let us know it‘yéu have additional questious.
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WISCONSIN'S
ENVIRONMENTAL DECADE

Memorandum

March 28, 2000

TO: Members of the State Assembly

FR: Keith Reopelle, Wisconsin’s Environmental Decade

RE: Assembly Bill 927

We urge you to support Assembly Bill 927, which would begin to address the
issue of double taxation of merchant plants, including environmentally very
friendly merchant plants. The Environmental Decade supports AB 927 because:

1.

2.
3.

Wisconsin will need additional electric power as the economy continues to
grow. '

The current double taxation would increase electric rates for consumers
Taxing the electricity generated by merchant plants twice will discourage
further locally sited generation.

Removing barriers to the development of relatively clean, natural gas-fired
power is likely to be the most cost-effective way to address the numerous and
enormous emissions from old, out-dated, inefficient coal-fired power plants.

. If merchant plants are not built, incumbent utilities would be forced to build

more generation exacerbating the concentration of market power.

- Thank you for your time and consideration of this important. matter.

122 State Street , Suite 200, Madison, W1 53703 phone 608¢25107020; fax 608¢251¢1655
: www.wienvdecade.org



