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Chairman Moen, members of the Committee, thank you for the opportunity
to testify today on S 506.

We believe the current version of this legislation corrects deficiencies in

earlier versions by providing the same incentives for all sorts of power
producers to expand electric generation in Wisconsin.

We need to consider the fact that it is imperative to construct new generation
in Wisconsin, without competitively impairing companies that already have
substantial investment in the state. This bill provides the same incentive for
rate-based generation, new renewable generation and new independent
power producers to expand electricity production. Nearly everyone agrees it
is vital that we generate more electric power in Wisconsin. Part of our

reliability problem is that we're importing 15-20% of our electric power
from outside of the state.

Our state treasury gets NO gross receipts tax revenue from those imports.
Even though this measure lowers the gross receipts tax on wholesale electric

sales, we believe new electric production in this state would offset a loss of
revenue from existing production.

It is important to realize that the wholesale electric market is already
competitive. If power producers from outside this state can sell into the
Wisconsin market at lower rates than we can command, we not only lose tax
revenues, but we continue a reliance on out-of-state generation resources.
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Because of their ownership and control, savings to electric cooperatives
under this bill accrue to the members. Every time an electric cooperative

can lower its costs, its ratepayer/owners benefit. This measure provides
significant cost savings to many of our members.

We need to also realize that, because we have relied so much on generation
outside of Wisconsin, all consumers in this state are vulnerable to incredibly
high electricity prices because of price spikes in the wholesale market.

ANY new generation built in Wisconsin would help to mitigate these. In
past years, these price spikes have reached $7,000 per megawatt in the

midwest. A typical power plant produces electricity for $20-$30 per
megawatt. ‘

Yes, there may be some costs to the state under this bill, but there are also
significant costs to the people of this state when they are at the mercy of a
competitive wholesale market that—in times of tight supply—reaches levels
over 200 times the normal cost of production. We have already seen utilities

have to raise rates because of this. Let’s not ignore those costs as we
consider this legislation.

This bill has been much-improved over its original form. A wide variety of
existing and new power producers will benefit. Reliability will benefit. Our
dependence on imports will lessen. We hope that the building of more new
generation in this state will produce tax revenues that outweigh the costs.

We respectfully urge the Committee to support this legislation.

Thank you, very much.
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State utility taxes
nder current law, gross revenhuss from wholesale sales of electriclty are taxed under the state utility tax at

3.18%. Under the bill, gross revenues from wholesale sales of electricity from July 1, 2002 to June 30,
2008 would be taxed at 1.59%, .

Based on revenue data for 1888, the blll would reduce state utllity tax collections from existing electric
utilities by about $7.6 million each year. Since revenues from wholesale sales fluctuate considerably from
ysaro-year, depanding in part on weather conditions and the avaliabliity of generating units, the actual
level of lost utllity tax revenue could differ significantly from the above amount.

Additional revenus losses could oceur if new generating capacity Is built in the state. Based on historic
experignce, about 2000MW to 4000MW of electric plant capacity is constructed In this state every 10 years.
Based on informatlon on existing wholesale elsctric companies in Wisconsin, and assuming that all the
power generated by the added capacity is sold wholesale, the bill would reduce state tax collections by
$3 to $4 milfion for svery 1,000 megawatts (MW) of generating capacity. Thus, the bill could potentially
reduce state revenues by an additional amount of $8 millien to $8 million annually (2000MW at $3 million to

$4 rr(i)lll!on per 1000MW) to as much as $12 million to $16 millior (4000MW at $3 to $4 million per 1000MW)
by 2008. : o ' '

Thus, the total revenue loss ranges from $13.8 million (at 2000 MW of added wholesale generating
capacity) to $23.8 miliion (at 4000 MW.of added wholesale generafing capacity). . ‘

{centinugd on page two)

Long-Range Fiscal implicaions:

Agenoy/Propared By: (Name & Phone No.) Authorized Sigrature/Telephone No. . Date
Wisconsin Dopariment of RBVOITUO Yeang-Eng Braun l/( . Q;( ‘ . !11 /w
Daniel P. Huegal, (808) 268-8708 .| {608) 266-2700 _; ‘
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State shared revenues : : ‘ S

Under the shared revenues utility payment, a total of 9 mills is paid on the net book value.of certain utility
property, Including "quallfled wholesale electric company" plant. If the property is located in a town, the
town receives 3 mills and the county 8 mills. If the property is located in a village or city, the village or city

receives 6 mills and the county 3 millls. The utility payment is funded out of the apprapriation for shared
revenues. '

Under the blil, municipalities and counties with generating plants defined as "wholesale merchant plants” for

state utility regulation purposes would qualify for a shared revenue utility payment on behalf of such
property. To the extent such plants are built, shared revenue utility payments would increase under the bill.
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FISCAL BUREAU ANALYSIS
© 3-13-00

LFB VIEW PG&E VIEW
(net loss) (net gain)

Loss from Old Plants  $8.5m  Loss on Old Plants $8.5m
Loss from New Plants* 10.5m Total Loss $8.5m
Total Loss $18.5m

Gain from New Plants* $10.5m

Grain from Retail Sale+ _21.0 m
Total Gain $31.5m
Total Loss - 8.5 m
Net Gain $23.0m

* Assumes 3,000 magawatt growth.

+ Assumes all power is consumed in WI.
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Legislative Fiscal Bureau
One East Main, Suite 301 » Madison, WI 53703 « (608) 266-3847 « Fax: (608) 267-6873 -

March 29, 2000

TO: Senator Robert Wirch }
- Room 310 South, State Capitol

FROM: Faith Russell, Fiscal Analyst

SUBIJECT: Gross Revenues License Fee from Elegtricity Sales Under Various Conditions

At your request, this memorandum provides information regarding the gross revenues license
fees that the state would collect from electricity sales under various conditions. Following a review
of current law, the memorandum provides background information and estimated tax collecnons
that would result under the three scenarios you presented.

Current Law -

Under current law, a license fee on gross revenues is 1mposcd in lieu of local property .
taxation on light, heat and power companies, including qualified wholesale electric companies -
[according to the Department of Revenue, "qualified wholesale electric companies” includes
wholesale merchant plants as defined under s. 196.491(1)(w), for the purpose of the gross revenues

license fee]. Light, heat and power companies and electric cooperatives are generally subject to a
3.19% gross revenues license fee on revenues from electricity sales, as are electric cooperatives. In
determining the gross revenues license fee, a company’s gross revenue is multiplied by the tax rate
-and then by an apportionment factor to arrive at the Wisconsin license fee. [The apportionment
factor is the average of the property, payroll and sales factors, which represent the proportion of the
company’s total property, payroll and sales in Wisconsin.] Revenues generated from the fee are
deposited in the state general fund. :

Background )

According to the Department of Revenue, 2,000 to 4,000 megawatts (MW) of generating
capacity is constructed in the state every 10 years. The license fee would be imposed on receipts
from the sales of the additional electricity generated, resulting in increased utility tax collections.
Based on information provided by the Department, it is estimated that each 1,000 MW of additional
capacity would result in increased utility tax collections of $7.0 million. However, if the electricity



were sold in Wisconsin first at the wholesale level and then at the retail level, the additional tax
revenues would total $14.0 million ($7.0 million from the initial wholesale sale and $7 .0 million
from the fetail sale). For the sake of simplicity, these figures to not include any mark-iip in the .
retail selling price of the electricity following an initial wholesale sale.

At your request, the following analysis is based on the assumption that the state of
Wisconsin needs the power from 3,000 MW of additional generating capacity in the next 10 years.
The power supplied from this additional capacity would be over and above current power sales.
Based on the estimate shown above, the following analysis assumes that the gross revenues license
fee on the additional electricity sales would be approximately $21.0 million at the current tax rate of
3.19%. This estimate is based on a single retail sale of such power. However, if the power were first
sold at the wholesale level and then sold at retail, the estimate of the increased. tax collections

would be $42.0 million. These estimates assume that the apportionment factor associated with such
sales is 100%. ‘

Ahalysis

The following section addresses your three questions related to general fund revenues from
electricity sales under various circumstances.

1.  If no additional plants were built and the state imported electricity from 3,000 MW of
additional capacity from out of state, how much additional tax revenue would the state collect from
that imported electricity? : ~

The Wisconsin gross revenues license fee would not apply to electricity sales to a Wisconsin
utility by an out-of-state company that has no property or payroll in Wisconsin. Assuming that the
Wisconsin utility resells the power directly to Wisconsin retail customers, it is estimated that
general fund revenues would increase by $21.0 million. ' ’ '

7. Tf all the additional electricity were from plants built by Wisconsin utilities and sold to
their customers (all retail sales), how much new revenue would be generated by the 3,000 MW?

Based on the assumptions described above, it is estimated that general fund revenues would -
increase by $21.0 million. -

3. If all the additional electricity were from wholesale merchant plants and all the power
were sold to Wisconsin utility companies and the proposed wholesale rate was 1.59% and the retail
rate remained at 3.19%, how much tax revenue would be generated by the merchant companies and
utility companies combined? ' :

Based on the assumptions described above, it is estimated that $10.5 million in additional
general fund revenues would be generated from the sale of the power from the merchant plants to
Wisconsin utilities and an estimated $21.0 million would be generated from the retail sales to
Wisconsin customers, for a total of $31.5 million. It should be noted that, under current law, the
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estimated tax revenues that would be generated from such sales would be $42.0 million, based on
the 3.19% tax rate applied to both the wholesale and retail transactions. ’

I hope this information is useful. Please let me know if you have additional questions.

FR/lah
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Testimony before the Senate Committee on Health, Utilities, Veterans and Military
Affairs
Senate Bill 506
March 30, 2000

Thank you Senator Moen, and members of the Committee, for giving us the
opportunity to have our concerns heard here today.

Last session we passed legislation which encouraged the creation of merchant
plants in Wisconsin by streamlining their applicatidn process. We failed, however; to
address how these merchant plants would be treated for tax purposes.

The state’s encouragement has caused Pacific Gas & Electric to consider siting a
merchant plant in Wisconsin, but additional concerns were raised about the double
taxation of these merchant plants. This plant is very important not only for Wisconsin’s
electric reliébility, but also for the number of jobs it would create ih our area. PG&E has
estimated th_e building of a new plant would create over 600 construction jobs which
would generate over half a million dollars in wages per week for the duration of L
construction. The plant would not only generate economic development in our area, it

would also bring $1 million in revenue to our local government.

The problem PG&E encounters when trying to locate their plant in our area is the

tax structure. Currently, electricity generated by a merchant plant in Wisconsin and then

sold to a investor owned utility would be double taxed, once at the generation plant and

~again when sold by the utility. Each time electricity is sold, the state’s 3.19% groSs
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receipts tax is applied. Of course, in the end this double taxation would be passed on to
the consumer.

Senate Bill 506 and its companion, Assembly Bill 927, seek to end this double
taxation by reducing the gross receipts tax from 3.19 to 1.59. Under the bill the reduced
rate would apply to all wholesale sales of electricity.

Representative Ladwig and I, have worked long and hard to forge this compromise.
We féel the substitute amendment before you addresses the concerns raised regarding this
legislation. Under the substitute amendment the 1.59% gross receipts téx would apply to:
e All sales made by merchant plants ahd-the existing or planned “RFP” plants
® The wholesale sales made by Wisconsin investor owned utility companies
e All sales made by Dairyland Power Coqp_erative -

e Companies sélling wholesale to in-state entittics that are not subject to the GRT

The effective date of the bill has been changed in the substitute to start on January 1,
2002, and to ,end December 31, 2007. A sunset date was a compromise issue since we |
hope to see an overhaul of the utility tax structure by then.

Although the fiscal estimate mentions a $10.5 million cost to the state, that fiscal
estimate does not address the additional Tevenue that the state will genefate by sitiﬁg ﬁew
merchant plants. The fiscal bureau memo makes it clear that the state actually gains with
this proposal.

The Assembly did add an amendment, Which I'hope the Committee would adopt, to
hold shar¢d revenue payments harmless. This amendment ensures that no community
will lose shared revenue if a new plant is built in Wisconsin by depositing some of the

revenue generated by a new plant into the shared revenue pot.



A level playing field for tax purposes will encburage dther merchant piants to site in
Wisconsin, and therefore generate revenue to exceed what this tax change will cost the
state. Some estimates have the state making é‘yer $20 million in increased revenue, even
after the reduction in the gross receipts tax is accounted for.

This bill is a winner for the state as wé]ll as utility conéumers, and I hope .the

commiftee will favorable consider SB 506, and the amendfnents.
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TESTIMONY OF

PG&E GENERATING COMPANY
Daniel J. Whyte

Director, Government Relations

Before ,
The Wisconsin Senate Committee
On
Health, Utilities, Veterans And Military Affairs

March 30, 2000
Madison, Wisconsin

Chairman Moen and members of fhe Committee, PG&E Génerating
Company appreciates the opportunity to comment on SB-SOG and
commends the bill’s authors for their leadership in addressing an issue
that will have a profound impact on Wisconsin’s ability to attract
investments in competitive and environmentally superiOr electric

generating plants.

Two years ago the State Legislature enacted landmark legislation (Act 204)
to encourage competitive power producers to invest in Wisconsin and

help the State meet its electric reliability ch_allengés.

To provide further encouragement, the legislature streamlined the

power plant-siting process. Under Act 204, Wisconsin regulators are

required to consider and act upon applications in a defined timeframe.



Recognizing the need for increased electricity sprly and reliability and
mindful of the steps that Wisconsin has taken to streamline the regulatory
process, PG&E Generating Coinpany responded and is developing é 1b00
MW natural gas merchant plant in Southeastern Wisconsin, an investment

valued at more than $600 million.

Unfortunately, Wisconsin’s Tax Code did not anticipate electric
restructuring and the robust wholesale market that Act 204 makes

possible.

Under the state tax code, each time electricity is sbld in the State, a Gross
Receipts Tax Rate of 3.19% is applied. Up until now, the tax system
functioned well; because most electrichty was produced by a utility
company and sold directly to its own retail customers. There was only one

transaction and the tax was applied only on that one sale.

However, with the dawn of a competitive Wisconsin wholesale electric
market, there will be a number of transactions between and among
producers, traders, aggregators, marketers and load-serving entities. If left
unchanged, Wisconsin’s Tax Code would require that the 3.19% Gross

Receipts Tax be paid on each of those transactions and those added costs_



~would be borne by the State’s residential, commercial and industrial

consumers.

This multiple taxation would not only apply to power generated by large,
merchant plants like the one PG&E is planning for either Pleasant Prairie

or Sturtevant but even to smaller wind energy farms like the 30 MW project

planned for West Bend.

Bipartisan legislation authored by Senator Wirch and Senator Plache and
Representétive Ladwig and other legislators from the KenoshalRacine
area begins to address the issue of multiple taxation. Under their bill, the
GRT rate is cut in half for the wholesale transaction. The retail transaction
is still taxed at the full 3.19% rate. The multiple taxation is not totally
elimihated, but SB-506 is a good start, and will send another signal to the
market that Wisconsin is the right place to invest and build highly

competitive and environmentally superior electric generating plants.

The bill does two other important things. It makes it clear that a community
which hosts a merchant plant receives the same utility-shared revenue

payment it would receive hosting a utility plant.



The bill also clarifies existing law to insure that the GRT is not applied on

intermittent sales.

The bill provides that the GRT is applied once when generated and again

once when sold at retail.

Clearly, the state has done a good job of improving the regulatory structure
to encourage merchant plants. HoweVelr If the statel expects competitive
companies to come to Wisconsih and assist the state in meeting its energy
supply and reliability needs, then the issue of multiple taxation must be
addressed. The bill béfore you today, SB-506 serves the broad public
interest in that regard and we respectfully urge you to give it positive

consideration.

Thank you.



