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Fiscal Estimate Narratives
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LRB Number 15-4042/1 [Introduction Number SB-451 ]Estimate Type  Original

Description
Allowing taxpayers to claim early stage seed investment credits for investments in the fund of funds

Assumptions Used in Arriving at Fiscal Estimate

Under current law, a taxpayer may claim an early stage seed investment credit equal to 25% of the taxpayer’s investment
paid in a taxable year directly to a fund manager that the fund manager invests in a certified qualified new business
venture (QNBV).

As prescribed in 2013 Act 41, which created the state's fund of funds investment program, the investment manager must
raise at least $5 million from sources other than state funds. In addition, the fund manager must invest at least $300,000
of the manager's own moneys. Finally, the state appropriated $25 million to be paid to the fund manager. The proceeds
from all three sources mentioned above are to be invested by the fund manager in venture capital funds subject to the
requirements in s. 16.295 (5), Wis. Stats.

For taxable years beginning after December 31, 2015, the bill would allow a taxpayer to claim an early stage seed
investment credit based on the taxpayer's investment in the state’s fund of funds investment program if the fund of fund's
investment manager invests the taxpayer's funds with a certified fund manager who invests in a QNBV.

Fiscal Estimate

Of the $30.3 million in available funding outlined above ($25 million + $5 million + $300,000), some portion will be used to
pay fees for the fund-of-fund investment manager and the investment managers of the venture capital funds that receive
the investments. If it assumed that $5 million will be retained to cover fees and will not be available to be invested in
venture capital funds, a balance of $25.3 million would be available for investment in venture capital funds.

Assuming that $25.3 million is invested with venture capital fund managers certified under s. 238.15(2), Wis. Stats. and is
subsequently invested in QNBVs, it would result in total claims for the early stage seed credit of $6.325 million ($25.3
million x 25%).

The fiscal effect couid be higher to the extent that less than $5 million is retained to pay fees of the fund managers,
leaving greater than $25.3 million available for investment. The fiscal effect could also be higher to the extent that the
fund of funds manager raises more than $5 million in outside investment or contributes more than $300,000 of the fund
manager's own moneys. '

The fiscal effect could be lower to the extent that a portion of the funds were paid to a certified fund manager in tax years
beginning before January 1, 2016 or is invested in businesses that were not certified QNBVSs.

Long-Range Fiscal Implications
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