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Description
Creating the Wisconsin Renewable Energy Development Authority to participate in and guarantee certain
energy-related loans, implement other energy-related programs, and make certain grants and making an
appropriation

Assumptions Used in Arriving at Fiscal Estimate

The bill creates a Wisconsin Renewable Energy Development Authority (WREDA). WREDA is authorized
to have up to $500 million in outstanding bonds at any time and the bill creates an individual and corporate
income tax exemption for interest from bonds issued by WREDA. In addition, under the bill WREDA's
purchases are exempt from the sales and use tax.

This estimate pertains only to the provisions of the bill that provide exemptions from the individual and
corporate income tax and the sales and use tax.

Income Tax Exemption - The bill creates an exemption under both the individual and corporate income tax
for interest on bonds issued by WREDA. Because virtually all corporations pay the franchise tax rather
than the corporate income tax, the fiscal effect of this provision would only relate to the individual income
tax.

The authority is authorized to have a maximum of $500 million in outstanding bonds at a time. IHS Global
Insight estimates a bond rate for municipal bonds for 2016 of 5.0%, implying that WREDA could pay
approximately $25 million annually in interest on $500 million of bonds. Based on a review of individual
income tax returns with state and municipal interest income, the average  marginal tax rate is 6.6%,
implying a tax reduction of $1.65 million annually associated with $25 million of eligible interest income.

The fiscal effect will be lower to the extent that the bonds are bought by residents of other states. There is
likely to be some home-state bias, in which bond purchasers prefer to buy bonds from their state of
residence, but the size of that bias is unknown. Based on data from the the Bureau of Economic Analysis,
Wisconsin personal interest income accounts for about 1.5% of national interest income. If national bond
purchasers exhibit no home-state bias, the annual fiscal effect could be reduced to $25,000 (1.5% x $1.65
million). As an example of a national bond market with some home-state bias, if Wisconsin residents
purchase 10% of WREDA bonds, the fiscal effect would be approximately $165,000 annually (10% x $1.65
million).

The fiscal effect of the exemption will be lower to the extent that WREDA issues less than the maximum
amount of debt authorized under the bill. The fiscal effect will also be higher (lower) to the extent that the
interest rate for debt issued by WREDA is higher (lower) than the rate estimated by IHS Global Insight.

Sales Tax Exemption - The exemption is expected to reduce sales and use tax collections by a minimal
amount.

Long-Range Fiscal Implications
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