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On April 20, the State of Wisconsin (Aa1 stable) announced that the Wisconsin Economic
Development Corporation (WEDC) had renegotiated its contract with Foxconn, reducing
the maximum tax breaks for the company's development in the state to $80 million from
$2.85 billion (see Exhibit 1). The scaling back of potential tax incentives in response to
the electronics manufacturer’s significantly reduced Wisconsin footprint keeps the state's
position relatively neutral because it will not receive the economic and financial benefits it
expected from the original incentive package. However, the reduction of anticipated new
jobs — a decrease of approximately 11,500 positions — represents only 0.4% of the state’s
current workforce. The state also remains relatively insulated financially because of the
contingent nature of its support: tax incentives based on job creation and a moral obligation
pledge on $120 million of tax increment district (TID) revenue bonds issued by the Village
of Mount Pleasant (Aa3 negative), which represents less than 0.6% of the state's fiscal year
2020 (year-end June 30) operating revenue.
Exhibit 1

Renegotiated contract substantially reduces state's maximum incentive costs for Foxconn
Job creation incentives
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Capital investment incentives
Other incentives
Total incentives from state
Project
Foxconn capital investment
Jobs created

Original WEDC contract

Amended WEDC contract

$1.5 billion

$20.3 million

$1.35 billion

$40 million

N/A

$19.7 million

$2.85 billion

$80 million

Gen 10.5 TFT-LCD fabrication

High-tech manufacturing campus

$10 billion

$672 million

up to 13,000 jobs

up to 1,454 jobs

Source: State of Wisconsin

The updated WEDC agreement does not introduce new risks to either Mount Pleasant
or Racine County (Aa2 stable), where the company's facilities are located, nor does it
mitigate the existing risks that have contributed to declines in credit quality for both local
governments. Incentives offered by Mount Pleasant and Racine County, which are outlined
in a separate contract from WEDC's, are tied to Foxconn making capital investments in
the municipalities as opposed to creating jobs. Pursuant to the municipal agreement, the
village is responsible for building a significant amount of infrastructure and providing public
safety to support the Foxconn development. Foxconn, in turn, has guaranteed a minimum
economic value of development in order to generate sufficient tax increment revenue to
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support debt issued by the village to build that infrastructure. Additionally, Foxconn has agreed to pay special assessments to support
debt issued by the county to acquire land for the project. With the vastly reduced number of anticipated jobs, however, Mount
Pleasant and Racine County will not see the large influx of new residents and workers they initially expected, and significant ancillary
development is unlikely.
State exposure remains minimal
The new agreement scales back state tax credits to $80 million from $2.85 billion while significantly reducing Foxconn's required
investment in both jobs and capital. Though the new agreement will likely cost the state $37 million over the next two fiscal years, it
drastically reduces the maximum impact (see Exhibit 2).
Exhibit 2

Renegotiated contract dramatically reduces state incentives and required Foxconn investment
Original WEDC contract

Year

Jobs required for
Foxconn to
receive maximum
tax credits

Maximum job
creation tax
credits
($ millions)

2018

1,040

$9.5

2019

2,080

$19.1

2020

5,200

$47.8

Maximum capital
investment tax
credits
($ millions)

Amended WEDC contract

Total maximum
state credits
($ millions)

Jobs required for
Foxconn to
receive maximum
tax credits

Maximum job
creation tax
credits
($ millions)

Maximum capital
investment tax
credits
($ millions)

Total maximum
state credits
($ millions)

$0.0

$9.5

N/A

$0.0

$0.0

$0.0

$192.9

$212.0

N/A

$0.0

$0.0

$0.0

$192.9

$240.7

601

$2.2

$26.9

$29.1

2021

9,100

$84.0

$192.9

$276.9

934

$3.5

$4.8

$8.3

2022

13,000

$120.3

$192.9

$313.2

1,146

$4.1

$2.2

$6.3

2023

13,000

$120.6

$192.9

$313.5

1,303

$5.0

$3.7

$8.7

2024

13,000

$120.9

$192.9

$313.8

1,454

$5.5

$2.3

$7.8

2025

13,000

$121.1

$192.9

$314.0

N/A

$0.0

$0.0

$0.0

2026

13,000

$121.5

$0.0

$121.5

N/A

$0.0

$0.0

$0.0

2027

13,000

$121.7

$0.0

$121.7

N/A

$0.0

$0.0

$0.0

2028

13,000

$122.0

$0.0

$122.0

N/A

$0.0

$0.0

$0.0

2029

13,000

$122.3

$0.0

$122.3

N/A

$0.0

$0.0

$0.0

2030

13,000

$122.7

$0.0

$122.7

N/A

$0.0

$0.0

$0.0

2031

13,000

$123.0

$0.0

$123.0

N/A

$0.0

$0.0

$0.0

2032

13,000

$123.5

$0.0

$123.5

N/A

$0.0

$0.0

$0.0

$1,500.0

$1,350.3

$20.3

$40.0

$60.3

$2,850.3

Source: State of Wisconsin

In addition to the $60.3 million in job creation and capital investment tax credits, the new agreement includes up to $19.7 million
in performance credits split over 2024 and 2025 if Foxconn meets an additional job threshold. Wisconsin nominally benefits from
not having to pay the tax credits if job targets are not met, but the size of the credits is relatively small compared to the state's total
budget and is not expected to have any material impact. To date, Foxconn has not received any state tax credits.
Local governments face no additional risk but remain highly leveraged
The development agreement between Foxconn, Mount Pleasant and Racine County remains unchanged, in part because it is not linked
to the state's incentive package and because the local incentives are not tied to job creation targets. Both the village and county carry
significant debt burdens associated with upfront capital outlays for infrastructure and land acquisition to support the Foxconn project
(see Exhibits 3 and 4). The additional leverage has contributed to declines in both governments' credit quality.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 3

Exhibit 4

Foxconn-related debt accounts for the bulk of each municipality's
borrowing...

...with Mount Pleasant's leverage very high compared to revenue

Foxconn-related debt

Other debt

Foxconn-related debt as % of operating revenue
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Mount Pleasant
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Source: Issuers' audited financial statements

Racine County

Source: Issuers' audited financial statements

While Mount Pleasant has almost double the amount of Foxconn-related debt as Racine County, the village's borrowing does not carry
a general obligation (GO) pledge. The village’s $120 million of TID revenue bonds are ultimately secured by the state's moral obligation
pledge.1 The village's remaining debt, $83 million in sewer revenue bond anticipation notes (BANs), will be refunded through the state’s
Clean Water Fund Program (CWFP) in June. In the event of default, the clean water fund has the authority to intercept the village's
state aid to pay debt service on the CWFP loan. Racine County’s Foxconn-related debt consists solely of GO bonds.
Regardless of the ultimate security pledge, the local governments expect special assessments and tax increment revenue will cover all
debt service related to the project. Pursuant to the developer agreement, Foxconn guarantees to create, or pay taxes on, a minimum
incremental valuation of $1.4 billion by 2023. The guaranteed value was sized to generate sufficient tax revenue to support debt service
on village-issued bonds (see Exhibit 5) and Foxconn must make these minimum tax payments regardless of the project's completion
status. Special assessments on the Foxconn project area are also sized to cover debt service on Racine County’s GO bonds, though the
county's GO pledge and ability to levy for debt service mitigate the risk of nonpayment or insufficient special assessment revenue.
Favorably, over the past two years, Foxconn has paid both its property taxes and special assessments early.
Exhibit 5

Minimum tax increment payments sized to cover village debt service
Projected tax increment revenue (left axis)

Debt service (left axis)

Debt service coverage (right axis)
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Source: Village of Mount Pleasant, Wisconsin
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Moody’s related publications
Sector Comment
» Foxconn’s missed job creation target is credit negative for Mount Pleasant, Racine County and Wisconsin, 31 January 2019
Sector In-Depth
» Economic incentives with risky structures hurt government credit quality, 10 July 2019
To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Endnotes
1 Per 2017 Wisconsin Act 58, the state can provide its moral obligation pledge on up to 40% of total Foxconn-related debt.
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