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TOMMY G. THOMPSON

(Governor
State of Wisconsin

May 15, 1997

The Honorable Senator Brian Burke, Co-Chair

The Honorable Representative Scott Jensen, Co-Chair
Joint Committee on Finance

State Capitol

Madison, Wl 53702

Re: 1997 Operating Note Issue
Dear Senator Burke, Representative Jensen and Members:

The State of Wisconsin customarily issues operating notes in each fiscal year
because of differences in the timing of receipts and disbursements. The
Department of Administration has again determined that a deficiency will occur in
the funds of the State which will not permit the State to meet its operating
obligations in a timely manner during fiscal year 1997-98. Accordingly we intend
to formally request the Building Commission to issue an amount not to exceed
$450,000,000 of operating notes for fiscal year 1897-98 pursuant to 16.405 (1)
and 18.72 (1) Wisconsin Statutes.

As required by 16.405 (2) Wisconsin Statutes, the Joint Committee on Finance
must approve the request before it can be presented to the Building Commission.

Secretary
Department of Adminisiration
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Room 115 East, State Capitol, £.0. Box 7363, Madison, Wisconsin 53707 « (608) 266-1212 o FAX (608) 267-8983



CORRESPONDENCE/IMEMORANDUM STATE OF WISCONSIN

Date:
To:

From:

Subject:

Department of Administration

May 13, 1997

Members, Joint Committee on prragcs
Mark D. Bugher, Secre “

Department of Administray e/

5.16.403(2) Request for Operating Note Approval

Request

The Department of Administration (DOA) requests Joint Committee on Finance approval under 5.16.405(2) to
request the Building Commission to authorize a 1997 operating note of up to 3430 million.

Background

The general fund has periodically engaged in some form of berrowing for operating expenses since FY&1.
From FY81 through FY83, the short-term borrowing took the form of interfund borrowing or payment delays.
In FY$3, the general fund paid $16.6 million in interest for interfund borrowing to continue daily operations.

Operating notes have been issued annually since FY84 to accommeodate the magnitude of the general fund's
short term cash needs and to minimize the costs of short-term borrowing. Variability in the general fund's cash
balances have required annual evaluation of borrowing needs. As shown below, previous operating notes have
ranged from $130 million to $700 million.

Operating Note History ($millions)
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Short-term borrowing will again be necessary in FY98 to cover a temporary cash imbalance. The general
fund's cash balance inciudes the University's Auxiliary funds and other program revenue accounts held in trust
from estates or court decisions. While held in the general fund, any use of these dotlars aside from their
designated purpose constitutes borrowing. These PR balances vary from $150 to $250 million. Excluding the
balances of the PR accounts, current estimates place the general fund's lowest cash balance at -$508 million in
early December 1997



Members, Joint Committee on Finance

May 13, 1997

FY98 Estimated Lowest Daily Cash Balances
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Analysis

As in previous years, the department has sized the operating note request below the maximum cash shortfall.
This is necessitated by federal arbitrage requirements. An actual cash shortfall must use at least 90% of the
proceeds of the note. I this test is not met, the state must rebate the excess eamings on the note to the U.S.
Treasury. This authorization request has been sized with a margin of error to avoid an earnings rebate even if
economic growth is sironger than expected.

Under s.18.723, operating notes are limited to no more than 10% of total GPR and PR appropriations. With
the $4350 million maximum note under this request, the 1997 operating note would be about 25% of the
statutory cap.

Operating notes remain the most cost-effective means of acquiring short-term funds. The efficiency is realized
through both lower interest rates and increased interest earnings. Because the state is a tax-exempt borrower, it
can borrow in the national capital markets at a rate lower than it would pay on dollars obtained through
interfund borrowing. The higher overall cash balances obtained by operating note proceeds allow the general
fund to gain increased interest earnings.

The final size of the note will be determined by DOA in June. Based on the actual and estimated cashflows to
date, DOA anticipates that the 1997 note will be sized at 3350 million. While the note may be larger or
smatller than $350 million depending on the final cashflow forecast at the time of sale, the note may not exceed
the requested $450 miilion maximum.

As in previous years, the FY98 budget has been structured on the assumption of issuing an operating note.
Interest earned, net of the cost of operating notes, is about $3.8 million higher with a $350 million operating
note as compared o not issuing any note at all.

Recommendation

Approve the request.
Prepared by: Paul Ziegler
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$350,000,000 NOTE
90% Benchmark Computation:

Proceeds of Operating Notes of 1997
90% Benchmark
Computation of Low Balance on December 1, 1997:
Ending General Fund Cash Balance
Less: Proceeds of Operating Notes
UW-Auxilliary Fund Balance (estimated)
Fiduciary Fund Balances (estimated)
Adjusted December 1, 1997 General Fund Balance

Margin

$350,000,000
X 90%

$315,000,000

$51,653,000
{350,000,000)
{160,000,000)

(50,000,000}

($508,347,000)

193,347,000




