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Senator Carol A. Roessler, Co-Chair Representative Suzanne Jeskewitz, Co-Chair
Joint Committee on Audit Joint Committee on Audit

Room 8 South, State Capitol Room 314 North, State Capitol

Madison, WI 53701 Madison, WI 53701

Dear Senator Roessler and Representative Jeskewitz:

Last summer, the Joint Legislative Council created the Special Committee on Improving
Wisconsin’s Fiscal Management and directed it to examine ways for Wisconsin to improve its
ability to manage its finances using modern financial management and policy practices in the
context of the budget process. One of the needs identified by the Special Committee is that of
gre_ater--iégisiaﬁve understanding of state financial statements prepared in accordance with
generally accepted accounting principles (GAAP). Financial statements based on GAAP more
accurately depict the state’s financial condition by emphasizing an accrual accounting approach
under which revenues are recorded when they are earned, rather than when they are collected,
and liabilities are recorded when they are incurred, rather than when they are paid out.

At its December 18, 2002 meeting, the Special Committee voted to recommend this
lefter, requesting the Joint Committee on Audit to hold one or more informational hearings on
the Department of Administration’s State of Wisconsin Comprehensive Annual Financial Report
(CAFR) for fiscal year 2001-02, which is prepared in accordance with GAAP. As part of the
CAFR, the state Legislative Audit Bureau (LAB) performs an examination of the state’s general
purpose financial statements, in compliance with s. 13.94 (1) (¢), Stats. This examination is
made in accordance with GAAP, and the LAB’s report is contained in the financial section of the
CAFR. As of June 30, 2002, the general fund balance as reported in the CAFR was a deficit of
-$1,484.3 million, whereas the general fund balance as calculated using the state’s budgetary
basis of accounting on this date was a surplus of $74.6 million.

We understand that the Joint Commiittee on Audit is planning to hold public hearings in
March on the CAFR. We recommend that these hearings address the key reasons for the fund
balance deficit as reported under GAAP, and believe that this would 2o a long way towards
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contributing to legislative and public understanding of our state budget situation, The Special
Committee asks you to support this recommendation, and thanks you for your consideration of
this important step towards improving Wisconsin’s fiscal management,

S N T/ N

< Senator RoKert ] auch, Co-Chair Representative Donald Friske, Co-Chair
Special Committee on Improving Special Committee on Improving
Wisconsin’s Fiscal Management Wisconsin’s Fiscal Management

ce: Janice Mueller, State Auditor, LAB
Jacob Kiam, Deputy State Auditor, LAB

RI:DF:ksm;thu;jal
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February 10, 2003

Recipients-of Wiééonsiﬂ's_Comprehéﬁsive Annual Financial Report:

I'have enclosed a copy of the State of Wisconsin's Comprehensive Annual Financial Report (CAFR) .
for the fiscal yearended June 30, 2002: This Fiscal Year 2002 CAFR represents the first year in - RIS
- which the State is fequired to implement the provisions of the Governmental Accounting Standards T
Board (GASB) Statement No. 34, Basic Financial Statements -~ and Maonagement s Discussion and SR
Analysis = for State and Local Governments.- The Financial Section of this CAFR consists of four

“parts: {1) management’s discussion and analysis, (2) basic financial statéments, (3) additional required
supplementary information, and (4) optional other supplementary information.

Within the basic financial statements this CAFR contains the government-wide financial statements
that provide a broad view of the State’s operations, and the fund financial statements that focus on
individual parts of the State government, reporting the State’s operations in more detail than the
government-wide statements. ‘These financial statements also include notes that explain some of the
information in the financial statements and provide more detail.

ion of the United Statesand

Lam pleased to report that the Governtent Finance Officers Associat

- Canada (GFOA) awarded a Certificate of Achievement for Excellence
*State of Wisconsin for its fiscal year 2001 CAFR. The GFOA’s Certificate is a prestigious national

award recognizing conformance with the highest standards for state and local government financial o

reports. - The State of Wisconsin is 3gain-appiying_fot the Certificate, and the 2002 CAFR hasbeen - o

: submzitt_edtczthe_GFOA;:"_:___.. L e e B Co A I

- A.;qpy'o:f the CAFR is a’i$6 available on the State of Wiscénéiri, Department of Administration
- homepage on the World Wide Web: http:/fwww.doa state. wius/debf.

If you have specific questions or comments regarding the CAFR’s contents, please contact me at
(608) 266-3628,

- Sincerely,
(2] 4
Willlamt 1. Ra . CPA

State Controller .

Enclosure

in Financial Reporting tothe




WISCONSIN STATE LEGISLATURE
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Joint Audit Committee

7 Committee Co-Chairs:
State Senator Carol Roessler
State Representative Suzanne Jeskewitz

February 20, 2003

Senator Robert Jauch, Co-chair Representative Donald Friske, Co-chair
Special Committee on Improving Special Committee on Improving

Wisconsin’s Fiscal Management Wisconsin’s Fiscal Management
Room 19 South, State Capitol Room 312 North, State Capitol
Madison, WI 53701 Madison, WI 53701

y s
Dear Senator Jatich and Representative Eriske;” St )

We received your letter concerning the preparation of the state’s financial statements in accordance with
generally accepted accounting principals (GAAP).

It is important to continually evaluate state practices, but the current economic situation has made this
vital. Examining the effect of GAAP for Wisconsin would certainly change the outlook of the state’s
financial condition. Realizing revenues when they are earned and liabilities when they are incurred could
lead to a greater understanding of the state’s actual budget situation.

As you stated, the Joint Committee on Audit plans to hold a meeting in March on the Comprehensive
Annual Financial Report. - Since this report is based on GAAP the hearing will consider the report in those
terms. The committee will consider your recommendation to address the key reasons for the balance
deficit as reported under GAAP.

Thank you for all of the work your committee did in finding ways to improve Wisconsin’s fiscal
condition. We look forward to discussing your recommendation soon.

Sincerely,

Senator Carol Roessler Representative Suzanne Jeskewitz

Co-chair Co-chair
Joint Aundit Committee Joint Audit Committee

Cc: . Janice Mueller, State Auditor
Jacob Klam, Deputy State Auditor

SENATOR ROESSLER REPRESENTATIVE JESKEWITZ
RO. Box 7882 » Madison, W1 53707.7882 F.C. Box 8952 » Madison, WI 53708-8952
{608) 268-5300 » Fax (608} 266-0423 (608) 266-3796 » Fax (608} 282-3624




March 2003

Joint Legislative Councii
Meets to Introduce Bills

he Joint Legislative Council met on

February 19, 2003 for the first time this
session. Four study committees presented their
recommendations as follows:

» PuBLIC HEALTH SYSTEM’S RESPONSE TO
TERRORISM AND PuBLIC HEALTH
EMERGENCIES

Senator Judy Robson, Senate Co-Chair, Special
Committee on the Public Health System’s
Response to Terrorism and Public Health
Emergencies, presented the report  and
recommendation of the committee contained in
WLC: 0103/1, relating to creating a public
health council, reimbursement for guarantine
costs, intrastate mutual aid, requiring use of the
incident command system in emergency
response, exemption from liability during a state
of emergency, threats to release or disseminate
harmful chemical, biological, or radioactive
substances, providing a penalty, and making
appropriations.

Following a brief discussion, the Council
recommended introduction of the committee’s
legislative proposal in the Senate. The motion
to introduce was adopted by a vote of Ayes, 15;
Noes, 3; and Absent, 4.

> IMPROVING WISCONSIN'S FISCAL
MANAGEMENT

Senator Robert Jauch and Representative
Donald Friske, Co-Chairs, Special Committee
on Improving Wisconsin’s Fiscal Management,

N
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Wisconsin Legislative Council
Legislator Update

presented the report and recommendations of the

committee———.___

i
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The following drafts and joint resolution were

approved for

introduction as companion |

proposals in both houses of the Legislature:

LRB-1490/2, relating to deadlines for the |
transmittal of the Building Commission’s long-
range state building program recommendations |
and the delivery of the Govemnor’s biennial :
budget message and a report on the timeliness of |

the submittal of agency budget requests.

*+ LRB-1492/1, relating to identification and
removal of specified types of policy from an
executive budget bill.

* WLC: 007772, relating to the
stabilization fund, the generally
accounting principles deficit reduction fund, the
general fund deficit based on generally accepted
accounting principles, and making
appropriations.

budget

accepted - .

mtroduce these proposals was
adopted by a vote of Ayes, 17; Noes, 0; and
Absent, 5.

In addition, the Joint Legislative Council
approved for introduction in the Assembly and
Senate, respectively, the following resolutions:

* LRB-1493/2, relating to limitations on assembly
consideration of  specified Assembly
amendments and  Assembly  substitute
amendments to an executive budget bill.

* LRB-1494/2, relating to limitations on senate
consideration of specified Senate amendments
and Senate substitute amendments to an
executive budget bill.

L




The motion to introduce was adopted by a vote

The following proposed joint resolution failed to
be approved for introduction by the Joint
Legislative Council:

* LRB-1849/1, relating to the veto procedure for
appropriation bills (first consideration). The
motion to introduce failed by a vote of Ayes, 11;
Noes, 6; and Absent, 5. [12 affirmative votes
are needed for introduction. ]

> PUBLIC AND PRIVATE BROADBAND

Representative Phil Montgomery, Assembly Co-
Chair, presented the report and recommendation
of the committee contained in LRB-1652/1,
relating. to directing the Department  of
Electronic Government to develop a database
and Web site on broadband transmission service
availability, public access to certain records
created for this purpose, and granting rule-
. making authority.

 After a brief discussion, Council recommended
i_m_;roduc_:tion__ of - the committee’s  legislative

o ~:proposal -in . the. Assembly, - The motion to

- introduce was adopted by a vote of Ayes, 17:
Noes, 0; and Absent, 3.

» REVIEW OF THE OPEN RECORDS Law

The Special Committee on Review of the Open
Records Law, Co-Chaired by Senator Jon
Erpenbach and Representative Mark Gundrum,
presented its report and recommendation to the
Joint Legislative Council. The draft presented
to the Council was WLC: 0040/3, relating to
access to public records.

The Council recommended introduction of the

comimnittee’s legislative proposal as companion

bills in both houses of the Legislature. The

motion to introduce was adopted by a vote of
Ayes, 14; Noes, 3: and Absent, 5.

Other Business

Consideration of 2001 Joint Legislative Council
bills for reintroduction was deferred until the
next meeting which will be held on March 12,
Also at that meeting, the Council will receive
the reports of the Special Committees on Mental
Health Parity, Relative Caregivers, Review of
Fireworks Law, and State-Tribal Relations.

Study Committee Reports

> DRAFTING SUBCOMMITTEE OF THE RECOD.
OF CH. 767, ACTIONS AFFECTING THE
FAMILY

The Drafting Subcommittee of the Special
Committee on Recodification of Ch. 767,
Actions Affecting the Family, held its fourth
meeting on Friday, February 14 in Madison.
Several interested persons  addressed the
subcommittee conceming a provision in the
proposed  paternity subchapter relating to
paternity by publication.  After receiving
testimony concerning the controversial nature of
the proposal, the drafting subcommittee. agreed

to delete the provision from the proposal, in

keeping with the admonition of the study
committee’s co-chairs that controversial items
not be included in  the committee’s
recommendations.

The subcommittee then proceeded to review
drafts of all the other subchapters of reorganized
ch. 767. The subcommittee was assisted in its
review by Janet Nelson, Milwaukee County
Department of Child Support Enforcement, and
Lucy Cooper, Milwaukee County Family Court
Commissioner’s office. Following its review
and discussion of the drafts, the subcommittee
agreed to hold one more meeting before
presenting the package to the full committee,
The next meeting of the drafting subcommittee
is scheduled to be held on Friday, March 21.




WISCONSIN STATE LEGISLATURE

Joint Audit Qonunittee

- Committee Co-Chairs:
State Senator Carol Roessler
State Representative Suzanne Jeskewitz

March 7, 200

Mr. Marc Marotta, Secretary
Department of Administration
101 East Wilson Street, 10® Floor
Madison, Wisconsin 53702

Dear Mr. Marotta:

On April 1, 2003, the Joint Legislative Audit Committee will hold an informational hearing on the State of
Wisconsin’s Fiscal Year 2001-02 Comprehensive Annual Financial Report (CAFR). The Committee will
also engage in a discussion of the generally accepted accounting principles on which the CAFR is based,
and the effect of these principles on the calculation of the State's deficit,

Because the Department of Administration is responsible for annual preparation of the CAFR and the
Legislative Audit Bureau issues the independent auditor’s opinion on the report, representatives from both
agencies are invited to offer testimony to the Committee. Given the subject matter and the Commiittee’s
interests, we would like to suggest that Mr, William Raftery, State Controller, and Mr. Frank Hoadley,
Capital Finance Officer, join you in offering testimony on behalf of the Department of Administration.

As the enclosed hearing notice indicates, we have allowed one hour for this informational briefing.
Testimony from the State Auditor and her response to our questions will occupy the first 30 minutes of the
hearing. Testimony by and questions addressed to you and staff from the Department of Administration
will compose the remaining 30 minutes of scheduled hearing time. Please plan to provide fourteen (14)
written copies of your testimony to committee members and the clerks at the time of the hearing.

Thank you for your assistance and we look forward to your testimony. Should you have any questions,
please contact our offices.

Sincerely,

Senator Carol A. Roessler “  Representative Suzanne Jeskewitz
Co-chairperson Co-chairperson

Joint Legislative Audit Committee Joint Legislative Audit Committee
Enclosure

ce: Mr. William Raftery, State Controller
Mr. Frank Hoadley, Capital Finance Officer
Ms. Janice Mueller, State Auditor
Ms. Pam Shannon, Legislative Council

SENATOR ROESSLER REPRESENTATIVE JESKEWITZ
FO. Box 7882 » Madison, Wi 537077882 P.O. Box 8952 « Madison, Wf 53708-8952
(608) 266-5300 » Fax (608) 264-0423 (608) 266-3794 » Fax (608) 282-3624




The Comprehensive Annual
Financial Report

Wisconsin Legislative Audit Bureau
April 2003

Sound Financial Management

+ Meets ongoing cash needs

+ Accumulates reserves

+ Aliows for intergenerational equity
+ Limits debt to a prudent level

* Reports finances in a timely and
meaningfil way

Financial Audits

+ Aftest to the fair presentation of the
financial statements

¢ Ensure assets are safeguarded

+ Assess the internal controls and compliance
with Jaws

+ Ensure compliance with debt limits and
other fiscal requirements




State Financial Reports

+ Annual Fiscal Reports (Budgetary Basis)

+ Comprehensive Annual Financial Report
{GAAP)

Annual Fiscal Report

+ Is primarily a cash basis of accounting
(checkbook accounting}

+ Is easy to understand
+ Is based on Wisconsin Statutes

+ Provides a scorecard on whether budget
is balanced

Annual Fiscal Report

+ Is subject to manipulation by transfers
between years

* Provides an incomplete picture of finances




Comprehensive Annual
Financial Report (CAFR)

# Recognizes all current liabilities in the
General Fund

+ Is consistent for all government entities and
across years

+ Allows bond rating agencies to conduct
financial analyses

# Serves as an annual report for citizens

General Fund Balance

June 30, 2002
Budgetary Basis h 74,638,000
GAAP Basis (1,484.333.000)
Difference $ 1,558,971,000

GAAP Recognizes Liabilities
at Year-end

Shared revenue liability $492 878,000
Projected incorne tax refunds $658,813,000

Unpaid Medicaid claims $160,095,000




Assembly Bilt 178

(Special Committee on Improving Wisconsin's Fiscal Management)

+ Requires GAAP-based statements

+ Directs the Governor to act if the GAAP
deficit increases

¢ Funds the Budget Stabilization Fund
{Rainy Day Fund)

+ Funds a GAAP Deficit Reduction Fund

Changes in the Financial
Reporting Model

+ Requires management to discuss finances in
simpiler language
+ Adds a government-wide statement

+ Records the value of roads and bridges and
requires condition assessments

+ Treats the University of Wisconsin as a
business enterprise

11

Improved Financial Management

+ Responsible budgeting
# Accurate and timely reporting
+ Effective auditing




The Comprehensive Annual
Financial Report

Wisconsin Legislative Audit Bureau
April 2003
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The Comprehensive Annual Financial Report

Department of Administration
Division of Executive Budget and Finance
State Controlles’s Office

April 2003

Comprehensive Annual Financial Report

* First GAAP-based report issued - 1990 CAFR
- All states prepare GAAP financial statements

+ Virtuaily all large-size local governments {counties and
municipalities) in Wisconsin prepare GAAP statements

* Who uses CAFR?
- Investment Community

« Federal Government
-~ Requites GAAP-based financial statements for
recipients of federal financial assistance.

- Oversight bodies/managers
- -Constituents - TP

CAFR Background Information

= GAAP - generally accepred accounting principles
- common set of measurement standards
- measures financial position and results of operations

* GASB -- Governmental Accounting Standards Board
- sets accounting standards for state and local
governments

* CAFR -- Comprehensive Annnal Financial Report

- official annual report prepared by govermnments
following GAAP




Components of CAFR

+« Introductory Section

» Financial Section
* Management Discussion and Analysis (MD&A)
~ Auditor’s repont
+ Basic financial statements:
~ Government-wide staternents
= Fund statements ~ presents column for each major fund, with
e column for nommfor funds in the agpregale
= Notes to the financial statements
+ Required supplementary information - includes sudger to
actual reconciliztion and infrastrecture information
+ Supplementary information - presemts cakinns for each of the
nommajor fimds
+ Statisti¢al Section .

Management Discussion and Analysis

Pags 2 of Adtaheanit 1

* Provides an objective and easily readable analysis
of State’s financial activities based on currently
known facts, decisions, or conditions.

+ Eight elements required, for example:
-~ Discussion of basic financial statements
-- Analysis of significant changes in account
balances _ .
- DiSt_;_GSﬁion of capital assets and fong-term
debt activity

Financial Statements

» Balance Sheet - reflects the resources owned or
available and amounts owed as of a given date,

« Operating Statement - reflects all activity {for
example, revenues and expenses} occurring
throughout the entire fiscal yeat.

Governments prepare financial statements at two
perspectives:

* Government-wide perspective
» Fund perspective




Government-Wide Perspective

(Poies 3 B & of Atischmaer]

* Presents broad view of the State’s operations
-+ Excludes fiduciary funds (for example,
Wisconsin Retirement System)

* Prepared using economic resources measurement
focus and aceraal basis of accounting
-- Similar to businesses in the private sector

Government-Wide Perspective (continued)

* Separate columns for:
-- governmental activities
~- business-type activities
=~ COTMpOonent units

* Presents two financial statements:
-- Statement of Net Assets
- Statement of Activities

Government-Wide Perspective (continued)

* Statement of Net Assets
-~ Similar to balance sheat used in private
sector

-~ Assets - Liabilities = Net Assets

-~ Net assets:

- Capital assets net of related debt

- Restricted net assets eangle: Cosstitutionalty
restricted public land funds)
- Unrestricted net assets




Government-Wide Perspective (continued)

« Statement of Activities

-- Reports revenues and expenses similar to

those reported on operating statement used
in private sector

however

-- Also places emphasis on cost recovery
by function/program (program revenues
versus general revenues)

Fund Perspective

+ Presents all funds
-- Includes fiduciary funds,

* Provides more detailed information of the State’s
most significant funds, including the General Fund.

* Distinguishes between three different fund
categories:
- Governmental funds eexemple: Generat Fund
-~ Proprietary funds (exmple University of Wisconsin System)
- Fiduciary funds texnple: Wisconsin Resireament System)

GAAP General Fund

* Varies from budgetary basis General Fund.
GAAP Genera! Fund excludes:
- University of Wisconsin System
{reported as an enterprise fund)
«= Various other Program Revenue (PR}
activities

* Financial statements present:
-~ Balance sheet
-- Statement of revenues, expenditures
and changes in fund balance. 2




GAAP General Fund (Continued)

= Balance Sheet

~ Activity reported on a current economic
resources measurement foeus, modified
accrual basis of accounting,
- Capital assets not reported
+ Long-term Habilities not reported

GAAP General Fund (Continued)

* Statement of Revenues, Expenditures, and
Changes in Fund Balance

-- Can not compare revenues and
expenditures to those reported in the
budgetary basis General Fund.

- Extraction of certain activity to separate
GAAP funds

- Accruals-of revenues and expenditures .

M




WISCONSIN STATE LEGISLATURE
Jotunt Audit Conunitier

Committee Co-Chairs:
% State Senator Carol Roessler
' State Representative Suzanne Jeskewitz

Apr:i 30, 2003

Mr. Frank Hoadley, Capital Finance Officer
Departinent of Administration

101 East Wilson Street. -

Madison, Wisconsm 53703

Dear Mr. Hoadley:

In discussing the State’s finances with Senator Roessler, you recently suggested that the Budget Stabilization Fund
{commonly referred to as the Rainy Day Fund) and the GAAP Deficit Reduction Fund described in 2003 Assembly
Bill 178 and Senate Bill 65 could be combined. The purpose of this letter is to request more information on. this idea
and your view on possr{'ﬁe beaeﬁts and consequences of combmmg the funds.

The two ﬁmds were deveioped in order to address two reiated issues: the desire to have funds available when
revenues fall short of projections, and the need to address continuing accounting deficits created when the State ends
each fiscal year with financial commitments that exceed available resources, The Legislative Council’s Special
Committee on Improving Wisconsin’s Fiscal Management expressed its opinion on the priority of the funds by its
proposal to first transfer any General Fund balances to the Rainy Day Fund before allowing a transfer to the GAAP
Deficit Reduction Fund. It was the Committee’s view that bond rating agencies would react most favorably if the
Rainy Day Fund were given this funding priority.

We have several quesﬂans regardmg the two ﬁmds or thexr combination mto a smgie fuﬁd

: ? .How do yau view the Ramy Day Funcf effect on the State’s umiarlymg ﬁsca% problams and eva%uatmn ef
bond agencies?

¢ What spending criteria would be appropriate for a combined fund?
¢ Under what circumstances would the combined fund be spent?

¢ How much should be deposited and maintained in each fund or the combined fund in order to have a
positive effect on the State’s bond rating?

We appreciate your views on these issues and any other analysis that may be helpfill in addressing improvement in
the State’s financial management.

Sincerely,
M@QMJ\ ‘
n . s
Senator Carol A. Roessler, Co-chair entative S .:‘;f"“ Jeskemtz, Cﬁ-c -gﬂ'
Joint Legislative Audit Committee EG;nt Legislative Audit Committee
e Janice Mueller, State Auditor
SENATOR ROESSLER REPRESENTATIVE JESKEWITZ
EC. Box 7882 » Madison, Wi 53707-7882 PO Box 8952 « Madison, Wi 53708-8952

{608} 266-5300 « Fax {508) 266-0423 (408) 266-3796 » Fax (608) 282-3524
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October 10, 2003

For Further Information Contact:
David Riemer, State Budget Director
Phone: (608} 266-1035 E-Mail: David. Riemer@doa.state.wi.us

State Closes Fiscal Year 2002-03 Books with $282 Million Shortfall

The State of Wisconsin ended Fiscal Year 2002-03 (FYO3) with a General
Fund deficit of $282.2 million, according to a report issued today by the state
Department of Administration {DOA). This result was slightly better than the
$283.6 million shortfall that had been projected in February 2003, following
enactment of emergency deficit reduction legislation {2003 Act 1) proposed by
the Governor.

“Act 1 reduced the deficit by $170 million, partially offsetting the $454.1
million FYO3 deficit that had been pro;ected as the Doyle Administration took
office in January. The $282.2 million FY03 deficit was rolled into the $3.2
billion budget challenge that was resolved by the biennial state budget bill
(2003 Act 33) signed into law by Governor Doyle three months ago,” explained
DOA Secretary Marc Marotta.

Marotta’s comments accompanied the release of the state’s Annual Fiscal
Report for the budget cycle that ended on June 30, 2003. The report shows total
state spending on programs funded with income, sales and other general taxes
dropped 2%, from $11.265 billion in FYO2 to $11.049 billion in FYO3. Marotta
cautioned that this expenditure decrease largely reflects the securitization of
tobacco settlement proceeds by the 2001 Legislature. $598.5 million of those
one-time proceeds were used in FY03 to make shared revenue payments to local
governments. If general funds had been used for these payments, total general
fund spending would have been $371.9 million, or 3.3%, higher than FY02.

{rmore}
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The report also shows that 58.4% of state general spending in the last
fiscal year was for school aids and other payments to local governments. Aids to
individuals, such as medical assistance, accounted for 17.4% of general
expenditures and the remaining 24.2% was earmarked for the University of
Wisconsin System (9.5%) and all other state agencies (14.7%).

FYO03 general fund tax revenues amounted to $10.2 billion, which was
$179.5 million (1.8%) above the $10.02 billion collected in FYO2. This was
$23.8 million (0.2%) below the January 2003 Legislative Fiscal Bureau
estimate. The tax collection shortfall was offset, however, by $25.2 million in
lower than expected expenditures due to administrative actions, including a
hiring freeze and travel restrictions, lower interest costs on state bonds and
higher than expected non-tax revenues.

The Annual Fiscal Report was prepared according to guidelines created by s.
16.04(3) of the Wisconsin Statutes. A copy of the report is available on-line at
http:!/www.dea.state.wi.us/pagesubiext_detaif.asp?iinksubcatid=376&iinkcatid=225&iinkid:.
A comprehensive fiscal report prepared under generally accepted accounting

principles will be published by DOA in December-.




State of Wisconsin \ LEGISLATIVE AUDIT BUREAU

HANICE MUELLER
STATE AUDITOR

22 E. MIFFLIN BT, STE. 500
MADISON, WISCONSIN 53702

{B08) 2B6-2818
FAX {6808} 2670410
Iam}ary 5’ 2{)04 Lag Audit Info @iegls. state wius
Governor James E. Doyle Senator Alberta Darling and
15 East, State Capitol ‘ Representative Dean Kaufert, Co-Chairpersons
Madison, Wisconsin 53702 Jomnt Committee on Finance
State Capitol
Madison, Wisconsin 53702

Dear Governor Doyle, Senator Darling, and Representative Kaufert:

Section 13.94 (1)(a), Wis. Stats., requires the Legislative Audit Bureau to audit the cash and
securities held by the Office of the State Treasurer or held by others on behalf of the Office and
to report our findings to the Governor and the Joint Committee on Finance. We have completed
our audit and found the Office properly accounted for the cash and securities in its possession or
held on its behalf by others.

As of June 30, 2003, the Office’s cash records properly reconciled with the records of the State’s
working bank, which is US Bank, Milwaukee. We also verified that the Office’s records agreed
with the official accounting records maintained by the Department of Administration.

The Office also has custodial responsibilities for securities-in four areas: bonds that provide for
the payment of annuities to winners of the Wisconsin Lottery; bonds deposited with the Office,

as required by statute, by insurance companies and banks operating in certain fiduciary capacities;
investments purchased by the Tuition Trust fund for future educational costs of participants; and
securities obtained through the Unclaimed Property Program.

Most of the securities that the Office is responsible for safeguarding are held by custodial banks.
We verified that the Office's records of these securities properly reconciled with the records of
the custodial banks. The value of the securities and their locations are summarized below.

Valhae as of

Program Type of Security June 30, 2003 Location
Lottery Bonds (at par vatue) $185.199,645  US Bank-Madison

Fiduciary Deposits  Bonds (at par value)
Insurance Companies 268,012,249  US Bank-Madison
Banks 10,777,000 US Bank-Madison




Governor James E. Doyle
Senator Alberta Darling and
Representative Dean Kaufert
Page 2

January 5, 2004

Value as of
Program Tvpe of Security June 30, 2003 Location

Tuition Trust Fund  Bonds (at market value) $ 13,288,963 Mellon Security Trust,
New York, New York

Unclaimed Various stocks, bonds, 14,056,114 Fleet Bank
Property Program  and other securities Rochester, New York
{at market value)

Unclaimed Mutual Funds 1,612,357 Mellon Security Trust,
Propefty Program  {at market value) New York, New York

The Office also holds in its vault certificates for certain unclaimed stocks and bonds that

the Office has received, along with other contents of unclaimed safe deposit boxes. These
cerfificates are generally registered in the name of the unclaimed property owner and
frequently are for companies that may have been dissolved or merged with other companies.
‘These securities are of an undetermined, but limited, value.

In addition, the State Treasurer is a member of the College Savings Program Board, and
the Office has administrative responsibility for the College Savings Program. The State has
_ contracted with an external vendor, Strong Capital Management, to invest College Savings
. Program funds on behalf of program participants. The program is audited by an external public
accounting firm. As of June 30, 2003, $853,200,029 was invested in various mutual funds by
Strong Capital Management for the College Savings Program.

We appreciate the courtesy and coeperation extended 1o us by the staff of the Office of the State
Treasurer in conducting this review,

Sincerely,

%ﬂ cipr)

Janice Mueller
State Auditor

IM/KD/bm

cc: Members, Joint Committee on Finance
Members, Joint Legislative Audit Committee
Jack Voight, State Treasurer
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Legislative Fiscal Bureau Robert Wm, Lang, Director

One East Main, Suite 301 « Madison, WI 53703
Email: Fiscal Bureau@legis.state. wi.ug
Telephone: (608) 266-3847 = Fax: {608) 267-6873

State of Wiscongin

January 15, 2004

Senator Alberta Darling, Senate Chair
Representative Dean Kaufert, Assembly Chair
Joint Committee on Finance

State Capitol

Madison, WI 53702

Dear Senator Darling and Representative Kaufert:

In January of each year, this office typically conducts a review of the status of the state's
general fund and presents its findings to the Legislature. In the even-numbered year, the analysis
includes an examination of economic forecasts and tax collection and expenditure data for the first
six months of the current fiscal year. Our intention has been to complete that review and issue our
findings prior to commencement of the J anuary floorperiod (January 20 in 2004).

The economic forecast that we use as a primary resource in determining tax collection
projections is prepared by Global Insight, Inc. In prior years, the January forecast has been
available in the beginning of the month. This year, however, due to recent comprehensive revisions
to the national income and product accounts by the U.S. Bureau of Economic Analysis, the January
forecast has not yet been completed and will most likely not be available until later in the month.
Therefore, we will not prepare our tax collection estimate until that report is completed.

We have, however, completed our review of departmental revenues and expenditures for the
2003-05 biennium. The purpose of this letter is to present our conclusions on those items.
Following the identification of the reestimates is a discussion of the status of four programs that are
funded with sum certain appropriations: (1) Elections Board federal HAVA matching funds; (2)
foster care and adoption assistance; (3) the Office of the State Public Defender; and (4) medical
assistance.




Reestimates

In summary, departmental revenues, sum sufficient appropriations, and lapses to the general
fund are, in aggregate, virtually the same as those contained in the 2003-05 budget (2003 Wisconsin
Act 33). Although there are a number of reestirnates in each of these categories, the net effect on
the general fund balance is a reduction of $4.9 million. (The gross general fund balance of Act 33
- is $186.4 million. Afier consideration of the $40.0 million required statutory balance, the net
balance of Act 33 is $146.4 million.) |

2003-04 Opening Balance. Act 33 anticipated an opening general fund balance of -$283.6
million for 2003-04. The actual balance at the close of the 2002-03 fiscal year was -$282.2 million.
Thus, the opening balance for 2003-04 is $1.4 million higher than shown in Act 33.

Departmental Revenues. Act 33 estimates departmental revenues at $409.6 million in 2003-
04 and $408.6 million in 2004-05. ‘Departmental revenues are non-tax receipts (including tribal
gaming amcunts) that are deposited into the general fund. Our review indicates that there is little
change to the Act 33 estimates. The 2003-04 projection is now $408.1 million ($1.5 million below
the Act 33 estimate) and the projection for 2004-05 is $409.8 million ($1.2 million above that of
Act 33).

Sum _Sufficient Appropriations. In aggregate, expenditures from sum sufficient, general
purpose revenue (GPR) appropriations are expected to be slightly lower ($1.8 million in 2003-04
and $1.0 million in 2004-05) than those of Act 33. Some appropriations (such as the homestead
and farmland preservation tax credits) require an upward revision, while others (such as payments
for debt servxce and the income tax recxproczty programs) are less than amounts budgeted under Act
33. -

Lapses. Lapses are amounts from sum certain, GPR appropriations that are not expected to
be fully expended and then "lapse” or revert, to the general fund at the close of each fiscal year. Act
33 contains general fund lapse estimates of $237.1 million in 2003-04 and $224.6 million in 2004-
05. Our review indicates that the Act 33 lapses should be adjusted downward by $2.9 million in
2003-04 and by $5.9 million in 2004-05.

Sum Certain Appropriations

Unlike sum sufficient appropriations, which are automatically adjusted to fund selected
programs, sum certain appropriations are those with a specific dollar amount that cannot be
modified unless changed by the Legislature. Thus, if it is determined that a program under a sum
certain appropriation will, unless modified, require a funding increase, the Legislature has the
option of reducing the program's parameters, increasing the appropriation, prorating available
funding, or letting the program cease due to insufficient funds.
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In the course of our review, we have identified the following four programs funded from sum
certain appropriations that merit attention,

Elections Board Federal HAVA Matching Funds. The new federal Help America Vote Act
(HAVA) requires Wisconsin to create an official centralized computerized statewide voter
registration list system (at an estimated five-year cost of $21.2 to $42.9 million) and to equip all
polling stations with voting systems accessible to individuals with disabilities, including non-visual
accessibility for the blind and visually impaired (at an estimated cost of $8.2 to $16.4 million).
HAVA requires these changes to be in place by January 1, 2006.

Most of these costs will be supported with federal funds under Title Il of HAVA, subject to a
5% state match. It is estimated that Wisconsin will be eligible to receive $15,390,000 FED in Title
I funds in 2003-04, requiring a state match totaling $810,000 GPR. Provisions of Act 33 have
already reserved $333,000 GPR of this amount. Provisions of 2003 Assembly Bill 601, currently
pending in the. Senate, would appropriate the remaining match requirement of $477,000 GPR in
2003-04.

Subject to congressional appropriation, the Elections Board estimates that Wisconsin will be
eligible for an additional $26 million FED in Title Tl funds in 2004-05, requiring the Legislature to
appropriate an additional state match of $1.3 million GPR in that fiscal year.

Foster Care and Adoption Assistance. Act 33 provides $35.4 million GPR in 2003-04 and
$39.5 million GPR in 2004-05 in a sum certain appropriation to fund: (a) adoption assistance
payments to families that adopt children with special needs to assist in the cost of care for these
children; and (b) payments to families and agencies that provide foster care to children for whom
the state serves as guardian. -Based on a review of actual payments through December, 2003, it is
estimated that an additional $2.2 million GPR in 2003-04 and $2.9 million GPR in 2004-05 will be
needed to fully fund state foster care and adoption assistance payments in the 2003-05 biennium.
Compared to the Act 33 estimate, the current estimate primarily reflects a decrease in the estimated
percentage of total costs that can be supported by federal matching funds available under Title IV -E
of the Social Security Act.

Office of the State Public Defender. Act 33 provides $16.5 million GPR in 2003-04 and
$19.5 million GPR in 2004-05 to the Office of the State Public Defender (SPD) for its private bar
and investigator reimbursement appropriation.  This biennial appropriation funds private bar
attorneys who accept assignment of defense cases for indigent persons qualifying for SPD
representation. Based on actual payments and caseload through December, 2003, and caseload
projections through the remainder of the 2003-05 biennium, it is estimated that an additional $9.2
million GPR in 2004-05 will be required to fully fund SPD private bar reimbursement costs,

Medical Assistance. Based on a review of 2002-03 actual expenditures and average costs
and a review of caseload information through December, 2003, it is estimated that an additional
$90.4 million GPR ($51.3 million in 2003-04 and $39.1 million in 2004-05) will be needed to
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support services provided under the medical assistance (MA) program in the 2003-05 bienniurmn,
above the amounts budgeted in Act 33,

One of the primary differences between the current estimate and the Act 33 estimate is that
actual 2002-03 average costs per person were greater than projected in Act 33, resulting in a higher
base of expenditures on which future costs are projected. In addition, the average cost of drugs is
projected to be higher than estimated in Act 33 and actual caseload increases are not slowing as
quickly as anticipated in Act 33. As of the end of December, there were approximately 4,400 more
individuals eprolled in MA than had been projected under Act 33,

In addition to the projected increase in benefits costs identified above, it is likely that
additional GPR will be needed to support MA benefits costs in the 2003-05 biennium. Act 33
anticipated the receipt of additional federal MA funds under two new initiatives that have vet to be
approved by the U.S. Department of Health and Human Services, Centers for Medicare and
Medicaid Services (CMS).

Under an intergovernmental transfer (IGT) initiative, it was assumed that the state would
receive an estimated $213 million in 2003-04 in additional federal revenue for certain services
counties provide under MA home- and community-based waiver programs. This additional
revenue was to be deposited to the MA trust fund to support a portion of the state's share of MA
base costs. In the spring of 2003, DHFS submitted a description of this proposal to CMS. CMS
has expressed support for the long-term care reforms proposed by DHFS, but has questioned the
creation or expanston of IGT programs as the means for states to increase federal support for their
MA programs. DHFS is waiting for final resolution to proposed state plan amendments regarding
MA claims for certain services provided by local governments, which are descrzbcd below before it
preparés anid submits a formal long-term care proposal for CMS ‘approval. - o

Under the proposed state plan amendments, the state expected to receive $119 million ($71.6
million in 2003-04 and $47.4 million in 2004-05) in federal MA matching funds from increased
payments to local governments for non-institutional services, including home health, case
management, emergency transportation, and school-based services. Some of this revenue would be
deposited to the MA trust fund to support a portion of MA base costs, and the remainder would be
used to support local government costs previously funded under shared revenue and school aid
payments. DHFS is currently negotiating with CMS regarding these amendments. If CMS does
not approve the amendments, DHFS would continue to pay local governments federal MA
matching funds under the community services deficit reduction benefit (CSDRB) program. This
program would be eliminated if the state plan amendments are approved. Consequently, $17
million that is budgeted from the MA trust fund in 2004-05 to replace the CSDRB program would
not be expended and would be available to partially offset any shortfall.

Several adjustments have been made to projected revenues to the MA trust fund, including

reestimates of the amount of enhanced federal funding provided to the state under P.L. 108-27 that
is available to support MA benefits in 2003-04 and interest earnings on the fund's cash balance.
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The net effect of these adjustments is to increase the projected 2003-05 ending balance of the MA
trust fund by approximately $2.4 million. Finally, if CMS does not approve these initiatives,
approximately $2 million budgeted for administrative costs associated with them would not be
expended for this purpose and would be available to partially offset any shortfall.

In summary, if the state is unable to secure any additional federal MA matching funds under
these initiatives, approximately $310.6 million GPR would be needed (8213.0 + $119.0 - 8170 -
$24 - $2.0 = §310.6), in addition to the $90.4 million GPR identified above, to fully support
projected MA benefits in the 2003-05 biennium. Any additional federal MA funds the state
receives under these or other initiatives would reduce the necessity to provide GPR funding by a
corresponding amount.

Once Global Insight, Inc. has completed its economic forecast for January, 2004, we will
~ prepare our tax collection ;répért-and' distribute it to.you and your colleagues in the Legislature. The:
report will also include a general fund condition statement for 2003-05 that will incorporate our tax
collection projections and the departmental revenue, sum sufficient, and lapse reestimates contained
in this letter. ‘Depending upon the timing of the Global Insight, Inc. forecast, we hope to complete
our report by the end of January or early February.

Sincerely,

Bh

Robert Wm. Lang
. Director )

RW1L/sas

cc: Members, Wisconsin Legislature

Page 5




The Comprehensive Annual
Financial Report

Legislative Audit Bureau
February 2004

Sound Financial Management

* Meets ongoing cash needs

+ Accumulates reserves

+ Limits debt to a prudent level

* Allows for intergencrational equity

¢ Reports finances in a timely and
meaningfal way . - - s

Financial Audits

+ Attest o the fair presentation of the
financial statements

+ Ensure assets are safeguarded

¢ Assess the internal controls and compliance
with laws

+ Ensure compliance with debt limits and
other fiscal requirements




State Financial Reports

+ Annual Fiscal Reports (Badgetary Basis)

+ Comprehensive Annual Financial Report
(GAAP)

Annual Fiscal Report

+ Is primarily a cash basis of accounting
{checkboek accounting)

+ Is easy to understand
+ Is based on Wisconsin Statutes

+ Provides a scorecard on whether budget

Annual Fiscal Report

+ Is subject to manipulation by transfers
between years

+ Provides an incomplete picture of finances




Comprehensive Annual
Financial Report (CAFR)

+ Recognizes all current Habilities in the
General Fund

+ Is consistent for ali government entities and
across years

+ Allows bond rating agencies to conduct
financial analyses

+ Serves as an annual report for citizens

7
General Fund Balance
June 30, 2003
Budgetary Basis $ (275,819,000)
GAAP Basis (2,242,539.000)
Difference $ 1,966,720,000
8

General Fund GAAP Deficit
June 30, 1998 through 2003

Toolieee e bafirenay

ey 1399 28430 2607 20g2 23




Comparisons to Other States

General Fund Standard &
Balance Poor's

(in billions) Bond Rating
Hinois {$3.3p AA
Wisconsin (2.24) AA-
Minnesota (0.93}) AAA
Ohio 0.19 AA+
Indiana 1.26 AN+
Michigan 1.31 AAA
lowa 1.66 AA+




20603 Comprehensive Annzal Financial Report

Departmens of Administration
Divisionof Exgcutive Budget and Finance
State Controlier’s Office

February 2004

CAFR Backgrahﬁd Information

* GAAP - generally accepted accounting principles
- common set of measurement standards
- measures financial position and results of operations

* GASB -- Governmental Accounting Standards Board
- sets accounting standards for state and Jocal
governments

* CAFR -- Comprehensive Annual Financial Report
+ official anmual repoﬁ preparecf by govemments
foilowmg GAAP -

Components of CAFR

+ Introductory Section

« Financial Section
+ Management Discussion and Analysis {(MD&A)
» Auditor’s report
» Basic financial statements:
- Government-wide statements
-- Fund statements - pressnts cotimn Jor eack major fnd, with
one colinm far novmajor furds in the aggregate
« Notes to the financial statements
» Required supplementary information - inchudes budger io
avtuad reconciliotion and infrastraciure Erformation
- Supplementary information - presemts cofumns for each af the
romtjor funds

+ Statistical Section :




Two perspectives

+ Government wide perspective [pages 3
through 5 of 10-page Fiscal Year 2003

Summary Financial Information Report
{Summary Report*)].
= Fund perspective

Includes General Fund [pages 8 and 9 of
Summary Report},

* The Sunmwnary Report contains excerpts from the

2003 Comprehensive Annusl Financial Report
4

Govérnment-Wide Perspective

[Pagc'3 of Susmary Repost .. 1
Statement of Net Assets - Governmental Activities

* Prepared using economic resources measurement
focus and accrual basis of accounting
~- Similar to businesses in the private sector

= Total Ner Assets of $6.95 billion

Breakdown: {in thousands)
« Invested in Capilal Assets g5

Net OchﬁaIedDei)‘t (52,2234491 I - $11,090, 111
o Rastricted T 657, 5785
- Unrestrwted h (4,799, 930)

Government-Wide Perspective (Continued)

Statement of Net Assets . Governmental Activities (Continued)
* States reporting a deficit Unrestricted Net Assets greater than $1 billion
{in thousands)
- Hinois {6/30/G2 *) $21,991,554)
- New York (3/31403) {20,846,000)
w California (6730402 *} {19.417,429)
- Florida {6/36703) (10,107,244)
- Massachusetts (6/30/03} {9,334,788)
« Connecticnt (80702 %3 (8,196,738
— New Jorsey (6/10/03) (7,924 865}
~ Wisconsin (6/30/03) (4,799,9307
» {hio (6/30/03) {4,272,62%)
~ Lanssiana £6/30/03 {2.582,945)
« North Carulina (6230/03) (2210477
- Maryland {s/36702) (154192
-~ Kentucky (6/30/03} (1,288,090}
« South Carelina (6/30/03) (1,140,464
In addition fo the 14 states Hsted above, 8 other states reported a
deficit Unrestricied Net Assets. s

* X3 information ol vei svailabic




Government-Wide Perspective (Continued)

Statement of Net Assets — Governmental Activities
{Continued)

= Comparison of swrrounding states’ Unrestricted Net
Assets (in thousands):

- T1Hnois anowz $(21,991,559
* 2003 information vl yot svailuble
— Indiana snows) 2,456,321
- fowa sruen 282,609
- Michigan wnoen {652,923y
- Minnesota @003 (526,251
- Wisconsin sy (4,799,930} ,

Government-Wide Perspective (Comtinued)

Eages 4 and 5 of Summary Repost. ]
Statement of Changes in Net Assets -
Governmental Activities

* Change in Net Assets of $(670.8) million
in 2003 compared to $671.8 million in 2002*,

* 2002 included revenue generated from the Tobaceo Settlement
Sale of ¥1,275.0 miltion. - R :

Government-Wide Perspective (Continued)

SE St
Statement of Net Assets — Business-type Activities

{Noie: The University of Wisconsin System and the Unempioyment
i Reserve rep the two lasgest business-type activities.)

+ Total Ner Assets of $6.1 billion

Breakdown: (in thousands)
- Invested in Capital Assels @315

Net of Related Debt sazn $2.828,388
- Restricted 3,012,860

- Unrestricted 304,167

k




Government-Wide Perspective (Continued)

Business- type Activities

* Change in Net Assets of ${(77.8) milljon in
2003 compared to $(183.4) million in 2002,

GAAP General Fund

Balance Sheet

+ Comparison of surrounding states” General Fund
Total Fund Balance in thousands):

« izntois ooz m. $ (3,306,239}
* 2003 information not yei availdte
- Indiana enoey 1,257,670
- bowa (snems) 1,658,885
-- Michigan wswey 1,310,758
o - Mimesotesny (9321000
sl e Wisconsinigaony (2,242,539

i addifion 1o the three states fisted above, six other states rep&:ed a
deficHt Total Fund Balanee in the General Fand. "

GAAP General Fund (Continued)

Operating Statement

* Total revenues mcreased $247.1 million from 2002
o 2003,

Largest changes in revenues:

-- Revenues from Federal/Other Governments
(referred o as Intergovernmental Revenues
on the financial statements) increased by $494.1
million,

- Intergovernmental Trangfers (i.e., IGT program
revenues) decreased by $371.3 million, 12




GAAP General Fund (Continued)

Operating Statement (Continued)

* Total expeha‘z‘tu}es increased $314.0 million from
2002 10 2003,

Largest change in expenditures:

-~ Education expenditures (which includes school
aids, but excludes the University of Wisconsin
System) increased $248.3 million.

GAAP General Fund (Cén-tinued) |

Ogeraiing Statement (Continued)
» Comparison of surrounding states’ Net Change in
Fund Balance (in thousands):
== FIHAOIS (vear ended 673007 5(1,941,124)

* 2003 information aat yet wtlable
- Indiana tear enced 573003 178,628
== LOWa (year ended 6r30/63) (67,57
. =Michigan eremi saonyy - {466,321)
i ~~M;m¢sotammw &m0 (_1;516;342)_3 S
- Wisconsin e mded g3003) :'(75'3,73'9)"

4

GAAP General Fund (Cdntinued)

Operating Statement (Continued)

* States reporting deficit Nef Change in Fund Balance
greater than 31 billion {in thousands):

« Califomia tycar coded 6/30/02 %) 3 (11,099,897}
-- New York (year ended 3331/03) (4,221.000)
- TEXas tyear ended 3102 %) {4,106,503)
«- FHINOIS (vor ended 670702 %) {1,941,124)
-~ Minnesota year ended 530/03) (1,616,442}
- Pennsylvamia (vear ended 630102 (1,582,627)
«~ Connecticut tyear ended 6730107 % {1,261,09)
~ Massachusetts (yer suded 66/07) {1,668547T7)
* 2003 infermation net yet available

» As compared t0 Wisconsin (758735} s




GAAP General Fund (Continued):

Fupd Balance -- Statutory/GAAP General Fund

{in thousands}
« Statutory:
-~ Undesignated Fund Balance -
General Purpose Revenue  § (282,221)
« GAAP:
-- Total Fund Balance (2,242,539

- Unreserved Fund Balance (2,638,150)

Capital Assets/Infrastructure

Page 6 of Summary Repont i
» Governmmental Activities:

-- 'Capital assets {net of accumulated depreciation)
totaled $13.3 billion at June 30, 2003, in
comparison to $12.8 billion as of June 30, 2002,

Infrastructure (the State highway system), which
represents the largest capital asset category, totaled
$9.4 billion as of June 30, 2003, in

" comparison to $9.2 billion as of June 30, 2002.-

Long-term Liabilities

port

* Governmental Activities long-term Habilities totaled $5.4
billion as of June 30, 2003, compared 1o $5.1 billion as
of June 30, 2002,

-~ The largest components of this lability were general
obligation and revenue bonds payable.

» Business-type Aciivities long-term liabilities totaled $2.8
biflion as of June 30, 20603,




Genera] Obhgatmn and Revenue Bondstutes

General ﬁbhgaimn bonds of Staie totaled $4. G bxilmn
: axJuneBﬂ 2003, o o

Revenue boads of State tosa.ied $1.9 billion at June 30,
2003. (Consists of transportation, petroleum inspection
and envuomner:tai anprovemcm mvenue bonds )




