WISCONSIN

GENERAL PURPOSE EXTERNAL
FINANCIAL STATEMENTS

For the fiscal year ended June 30, 2003



STATE OF

WISCONSIN

GENERAL PURPOSE EXTERNAL
FINANCIAL STATEMENTS

For the fiscal year ended June 30, 2003

Jim Doyle, Governor
Department of Administration

Marc J. Marotta, Secretary
William J. Raftery, State Controller

Prepared by the State Controller’s Office DOA-6082AP (R12/03)



State of Wisconsin

General Purpose External Financial Statements
For the Fiscal Year Ended June 30, 2003

Table of Contents

Page
Letter Of TranSIMIIAL...........oo ettt st b et s a et et e e bt et e e b e e bt et e e bt e she e te e beesaeesteesbeesanesbeenen 1
YU o 11 (o TN =T oo o oSO URRTRRt 2
General Purpose External Financial Statements:
Management's DiSCUSSION @Nd ANGIYSIS. . ... ... .nini e ettt et aeaas 5
Basic Financial Statements:
StatemMENt Of NET ASSEtS. ... e e 19
Statement Of ACHVITIES. ... e 20
Balance Sheet - Governmental FUNGAS. ... e 22
Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds.................ccooooiiiianen. 24
Balance Sheet - Proprietary FUNGAS. ... ... e ettt et e e e e e e eereaeens 26
Statement of Revenues, Expenses and Changes in Fund Equity - Proprietary Funds...............ooooiiiiiians 28
Statement of Cash Flows - Proprietary FUNGS. ... ... e e e 30
Statement of FidUCIAry Net ASSelS. . ... e e e et e 34
Statement of Changes in Fiduciary Net ASSELS.. ... ... e 35
Notes to the Financial StatemMents INAEX..........ooiiiiiiiiii et sttt s 36
Notes t0 the FInancial StatemMENTS. ..o ettt ettt ettt e sb et sae e e e b 38
Required Supplementary Information:
Infrastructure Assets Reported Using the Modified Approach........... ... e 110
Budgetary CompariSOn SChEAUIE. ... .. ... e et e e e e e e eans 112

Notes to Required Supplementary INfOrmation......... ... e 115



JIM DOYLE
4 GOVERNOR

MARC J. MAROTTA
| SECRETARY

l.rL f Office of the Secretary
Post Office Box 7864
WISCONSIN DEPARTMENT OF 1\\//1%1}118(()26312656371(;1-17864
o 0o1ce -
ADMINISTRATION Fax (608) 267-3842

TTY (608) 267-9629

December 12, 2003

The Honorable Jim Doyle
The Honorable Members of the Legislature
Citizens of the State of Wisconsin

We are pleased to submit the General Purpose External Financial Statements of the State of Wisconsin
for the fiscal year ended June 30, 2003.

These General Purpose External Financial Statements are part of the audited Comprehensive Annual
Financial Report. They include management’s discussion and analysis (MD&A), the basic financial
statements, and required supplementary information (RSI). MD&A introduces the basic financial
statements and provides an analytical overview of the State’s financial activities. The basic financial
statements provide a summary overview of the government as a whole (excluding the State’s fiduciary
activities), as well as detailed information on all governmental, proprietary, fiduciary fund activity,
together with notes to the financial statements. RSI includes data on infrastructure and the budgetary
comparison schedule with accompanying notes. These statements, which present financial information
in conformity with generally accepted accounting principles, will benefit users requiring summary
information about our State's finances.

The General Purpose External Financial Statements, as well as the Comprehensive Annual Financial
Report, are on file at the office of the State Controller. Additional copies are available upon request. A
copy of the Comprehensive Annual Financial Report is also available on the Department of
Administration homepage on the World Wide Web: http://www.doa.state.wi.us/debf

Sincerely,
. W it wy ey
Marc J. Marotta William J. Raftery, CPA

Secretary State Controller
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INDEPENDENT AUDITOR’S REPORT

Honorable Members of the Legislature The Honorable James Doyle, Governor

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Wisconsin as of and for the year ended June 30, 2003, which
collectively constitute the State’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the State of Wisconsin’s management. Our responsibility is
to express opinions on these financial statements based on our audit. We did not audit the following
financial statements: the Wisconsin Department of Transportation Revenue Bond Program and
Commercial Paper Program, which represent 12 percent of the liabilities of the governmental activities
and 2 percent of the revenues of the aggregate remaining fund information; the Environmental
Improvement Fund, which is a major fund and represents 17 percent of the assets and 18 percent of the
liabilities of the business-type activities; or the College Savings Program Trust, which represents

1 percent of the assets of the aggregate remaining fund information. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinions, insofar as
they relate to the amounts audited by others, are based solely upon their reports. In addition, we did not
audit the financial statements of the discretely presented component units. Those financial statements
were audited by other auditors. Our opinion on the aggregate discretely presented component units is
based solely upon the reports of the Wisconsin Housing and Economic Development Authority, the
Badger Tobacco Asset Securitization Corporation, and the University of Wisconsin Hospitals and Clinics
Authority.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. The financial statements of the Wisconsin
Housing and Economic Development Authority, which were audited by other auditors, were also audited
in accordance with these standards. The financial statements of the other funds and component units that
were audited by other auditors upon whose reports we are relying were audited in accordance with
auditing standards generally accepted in the United States of America, but not in accordance with
Government Auditing Standards. Auditing standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit and the reports of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements previously
referred to present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Wisconsin as of June 30, 2003, and
the respective changes in financial position and cash flows, where applicable, for the year then ended in
conformity with accounting principles generally accepted in the United States of America.
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As discussed in Note 18 C to the financial statements, the Patients Compensation Fund’s projected
ultimate loss liability is an estimate based on recommendations of a consulting actuary. The Patients
Compensation Fund Board of Governors believes that the estimated loss liability is reasonable and
adequate to cover the cost of claims incurred to date. However, uncertainties inherent in projecting the
frequency and severity of large medical malpractice claims because of the Patients Compensation Fund’s
unlimited liability coverage, and extended reporting and settlement periods, make it likely that amounts
paid will ultimately differ from the recorded estimated liabilities. These differences cannot be quantified.

Management’s discussion and analysis, the infrastructure narrative, and the budgetary comparison
schedule with related notes as listed in the table of contents are not required parts of the basic financial
statements of the State of Wisconsin but are supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have prepared a report dated December 12, 2003,
on our consideration of the State of Wisconsin’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts, and grants. A more detailed version
of that report will be included in the State’s single audit report. The report on internal control and
compliance is an integral part of an audit performed in accordance with Government Auditing Standards
and should be read in conjunction with this independent auditor’s report in considering the results of our
audit.

LEGISLATIVE AUDIT BUREAU

%/% /g«/t/w

Janice Mueller
State Auditor

December 12, 2003 by






MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management's Discussion and Analysis of the State of Wisconsin’s Comprehensive Annual Financial Report (CAFR)
presents a discussion and analysis of the State’s financial performance during the fiscal year that ended June 30, 2003. It
should be read in conjunction with the transmittal letter located at the front of this CAFR, and the State’s financial statements,
which follow this part of the CAFR.

FINANCIAL HIGHLIGHTS -- PRIMARY GOVERNMENT
Government-wide (Tables 2 and 3 on Pages 9 and 10)

e Net Assets. The assets of the State of Wisconsin exceeded its liabilities at the close of Fiscal Year 2003 by $13.1 billion
(reported as "net assets"). Of this amount, $(4.5) billion was reported as "unrestricted net assets". A positive balance in
unrestricted net assets would represent the amount available to be used to meet a government's ongoing obligations to
citizens and creditors.

e Changes in Net Assets. The State's total net assets decreased by $.7 billion in Fiscal Year 2003. Net assets of
governmental activities decreased by $670.8 million or 8.8 percent, while net assets of the business-type activities showed
a decrease of $77.8 million or 1.2 percent.

e Excess of Revenues over (under) Expenses -- Governmental Activities. During Fiscal Year 2003, the State’s total
revenues for governmental activities of $19.4 billion were $408.0 million more than total expenses for governmental
activities of $19.0 billion. These expenses were $6.8 billion more than the $12.2 billion generated in taxes and other
“general revenues” for governmental programs (before special items and transfers).

Fund

e Governmental Funds -- Fund Balances. As of the close of Fiscal Year 2003, the State's governmental funds reported
combined ending fund balances of $(1,303.3) million, a decrease of $892.2 million in comparison with the prior year. Of
this total amount, $(2.8) billion represents the "unreserved fund balances".

e General Fund -- Fund Balance. At the end of the current fiscal year, the unreserved fund balance for the General Fund
was $(2.6) billion, or (16.3) percent of total General Fund expenditures.

Long-term Debt

e The State's total long-term debt obligations (bonds and notes payable) increased by $172.1 million during the current fiscal
year which represents the net difference between new issuances, and payments and refundings of outstanding debt. The
key factors contributing to this increase was the issuance during the fiscal year of $415.2 million of general obligation
bonds and $285.6 million of revenue bond obligations, and early redemptions and refundings of general obligation bonds.
Additional detail regarding these activities begins on Page 16.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Financial Section of this CAFR consists of four parts: (1) management's discussion and analysis (this section), (2)
basic financial statements, (3) additional required supplementary information, and (4) optional other supplementary
information. Parts (2), (3), and (4) are briefly described on the following page:



Basic Financial Statements

The basic financial statements include two sets of statements that present different views of the State -- the government-wide
financial statements and the fund financial statements. These financial statements also include notes that explain some of
the information in the financial statements and provide more detail.

Government-wide Financial Statements

The government-wide financial statements provide a broad view of the State’s operations. The statements provide both short-
term and long-term information about the State’s financial status, which assists in assessing the State’s financial condition at
the end of the fiscal year. The government-wide financial statements include two statements:

e The statement of net assets presents all of the government's assets and liabilities, with the difference between the two
reported as "net assets". Over time, increases or decreases in the state's net assets are an indicator of whether its
financial health is improving or weakening, respectively.

e The statement of activities presents a comparison between direct expenses and program revenues for each function of the
State’s governmental activities and for different identifiable business-type activities of the State.

These government-wide financial statements are divided into three categories:

e Governmental Activities — Most services generally associated with State government fall into this category, including
commerce, education, transportation, environmental resources, human relations and resources, general executive, judicial
and legislative.

e Business-Type Activities — Those operations for which a fee is charged to external users for goods and services are
reported in this category.

e Discretely Presented Component Units — These are operations for which the State has financial accountability but that
have certain independent qualities as well. The State’s discretely presented component units (all business-type activities)
are:

— Wisconsin Housing and Economic Development Authority,

—  Wisconsin Health Care Liability Insurance Plan,

—  University of Wisconsin Hospitals and Clinics Authority, and

— Badger Tobacco Asset Securitization Corporation.
Complete financial statements of the individual component units can be obtained from their respective administrative
offices. Addresses and other additional information about the State’s component units are presented in Note 1-B to the
financial statements.

The government-wide financial statements are prepared using the flow of economic resources measurement focus and the
accrual basis of accounting. The accrual basis of accounting, which is similar to the methods used by most businesses, takes
into account all revenues and expenses connected with the fiscal year even if cash involved has not been received or paid.

Fund Financial Statements

The fund financial statements focus on individual parts of the State government, reporting the State's operations in more detail
than the government-wide statements. The basic fund financial statements provide more detailed information of the State's
most significant funds.

The State has three kinds of fund categories. It is important to note that these fund categories use different accounting
approaches and should be interpreted differently.

e Governmental Funds — Most of the basic services provided by the State are financed through governmental funds.
Governmental funds report information using the flow of current financial resources measurement focus and the modified
accrual basis of accounting. These statements provide a detailed short-term view of the State’s finances that assists in



determining whether there will be adequate financial resources available to meet the current needs of the State. Because
this information does not encompass the long-term focus of the government-wide statements, reconciliations are provided
on the subsequent page of the governmental fund statements. The State has three major governmental funds -- the
General Fund, the Transportation Fund, and the Tobacco Settlement Endowment Fund. Examples of non-major
governmental funds include the Conservation Fund, the Bond Security and Redemption Fund, and the Capital
Improvement Fund.

e Proprietary Funds — These funds are used to show activities that operate more like those of commercial enterprises. Fees
are charged for services provided, both to outside customers and to other units of the State. Proprietary funds, like the
government-wide statements, use the accrual basis of accounting. The State has five major proprietary funds -- the
Patients Compensation Fund, the Environmental Improvement Fund, the Veterans Mortgage Loan Repayment Fund, the
University of Wisconsin System and the Unemployment Insurance Reserve Fund. Examples of the State's non-major
proprietary funds include the Lottery and the Health Insurance Fund.

e Fiduciary Funds — These funds are used to show assets held by the State as trustee or agent for others outside the State,
such as the Wisconsin Retirement System and the Local Government Pooled Investment Fund. Similar to proprietary
funds, these funds use the accrual basis of accounting. Because the State can not use these assets to finance its
operations, fiduciary funds are not included in the government-wide financial statements discussed above.

Table 1, below, shows how the required parts of this financial report are arranged and relate to one another.

Table 1
Major Features of State of Wisconsin's Government-wide and Fund Financial Statements

GOVERNMENT-WIDE

STATEMENTS FUND STATEMENTS
Governmental Funds Proprietary Funds Fiduciary Funds
Scope Entire State government (except ~ The activities of the State that are not The activities the State operates similar to  Instances in which the State is the
fiduciary funds) and the State's proprietary or fiduciary. Governmental private business. Examples of proprietary trustee or agent for someone else's
component units activities are primarily financed through funds include: resources. Examples of fiduciary
taxes, intergovernmental revenues, and « Enterprise funds: funds include:
other nonexchange revenues. Examples of  -- Patients Compensation » Wisconsin Retirement System
governmental funds include: -- Environmental Improvement e Local Government Pooled
o General -- University of Wisconsin System Investment
e Transportation -- Lottery o Unclaimed Property
 Bond Security and Redemption o Internal service funds: o College Savings Program Trust
o Capital Improvement - Technology Services
o Common School -- Facilities Operations and
Maintenance
Required financial o Statement of net assets « Balance sheet o Balance sheet o Statement of fiduciary net assets
statements o Statement of activities o Statement of revenues, expenditures,  Statement of revenues, expenses and e Statement of changes in fiduciary
and changes in fund balances changes in fund equity net assets
o Statement of cash flows
Accounting basis and  Accrual accounting and economic  Modified accrual accounting and current Accrual accounting and economic Accrual accounting and economic
measurement focus resource focus financial resource focus resources focus resources focus
Type of asset/liability All assets and liabilities, both Only assets expected to be used up and All assets and liabilities, both financial and ~ All assets and liabilities, both short-
information financial and capital, and short- liabilities that come due during the year or  capital, and short-term and long-term term and long-term
term and long-term soon thereafter; no capital assets included
Type of inflow-outflow  All revenues and expenses during e Revenues for which cash is received All revenues and expenses during the All revenues and expenses during the
information the year, regardless of when cash during or soon after the end of the year  year, regardless of when cash is received  year, regardless of when cash is
is received or paid o Expenditures when goods or services or paid received or paid

have been received and payment is due
during the year or soon thereafter




Additional Required Supplementary Information

In addition to this Management’s Discussion and Analysis, which is required supplementary information, the basic financial
statements are followed by a section of required supplemental information that further explains and supports the information in
the financial statements. The required supplementary information includes (1) condition and maintenance data regarding the
State's infrastructure, and (2) a budgetary comparison schedule of the General, Transportation and Tobacco Settlement
Endowment funds, including reconciliations between the statutory and GAAP fund balances at fiscal year-end.

Other Supplementary Information

The Other Supplementary Information includes combining financial statements for nonmajor governmental funds, nonmajor
proprietary funds, internal service funds and fiduciary funds, each of which are added together and presented in single
columns in the basic financial statements.



FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

Tables 2 and 3, below, present summary information of the State’s net assets and changes in net assets.
Net Assets

As presented in Table 2, total assets of the State on June 30, 2003 were $27.3 billion, while total liabilities were $14.2 billion,
resulting in combined net assets (government and business-type activities) of $13.1 billion. The largest component of the
State’s total assets, $13.9 billion or approximately 106.3 percent, reflects its investment in capital assets (i.e., land, buildings,
equipment, infrastructure, and others), less any related debt outstanding that was needed to acquire or construct the assets.
Approximately $3.7 billion were restricted by external sources or the State Constitution, and were not available to finance the
day-to-day operations of the State.

The unrestricted net assets, which, if positive, could be used at the State’s discretion, showed a negative balance of $(4.5)
billion. Therefore, no funds were available for discretionary purposes. A contributing factor to the negative balance is that
governments recognize a liability on the government-wide statement of net assets as soon as an obligation is incurred. While
financing focuses on when a liability will be paid, accounting is primarily concerned with when a liability is incurred.
Accordingly, the State recognizes long-term liabilities (such as general obligation debt, compensated absences, employer
pension related debt, and future benefits and loss liabilities — listed In Note 10 to the financial statements) on the statement of
net assets. In addition to the effect of reporting long-term liabilities when incurred, the General Fund’s total deficit fund
balance of $(2.2) billion at year-end, as discussed on Page 25, also contributed to the deficit unrestricted net assets reported
in the statement of net assets.

The State’s general obligation bonds outstanding increased by $415.2 million for Fiscal Year 2003. These bonds were issued
primarily for the acquisition or improvement of land, water, property, highways, buildings, equipment or facilities for public
purposes, to refund a portion of outstanding general obligation bonds, and to fund veterans housing loans. Outstanding
revenue bonds, which are not considered general obligation debt of the State, were $1.9 billion at June 30, 2003.

Table 2
Net Assets
(in millions)
Total
Governmental Business-type Percentage
Activities Activities Total Change
2003 2002 2003 2002 2003 2002 2002-2003
Current and Other Assets $ 4,346.8 $ 51764 $ 6,475.1 $ 66422 $ 10,8219 $ 11,818.5 (8.4) %
Capital Assets 13,313.6 12,785.2 3,130.5 3,017.1 16,4441 15,802.3 4.1
Total Assets 17,660.4 17,961.5 9,605.7 9,659.3 27,266.0 27,620.8 (1.3)
Long-term Liabilities 5,407.1 5,074.5 2,830.8 2,845.5 8,237.9 7,920.0 4.0
Other Liabilities 5,305.5 5,268.4 629.4 590.6 5,935.0 5,859.1 1.3
Total Liabilities 10,712.6 10,342.9 3,460.2 3,436.1 14,172.8 13,779.0 29
Net Assets:
Invested in Capital Assets
Net of Related Debt 11,090.1 10,657.6 2,8284 2,693.0 13,918.5 13,350.6 4.3
Restricted 657.6 551.0 3,012.9 3,038.8 3,670.4 3,689.8 22
Unrestricted (deficit) (4,799.9) (3,590.0) 304.2 491.3 (4,495.8) (3,098.7) 451
Total Net Assets $ 6,947.8 $ 76186 $ 6,1454 $ 6,2232 $ 13,0932 $ 13,841.8 (5.4)




Changes in Net Assets

The revenues and expenses information, as shown in Table 3, was derived from the government-wide statement of activities
and reflects how the State’s net assets changed during the fiscal year. The State earned program revenues of $12.1 billion
and general revenues of $12.2 billion for total revenues of $24.3 billion during Fiscal Year 2003. Expenses for the State during
Fiscal Year 2003 were $25.1 billion. As a result of the excess of expenses over revenues, the total net assets of the State
decreased $.7 billion, net of contributions, transfers, and special items.

Table 3
Changes in Net Assets
(in millions)
Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2003 2002 2003 2002 2003 2002 2002-2003
Program Revenues:
Charges for Goods and Services $ 1,162.8 $ 1,109.7 $ 43916 $ 4,101.7 $ 55545 $ 52114 66 %
Operating Grants and Contributions 5,425.7 4,933.8 497.3 2971 5,923.0 5,230.9 13.2
Capital Grants and Contributions 635.4 669.1 35.5 61.8 670.9 730.9 (8.2)
General Revenues:
Income Taxes 5,502.4 5,415.3 - - 5,502.4 5,415.3 1.6
Sales and Excise Taxes 4,102.4 4,048.7 - - 4,102.4 4,048.7 1.3
Public Utility Taxes 273.9 244.0 - - 273.9 244.0 12.3
Motor Fuel Taxes 924.5 892.2 - - 924.5 892.2 3.6
Other Taxes 483.6 443.4 - - 483.6 443.4 9.1
Other General Revenues 922.0 1,366.9 18.2 11 940.2 1,377.9 (31.8)
Total Revenues 19,432.7 19,123.1 4,942.6 4,471.6 24,375.3 23,594.8 3.3
Program Expenses:
Commerce 224.4 194.5 - - 2244 194.5 15.4
Education 5,675.1 5,444.9 - - 5,675.1 5,444.9 4.2
Transportation 1,590.7 1,714.2 - - 1,590.7 1,714.2 (7.2)
Environmental Resources 475.0 532.0 - - 475.0 532.0 (10.7)
Human Relations and Resources 8,158.2 7,987.4 - - 8,158.2 7,987.4 21
General Executive 489.4 4235 - - 489.4 423.5 15.6
Judicial 107.8 106.4 - - 107.8 106.4 1.3
Legislative 59.8 59.9 - - 59.8 59.9 (0.3)
Tax Relief and Other General Expenditures 1,951.7 1,919.9 - - 1,951.7 1,919.8 1.7
Interest on Long-term Debt 292.6 297.0 - - 292.6 297.0 (1.5)
Patients Compensation - - 102.9 729 102.9 729 411
Environmental Improvement - - 42.6 425 42.6 42.5 0.2
Veterans Mortgage Loan Repayment - - 47.3 53.9 47.3 53.9 (12.3)
University of Wisconsin System - - 3,075.5 2,935.2 3,075.5 2,935.2 4.8
Unemployment Insurance Reserve - - 1,186.6 1,071.8 1,186.6 1,071.8 10.7
Lottery - - 418.9 407.5 418.9 407.5 28
Health Insurance - - 762.0 655.8 762.0 655.8 16.2
Other Business-type - - 486.3 482.0 486.3 482.0 0.9
Total Expenses 19,024.7 18,679.7 6,122.0 5,721.6 25,146.8 24,401.3 3.1
Excess (deficiency) Before Special
Items and Transfers 408.0 443.4 (1,179.4) (1,250.0) (771.5) (806.6) (4.4)
Contributions to Term and Permanent Endowments - - 21 6.5 21 6.5 (68.0)
Contributions to Permanent Funds/Endowments 20.8 19.0 - - 20.8 19.0 9.5
Transfers (1,099.6) (1,060.1) 1,099.6 1,060.1 - -
Special ltems - 1,275.0 - - - 1,275.0 (100.0)
Increase (decrease) in Net Assets (670.8) 677.4 (77.8) (183.4) (748.6) 493.9 (251.6)
Net Assets - Beginning (2003 Restated) 7,618.6 6,941.3 6,223.2 6,406.6 13,841.8 13,347.9 3.7
Net Assets - Ending $ 6,947.8 $ 76186 $ 6,1454 $ 6,2232 $ 13,093.2 $ 13,841.8 (5.4)
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Governmental Activities

The net assets of governmental activities decreased $.7 billion in Fiscal Year 2003. Revenues for the governmental activities
(including Contributions to Permanent fund) totaled $19.5 billion, while expenses and net transfers totaled $20.1 billion in
2003.

As shown in Table 4, below, approximately 58.1 percent of revenues from all sources earned came from taxes (sales and use,
income, public utility, motor fuel, and other taxes). Operating and capital grants and contributions, which represent amounts
received from other governments/entities — primarily the federal government — provided 31.2 percent of total revenues.
Charges for services contributed 6.0 percent, and various other revenues provided 4.7 percent of the remaining governmental
activity revenue sources.

Table 4
Governmental Activities - 2003 Revenues

Sales and Excise
Taxes Capital Grants and
211% Contributions

3.3%

Public Utility Taxes
14%

Motor Fuel Taxes

Income Taxes 4.8%

28.3%
Other Taxes
2.5%
Other General
Revenues
Contributions to 4.7%

Permanent
Charges for Funds/Endowments
Services 0.1%
6.0%

Operating Grants
and Contributions:
279%

As shown in Table 5, below, expenses for Human Relations and Resources programs make up the largest portion — 40.5
percent — of total governmental expenses and transfers. Included in this function are various programs such as Medical
Assistance, the prison system, and the temporary assistance to needy families “TANF” program. Educational expenses, which
include various school aids but exclude expenses of the University of Wisconsin System, make up 28.2 percent. Tax Relief
and Other General Expenses, which include the municipal and county shared revenue program, represent 9.7 percent of the
total, while Transportation expenses represent 7.9 percent. Net transfers to business-type activities, which include a general
purpose revenue “GPR” subsidy to the University of Wisconsin System for various programs, make up 5.5 percent of the total
expenses/transfers. The interest on long-term debt and remaining functional expenses total 8.2 percent.

Table 5
Governmental Activities - 2003 Expenses

Tax Relief and
Other General
Expenses (includes
shared revenue
programs)

9.7%

Transfers Environmental
5.5% Resources
2.4%

Education (excludes
University of Transportation Interest on Long-
Wisconsin System) term Debt
28.2% 15%

General Executive
2.4%

Commerce
Judicial 11%

Legislati
egislative 0.5%

Human Relations 0.3%
and Resources
40.5%
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Business-Type Activities

Revenues of business-type activities totaled $4.9 billion for Fiscal Year 2003. These activities generated program revenues of
$4.9 billion and general revenues of $.02 billion. The program revenues consisted of $4.4 billion of charges for services, $.5
billion of operating grants and contributions, and $.04 billion of capital grants and contributions. General revenues consisted
solely of $.02 billion of other general revenues. The total expenses for business-type activities were $6.1 billion. Table 6,
below, compares the program revenues and program expenses of the various State business-type activities.

Table 6
Fiscal Year 2003
Business-type Activities
Comparison of Program Revenues to Program Expenses

$3,000 -

$2,500 -
m $2,000 -
<
2
E
£ $1,500 -
)
X}
o
L $1,000 -

$500 OProgram Revenues
(excludes general
D revenues)
$0 EProgram Expenses
Patients Environmental Veterans University of  Unemployment Lottery Health Other
Compensation Improvement Mortgage Loan ~ Wisconsin Insurance Insurance Business-type
Repayment System Reserve
Business-type Activities
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FINANCIAL ANALYSIS OF THE STATE'S INDIVIDUAL FUNDS
Governmental Funds

At the end of Fiscal Year 2003, the State's governmental funds reported a combined fund balance of $(1,303.3) million. Funds
with significant changes in fund balance are discussed below:

General Fund

The General Fund is the chief operating fund of the State. At June 30 2003, the State's General Fund reported a total fund
balance of $(2,242.5) million. The net change in fund balance during Fiscal Year 2003 was $(758.7) million. While certain
revenue sources increased over the previous fiscal year, the change in other factors, such as the increase in expenditures,
outweighed the positive direction of revenues. Major revenue, expenditure and other sources/uses contributing to the change
in fund balance are as follows:

Revenues

Revenues of the General Fund totaled $16,695.8 million in Fiscal Year 2003, an increase of $247.1 million from Fiscal
Year 2002. Factors contributing to the increase included the following:

e Revenues from taxes increased $168.9 million from Fiscal Year 2002 to Fiscal Year 2003. The most significant
increase related to individual income tax withholdings, which increased $158.9 million or 3 percent. This increase
was due to the growth in wages in the State during that period.

e Intergovernmental revenues (e.g., federal assistance) increased $494.1 million in Fiscal Year 2003, primarily due to
an increase in expenditures that were eligible for Federal reimbursement. These items included an increase in
benefits paid related to Medical Assistance and the Waiver Program.

e Intergovernmental transfers decreased $371.3 million during Fiscal Year 2003. This change was due primarily to a
decrease in the supplementary nursing home Medical Assistance payments that could be made under federal law
with funds received through intergovernmental transfers (IGT) from certain counties.

e Other revenues, such as charges for goods and services, and gifts and grants decreased $44.6 million.

Expenditures

Expenditures of the General Fund totaled $16,195.9 million in Fiscal Year 2003, an increase of $314.1 million from Fiscal
Year 2002. The factors contributing to the increase included the following:

e Anincrease in education expenditures of $248.3 million primarily resulted from a 3.41 percent increase to the general
equalization assistance provided to the State’s 426 school districts.

e  Other functional expenditures increased $65.9 million.
Other Financing Sources and Uses

Other financing sources/uses and increases/decreases totaled a net $(1,258.6) million in Fiscal Year 2003, a change of
$(492.7) from the prior year. The components of this change included the following:

e In Fiscal Year 2003, the State transferred to the General Fund $287.1 million from the Tobacco Settlement
Endowment Fund. This amount represents the remaining balance of the original proceeds that had been created
from the sale of a portion of the State’s right to the Attorneys General Master Settlement Agreement of 1998. A
similar Transfer In during Fiscal Year 2002 totaled $992.3 million.

13



e During this fiscal year, contributions initially intended to be paid to the accumulated unused sick leave credit program
were instead transferred to the General Fund. The amount transferred from various funds to the General Fund
totaled $38.6 million.

e Transfers out of the General Fund totaled $1,746.8 million, a decrease of $146.3 million from the prior year. The
largest decrease in transfers out related to transfers to the Medical Assistance Trust Fund.

e Other financing sources/uses and other increases/decreases resulted in a net increase of $27.5 million from the prior
fiscal year.

As of June 30, 2003, the General Fund reported $(2,638.2) million in its “Unreserved” Fund Balance. This compares to a
General Fund Unreserved Fund Balance of $(1,877.3) million as of June 30, 2002. An unreserved fund balance represents
the excess of the assets of the General Fund over its liabilities and reserved fund balance accounts. Reservations of fund
balances of governmental funds represent amounts that are not available for appropriation. Examples of fund balance
reservations reported in the General Fund include reserves for encumbrances, inventories and prepaid items.

Due to a shortfall of revenues beginning in prior fiscal years, the State has taken steps to reduce expenditures. However, this
did not prevent the deficit in the General Fund from increasing $758.2 million. As a result, the State may be required to make
significant changes in future budgets, which may reduce expenditures to recognize revenue shortfalls or examine alternative
funding strategies.

General Fund Budgetary Highlights

Differences between the original budget and the final amended budget were significant (a $2.6 billion increase in
appropriations). This was due primarily to the fact that several of the State’s largest programs (including Custody Accounts,
Food Stamps and the majority of Interagency Aids — see the Items *, below) are not included in the original budget. In
addition, numerous adjustments to spending estimates were needed as the year progressed because of changing
circumstances (spending needs can change dramatically over a one-year period). The largest variances incurred in the
following programs (in millions):

Program Variance
General Equalization Aids $ (54.9)
Federal Educational Aids; Local Aid 100.4
UW System General Program Operations — Comprehensive Universities 51.0
UW System Academic Student Fees 80.2
UW System Federal Aid — Special Projects 87.3
Department of Health and Family Services Interagency Aids 599.6
Federal Aid, Medical Assistance 181.9
Department of Workforce Development Interagency and Intra-agency Aids 56.0 *
Food Stamps, Electronic Benefit Transfer 226.6 *
Department of Administration Federal Aid; Local Assistance 93.2
Custody Accounts 598.6 *

Actual charges to appropriations (expenditures) were $1.3 billion below the final budgeted estimates. The most significant
positive variance occurred in UW System Federal Aid — Special Projects ($57.5 million).

During the past fiscal year the budgetary-based fund balance decreased for the General Fund, primarily due to increases in

ongoing entitlement programs and a shortfall in tax revenues of $23.8 million. The decline in the General Fund balance was
indicative of the general downturn in economic conditions nation-wide.
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Tobacco Settlement Endowment Fund

The Tobacco Settlement Endowment Fund accounts for all of the proceeds from the sale of the State’s right to receive
payments under the Attorneys General Master Tobacco Settlement of 1998 and all investment earnings on the proceeds.
The fund generated by the proceeds totaled $3.4 million in interest earnings for Fiscal Year 2003. A transfer out of the
Tobacco Settlement Endowment Fund to the General Fund, totaling $287.1 million in Fiscal Year 2003, represents the
Tobacco Settlement Endowment Fund portion to be applied to the municipal and county shared revenue program payment.

Proprietary Funds

The State’s proprietary funds provide the same type of information found in the government-wide financial statements but in
more detail. Significant changes to balances of proprietary funds from Fiscal Year 2002 to Fiscal Year 2003 include the
following:

e Due to the increasing unemployment and extended benefits payments in the State, the Unemployment Insurance Reserve
benefit expenses increased from $1,071.7 million in Fiscal Year 2002 to $1,186.6 million in Fiscal Year 2003.

e In Fiscal Year 2003, the Health Insurance Fund’s revenues increased to $769.2 million and expenses increased to $762.0
million, reflecting a $97.7 million and $106.2 million increase, respectively, due to the rising cost of health insurance
premiums paid to health insurance providers.

e Due to a decline in new mortgage loans and an increase in mortgage prepayments, the Veterans Mortgage Loan
Repayment Fund’s mortgage loans receivable has declined $238.8 million or 39.0 percent and its cash balance has
increased $106.0 million or approximately 73 percent over the previous fiscal year.

e In Fiscal Year 2003, the University of Wisconsin System’s Tuition and Fees revenue increased $63.0 million or
approximately 12.3 percent and its Federal Grants and Contracts revenue increased $144.3 million or approximately 29.8
percent.

Fiduciary Funds

Significant changes to balances of fiduciary funds from Fiscal Year 2002 to Fiscal Year 2003 include the following:

e At June 30, 2003, assets held in trust for pension and other employee benefits totaled $56.2 bil