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Thank you for your interest in the State of Wisconsin.

Each year we prepare a Continuing Disclosure Annual Report for the State’s
securities. This is the Annual Report for the fiscal year ending June 30, 2002. It
provides information on different securities that the State issues and fulfills the
State’s continuing disclosure undertakings. These undertakings of the State are
intended to help dealers and brokers comply with Rule 15¢2-12 under the Securities
Exchange Act of 1934. As of this date, the State has filed the Annual Report with
each nationally recognized municipal securities information repository.

Official Statements for securities that the State issues during the next year may
incorporate parts of this Annual Report by reference.

Organization of this Annual Report
This Annual Report is divided into seven parts. The first two parts present general
information.

* Part I presents the State’s continuing disclosure undertakings. A Master
Agreement on Continuing Disclosure establishes a general framework. Separate
addenda describe the information to be provided for specific types of securities.

+ Part II presents general information about the State, including its operations
and financial results. This part includes the audited general purpose external
financial statements for the fiscal year ending June 30, 2002 and the State
Auditor’s report. This part also includes the results of the 2001-02 fiscal year
and the current status of the budget for the 2002-03 fiscal year, including
information on the revenue estimates released by the State of Wisconsin
Department of Revenue on November 20, 2002.

The remaining parts present information about different types of securities that the State
issues.

* Part III — General obligations (including bonds, commercial paper, and
extendible municipal commercial paper)

* Part IV — Master lease certificates of participation

 Part V — Transportation revenue obligations (including bonds and commercial
paper)

e Part VI — Clean water revenue bonds

* Part VII — Petroleum inspection fee revenue obligations (including bonds and
extendible municipal commercial paper)

Please note that certain terms may have different meanings in different parts.


http://www.doa.state.wi.us/debf/capfin/02dis1.pdf
http://www.doa.state.wi.us/debf/capfin/02dis2.pdf
http://www.doa.state.wi.us/debf/capfin/02dis3.pdf
http://www.doa.state.wi.us/debf/capfin/02dis4.pdf
http://www.doa.state.wi.us/debf/capfin/02dis5.pdf
http://www.doa.state.wi.us/debf/capfin/02dis6.pdf
http://www.doa.state.wi.us/debf/capfin/02dis7.pdf

Ratings on the State’s Securities

The following chart presents a summary of the long-term ratings currently assigned to
different types of securities that the State issues. Your attention is called to rating
changes highlighted below.

Moody’s Standard &
Investors Poor’s
Security Fitch, Inc. Service, Inc. Ratings Services

General Obligations AA Aa3 (1) AA- (2
Master Lease Certificates of Participation AA- Al ©® A+ 4
Transportation Revenue Bonds AA Aa3 AA-
Clean Water Revenue Bonds AA+ Aa?2 AA+
Petroleum Inspection Fee Revenue Bonds AA- Aa3 AA-

(1) Outlook changed to “negative” on March 4, 2002.
(2) Downgraded from AA on May 27, 2002.

(3) Outlook changed to “negative” on March 4, 2002.
4 Downgraded from AA- on May 27, 2002.

How to Get Additional Information

If you are interested in information about securities that the State issues, please contact
the Capital Finance Office. The Capital Finance Office is the only party authorized to
speak on the State’s behalf about the State’s securities.

The Capital Finance Office maintains web pages that contain other information that
may be of interest. Neither the web site nor the additional information it contains is
part of this Annual Report. The web pages are currently undergoing some
enhancements that should be completed in early January 2003. During this time,
the web pages can be accessed by selecting the “Capital Finance” option at the
following web address.

www.doa.state.wi.us/debf/

The Capital Finance Office posts to this web site monthly general fund cash flow reports.
The Capital Finance Office also posts to this web site all information and material event
filings that it makes with each nationally recognized municipal securities information
repository.

We welcome your comments or suggestions about the format and content of this Annual
Report. The general telephone number of the Capital Finance Office is (608) 266-2305.
The e-mail address is capfin@doa.state.wi.us.

Sincerely,

Frank R. Hoadley
Capital Finance Director


mailto:capfin@doa.state.wi.us

SUMMARY OF OUTSTANDING STATE OF WISCONSIN OBLIGATIONS
AS OF DECEMBER 1, 2002

Principal Matured,
Redeemed, or

Principal Issued Defeased
Principal Balance 12/1/2001 - 12/1/2001 - Principal Balance
12/1/2001 12/1/02 12/1/02 12/1/2002

GENERAL OBLIGATIONS@

Total General $4,240,443,481 536,000,000 390,219,514 4,386,223,967
Obligations

General

Purpose
Revenue (GPR) 3,032,297,364 430,006,000 166,498,156 3,295,805,208

Self-Amortizing:
Veterans 779,915,000 50,000,000 172,815,000 657,730,000

Self-Amortizing:
Other 428,231,117 55,994,000 51,536,358 432,688,759

MASTER LEASE CERTIFICATES OF PARTICIPATION

Master Lease $89,089,724 $63,661,999 $30,626,271 $122,125,452
COPs

TRANSPORTATION REVENUE OBLIGATIONS(@

Transportation $1,099,258,0000) $510,795,000 $365,555,000 $1,244,498,000
Revenue
Obligations

CLEAN WATER REVENUE BONDS

Clean Water $588,380,000 $185,575,000 $117,070,000 $656,885,000
Revenue Bonds

PETROLEUM INSPECTION FEE REVENUE OBLIGATIONS(@

Petroleum $278,500,000() $62,300,000 $11,440,000 $329,360,000
Inspection Fee

Revenue

Obligations

(@) This table includes variable rate obligations that have been issued by the State. Please see the
respective part of this Annual Report for more information on the variable rate obligations issued for
each credit..

(b)  Reflects outstanding balance as of December 15, 2001
(c) Reflects outstanding balance as of December 18, 2001
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PART 1
STATE’S CONTINUING DISCLOSURE UNDERTAKINGS

This part provides information on the undertakings the State of Wisconsin has made to enable
brokers, dealers, and municipal securities dealers, in connection with their participation in the
offerings of securities issued by the State, to comply with Rule 15¢2-12 (b) (5) under the
Securities Exchange Act of 1934.

This part includes the State’s Master Agreement on Continuing Disclosure, which establishes a
general framework under which the State will provide continuing disclosure on various types of
securities the State has issued. This part of the Annual Report also includes five addenda that
describe information to be provided in an annual report about the following types of securities:

*  General Obligations

* Master Lease Certificates of Participation

* Transportation Revenue Bonds

* Clean Water Revenue Bonds

* Petroleum Inspection Fee Revenue Obligations

Requests for additional information about the State may be directed as follows:

Contact: Capital Finance Office
Attn: Capital Finance Director
Phone:  (608) 266-2305
Mail: 101 East Wilson Street, FLR 10
P.O. Box 7864
Madison, WI 53707-7864
E-mail:  capfin@doa.state.wi.us

This Annual Report includes information and defined terms for different types of securities
issued by the State. The context or meaning of terms used in this part of the Annual Report may
differ from that of terms used in another part. Material referred to in this Annual Report is not
part of the Annual Report unless expressly included by reference.
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MASTER AGREEMENT ON CONTINUING DISCLOSURE

This Master Agreement on Continuing Disclosure (the “Disclosure Agreement”) is
executed and delivered by the State of Wisconsin (the “Issuer’), a municipal securities
issuer and a sovereign government. The Issuer covenants and agrees as follows:

SECTION 1. Definitions. The following capitalized terms shall have the following

meanings:

“Addendum Describing Annual Report” means an addendum, substantially in
the form of Exhibit A hereto, that describes the contents of an Annual Report for a
particular type of obligation.

“Annual Report” shall mean any Annual Report provided by the Issuer pursuant
to, and as described in, Sections 4 and 5 of this Disclosure Agreement.

“Bonds” shall mean any issue of the Issuer's obligations to which this Disclosure
Agreement applies.

“Bondholders” shall mean the beneficial owners from time to time of the Bonds.
“Disclosure Agreement” shall mean this agreement.
“Issuer” shall mean the municipal securities issuer described above.

“Listed Events” shall mean any of the events listed in Section 6 (a) of this
Disclosure Agreement.

“MSRB” shall mean the Municipal Securities Rulemaking Board.

“National Repository” shall mean any nationally recognized municipal securities
information repository for purposes of the Rule.

“Participating Underwriter” shall mean any of the original underwriters of the
Bonds required to comply with the Rule in connection with an offering of the
Bonds.

“Resolution” shall mean the resolution or resolutions of the State of Wisconsin
Building Commission (the agency of the Issuer responsible for issuance of the
Bonds) or the trust indenture entered into by the Issuer, pursuant to which the Bonds
are issued.
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“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as the same may be
amended from time to time.

“State Depository” shall mean the public or private entity, if any, designated by
the Issuer as a state depository for the purpose of the Rule.

“Supplemental Agreement” means an agreement, substantially in the form of
Exhibit B hereto, that determines that the Disclosure Agreement shall apply to a
specific issue of obligations and specifies the contents of the Annual Report.

SECTION 2. Purpose of the Disclosure Agreement. The purpose of this Disclosure
Agreement is to assist Participating Underwriters in complying with the Rule in connection
with the Bonds.

SECTION 3. Application of the Disclosure Agreement. This Disclosure Agreement
shall apply to an issue of Bonds when the Issuer executes and delivers a Supplemental
Agreement. This Disclosure Agreement may apply to more than one issue of Bonds but
shall be construed as a separate agreement for each issue of Bonds. The purpose of having
this Disclosure Agreement apply to more than one issue of Bonds is to let the Issuer's
obligations be uniform for all issues of Bonds.

SECTION 4. Provision of Annual Reports.

(a) The Issuer shall, not later than 180 days following the close of the Issuer's
fiscal year (starting with the fiscal year that ends June 30, 1996), provide to each National
Repository and State Depository an Annual Report that is consistent with the requirements
of Section 5 of this Disclosure Agreement.

(b) If the Annual Report does not include the Issuer's audited financial statements,
the Issuer shall submit them to each National Repository and State Depository within ten
business days after the statements are publicly available.

(c) If'the Issuer fails to provide to each National Repository and State Depository
an Annual Report by the date required in subsection (a), the Issuer shall send a notice to
each National Repository and State Depository.

SECTION 5. Content of Annual Reports.

(a) The Annual Report shall be provided for each obligated person described in
the Addendum Describing Annual Report, and it shall contain or incorporate by reference,
the financial statements and operating data, and use the accounting principles, described in
the Addendum Describing Annual Report.

(b) The Annual Report may be submitted as a single document or as a package
comprising separate documents. Any or all of the items constituting the Annual Report
may be incorporated by reference from other documents that have been submitted to (i)
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each National Repository and the State Depository, if any or (ii) the Securities and
Exchange Commission. If the document incorporated by reference is a final official
statement, it must be available from the MSRB. The Issuer shall clearly identify each
such other document so incorporated by reference.

(c) To allow for uniformity of the contents of Annual Reports with respect to
obligations that are similar in character, the Issuer may from time to time describe the
contents in an Addendum Describing Annual Report and shall incorporate a description by
reference in a Supplemental Agreement.

SECTION 6. Reporting of Significant Events.

(a) This Section 6 shall govern the giving of notices of the occurrence of any of
the following events with respect to the Bonds, if material:

1. Principal and interest payment delinquencies.
2. Non-payment related defaults.

3. Unscheduled draws on debt service reserves
reflecting financial difficulties.

4. Unscheduled draws on credit enhancements
reflecting financial difficulties.

5. Substitution of credit or liquidity providers, or their
failure to perform.

6. Adverse tax opinions or events affecting the tax-
exempt status of the Bonds.

7. Modifications to rights of Bondholders.

8. Bond calls.

9. Defeasances.
10.  Release, substitution, or sale of property securing
repayment of the Bonds.

11. Rating changes.
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(b) Whenever the Issuer obtains knowledge of the occurrence of a Listed Event,
the Issuer shall promptly file a notice of such occurrence with each National Repository and
the State Depository, if any (or to the MSRB and the State Depository, if any).
Notwithstanding the foregoing, notice of Listed Events described in subsections (a)(8) and
(9) need not be given under this subsection any earlier than the notice (if any) of the
underlying event is given to affected Bondholders if it is required pursuant to the
Resolution.

(c) Similarly, if the Issuer determines that it failed to give notice as required by
this section, it shall promptly file a notice of such occurrence in the same manner as
described in subsection (b).

SECTION 7. Termination of Reporting Obligation. The Issuer’s obligations under
this Disclosure Agreement with respect to the Bonds shall terminate upon the legal
defeasance, prior redemption or payment in full of all the Bonds or if the Rule shall be
revoked or rescinded by the Securities and Exchange Commission or declared invalid by a
final decision of a court of competent jurisdiction.

SECTION 8. Amendment; Waiver. Notwithstanding any other provision of this
Disclosure Agreement, the Issuer may amend this Disclosure Agreement, and any provision
of this Disclosure Agreement may be waived, if the following conditions are met:

(a) The amendment or waiver may only be made in connection with a change in
circumstances that arises from a change in legal requirements, change in law, or change in
the identity, nature or status of the Issuer, or an obligated person, or the type of business
conducted; and

(b) This Disclosure Agreement, as amended or waived, would have complied
with the requirements of the Rule at the time of the primary offering, after taking into
account any amendments or interpretations of the Rule, as well as any change in
circumstances; and

(¢) The amendment or waiver does not materially impair the interests of
Bondholders, as determined by an opinion of nationally recognized bond counsel, a
certificate from an indenture trustee for the Bonds, or an approving vote of Bondholders
pursuant to the terms of the Resolution at the time of the amendment or waiver.

SECTION 9. Additional Information. The Issuer may from time to time choose to
disseminate other information, using the means of dissemination set forth in this Disclosure
Agreement or any other means of communication, or include other information in any
Annual Report or notice of occurrence of a Listed Event, in addition to that which is
required by this Disclosure Agreement. If the Issuer chooses to include any information in
any Annual Report or notice of occurrence of a Listed Event in addition to that which is
specifically required by this Disclosure Agreement, the Issuer shall have no obligation under
this Disclosure Agreement to update such information or include it in any future Annual
Report or notice of occurrence of a Listed Event.
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SECTION 10. Default. A default under this Disclosure Agreement shall not be
deemed an Event of Default under the Resolution, and the sole remedy of a Bondholder
under this Disclosure Agreement in the event of any failure of the Issuer to comply with this
Disclosure Agreement shall be an action to compel performance. The Issuer reserves any
defense it may have to any such action including that this Disclosure Agreement violates
sovereign rights or that no funds have been appropriated for performance.

SECTION 11. Beneficiaries. The Issuer intends to be contractually bound by this
Disclosure Agreement. This Disclosure Agreement shall inure solely to the benefit of the
Issuer, the Participating Underwriters and Bondholders from time to time of the Bonds, and
shall create no rights in any other person or entity.

SECTION 12. Responsible Officer. Pursuant to a resolution adopted by the State of
Wisconsin Building Commission on August 9, 1995, the Capital Finance Director has been
authorized to execute this Disclosure Agreement on behalf of the Issuer and the Capital
Finance Office has been designated the office of the Issuer responsible for providing
Annual Reports and giving notice of Listed Events, to the extent required hereunder. Any
inquiries regarding this Disclosure Agreement should be directed to the Capital Finance
Office, Department of Administration, Division of Executive Budget and Finance, 101 East
Wilson Street, Madison, Wisconsin 53702, Phone: (608) 266-5355, Fax: (608) 266-7645.

IN WITNESS WHEREOF, the Issuer has caused this Disclosure Agreement to be
executed by its duly authorized officer.

Date:  September 25, 1995

STATE OF WISCONSIN
Issuer

By _/s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director
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EXHIBIT A
FORM OF ADDENDUM DESCRIBING ANNUAL REPORT

ADDENDUM DESCRIBING ANNUAL REPORT
FOR [TYPE OF OBLIGATIONS]

This Addendum Describing Annual Report for [Type of Obligation] (the “Addendum”) is
delivered by the State of Wisconsin (the “Issuer”) pursuant to the Master Agreement on Continuing
Disclosure (the “Disclosure Agreement”), executed and delivered by the Issuer and dated

, 1995. This Addendum describes the content of an Annual Report prepared with
respect to [type of obligation]. Capitalized terms that are not defined in this Addendum have the meanings
set forth in the Disclosure Agreement.

Issuer. The Issuer is an obligated person, as is any entity described below as an Additional
Obligated Person, and no other entity is an obligated person.

Additional Obligated Person(s): [None] [Each of the entity named or described by objective
criteria below is an obligated person: ]

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements:

Financial Statements. The financial statements shall present the following information:

Operating Data. In addition to the financial statements, operating data about the following
matters shall be presented:

Content of Annual Report for Additional Obligated Person(s). Accounting Principles. The
following accounting principles shall be used for the financial statements:

Financial Statements. The financial statements shall present the following information:

Operating Data. In addition to the financial statements, operating data about the following
matters shall be presented:

IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly
authorized officer.

Date: R

STATE OF WISCONSIN
Issuer

By

Name:
Title:
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EXHIBIT B
FORM OF SUPPLEMENTAL AGREEMENT

SUPPLEMENTAL AGREEMENT

This Supplemental Agreement is executed and delivered by the State of Wisconsin (the “Issuer”)
to supplement the Master Agreement on Continuing Disclosure (the “Disclosure Agreement”), executed and
delivered by the Issuer and dated , 1995. Pursuant to the provisions of the Disclosure
Agreement, the Issuer hereby determines that the Disclosure Agreement and the Addendum Describing
Annual Report for [Type of Obligation] shall apply to the following issue of obligations:

Name of Obligations:

Date of Issue: R

CUSIPs:

IN WITNESS WHEREOF, the Issuer has caused this Supplemental Agreement to be executed by
its duly authorized officer.

Date: ,

STATE OF WISCONSIN
Issuer

By

Name:
Title:
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ADDENDUM DESCRIBING ANNUAL REPORT
FOR GENERAL OBLIGATIONS

This Addendum Describing the Annual Report for General Obligations (Addendum) is delivered
by the State of Wisconsin (Issuer) pursuant to the Master Agreement on Continuing Disclosure (Disclosure
Agreement), executed and delivered by the Issuer and dated September 25, 1995. This Addendum
describes the content of an Annual Report to be prepared with respect to general obligations. Capitalized
terms that are not defined in this Addendum have the meanings set forth in the Disclosure Agreement.

Issuer. The Issuer is an obligated person, as is any entity described below as an Additional
Obligated Person, and no other entity is an obligated person.

Additional Obligated Person(s): None

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements: Generally Accepted Accounting Principles.

Financial Statements. The financial statements shall present the following information: The
General Purpose Financial Statements section of the Comprehensive Annual Financial Report.

Operating Data. In addition to the financial statements, unaudited operating data concerning the
following matters shall be presented: (i) revenues received by the State, (ii) expenditures made by the State,
(iii) budgets, (iv) selected financial data concerning the General Fund, (v) information concerning interfund
borrowings, (vi) pertinent information on significant pending litigation, (vii) balances of outstanding State
obligations, and (viii) statistical information on the State’s economic condition, veterans housing loan
program and Wisconsin Retirement System.

IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly
authorized officer.

Date: September 25, 1995

STATE OF WISCONSIN
Issuer

By /s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director

9 CONTINUING DISCLOSURE
UNDERTAKINGS



ADDENDUM DESCRIBING ANNUAL REPORT
FOR MASTER LEASE CERTIFICATES OF PARTICIPATION

This Addendum Describing the Annual Report for Master Lease Certificates of Participation
(Addendum) is delivered by the State of Wisconsin, acting by and through its Department of
Administration (Issuer) pursuant to the Master Agreement on Continuing Disclosure (Disclosure
Agreement), executed and delivered by the Issuer and dated September 25, 1995. This Addendum
describes the content of an Annual Report to be prepared with respect to Master Lease Certificates of
Participation. Capitalized terms that are not defined in this Addendum have the meanings set forth in the
Disclosure Agreement.

Issuer. The Issuer is an obligated person in this respect: it is required to make lease payments
from any source of legally available funds, subject to annual appropriation, which lease payments will be
used to pay, when due, the semi-annual principal and interest due with respect to the Master Lease
Certificates of Participation. No other entity is an obligated person.

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements: Generally Accepted Accounting Principles.

Financial Statements. The financial statements shall present the following information: The
General Purpose Financial Statements section of the Comprehensive Annual Financial Report.

Operating Data. In addition to the financial statements, unaudited operating data concerning the
following matters shall be presented: (i) revenues received by the State, (ii) expenditures made by the State,
(iii) budgets, (iv) selected financial data concerning the General Fund, (v) information concerning interfund
borrowings, and (vi) pertinent information on significant pending litigation.

IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly
authorized officer.

Date: November 7, 1996

STATE OF WISCONSIN
Issuer

By /s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director

10 CONTINUING DISCLOSURE
UNDERTAKINGS



AMENDED AND RESTATED
ADDENDUM DESCRIBING ANNUAL REPORT
FOR TRANSPORTATION REVENUE BONDS

This Amended and Restated Addendum Describing the Annual Report for Transportation
Revenue Bonds (Addendum) is delivered by the State of Wisconsin (Issuer) pursuant to the Master
Agreement on Continuing Disclosure (Disclosure Agreement), executed and delivered by the Issuer and
dated September 25, 1995. This Addendum describes the content of an Annual Report to be prepared with
respect to transportation revenue bonds. Capitalized terms that are not defined in this Addendum have the
meanings set forth in the Disclosure Agreement.

Issuer. The Issuer is an obligated person, as is any entity described below as an Additional
Obligated Person, and no other entity is an obligated person.

Additional Obligated Person(s): None

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements: generally accepted accounting principles or in accordance with
another comprehensive basis of accounting.

Financial Statements. The financial statements shall present the following information: Audited
financial statements of the transportation revenue bond program and supplemental information to the
audited financial statement.

Operating Data. In addition to the financial statements, operating data about the following
matters shall be presented:

(a) History of Section 341.25 registration fees for last 10 years
(b) Estimated Section 341.25 registration fees for next 10 years

(c) Debt service on all outstanding transportation revenue bonds and estimated revenue coverage
based on estimated Section 341.25 registration fee(s) for next 10 years

(d) Demographic information for the State of Wisconsin relating to vehicle registrations
IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly

authorized officer.

Date: August 31, 2000.

STATE OF WISCONSIN
Issuer

By /s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director

11 CONTINUING DISCLOSURE
UNDERTAKINGS



ADDENDUM DESCRIBING ANNUAL REPORT
FOR CLEAN WATER REVENUE BONDS

This Addendum Describing the Annual Report for Clean Water Revenue Bonds (Addendum) is
delivered by the State of Wisconsin (Issuer) pursuant to the Master Agreement on Continuing Disclosure
(Disclosure Agreement), executed and delivered by the Issuer and dated September 25, 1995. This
Addendum describes the content of an Annual Report to be prepared with respect to clean water revenue
bonds. Capitalized terms that are not defined in this Addendum have the meanings set forth in the
Disclosure Agreement.

Issuer. The Issuer is an obligated person, as is any entity described below as an Additional Obligated
Person, and no other entity is an obligated person.

Additional Obligated Person(s): Each entity described by the objective criteria below is an obligated
person (Additional Obligated Person): Any person, including an issuer of municipal securities, who
directly or indirectly at the close of the Issuer’s fiscal year, is either generally or through an enterprise, fund,
or account of such person committed by contract or other arrangement to support payment of 20 percent or
more of the cash flow servicing the then outstanding clean water revenue bonds (other than providers of
municipal bond insurance, letters of credit, or other liquidity facilities).

Any Additional Obligated Person, other than the Issuer, will be required by the Issuer to enter into an
undertaking agreement to provide each Repository, not later than 180 days following the close of that
Additional Obligation Person’s fiscal year, an annual report meeting the requirements outlined below under
“Content of Annual Report for Additional Obligated Person”.

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements: Generally Accepted Accounting Principles.

Financial Statements. The financial statements shall present the following information:

(a) Audited financial statements of the clean water fund program and supplemental information
to the audited financial statement.

Operating Data. In addition to the financial statements, operating data about the following clean
water fund program matters shall be presented:

(a) List of outstanding loans
(b) List of financial assistance commitments
(c) Information concerning the investments of the Loan Credit Reserve Fund

Content of Annual Report for Additional Obligated Person. Accounting Principles. The following
accounting principles shall be used for the financial statements: Generally Accepted Accounting Principles.

Financial Statements. The financial statements shall present the following information: Audited
financial statements of the Additional Obligated Person.

Operating Data. In addition to the financial statements, operating data about the following
matters shall be presented: None.
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IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly
authorized officer.

Date: February 11, 1997

STATE OF WISCONSIN
Issuer

By /s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director
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ADDENDUM DESCRIBING ANNUAL REPORT
FOR PETROLEUM INSPECTION FEE REVENUE OBLIGATIONS

This Addendum Describing the Annual Report for Petroleum Inspection Fee Revenue Obligations
(Addendum) is delivered by the State of Wisconsin (Issuer) pursuant to the Master Agreement on
Continuing Disclosure (Disclosure Agreement), executed and delivered by the Issuer and dated September
25, 1995. This Addendum describes the content of an Annual Report to be prepared with respect to
petroleum inspection fee revenue obligations. Capitalized terms that are not defined in this Addendum have
the meanings set forth in the Disclosure Agreement.

Issuer. The Issuer is an obligated person, as is any entity described below as an Additional
Obligated Person, and no other entity is an obligated person.

Additional Obligated Person(s): None

Content of Annual Report for Issuer. Accounting Principles. The following accounting principles
shall be used for the financial statements: generally accepted accounting principles or in accordance with
another comprehensive basis of accounting.

Financial Statements. The financial statements shall present the following information: Audited
financial statements of the petroleum inspection fee revenue obligation program and supplemental
information to the audited financial statement.

Operating Data. Operating data about the following matters shall be presented:

(a) A description of petroleum products inspected and Petroleum Inspection Fees collected for
the last five years.

(b) A description of all authorized and outstanding petroleum inspection fee revenue
obligations.

IN WITNESS WHEREOF, the Issuer has caused this Addendum to be executed by its duly
authorized officer.

Date: March 2, 2000

STATE OF WISCONSIN
Issuer

By /s/ FRANK R. HOADLEY

Frank R. Hoadley
Capital Finance Director

14 CONTINUING DISCLOSURE
UNDERTAKINGS



PART II

GENERAL INFORMATION ABOUT THE STATE OF WISCONSIN

This part provides general information about the State of Wisconsin (State). It describes the following:

Financial Information; Revenues and Expenditures
Accounting and Financial Reporting

Budgeting Process and Fiscal Controls

Results of 2001-02 Fiscal Year

State Budget—See “State Budget; Budget for 2001-03” in this part of the Annual Report for
information on the current status of the State’s Budget

General Fund Information
State Government Organization
State Obligations

Statistical Information

APPENDIX A to this part includes the audited general purpose external financial statements for the fiscal
year ending June 30, 2002 and the independent auditor’s report that is provided by the State Auditor.

Requests for additional information about the State may be directed as follows:

Contact: Capital Finance Office

Attn: Capital Finance Director

Phone:  (608) 266-2305
Mail: 101 East Wilson Street, FLR 10

P.O. Box 7864
Madison, WI 53707-7864

E-mail:  capfin@doa.state.wi.us

This Annual Report includes information and defined terms for different types of securities issued by the
State. The context or meaning of terms used in this Part II of the Annual Report may differ from that of
terms used in another part. Material referred to in this Annual Report is not part of the Annual Report
unless expressly included.

FINANCIAL INFORMATION-REVENUES

Revenue Structure

The State raises revenues from diverse sources:

Various taxes levied by the State
Federal government payments

Various kinds of fees, licenses, permits, and service charges paid by users of specific services,
privileges, or facilities

Investment income

Gifts, donations, and contributions
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Table II-1 identifies the specific sources of revenue (all funds) and the amounts raised from each source
for each of the last five years. There can be no assurance that future receipts will correlate with historical

data.
Table 11-1
REVENUES (ALL ®
1997-98 TO 2001-02
2001-02 2000-01 1999-2000 1998-99 1997-98
State Collected Taxes
Individual Income...........coccerverirrernennns $..4,979,661,843 $ 5,156,565,325 $ 5,959,818,943  § 5,162,238,865 $ 5,047,324,479
General Sales and Use............ccoeveuenenn. 3,695,795,708 3,609,895,359 3,501,658,965 3,284,694,814 3,047,406,215
Corporate Franchise and 503,007,920 537,159,154 644,625,016 635,202,891 627,024,134
* Public Utlity......o.coovvoooeeeeeeeeeeeeeeeen 252,297,980 239,298,968 259,991,437 287,093,752 288,376,893
EXCISC..vivenieiiiiieiieteciese ettt 348,282,067 299,775,120 301,851,909 308,921,713 299,091,574
Inheritance and Gift ........c.cccoveivivieieinennnns 82,634,627 77,084,123 133,261,148 116,898,047 80,110,729
Insurance 96,055,400 89,041,589 86,877,861 97,045,435 88,065,247
Motor Fuel.......c.ccoeveveevieieieiiieieeeeeene 954,147,642 918,449,310 914,673,547 907,722,042 740,209,790
FOTESt vt 65,885,102 58,648,511 58,061,250 52,253,055 49,561,411
Miscellaneous.........covveeeerreienirieneesiisinssd 113,979,522 112,312,779 104,617,943 129,848,806 235,983,488
SUBLOtAL.....eeveeeceeereieeeeeee e 1.1,091,747,811 11,098,230,239 11,965,438,019 10,981,919,420 10,503,153,960
Federal Aid
Medical 2,663,987,093 2,395,438,874 1,961,769,304 1,679,110,792 1,578,071,534
AFDC/W2..... 490,161,681 403,990,150 263,964,530 148,879,361 154,334,829
Transportation..........coceveeeeereerereereeernnuerencns 769,221,794 671,344,340 608,670,820 525,360,773 421,841,928
Education...........cccoeeeveeveveeeereieriereeenne 1,120,807,676 1,028,557,046 957,144,633 870,817,978 805,930,081
Other .. 2.158.980,902 1,727,232,553 1,055,061,747 1,154,327.827 972,945,870
Subtotal......cccveeveeereeiereeeeieieienenenen. 1,203,159,146 6,226,562,962 4,846,611,034 4,378,496,731 3,933,124,242
Fees
University of Wisconsin O e 84,006,675 2,155,613,345 632,110,050 578,407,190 552,167,916
OHCT e e 356,048,754 300,580,123 282,404,664 267,718,834 244,291,725
SUBLOLAL ...t 440,055,429 2,456,193,468 914,514,714 846,126,024 796,459,641
Licenses and Permits
Vehicles and Drivers...........ccceevevirveeeereennnns 340,205,268 324,531,760 326,133,108 304,346,133 290,782,206
Hunting and 81,747,187 78,929,285 132,906,803 84,829,913 56,268,405
(03111 OO 383,584,407 328,027,538 243,832,829 260,410,783 273,800,793
Subtotal. ....805,336,862 731,488,582 702,872,740 649,586,829 620,851,404
Miscellany
Service Charges.... ....0625,265,992 524,635,878 500,897,911 423,557,725 407,273,543
Sales of Products............ccooeeveveivvevvereenennd 682,332,141 679,562,010 687,203,049 684,788,382 675,171,110
Investment (3,541,516,552) (4,003,889,358) 8,119,031,124 5,825,766,448 8,626,768,140
Gifts and Grants.............ccocoeevevereerevereennnn. 337,321,976 373,700,027 349,206,053 281,312,163 301,417,790
Employee Benefit
Contributions.........oovevcoeeeeereerereeeereenee, 1,768,712,369 1,847,520,797 1,558,509,041 1,697,287,871 1,484,849,345
General Obligation 785,363,834 1,012,418,625 702,676,279 490,002,803 444,985,883
Other ReVENUES .......vveemevevereeeeveereesszss 5,2605,115,871 709,942,714 1,867,986,094 1,184,536,265 847,094,578
SUBLOtAL.....evieveeeeveeeeeee e 5,922,595,630 1,143,890,693 13,785,509,551 10,587,251,657 12,787,560,389
Summary
TOTAL NET 25,463,094,878 21,656,365,944 32,214,946,058 27,443,380,661 28,641,149,636
TransSfers......covveeverieceeeeieeeeee e 1.307,219,152 620,137,706 658,364,767 656,836,667 956,781,647

Gross Revenue.........cocoeevevenieienennes

$.26,770,314,030

$ 22,276,503,650 _$ 32,873,310.825

$ 28,100,217,328

$ 29,597,931,283

@ The amounts shown are based on statutorily required accounting and not on GAAP. The amounts are

® The decrease in 2001-02 is the result of certain fees being erroneously posted under "Miscellany; Other Revenues" in this

© Figures include all State and non-State employer and employee contributions. State contributions for State employees totaled $824,268,843 for
$758,283,014 for 2000-01;$668,926,218 for 1999-2000; $641,535,593 for 1998-99; and $608,663,836 for 1997-

@ The increase from 2000-01 to 2001-02 reflects sale of rights to tobacco settlement revenues, an increase in child support collections, certain University of
Systems fees being erroneously posted to this category, and other intergovernmental transfers or miscellaneous

Source: Wisconsin Department of Administration.
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Tax Structure

The State collects a diverse variety of taxes. The most significant taxes are based on income, and sales
and use. The following is a brief description of certain taxes that appear in Table II-1.

Individual Income Tax

The tax brackets and rates for the 2002 and 2003 tax years are as follows. The taxable income brackets
have been indexed for changes in the consumer price index.

2002 Taxable Income Brackets 2002 Marginal Tax Rate
Single Married Filing Jointly®
$0 to 8,280 $0 to 11,040 4.60%
8,281 to 16,560 11,041 to 22,080 6.15
16,561 to 124,200 22,081 to 165,600 6.50
124,201+ 165,601+ 6.75
2003 Taxable Income Brackets 2003 Marginal Tax Rate
Single Married Filing Jointly®
$0 to 8,430 $0 to 11,240 4.60%
8,431 to 16,860 11,241 to 22,480 6.15
16,861 to 126,420 22,481 to 168,560 6.50
126,421+ 168,561+ 6.75

@ Brackets for married filing separately are half of married filing jointly brackets.
General Sales and Use Tax

A 5% tax is imposed on the sale or use of services and all tangible personal property unless specifically
exempted. The most notable exemptions are food, prescription drugs, and motor and heating fuel.

Corporate Franchise and Income Taxes

Both the franchise tax measured by net income and the income tax are levied at a rate of 7.9% of
corporate net income.

Public Utility Taxes

There are two methods used for taxing public utilities. An ad valorem method on property is used for
pipeline companies, conservation and regulation companies, railroads, and airlines. The State assesses
the value of the property; then the average statewide property tax rate is applied to derive the tax. An ad
valorem tax on the real and tangible personal property is used for telephone companies.

The gross receipts tax is 3.19% for electric cooperatives. Light, heat, and power companies pay a gross
receipts license fee at the rates of 0.97% of revenues from gas services and 3.19% of revenues from
electric services. Each year’s fee is based on revenues collected in the previous year. Revenue received
from utilities is deposited to the General Fund; however, revenue from railroads and airlines is deposited
in the segregated Transportation Fund. Car line companies, which are businesses that furnish or lease car
line equipment to a railroad but do not operate a railroad, are subject to a 3% gross receipts tax, which is
also deposited into the Transportation Fund.

Excise Taxes

Cigarettes are taxed at the rate of 77 cents per pack of 20. Tobacco products, other than cigarettes, are
taxed at the rate of 20% of the manufacturer’s list price. The tax is collected from distributors and
subjobbers. Wine is taxed at 25 cents to $3.25 per gallon, depending on its alcohol content. Liquor is
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taxed at $3.25 per gallon. The wine and liquor tax is collected from wholesalers. Beer is taxed at the rate
of $2 per barrel, and the tax is paid monthly by brewers.

Estate, Inheritance, and Gift Taxes
The State imposes an estate tax equal to the state death tax credit provided under federal tax law.
Insurance Company Premium Tax

Wisconsin-based life insurance companies pay a tax of 2% of the premiums received less a credit equal
to 50% of personal property taxes. Small companies may choose to pay 2.5% of all income except
premiums less the personal property tax credit. Nondomestic life companies pay the 2% rate with no
personal property tax credit.

Domestic casualty companies are taxed 2% on premiums received on fire insurance, while nondomestic
casualty companies pay 2.375% on all forms of casualty premiums. The 2% tax levied on fire insurance
premiums is redistributed to local governments as a “fire department dues” tax.

Motor Fuel Tax

Motor fuel is taxed at the rate of 28.1 cents per gallon. The motor fuel tax is indexed using an inflation-
only factor based on the Consumer Price Index. The tax is collected from the wholesaler but is
specifically passed through to the user. The revenues are deposited in the Transportation Fund, where
they are used primarily for highway purposes.

Forest Tax

The forest tax is the only State tax upon general property. It is a 2/10 mill levy on all taxable property in
the State. The tax is collected by municipal treasurers and remitted to the State during property tax
settlements. After its receipt in the General Fund, it is transferred to the segregated Conservation Fund.

Tax Credits

Complementing the State’s tax structure are tax credits designed to relieve certain taxes. These credits
are reflected as expenditures for budgeting purposes. A brief description of the principal tax credits
follows.

Homestead Tax Credit

Property tax relief is provided to low-income homeowners and renters through a homestead tax credit on
state individual income taxes. The maximum household income limit was $24,000 for 2000 and
increased to $24,500 for 2001 and thereafter. The maximum amount of aidable property taxes is $1,450,
and the amount of farm acreage on which the property tax is based is 120 acres. For renters, the amount
of rent allocated as property tax is 25%, or 20% if heat is included in rent. In the 2001-02 fiscal year,
low-income homeowners and renters received $104 million in homestead tax credit relief.

Earned Income Tax Credit

The earned income tax credit provides assistance to lower-income workers. The credit supplements the
wages and self-employment income of such families. It offsets the impact of the social security tax and
increases the incentive to work. The State is one of seven states offering an earned income credit. Four
of those states, including the State, offer a refundable earned income credit.

The State’s earned income tax credit is calculated as a percentage of the federal credit. The federal
earned income tax credit varies by income and family size. In addition to the federal standards, the
State’s credit varies the percent of the federal credit by number of children: 4% of the federal credit for
one child, 14% for two, and 43% for three or more. The maximum State credit in tax year 2001 ranged
from $94 for one child, $544 for two children, and $1,672 for three or more children.
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Farmland Preservation Tax Credit

The farmland preservation program provides property tax relief to farmland owners and encourages local
governments to develop farmland preservation policies. The credit reduces income tax liability or is
rebated if the credit exceeds income tax due. The credit formula is based on household income, the
amount of property tax levied by all governments, and the type of land use provisions protecting the
farmland (either a preservation agreement or exclusive agricultural zoning). Claimants may receive a
credit on up to $6,000 of property taxes. The maximum potential credit is $4,200. The farmland
preservation tax credits twill total $17 million in the 2001-02 fiscal year.

School Levy Tax Credit

The school levy tax credit is distributed based on each municipality’s share of statewide levies for school
purposes and is provided to all classes of taxpayers (residential, commercial, industrial, and others). For
property taxes levied in December 2002, $469 million of school levy tax credits will be distributed
statewide, and the credit will lower school property taxes paid by taxpayers by 16% of the gross school
tax levy. The credits are paid to municipalities to reduce the amount due from all property taxpayers.

Lottery Property Tax Credit.

The net proceeds of the state lottery are reserved for property tax relief. The lottery credit is paid to
municipalities to reduce the amount due from local taxpayers. The lottery credit is paid only for property
taxes on primary residences. The lottery credit will total $106 million in December 2002.

School Property Tax/Rent Credit

The school property tax/rent credit is equal to 12% of the first $2,500 in property taxes, or rent relating to
allocable property taxes, for a maximum credit of $300. The school property tax/rent credit will total
$343 million in the 2001-02 fiscal year and is expected to total $350 million in the 2002-03 fiscal year..

Tax Collection Procedure (Delinquencies)

If a taxpayer does not file a valid return when requested, the State of Wisconsin Department of Revenue
(DOR) estimates the amount of tax due and sends the taxpayer an assessment of the amount owing. Until
the due date, the taxpayer may appeal the amount stated to be owing, and absent an appeal, the account is
considered delinquent on the due date. Other delinquencies occur when a taxpayer fails to properly pay
taxes on a filed return or undercomputes the tax due. In that case, the taxpayer is billed for the shortfall,
and there is no appeal process. Assessments can also result from office or field audits. Audit adjustments
may be appealed up to the due date of the assessment.

DOR uses a computer system to record payment and collection information for income, franchise, sales,
and use taxes. Revenue agents around the state can access the case records for delinquent accounts
through DOR.

Collection of delinquencies begins with a notice of delinquency, which is sent to the taxpayer. This
notice informs the taxpayer that failure to pay within 10 days may result in a warrant being filed in the
county of residence or other involuntary collection actions. The account is assigned to a revenue agent,
who will schedule an informal hearing with the taxpayer to attempt to solicit payment in full or set up an
installment payment plan. Records of all collection contacts and actions are maintained in the statewide
computer system.

If voluntary payments cannot be arranged, the revenue agent can proceed to a variety of involuntary
collection actions, such as attachment of wages or levy or garnishment of assets. If the delinquent
taxpayer has a refund coming from any tax program administered by DOR, the refund is applied to the
delinquent balance. Beginning in calendar year 2001, federal tax refunds were applied to the delinquent
balance.
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Other actions that may be recommended to resolve a delinquent account include:
* Revocation of a business seller’s permit
*  Withholding of a business’s liquor license
* Denial of a state-issued occupational license
* Referral to a private collection agency

If it is unknown whether the taxpayer has any assets that might be garnished, a supplemental hearing may
be called before the court commissioner in the taxpayer’s county of residence, and the taxpayer’s affairs
could be placed in receivership. If the taxpayer is without any assets at all, proceedings may be stayed
and the account periodically reviewed for up to 10 years.

An analysis of the overall delinquency rate for the income, franchise, and sales and use taxes is shown in
Table I1-26 of “STATISTICAL INFORMATION”.

FINANCIAL INFORMATION-EXPENDITURES

General

State expenditures are categorized under eight functional categories and the general obligation bond
program. They are subcategorized by three distinct types of expenditures. The eight functional
categories, which are listed in Table I1-2, are described later in this part of the Annual Report. See
“STATE GOVERNMENT ORGANIZATION; Description of Services Provided by State Government”. The
three types of expenditures are defined below.

»  State Operations. Direct payments by State agencies to carry out State programs for expenses
such as salaries, supplies, services, debt service, and permanent property.

*  Aids to Individuals and Organizations. Payments from a State fund made directly to, or on behalf
of, an individual or private organization (for example, Medicaid or student financial assistance).

*  Local Assistance. Payments from a State fund to, or on behalf of, local units of government and
school districts, including payments associated with State programs administered by local
governments and school districts (for example, aid for families with dependent children and
school aids).

Table 1I-2 shows the amounts expended (all funds) by function and type for each of the last five years.

General Fund Expenditures

Based on the budget and allocations for the 2002-03 fiscal year, over 62% of all general-fund taxes
collected by the State are returned to local units of government. The remaining funds are used for
payments to individuals and organizations (16%) and state programs, including the University of
Wisconsin System (22%).
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Table I1-2

EXPENDITURES BY FUNCTION AND TYPE (ALL FUNDS)(")

1997-98 TO 2001-2002

2001-02 2000-01 1999-2000 1998-99 1997-98
Commerce
State OPErations............ccceeveeeeerreeereereeenenens $ 170,184,711 $ 171,267,613 $ 162,895,100 $ 150,658,080 $ 147,344,847
Aids to Individuals and Organizations...... 174,212,058 215,454,938 346,664,701 155,481,162 151,694,308
Local ASSIStance...........cooceevevuerveeeeeeenens 74,407,965 51,631,378 56,346,765 58,646,694 53,076,585
Subtotal 418,804,734 438,353,929 565,906,566 364,785,936 352,115,740
Education

State Operations.........ceeeveeervevererenreeeennes
Aids to Individuals and Organizations.....
Local ASSIStance..........ccoeeveveverreeererneeens

Subtotal

. 3,115,399,765 3,075,483,311

2,804,394,458

2,622,619,858 2,502,704,172

Environmental Resources
State Operations.........ceeeveeereerererenreeeennes
Aids to Individuals and Organizations.....

Local Assistance

. 1,669,826,629 1,689,461,785

1,471,082,344

) 427,268,613 391,871,206 342,821,711 323,423,408 280,565,768
. 5,118,756,509 4,941,446,927 4,676,809,090 4,435,185.215 4,163,022,316
8,661,424,887 8,408,801,444 7,824,025,259 7,381,228,481 6,946,292,256

1,427,889,702 1,289,397,451

Subtotal
Human Relations and Resources

State Operations.........ceeeveeereevevervrreeeennes

) 32,409,367 25,802,608 25,185,553 27,519,834 11,458,404
1,009,292,244 1,011,992,606 1,039,528,614 967,912,080 851,469,438
2,711,528,240 2,727,256,998 2,535,796,511 2,423,321,616 2,152,325,292

. 2,201,627,675 1,972,235,028

1,863,099,973

1,726,775,813 1,573,507,826

Aids to Individuals and Organizations...... 7,002,052,675 5,711,855,259 5,220,672,714 3,971,027,191 3,484,623,091

Local ASSIStance. ...........eocevveveuveeerceeunnnes 722,778,120 697,998,641 676,100,856 699,232,414 650,326,226
Subtotal 9,926,458,471 8,382,088,927 7,759,873,543 6,397,035,418 5,708,457,143

General Executive

State OPerations.............cccecueveeecucueencnenans 4,507,929,098 3,870,708,222 3,356,742,192 2,925,101,503 2,885,868,362

Aids to Individuals and Organizations...... 326,682,917 357,195,805 302,438,911 300,649,421 304,857,854

Local ASSiStance...........cooceevevuenveeeernenens 104,908,224 59,560,427 40,962,042 35,229,960 36,173,254
Subtotal 4,939,520,239 4,287,464,453 3,700,143,145 3,260,980,884 3,226,899,470

Judicial

State OPerations.............cececucveeecucueencnennns 84,149,092 85,292,057 78,820,982 74,014,002 69,616,266

Local Assistance............cccccocoveuviicuenneee. 23,716,900 23,726,900 23,666,900 21,416,900 21,410,600
Subtotal 107,865,992 109,018,957 102,487,882 95,430,902 91,026,866

Legislative

State OPerations............cceeveeeeeerceeeeeneeenns 62,114,318 62,220,008 59,819,385 58,081,525 55,051,282
Subtotal 62,114,318 62,220,008 59,819,385 58,081,525 55,051,282

General

State OPerations............cceeveeeuerreeeuerneeenns 1,320,960,416 564,306,377 656,616,891 709,978,546 725,825,981

Aids to Individuals and Organizations...... 1,179,940,690 837,938,682 884,416,569 178,777,552 185,874,167

Local ASSIStance. ..........eoceeveeeverececnnnnes 1,693,443,439 1,675,208,599 1,779,060,238 1,639,701,767 1,701,484,672
Subtotal 4,194,344,545 3,077,453,657 3,320,093,698 2,528,457,865 2,613,184,820

General Obligation Bond Program

State OPerations............cceeveeeeerrceereeneuenns 622,061,731 675,100,374 576,493,991 453,827,797 435,910,841
Subtotal 622,061,731 675,100,374 576,493,991 453,827,797 435,910,841

Summary Totals
State Operations.........ceeeveereverevervrreeennnes

Aids to Individuals and Organizations.....

Local ASSIStance.........oceeereveeenereeerennenene.

GRAND TOTAL......ccooeiiiiiiiciinne

. 13,754,253,435
} 9,142,566,320
8,747,303,402

12,166,074,774
7,540,118,497
8,461,565,478

11,029,965,316
7,122,200,159
8,292,474,505

10,148,946,826
4,956,878,568
7,857,325,030

9,685,227,028
4,419,073,591
7,476,963,090

$31,644,123,157 $28,167,758,749

$26,444,639,980

$22,963,150,424 $21,581,263,709

(a) The amounts shown are based on statutorily required accounting and not on GAAP. The amounts are unaudited.

Source: Wisconsin Department of Administration.
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ACCOUNTING AND FINANCIAL REPORTING

Statutory Basis

The State accounts for, reports, and budgets its operations as set forth in the statutes. The Annual Fiscal
Report (which is unaudited) must be published each year on or before October 15. Except as noted in the
following paragraph, under statutory accounting, receipts are recorded only at the time money or checks
are deposited in the State Treasury, and disbursements are recorded only at the time a check is drawn. As
a result, actions and circumstances, including discretionary decisions by certain governmental officials,
can affect the timing of payments and deposits and therefore can significantly affect the amounts reported
in a fiscal year

For budgeting and constitutional compliance purposes, the State’s records are maintained in conformity
with statutory requirements. The more important legal provisions are:

* Inall cases the date of the contract or order determines the fiscal year in which it is charged
unless it is determined that the purpose of the contract or order is to prevent lapsing of
appropriations or to otherwise circumvent budgeting intent.

e The current year records must remain open until July 31 to permit departments to certify for
payment bills applicable to the year ended June 30 and to deposit revenues applicable to
such year, with the following exceptions: (1) amounts withheld for income taxes prior to
July 1, and (2) taxes imposed on sales prior to July 1 are deemed to be accrued tax receipts
as of the close of the fiscal year, provided such revenue is deposited on or before August 15.

*  On July 31 all outstanding encumbrances entered for the previous year must be transferred
to the new fiscal year and an equivalent prior year appropriation balance must also be
forwarded to the new fiscal year.

* Revenues and expenditures are reported on a net basis. Overcollections refunded are
deducted from revenues and current year overpayments made are deducted from
expenditures.

*  General Fund investments are carried at the lower of cost or par with discounts, premiums,
and earnings recorded on an accrual basis.

* Encumbrances are treated as expenditures in the year of initiation.
Generally Accepted Accounting Principles

The State also accounts for and reports on its operations using generally accepted accounting principles
(GAAP). For the fiscal year ended June 30, 2002 the State has prepared a Comprehensive Annual
Financial Report (CAFR) in accordance with GAAP. The General Purpose External Financial Statements
section of the CAFR for the fiscal year ended June 30, 2002 has been audited and is included as APPENDIX
A to this Part II of the Annual Report.

Financial statements prepared in accordance with GAAP differ from those prepared in accordance with the
Statutes. A notable difference pertains to the general-fund balance. The undesignated balance for the
fiscal year ended June 30, 2002 was a surplus of $54 million on a budgetary basis. Under GAAP, the
balance for the fiscal year ended June 30, 2002 was a deficit of $1.484 billion. The difference results
primarily because GAAP recognizes accrued liabilities that are not taken into account under the statutory
basis. The single largest accrued liability for the fiscal year ended June 30, 2002 was $659 million and
related to the State’s unpaid income tax refunds.

BUDGETING PROCESS AND FISCAL CONTROLS

The State Constitution requires the Legislature to enact a balanced budget. The State’s fiscal year runs
from July 1 through June 30 of the following year. State law establishes procedures for the budget’s
enactment:
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* The Secretary of Administration, under the direction of the Governor, compiles all budget
information and prepares an executive budget consisting of the planned operating expenditures
and revenues of all State agencies. The Department of Revenue furnishes forecasts of tax
revenues to the Department of Administration.

*  The budget is submitted by the Governor to the Legislature on or about the last Tuesday in
January of each odd-numbered year.

e The Legislature’s Joint Committee on Finance reviews the executive budget and reports its
findings to the full Legislature, usually in the form of a substitute budget bill.

*  Both houses of the Legislature must ultimately concur with the appropriations and revenue
measures embodied in the budget bill and then the entire bill is submitted to the Governor.

*  The Governor is empowered to sign the bill into law or to veto all or part of the bill. If the
Governor vetoes any portions, those items may be reconsidered in accordance with the rules of
each house and, if approved by two-thirds of the members of each house, will become law
notwithstanding the Governor’s veto.

In the event that a budget is not in effect at the start of a fiscal year, the prior year’s budget serves as the
budget until such time as a new one is enacted.

The Legislature is required to provide an annual tax sufficient to meet the estimated expenses of the State
each year, including debt service on all outstanding general obligations. Should a deficiency occur in any
year, the Legislature must take actions to address both the deficit and the estimated expenses of the
ensuing year.

No money shall be paid out of the Treasury except as appropriated by law. The Statutes require that the
Secretary of Administration and the State Treasurer must approve all payments. The Secretary of
Administration is also responsible for audit of expenditures prior to disbursement. The Legislative Audit
Bureau has postaudit responsibility.

The Department of Administration maintains separate accounts for all appropriations, showing the
amounts appropriated, the amounts allotted, the amounts encumbered, the amounts expended, and certain
other data necessary to the financial management and control of all State accounts. The Department of
Administration also maintains the general ledgers of the General Fund and all other funds of the State.

State law prohibits the enactment of legislation that would cause the estimated General Fund balance to
be less than a specified percentage of the general purpose revenue appropriations for that fiscal year.
While no amount was specified for the 2001-02 fiscal year, the specified percentage for the 2002-03
fiscal year is 1.2%, or $134 million. State law currently requires that, beginning with the 2003-04 fiscal
year, the statutory required reserve be 1.6% and gradually increase each year so that it is 2.0% by the
2005-06 fiscal year.

The budget could move out of balance if estimated revenues are less than anticipated in the budget or if
expenditures for open-ended appropriations are greater than anticipated. Statutes provide that, following
the enactment of the budget, if the Secretary of Administration determines that budgeted expenditures
will exceed revenues by more than one-half of one percent of general purpose revenues (consisting of
general taxes, miscellaneous receipts, and revenues collected by state agencies which lose their identity
and are available for appropriation by the Legislature), no approval of expenditure estimates can occur.
Further, the Secretary of Administration must notify the Governor and the Legislature, and the Governor
must submit a bill correcting the imbalance. If the Legislature is not in session, the Governor must call a
special session to take up the matter. As a result of the revenue estimates released on November 20,
2002 by DOR, the Secretary of Administration has determined that budgeted expenditures will exceed
revenues by more than one-half of one percent of general purpose revenues in the 2002-03 fiscal year.
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The Secretary of Administration provided notification of this determination to the Governor, the
Governor-Elect, and the Legislature on November 20, 2002.

The Secretary of Administration also has statutory power to order reductions in the appropriations of
state agencies (which represent less than one-fourth of the General Fund budget). The Secretary of
Administration may also temporarily reallocate free balances of certain funds to other funds that have
insufficient balances and, further, may prorate or defer certain payments in the event current or projected
balances are insufficient to meet current obligations. In such an event, the Department of Administration
may also request the issuance of operating notes by the State of Wisconsin Building Commission
(Commission).

RESULTS OF 2001-02 FISCAL YEAR

The Annual Fiscal Report (Budgetary Basis) for the fiscal year ending June 30, 2002 was published
October 15, 2002. It reports that the State ended the 2001-02 fiscal year on a statutory and unaudited
basis with an unreserved, undesignated balance of $54 million. This is $181 million less than the $235
million that was in the projected general fund condition statement for all fiscal bills signed into law
through the budget adjustment bill for the 2001-03 biennium (2001 Wisconsin Act 109). The State issued
$800 million of operating notes during the 2001-02 fiscal year.

The Annual Fiscal Report is not part of this Annual Report. A complete copy of the Annual Fiscal
Report may be obtained from the State at the following address:

State of Wisconsin Capital Finance Office
Department of Administration

101 East Wilson Street, FLR 10

P.O. Box 7864

Madison, WI 53707-7864

(608) 266-2305

capfin@doa.state.wi.us

Table II-3 in the section “STATE BUDGET” summarizes the results from the 2001-02 fiscal year.

STATE BUDGET
Budget for 2001-03

The State is in the last year of a biennial budget. See “RESULTS OF 2001-02 FISCAL YEAR” for
information from the Annual Fiscal Report (Budgetary Basis) for the 2001-02 fiscal year, which was the
first year of the biennial budget.

Revenue Estimates - November 20, 2002

On November 20, 2002, DOR released estimates of general-purpose tax revenues for the 2002-03 fiscal
year. This estimate is $10.401 billion, which is approximately $115 million less than the amount
estimated in January 2002 by the Legislative Fiscal Bureau. A copy of the DOR report may be obtained
from:

State of Wisconsin Capital Finance Office
Department of Administration

101 East Wilson Street, FLR 10

P.O. Box 7864

Madison, WI 53707-7864

(608) 266-2305

capfin@doa.state.wi.us
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Current Status;, 2002-03 Fiscal Year Budget

Based on the revenue estimates that were released by DOR on November 20, 2002 and as required by
Wisconsin Statutes, the Secretary of the Department of Administration has notified the Governor, the
Governor-Elect, and the Legislature of an imbalance in the 2002-03 fiscal year between estimated
revenues and authorized expenditures. Wisconsin Statutes require the Governor to submit a bill
containing recommendations for correcting the imbalance between projected revenues and authorized
expenditures. If