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“It is one of the happy incidents of the Federal Systen that a
single courageous state may, if its citizens choose, serve as a lab-
oratory and try novel social and economic experiments without

risk to the rest of the country.”

Supreme Court Justice Louis D. Brandeis
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FOREWORD

e

The policy, management, and operations of state government require
the application of constantly updated approaches to address changing
needs and priorities. This necessity for self-renewal implies innovations
in the institutions of state government, in their structure, policies, pro-
cedures, and personrel.

Many innovations have occurred in recent years in a number of fields
at the state level. However, too little is known about some specific state
activities because of the variety of laboratories in which they occur.
Thie innovation process is further complicated by the fact that state
government officials rarely have the time or opportunity to share such
knowledge which may be applicable in other States. Under day-to-day
pressures and constraints, professional administrators and technical ex-
perts lack the time to write up or share new approaches that thev have
developed.

The Council of state Governments, which has been providing a fo-
rum for such «n exchange for many years, has recently expanded its
efforts in this area. The State of Wisconsin Investment Board is one of a
series of six innovations being studied by the Ceuncil under a grant
from the National Science Foundation. Besides this piogram, the others
selected for evaluation during this first year include pension fund con-
solidation, statewide property tax assessments, a stale energy manage-
ment commission, controlling health costs, and a railroad branch line
rehabilitation program. Reports are available on the latter four pro-
grams.

The state programs studied were selected by a national advisory pan-
el composed of state legislators and officials. The Council is grateful to
these individuals for their assistance: Senator Anthony A. Derezinski,
Michigan;sSenator John Pat Fanning, West Virginia; Senator Larry Fas-
bender, Montana; Representative Vera Katz, Oregon; Walter Kicinski,
Deputy Secretary to the Governor, New York; Jeffrey Laurenti, Execu-
tive Assistant, New Jersey Senate; Attorney General V. Frank Mendi-
cino, Wyoming; Senator Mike O’Connor, South Dakota; Representative
Cornelius O'Leary, Connecticut; Dr. Tibor Payzs, Special Assistant to
the Governor, Kentucky; Joseph V. Stewart, Deputy Director, Depart-
ment of Finance and Administration, Arkansas; Daniel W. Varin, Chief,
Statewide Planning Programs, Rhode Island; William W. Wilkins, Budget
Director, Ohio.

This report on Wisconsin's Investment Board was prepared by Dick
Howard, Director of the Council’s Innovations Project, and James E.
Jarrett, Research Associate.

Brevard Crihfield
Lexington, Kentucky Executive Director
August 1976 The Council of State Governments




PREFACE

Inflation, opposition to higher taxes, and taxpayer disenchantment
with government generally, are having a serious impact on government
financing at all levels. A recent National Association of State Budget
Officers’ survey showed States’ general fund expenditures in fiscal years
1975 and 1976 increased at a faster rate than did general fund revenues.
Surr uses built up in previous years have been rapidly depleted. In the
aggregate for the 43 States that responded to the budget officers’ sur-
vey, general fund balances declined from 8 percent of expenditures in
1974 to an estimated 0.3 percent in fiscal year 1976.

The problem is further exacerbated for States by federal funding
reductions in some functional areas and federal program requirements
for additional state dollars in other areas. All of these factors are be-
yond control of state government officials.

In a word, state managers should be, and are looking for additional
sources of revenue. One obvious source of significant amounts of rev-
enue is to put state dollars to work, and more and more States are

taking advantage of investment opportunities. Perhaps na State has a

more com lblbly developed investment program than Wisconsin, which
has been inyestir ing the assets of retiremen{ funds for 05 years.

This monograph is the fifth in the Council of State Governments’

current series of reports on innovative state government programs. It
probably comes the closest to describing a “model” program. One rea-
son is that the State of Wisconsin Inyvestment Boanl has-had-25-years Lo
evolve.
"“We are grateful to the many individuals in Wisconsin, especially those
associated with the investment board, who were so generous with their
time in helping us to understand the agency's activities and responsibil-
ities. In addition to each of the investment directors, we especially want
to thank George W, Crownhart, General Counsel for the board and at
the time of our visit acting executive director; Gerald T. Mahaffey,
Administrator, and Tom Landgraf, Director of State Budget Opera-
tions.

Several individuals reviewed earlier drafts and made useful com-
ments: LeRoy Dockter, Audit Director, Wisconsin-Legislative Au 'it
Burcau; Peter J. Nelson, Assi$tant State Treasurer, Wisconsin; George A,
Bell, Executive Director, National Association of State Budget Officers;
and Carl Vorlander, Exccutive Director, National Association for State
Infarmation Systemg, e e

" Further information can be obtained from officials of the Wisconsin
Investment Board (telephone 608/266-2384) or the authors of this
report (telephone 606/252-2291).

Dick Howard
James Jarrett

August 1976

vii




EXECUTIVE SUMMARY

The State of Wisconsin Investment Board invests the retirement funds of
the major government employee units in Wisconsin: Milwaukee teachers,
state employees, and Wisconsin teachers.

The investment board invests idle cash from 34 different state accounts,
earning $56 million on these pooled accounts last year.

The investment board invests the State’s check float, working with the
state treasurer and the Department of Administration to ascertain the
State’s revenue and withdrawals each day.

The Wisconsin board also has authority to invest the surplus funds of
local governments that may deposit such funds with the treasurer.

The Wisconsin investment program is facilitated by:

m for all deposits and withdrawals of state funds.

(No state money 1s duposm,d or invested in other state banks.)

—A computerized statewide accounting and reporting system that allows
quick and accurate cash flow estimates by the Department of Adminis-
tration and state treasurer.

—Use of a custodian bank in New York City that eliminates handling of
securities by Wisconsin officials and permits immediate transfers.

ses of investmen
.dLmLihuh-mnnmfng the flexibility needed to maximize investment
return.

Almost all aspects of the Wisconsin investment program have been spe-
cifically authorized by Wisconsin law.

HOWEVER, other States should consider that an investment program

similar to V'isconsin's:

Would reduce the control top elected officials have over the use of
surplus state funds;

Wonld he opposed by banks which would no longer serve as depositories
of public monies, including some local funds in the case of the Wisconsin
lacal government investment pool;

Would be more difficult to implement if centralized, computerized ac-
counting procedures were not in use;

Would be almost impossible to implement it the number of bank ac-
counts cannot be kept to a minimum, preferably one or two;

Would be opposed by agencies which are now managing (he assets of
retirement funds.
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I_ The State of Wisconsin Investment Board manages assets of nearly
S2.75 billion (6-30-75) which earn about §175 million (based on a
INTRODUCTION reported rate of return of 6.7 percent). Annual gross purchases and
sales in fiscal year 1975 approximated $12.75 billion. In addition to the
millions of dollars earned from investing the assets of several retirement
funds, the Wisconsin Investment Board earns millions of dollars by
investing idle cash balances of 34 pooled accounts, including the general
fund, In 1975 the average daily balance ip-the state investment fund
was $614 million. The return on these particular investments exceeded
$54 million—-§828 million for the state general fund and about $26.5
_million credited to the other pooled accounts. ™
By way of comparison, $28 million is more than the combined
amount appropriated from the general fund to the following Wisconsin
agencies: Banking ($3.5 million), Insurance ($9.1 million), Regulation
and Licensing (34.9 million), Local Affairs and Development ($5.2 mil-
lion), and the Executive Offices ($3.4 million).
Not only does state law authorize the investment of almost a]l state
funds; enabling Tegislafion recently authorized the State of Wisconsin
JInvestment Board to inves{ bank balances upon which [he freasurer las
written a check, but which from experience the treasurer Kiiows will
. not gctually be paid out by the bank for several days. Tirotherwords,
isconsin invests its “‘float” in a manner similar to Targe corporations.
In Wisconsin, the check float averages abouf $3.5 million per day. If the
'ﬂ present 7.44 percent rate of return on short-term investments prevails,
Cor, o0 At 5T Joo the check float would return $264,000 to the State—a sum equal to
PRSI H,.,,w( about 45 percent of the investment board’s budget.
aat (0.3 Since March 1976, tthtdlc throuth the trea‘;u rer gnd investment
d board, has begun inves : mer-
ous cilies are participating in the program. Onc city reports earnings o
$62,000 on a one-month investment of $9.7 million.

_There are almost no major governmental retirement funds in Wis-
comsin whose assets are not managed by the investment board ltalso is
widety—betieved that there are almost no idle cash balances of state
agencies. The budget of the board was $576,000 in fiscal year 1975
including salaries and benefits of 28 employees, travel, the cost of
investment services and outside investment counseling, and various
other items associated with housing and supporting the staff. The
$576,500 budget means that the direct administrative expenses of man-
aging $2.75 billion in assets was a very low .02 percent. This ratio
compares favorably with .2 to .4 percent commonly found in private
financial institutions.?

The investment program in Wisconsin is facilitated by state laws
that require centralized disbursements and centralized receipts. All
checks are signed by the state treasurer in one form or another. All

agencies must deposit receipts at ILasl wcukly‘ﬂlnw_ﬁlmmuimL
\ “Tapse prevailsinIlig case ol s '

nother important facilitator is elcctromc data processing which is
used throughout the accounting and reporting process.

1e “‘state working bank” also plays an important role in the invest-

ment program. This bank, selected at about six-year intervals, is the

— - e S
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only depository for state money and it provides a varjety of services

including lock boxes, telegraphic money transfers, messenger deliveries,
credit for after hours deposits, daily reports on the collected cash bal-
ances, and other specified services. Use of the working bank precludes
the existence of idle cash balances in a number of depositories and

permits rapid and accurate ing_of the ’s cash position—
Thus, all public money is working continuously.

Within its various portfolios, the investment board invests in stocks,
corporate bonds, short-term and long-term obligations of the U.S. gov-
ernment and government agencies, repurchase agreements, real estate
mortgages, commercial paper, and private placements. Bankers may
lobby against reductions or elimination of state and municipal demand
deposits and some legislators may occasionally insist that Wisconsin
companies should get preferential treatment in the board’s investments,

but in the fj lysis the direct, measurable economic benefits o
sound imsﬁl%nmrmr——/ummm
and capital gains has been substantjal. Furthermore; S compare
very favorably with similar programs in the private sector, both from
the standpoint of rate of return and costs to administer the program,

In the following section, the organization, administrative proced-
ures, legal authority, and investment policies of the board are described.
Additionally, there are separate sections devoted to the municipal in-

vestment pool and the Wisconsin state working bank.

*Footnotes for this report appear on pages 2425,

xiii




11 The statutes assign extremely broad investment responsibilities to
the board and also give it responsibility for the selection of the state

INVESTMENT working bank. Section 25.17 (1) (a) through (zm) enumerate the funds

over which the board shall “‘have exclusive control of the investment

BOARD and collection of the principal and interest of all monies loaned o1
invested.”/The only public money not invested by the investment board

RESP ONSIBI LITIES is under th'e control of the Board_q,lf Commissioners of Public Lands and

the University Board of chenllg./

Retirement Funds

The major investment program involves the management of the
assets of the State and Municipal Employees’ Retirement Fund, the
Milwaukee Teachers’ Retirement Fund, and the Wisconsin Teachers’
Retirement Fund. On January 1, 1975, these three large retirement
funds were merged for investment purposes into two categories—a fixed
fund and a variable fund. The fund with the fixed retirement benefits
has a broad mix of investments that include bonds, stocks, mortgages.
and real estate holdings. By contrast, the variable fund is restricted to
equities, primarily common stocks. Finally, the board invests the assets
of three smaller funds, {("e State Life Fund, the Insurance Fund, and
the Historical Society Trust Fund. Investment of these funds is
accounted for separately.

State Investment Fund

Another important investment activity pertzins to the State of Wis-
consin Investment Board’s exclusive jurisdiction over and management
of the State Investment Fund. This fund consists of idle cosh balances
yooled Trom 34 individual state accounts, such as the general fund, the

_conservation I sdale p Ly _insurance [ and the highway
Jund, Becavse of the need Lor flexibility, the emphasis is on short-term
investments- repurchase agreements (usually @ short-term investment
with a bank which is secured by U.S. Treasury bills), reverse repurchase
agrecments, commercial paper, certificates of deposit, bonds and notes
of U.S. government agencies, and U.S. Treasury notes and bills, At one
point in November 1975, the State Investment FFund totaled $830 mii-
lion. The averige daily balance invested was $614 million. The high
short-term interest rates of FY 1975 permitted returns of 8.89 percent
or $54 million,

Local Government Investment Funds

Recently o third investment pool has been authorized and responsi-
bility for its munagement given to the State of Wisconsin Investment
Board. This fund consists of money due local governments through tax
sharing, but left with the state treasurer for subsequent bourd invest-
ment - usually short-term. See Scection 1V of this report for a descrip-
tion of this newest aspect in the imnovative Wisconsin investment pro-
gram,
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Investing the Float

In recent yea-s, another important source of investment income to
the State has been the short-term investment of “float,” that is the
difference between the cash on the {reasurer’s books and the collected
cash baiance on the working bank’s books.

Investing the check float allows checking account balances to earn
additional money while outstanding checks are undeposited or are in
the process of clearing. Prior to a legislative enactment in 1974, the
State of Wisconsin was barred from investing the check float. [he attor-
ney general had ruled that all funds disbursed by check had to be
_payable on demand. Because the State of Wisconsin has an average daily

check float of illi i T
services the stakes of investing the excess float are of considerable
economic impaortance, The procedure for investing the float can be

illustrated by an example of state employees’ payroll ¢’ xcks. If payroll
checks are disbursed on Thursday, it is known from past experience
that about 4 percent of the checks will clear the state working bank on
the next day; an additional 28 percent will clear on Monday; 40 percent
will clear on Tuesday, and the remaining checks will trickle in later.
Therefore, about 68 percent of all payroll funds can be placed in short-
term investments by the investment board for four days (Thursday to
Tuesday). The state treasurer’s office, after receiving the state working
bank’s daily report and computing the check float each day, will in-
clude these funds in the amount available for :hort-term investments
and trensmit this information to the investment board’s short-term divi-
sion.

here is ; v i 3 y
State maintains approximately $10 million as compensating balance at
EM IT the compensating baTance goes below the mini-
mum requirement, a charge is carried forward the next month against
the State’s account,

Pevenues generated by investing a State’s check float will vary
depending on the average daily float and short-term interest rates, In
Wisconsin, with an average daily float of $3.5 million, the annual in-
come generated would be as follows based on various short-term inter-
est rates (income computed on 360-day basis):4

S percent $177,000
6 percent $212,000
7 percent $245,000
8 percent $283,000
9 percent £319,000
10 percent $354,000

The most recent return on the State Investment Fund was 7.44 percent
which, i maintained Tor The TeMAMger or 1976, WoUTT bring the Sfaic™
nearly $264,0( 1s_year. As one Wisconsin ofTicial noted, "W]
SPEC 1e over §3 million per day typically tied up in check float, the
situation is simple: either the bank makes money on it or the State of
Wisconsin dogs,’™

State Working Bank

One other important, but noninvestment-related, function assigned
by the Legislature to the board is the designation of the state working
bank. This bank is the depository for all of the State’s funds, With few
exceptions, it provides the State with all its banking services. See Sec-
tion V of this report for a description . the state work ing bank,

=T iidid
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Development of the Wisconsin Investment Program

Jhe 28-person staff, the five investment divisions, and the several
investment pools managed by the investment board are the present
characteristics of an ongoing investment process that can be traced to
1911 and the creation of the State Annuity Board. Actually the board
superseded the Annuity and Investment Board which by 1947 already
. exercised centralized control of investments, having responsibility for
both idle operating funds and retirement trust funds.

At the outset, the Board of Trustees consisted of seven persons
including the Governor, who was chairman. The staff numbered three.
The investment board had the authority, even icu, to invest in real
 estate, mortages, common stocks, preferred stocks, and U.S. govern-
ment securities.

Over the years, many changes have brought additional retirement
and operating funds under the jurisdiction of the investment board,
streamlined the administrative procedures, expanded the types of in-
vestment instruments available to the investment board and reduced the
day-to-day role of the trustees vis-a-vis the staff. As the changes oc-
curred and the assets under management increased, the size of the staff
also increased although less rapidly.

In 1957 the State Investment Fund was created by the Legislature
when it consolidated 19 different operating and temporary reserve
funds into one. The Legislature also created the fixed annuity and
variable annuity funds foreach of the retirement trusts as a response Lo
inflation,

By 1958, the third of the major retirement funds, the Milwaukee
Teachers, placed its assets under the board’s control.

The actual physical storage ind handling of securities by the state
treasurer’s office ended in 1970 when the Legisliture authorized the
board to maintain an account at a non-Wisconsin bank. In that year, a
, custodian account was opened at a New York City bank for equities
and a couple of years later an account for bonds was established at the
same bank.

In the past three years, the trustees have prepared a policy manual
delegating considerable authority to the staff;® the State has begun
investing its cash float; the local government investiment fund also has
come into being; investment in longer term U.S. government obligations
and unsecured notes of corporations including certificates of deposit
has been authorized along with{reverse repurchase .u.,rccmtnléin a gen-
eral effort to allow greater earnthg power and flexibility in short-term
investments. The three major retirement Tunds have been merged for
investment purposes greatly reducing the accounting work and enasling
the lixed portfolio to be improved by amortizing gains a.d losses c ver a
period of slightly more than 14 years (ee page 00),

» The Politics of Investing State Funds

The investment board is apolitical and most observers agree that
political pressures are minimal, However, with this much money, there
are .IIW.IV\ interest groups endeavoring to have the funds benefit them
or their causes .+ Awo groups have, i fagl, “‘borrowe LL__,uulm_.mu_lL_
jon of the ( .an*T Tund_;mmuu of-the state investment pool;

, ol the rmlm-\.l of the I)l‘.]}ﬂ riment Ql

\f-:lv: ins Aflairs up to $16.5 million lm_uu_mtm_uj_,lmumm.lm.
do veterans, and (2) upon the request ol the hiclier educational aids
board o cumulative total of not more than €55 million for loans to

I]L 'y students 7

—_—
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Not surprisingly, some underlying pressure is reflected in some legis-
lators’ views—to increase the percentage of brokerage business done
with Wisconsin brokers and to give preferential treatment to Wisconsin
companies when makinrg loans and investments. In addition to the pres-
sures for geographic preferences, there are from time to time pressures
to give preferential treatment to minority businesses, and to avoid in-
vestments in companies engaged in “socially undesirable activities.”

- The independ- -* nature of the board reinforces the individual mem-
SowaDJooa-fS m-ﬂf' ber’sInclimartor i The role as (rustee not to_pursue social goals in

v at investment policies, and the |=egisl:_1ture .has not manc!g[gﬂ th:_lt social
/ ¥ "e i b g goals should be an investment consideration. Another factor miti

s i t'u""T ru:f.tu.b against social issue criteria is the inability to agree upon and measure

social be.+Tils versus The clearly measurable resulis of ecanomic deci-
sions. An 8.26 percent return is an 8.26 percent return and it 1s betler
than a 7.26 percent return.

Although investment directors do not in fact give weight ta social
criteria the Board of Trustees cannot and does not take a “public be
damned™ attitude. It is aware that it operates in a political environ-
ment,8




IIL
ORGANIZATION
OF THE
INVESTMENT
BOARD

The State of Wisconsin Investment Board consists of seven mem-
Dbers, six of whom are appointed by the Governor {0 swgwgar
terms. T_wn_h_tms&us.Lhn.scmﬂanﬂm_&!ﬂﬂmeﬂt 0

ministration ar the secretary’s_designee. Four “public” members must
have at least 10_vyears of Pxnwnncmﬁnmm_manﬂs (Wisconsin
Statutes 15. ?912])._amn_r_guhmatnmummmu&m

nated by tl
e Fund, respectively  The frustees genemlly meet for two

Staffing

Actual investments—purchases and sales—are made by the staff act-
ing under general policy guidelines set out by the seven-member Board
of Trustees” The staff is headed by an gxecutive director who serves at.
the pleasure of the trustees. The staff presently numbers 28, and one
more position has been authorized for the 1976-77 fiscal year.

Reporting to the executive director are five investment directors,
each of whom is responsible for a three- or Tour-person division. The
investment directors are appointed by the executive director with par-

TTcipation of the trustees. The investment director positions are part ot

the Wisconsin State Civil Service System and incumbents, after a proba-
tionary period, can only be terminated for cause. (Poor performance
can be cause and investment directors have been terminated on that
basis.) In addition to the investment directors, there is an administrative
officer who is in charge of office operations such as personnel, account-
ing, secretarial, and clerical services.

The ucture of the organization is in the process ol changing., A
research division is being created which will consist of a research direc-
tor and four analysts. Previously, there were twe research analysts and
they reported to the investment director for stocks. Under the new
arrangement, they will continue to analyze industry groups, bult as the
change suggests, will provide support services to all five investment
directors,

Despite the existence of these research specialists, the board pri-
marily relies on New York and selected regional investment banking
firms for firsthand rescarch of particular companies.

Salary ranges for lop positions are shown below. While it is gener-
ally agreed that salaries for comparalle positions in the private sector
are higher, the investment board is able to fill its positions with compe-
tent individuals.

Position Salary Range

Executive Director $31,068 - $43,500
Investment Directors $28,512-839912
Rescarch Director $17,016-$23,820
Senior Researcl Analyst $14,316 - 520,040
Junior Rescarch Analyst $10,368 - 513,896




The day-to-day investment decisions are made by the investment
directors with the concurrence of the executive director.!0 Quarteriy,
the investment directors and the executive director meet to determine
how the estimated revenues will be allocated among the divi-
sions: stocks, private placements, corporate bonds, short-term, and
mortgages and real estate. Allocation depends on their collective judg-
ment of market and investment opportunities in forthcoming months.
Their views are also considered by the Board of Trustees, who retain
the services of outside financial advisors.

Some funds such as those earmarked for the variable long-term
investment fund, for example, all go to the investment director for
common stocks. He decides on the timing and brokers for his purchases
and sales, as do other investment directors for the funds allocated to
them during the quarter.

Long-term investments for the fixed fund are generally invested by
the Bonds, Private Placements, and Mortgages divisions. The short-term
investment division is responsible for investing the 34-fund pooled ac-
count, the “float” funds, and the new local government investment
funds.

Table 1 shows the diversified types of investments managed by the
State of Wisconsin Investment Board.

Table 1

State of Wisconsin Investment Board
Assets Under Management
(June 30, 1975)

Public Bonds $829,000,000
Bonds, Private Placements 322,000,000
Stocks 876,594,000
Mortgages 174,513,000
Real Estate 26,283,000
Short-Term 488,190,000
U.S. Treasury Notes & Bills 40,160,000
Government Agencies 86,670,000
Commercial Paper 105,945,000
Repurchase Agreements 255,475,000

Source: State of Wisconsin Investment Board, Annual Report Year Ending 6-30-75

Investment Division—Bonds

Bonds are u major part of the fixed fund portion of the long-term
investraent portfolio. During FY 1975, the Wisconsin board invested
$90.7 million in publicly issued bonds and $45.2 million in private
issues. All bonds account for aporoximately one-half of the long-term
assets managed by the board, $1,150,955,949 or 51.8 percent on June
30, 1975. The public bonds portion was $829 million. Interest income
on public bonds was $36 million for the fiscal year.

Investment in corporate and government bonds is not unique o
Wisconsin. In Wisconsin, specific authority to invest the fived retire-
ment investment trust, the state life fund, and the veterans trust fund is
contained in Section 25.17 (3) (a) of the Wisconsin code. Statutory
limitations on such investments are spelled out in Section 206.34 of the
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Wisconsin statutes of 1969. Regarding the bonds of industrial corpora-
tions the investment board may not invest more than 2 percent of its
assets in any one company nor may it invest in a company that has
defaulted in the payment of principal or interest on its indebtedness
within the past five years.

In addition, under the policies established by the Board of Trustees,
all bonds purchased must be rated by two approved rating organiza-
tions. With regard to AAA bonds, no more thag 2 percent of the fixed

funds assets may be invested in any one issue; for AA or A the limita-

tion is 1 percent and for Bbb or Baa, up to .25 percent. Baa and lower

rated credits are reviewed annually.

Excluding portfolio improvement transactions (discussed below) an
average of two issues of bonds is purchased each month. There is no
policy that places emphasis on the credit issues of Wisconsin companies.
However, it is the practice of the Bonds Investment Director to try to
give Wisconsin bond dealers 50 percent of the “new issues’ business
where possible. To give Wisconsin dealers most of the bond business
would preclude the division from receiving the research c¢f New York
based brokerage firms. The bund portfolio is now computerized by a
brokerage house and each month a printout of the bond portfolio is
sent to the investment board.

Transaction Amortization Account

The 1975 merger for investment purposes of the three major retire-
ment funds facilitated another important change in investment pro-
cedures, particularly in the purchase and sale of bonds and stocks. It
enabled the board to create a “‘transaction amortization account”
whereby profits or los:2s from the sale of assets are spread over a
14-year period. Traditionally, most agencies investing public funds have
applied profits or losses resulting from the sale of assets to the earnings
of the vear in which the sale occurred. One result was a certain inflexi-
bility in portfolios since most portfolio managers were reluctant to sell
assets resulting in large “book” losses that would be charged to the
current year's investment income.

By merging the three retirement fund investments, it was no longer
necessary to maintain records on each series ol assets held in the port-
folio. All gains or losses could be debited or credited to one account,
The next step was to amortize all profits and losses at the rate of 7
percent annually, or slightly more than 14 years for the fixed retire-
ment fund,

Among advantages reported are: (1) savings in work load, time and
dollar costs by no longer amortizing each security, (2) a smoother,
more representative and equitable annual income, and (3) greater flexi-
bility in bond portfolio management. In fact, the Wisconsin board re-
ports that in the first six months after the new accounting procedures
were instituted, 24 separate “portfolio improvement transactions”
changed the average annual yield on these investments from 7.633 per-
cent to 9,007 percent. The book loss was $4 million, $33.4 million par
value sold and reinvested in bonds having a $29.4 million par value,*!
Investment Division—Stocks

Common stocks comprise almost 100 percent of the “‘variable
fund” and a substantial part of the “fixed fund.” In FY 1975, for
example, 28 percent of the board’s fixed fund cash was invested in
common stocks. During the fiscal year, common stock purchases to-
taled $152 million, and total sales were $102 million.!2 As of June 30,
1975, stocks accounted for 39.5 percent of the State of Wisconsin
Investment Board’s long-term assets (variable and fixed funds) and were
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valued at $376.6 million. In the fiscal year, the market value of the
stocks in the fixed fund rose 20.8 percent and variable fund, 25.3
percent compared with a 16.1 percent of the S&P 500 Index—the most
commonly used measure for evaluating performance of the Stock Divi-
sion.

Stock transactions are made daily and net purchases average rough-
ly $§30 million a month, Commissions approximate $1 million annually
in return for which the Wisconsin Investment Board receives consider-
able research.

Wisconsin’s law [Chapter 25.17 (3) (a)] specifically provides that
funds in the fixed category from the three major retirement programs
may be invested in accordance with 1969 statutory provisions [Chapter
206.34] . The statute states that purchases of stocks can only be made
from companies whose earnings meet certain specified criteria; no more
than 1 percent of the investing agency’s assets may be invested in the
common stock of one company; nor may the equity position exceed 15
percent of the company’s assets.

The Board of Trustees has delegated to the staff (Investment Direc-
tor—Stocks) authority to purchase or sell stocks. However, stock pur-
chases must be from the trustee-approved list of 206 companies. The
investment director must also adhere to the trustees’ policy limiting
stock portfolio assets in any single industry to 15 percent, and no more
than 30 percent may be invested in any one of the following broad
categories: basic indu:try, consumer, technology, government regulat-
ed, and financial,13

The investment director reports that these constraints cause no par-
ticular problems and that the stock portfolio includes ownership in 120
companies.' A major criterion of the investment director is that an $8
to $10 million equity position will be possible in any company whose
stock they might purchase. Because these stock investments usually do
not go directly to companies, there is no pressure to buy the stocks of
Wisconsin companies,

Investment Division—Private Placements

Presently, $400 million (all from the retirement funds) is invwlt.d
in prw.ile placements. According to the director of the division,
major reason_{or inclusion of private placements in the portfolio is to
realize an above average refurn on nmwtmmm Ihrnunh assumption of

not restricted to Wisconsin; the majority of private pl

somewhal above average ris arketabili-
ty.

l—

The division currently has outstanding loans to 300 companies
across g variety of industries: railroad, oil, savings and loan, foundry,
retail chain, utility, : viriowe canufacturing companies.’® Loans are
cements are in

ollu.r bl.ms and Canada,
' : . stricl. The

two most important ratios analyzed are thal lopg-term

exceed 40 percent of total caplalization and that the sum of pretax

Sarnimps T Tixed charges will be (hree times the fixed charges for the

last two years (a 3 x fixed charge coverage ratio). The minimum loan is

$2 million_and no credit rating of less than Baa will be considered.

Placements cannot be used as venture_capital—no Ioans-can bemade ta.
campanies in existence Tor 1ess than five years,!?

Il the application has met this initial set of criteria, placement
division staff request additional financial material and check many stan-
dard accounting measures such as rate of return on sales, operaling
margins, tax rates, and cash flow position. Also, the stalf will consult




with outside people and solicit opinions on the company and industry,
and may make site visits to the company.

There have been instances of legiglators criticizing the private place-
ments division for not loaning more money to Wisconsin firms. Conces-
sions in the quality of the company or in the quality of the loan have
not been made for placements in Wisconsin, but there are some allow-
ances made for Wisconsin placements in terms of company size and_
requested [oan Tigures., For companics outside the State, the minimum

_loan is $2 million, and only those whose annual sales are at least $40
million are considered. Wisconsin-based companies may request a loan
as small as 81 million provided their annual sales are at least $15 mil-
lion. Recent loan yields have averaged nearly 10 percent and it is esf:
.mafed that fewer than 17 of the 400 Toans oufsianding are problems.

Investment Division—Mortgages and Real Estate

At present it is the board’s policy that mortgages and real estate
investments shall comprise between S and 25 percent of the fixed-fund
portfolio. On June 30, 1975, nearly $200 million was invest2d in mort-
gages and owned real estate. Return on mortgage and real estate invest-
ments exceed that of the bond division. The average return on the
mortgages division’s portfolio was 7.34 percent as of June 30, 1975.

A detailed set of guidelines is used by the three staff members of
the division in determining which mortgages and real estate opportuni-,
ties will be funded.'® As with the other divisions, all investments ol the
mortgages division must conform to the broad speciflications for invest-
ments set forth in the 1969 statutes.!?

There is a broad diversity of mortgage fundings. In 1975, over §51
million was loaned to 16 income properties—-two shopping centers,
cight apa~tments, two warchouses, a medical clinic, a nursing home, a
manufacturing facility, and a participation in a loan on an office build-
ing. While here is an emphasis on mortgages and real estate investments
in Wisconsin, more than 75 percent of the division’s portfolio is placed
outside the State.

Investment Division—=Shor(-Term Investments

The short-term division has responsibility for investing the state
investment fund which ronsists of 34 separate accounts such as the
general fund (including tne check float), highway fund, local govern-
ment pooled investment fund, and cash of the retirement systems prior
to its long-term commitment. Assets managed by the two members of
the division vary from $600 million to §1 billion. As of May 15, ap-
proximately $775 million was invested by the division. Daily purchases
and sales average approximately $75 million, and the short-term port-
folio turns over every few weeks.

Return on the state investment fund war 9,02 percent in fiscal year
1974, 8.89 percent in fiscal year 1975, and 7.44 percent in the mosl
recent quarter ending March 31.29 The 7,44 percent-rate-¢freturn for
the recent_period as.other-state-otficials-willnole dsan excellent return
since it was 1-1/2 to 3 percent grealer than interest rates generally
available to large citigs, Declining short-term rates in the last 18 mtmllh
are .|llr|hul.lhlc to_nationil trends.

A variely “of short-term investment devices are used: government
agency paper, bank certificates of deposit, open day-to-day and term-
repurchase agreements, commercial paper, and reverse repurchase agree-
ments.2! In mid-May, the assets were distributed as follows: govern-
ment paper — $590 million ($85 million was invested in a single U.S.
treasury bill); certificates ol deposit — $55 million; open end repur-




chase agreements — $6C milliot; and commercial paper — $70 million.
Usually no investments under $1 million are considered, or agreements
under §5 million made.

Operationally, the short-term division receives a computer printout
every day before 7:30 a.m. listing all current investments and specifying
the present value for e~~h discounted security. By 11 a.m. the division
will have been notified of the check float level, will have balanced off
the State’s cash position, and will have checked over vouchers and
amounts for individual transactions. After 11 a.m., the division will
make trades for the following day, including making sales to cover the
State’s disbursement needs for the following day.

Investments are selected by the short-term staff from information
supplied by brokerage houses and from staff’s own knowledge of the
short-term markets. The board’s in-house research staff is not utilized
regularly because forecasting is less useful for short-term investments
than for long-term bonds and stocks.

In the future, the short-term division, in hope of increasing its
options and of obtaining an even greater return on the investment fund,
will request authority to invest in bankers’ acceptances and “Eurodol-
lar” certificates of deposit (the debt securities, in U.S. dollars, of over-
scas branches of U.S. banks). The ability to sell short in the market also
is a possible future investment avenue of the division although the
board’s trustees have not yet given their consent for this more sophisti-
cated and greater risk investment activity.

Administrative Expenses

An important feature of the investment board’s operations is its Jaw
.administrative expense. Table 2 compares the board’s assets to expense
ratio with Those of private insurance companies and nonprofit invest-

ment operations. The Wisconsin Investment Board’s expenses are pro-
portionately lower, and in all but two cases (College Retirement Equi-
ties Fund and the Illinois Investment Board) the board’s expense ratio
is one-fifth that of other organizations.

Table 2

Ratios of Assets to Expenses, Selected Comparisons, 1973

INVESTMENT
INVESTMENT EXPENSES
ORGANIZATION ASSETS (EXCL. TAXES) PERCENT

Acacla Mutual Life $ 607,881,098 3§ 2,774,004 0.456%
Allstate Life Insurance 357,674,020 415,023 0.116%
Aid Assoc, lor Lutherans 1,086,948 891 1. 479078 0.136%
Connecticut Mutual Life 3,116,740,666 57,082,944 1.831%
Continental Assurance 1,818,404,148 4,138,855 0.227%
Equitable Life Ins, 14,971,951,691 57,530,742 0.384%
Franklin Life Ins. Co, 1,433,098,891 2,154,778 0.192%
John Hancock Mutual 10,391 ,836,359 29414166 0.283%
Lincoln Nat'l. Life 2.410,340,286 J.649 828 0.151%
Mass. Mutual Life 4,795,468,874 17,907,492 0.373%
Metropolitan Life Ins. 30,286,075,837 99,071,174 0.327%
Mutual Life of N.Y. 4,044,504,230 16,058,497 0.397%

College Retirement

Equities Fund § 2,600,056,231 $ 1,611,552 0.062%
Teachers Ins, &

Annuity Assoe, 3,370,887,045 4,657,944  0.138%
Mlinois Investment Board 793,726,994 643,628 0.081%

1974 Investment Board 2,520,303.000 524468  0.0208%

Sowrce: Wisconsin [nvestment Board
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The investment board’s administrative expenses are two cents per
$100 of invested assets. As Table 2 shows, in 1974 administrative ex-
penses stood at .0208 percent of assets. This represents a slight decline
over the past decade, during which time assets have tripled while staff
has doubled. In 1945, the percentage for administrative EXPEenscs was
.0289.

Several factors may account for the board’s low administrative ex-
penses. First, the number of staff and their salaries are less than com-
parable to private financial institutions. Second, because most funds
managed by the board may be pooled, there are significant benefits
achieved by a concentration of capii.l in terms of broker and trader
commissions. Third, the board, by being a large institutional investment
operation, receives research and related services as a result of its com-
mission fees, that is, no cash outlay. Fourth, the board, like most state
agen.ies, minimizes expenses for amenities and other perquisites.?2

11
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IV. In February 1976, a bill was enacted in Wisconsin which may pro-
duce significant economic benefits for local governments in Wisconsin
STATE.LOCAL as well as Wisconsin state government. Senate Bill 788 (reprinted in
Appendix A) created two local government investment funds to be

FISC AL ‘managed by the investment board—the pooled investment fund and the
trust investment fund. The pooled investment fund is already in opera-

tion and will receive the hulk of attention in this section.
[ COOPERATION The pooled invest.nent fund is a voluntary mechanism by which

counties, cities, villages, and towns can deposit with the treasurer any
state-shared taxes, local revenues, or idle reserves for investment by the
state investment board. The interest earned, equivalent to the rate of
return for all short-term investments by the board, is credited to the
local government, and funds can be withdrawn on one-day notice with
no penalties. The trust investme it fund perniits local governments to
establish their own investment .ccounts with the state investment
board and to have their funds manaped for a specific period of time.

Background

dug : sasurer in as withdrawn afler 11 days
. = e —
because of pressure from the banking community. Because of a lempo-

rary (15-day) cash Tlow problem in Wisconsin state government, the
program was revived with modifications in the spring of 1976. The
State, which needed cash to disburse real property tax credit payments
to local governments, was and is prohibited from borrowing more than
$100,000 for current obligations and is prohibited from interfund
transfers. Therefore, local municipalities were faced with receiving a
prorated amount of their shared taxes, State officials, however, know-
ing that Wisconsin municipalities collected their main revenues — prop-
erty taxes — prior to February 28, reasoned that the temporary cash
flow crisis could be averted if enough municipalities would defer re-
ceiving their state payment for two weeks. As an inducement for such
“loans,” local governments would receive interest equivalent to that
received on short-term investments of the investment board. Nineteen
local governments left their funds with the State, and the temporary
cash flow crisis was solved.

The pooled investment fund passe i the Legislature under propitious
circumstances. There was a fiscal crisis situgtion and the State’s bankers
were unorganized. While conditions in other States may not be similar,

_the economic Denelits produced by 2stablishmenl of a pooled invest-
<ment Tund might be sufficiently compelling to overcome opposition.2?
A_major_hurdTc in Wisconsin was obtaming the support ol Tocal olmls
who were concerned about allowing the State to retain their Tunds in
:mr*rhc-{mmm OOm WeinTon record opposilig (he
SThvesTITET pool. Qpposition to the pooled investment trust was soft-
<ened, however, by also providing for an investment trust Tand which

~would requirc_individual accounts fo- each Tocality’s Tunds and for a
specified _time. If used; The trust funt will nol ollsel The SLale’s cash
Mow problem since these funds will b2 tied up for specified periods of
time and thus be unavailable to the State.

12
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Provisions of the Two Local Funds

Senate Bill 788 specifies the major similarities and differences be-

tween the po i nd trust investment fund. First, for
both funds, local government officials would tell the state treasurer
whether they prefer to have their portion of shared taxes paid directly
to them or deposited in their account in one of the funds. Secondlv,
both funds permit local government officials to augment their acco- "=
in the investment board with idle reserves and any other local -
available for investment. Third, for both funds, a maximum of one-
fourth of 1 percent of earned income will be deducted by the state
investment board for administrative costs.

Fourth, local money in the pooled investment fund, while credited
to individual local government accounts, would be pooled with state
funds for short-term investments. Local money in the pooled invest-
ment fund would earn interest based upon the average yield of all
short-term investments determined quarterly by the investment board.

Local funds in the trust investment fund would not be commingled
with other local funds or state funds and unlike the pooled fund, inter-
est on trust investments will be determined by the vield on each sepa-
tate local government account.

Fifth, local officizls depositing funds in the pooled investment fund
need not specify on what date they would like their principal and
interest returned. Local officials depositing funds in the trust fund must
designate the length of investment time for their funds, and incur any
financial penaltics for early withdrawal of their monies from the trust
fund.

How the Pooled Investment Fund Works

The mechanism for direct transfer of local government funds from
the state treasury to the investment board serves two functions: (1) it

reduces the amount of fime which local government funds would sit
idle and nat receive interest, and (2) it helps the State handle emergen-

cy _cash flow problems,

Operationally, the desosit and withdrawal system is quite simple, If
a local unit of government is depositing money in the pooied invest-
ment fund from its state shared taxes, that government gives the state
treasurer written instructions as to the amount which the State should
retain. IT a local unit of government is depositing idle cash from its own
treasury, the local treasurer would ask the local government’s commer-
cial bank to transfer the funds to the state treasurer for deposit in the
investment pool. The investment board will receive its information
from the treasurer’s office and it will be included in the daily total cash
figure which can be invested. The invesiment board is not notified by
the towns directly,

For withdrawals, the same process would be used. If notice of a
partial or total withdrawal of the municipality’s funds is made by 10
a.m., the state treasurer’s office will issue a check that same day and
transfer by telegraph the funds to the working bank of the local govern-
ment. If the check cannot be issued until the next day, the local govern-
ment also would be credited with an additional day’s nterest,

The interest earnings are computed on an average yield for a quarter
and are based on the average daily balances of each participant’s share
of the short-term investment fund. Computer programs are used 1o
determine the balance, deposits and withdrawals on a daily basis for
each local government.,
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Advantages of the Pooled Investment Fund

Both the local governments and the State should benefit from this
investment pool. For the State of Wisconsin, the new arrangement of
localities voluntarily leaving their funds will provide a mechanism to
help 1t deal"with_fhe periodic, feniporary cash flow problems. In turn; -
the State’s credit rating will not suffer because of frequent cash TTow
difficulfies. Local government funds provide additiomal capitat-to-the—
state investment fund; therefore, the state agency may experience-a
better rate of return on investments and realize economies of scateon
the cost side, Moreover, any constant flow of new short-term capifal
from local governments will enable placements in those investments
that are providing the best current rate of return—thus possibly raising
the overall rate of return on the State’s short-term investments.

Increased cooperation between state and local fiscal officials, it is
hoped, will reduce the distrust of state government by local government
officials. Finally, to the extent localities experience an improved finan-
cial status, the State benefits indirectly.

For local units of government, the pooled investment fund will
operate as a checking or demand-account.which pays a higher rate of

return than local governments could obtain on their invested funds. -

~ Officials in the Wisconsin Department of Administration conducted
a comprehensive analysis of local government investment practices and
discovered that 81 cities and 67 percent of all towns and villages in
Wisconsin received no interest income in the 1974 calendar year. Many
local officials simply placed idle cash reserves in noninterest bearing
demand accounts in local banks.

Local governments should get higher returns on-their funds-because
the investment bourd can invest in high-yielding, short-term investments
such as repurchase agreements and commercial paper, because of lower
dealer fees and because of the greater expertise of the board’s profes-
sional staff. For example, because local governments will receive the
same rate of return regardless of whether they invest $2,000 or
$200,000 (that is, there is dollar averaging across investors), smaller
towns and villages most likely will receive higher interest than if their
accounts were invested separately.

In addition, the pooled investment fund, by providing local officials
an alternative investment option, may force banks to provide more
services to local governments in order to maintain the locality’ operat-
ing funds.

For some municipalities the flexibility of the pooled investment
fund will permit an integration of local governinents’ investment poli-
cies with their cash flow system. As noted previously, local govern-
ments may invest funds for any amount of time—one or two days or
much longer periods, 'Jclugmml_c_g_!_ijghwrthMLmumu

ipalities will not be penalized for early withdrawal or caught in a cash

fl roblem-because-of 1Mliquid investments, In fact, the liquidity of
ﬁ%@mﬁmms and the mechanism for rapid transfer of
funds from the state treasurer to local treasurer will enable local govern-
ments to receive their funds on the same day or one day after their
notice of withdrawal.

Costs involved to state and local governments.from the local govern-
ment pooled investment fund are nominal. Local governments, in fact,
incur only the costs of a phone call or postage for a letter to the state
treasurer. The state investment bourd, as stated in the legislation, will
dedvct a maximum of one-fourth of | percent of all earned interest for
administrative expenses. 1 is anticipated the actual administrative costs
will be significantly Tess than this amount.

14
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Orne possible difficulty that could ajm&w?rlrﬂ?ey
left by local governments in the general fund at the request of s ite
officials, for use in temporary cash {low difficulties, WIS Ot nvest-
ed but distributed to local governments who need their share. Lender
local governments will receive interest on these funds just as if they
were being invested by the investment board. §i

not invested, there is an interest expense for the State that must later

—

be _appropriated {rom the general fund, It is not clear how much of 3

problem this will be and state officials do not agree. While there is a
cost 10 the State of Wisconsin associated with operating the pooled
investment fund during cash flow difficulties, this cost will be less than
through borrowing on the short-term markets which is not legal under
present law. Of course, any final solut.on to the cash flow problem
must await statutory changes that spread payments throughout the year
rather than require very large payments once or twice a year,

The Investinent Trust Fund

As established, the local government trust-investment fund will be a
vehicle for longer-term fixed investments by local governments, The
trust fund, then, is conceived as a different type of investment option
than the pooled investment fund.

Unlike the pooled investment fund, capital in the trust fund cannot
be used by the State for cash flow purposes because it is in fixed
investments. In terms of administrative/bookkeeping costs, the trust
fund also is less advantageous—the Department of Administration must
set up an individual account for each municipality (potentially 1,400)
and maintain rccords on the type of investment interest earned, com-
pute penalty charges for early withdrawals, and set up procedures for
notifying local governments when their investments have become ma-
ture. In contrast, for the pooled investment fund, the Department of
Administration, in coopcration with the state treasurer’s office, needs
only to maintain records on the average daily balance of a municipal-
ity’s account during each calendar quarter as all accounts will receive
the same rate of return.

If most locul governments use the trust fund for 'ong-term invest-
ments (over six months), the administrative task would be manageable,
although still an additional burden to the investment board. If local
governments wish their funds to be managed and rolled over frequently
in short-term investments, the board might bc overwhelmed, given pres-
ent staffing.?

Initial Results of the Pooled Investment Fund

The pooled investment fund became effective March 1, 1976, with
$61.5 million in deposits from local governments that left their state
shared taxes with the State to assist with cash flow problems. Aflter the
temporary cash emergency, local governments withdrew over $45 mil-
lion. Five cities kept their shared taxes in the investment pool during
the month of March and received a 7.44 percent rate of return, the
overall short-term investment yield for the first three months of 1976.
Madison, Wisconsin, earned approximately $62,000 on its one-month
investmeat of $9.7 million.

Overall, the pooled investment fund has been well received, and
now, after the initial period of communicating the details of the pro-
gram to local officials, participation is increasing. In one two-Week
period in mid May, 26 additional local units of government invested
cash in the pooled fund, As_of July 12, 1976, local governments had
nearly $28 million in the (ind,* e DN
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Start-up costs of the pooled fund were minimal as coordination for
che program involved no budget and limited staff time. It appears no
additional state employee must be hired for investment purposes. One
person may be hired to serve as the principal information and resource
ccntact for local governments although a final decision has not been
reached.

Few complaints have surfaced to date. One city treasurer who has
left shared taxes in the pool and also has transferred an additional $2:1
million of the city’s cash to the pool sees only two needed modifica-
tions. First, according to this official, the investment beard should
disseminate brief biweekly or monthly reports on what types of short-
term investments are being made. This information, he suggests, would
be useful for his own investment operation and could also be used to
inform the elected city officials that the pooled fund will provide a
superio; economic return,26

Secondly, the city treasurer hopes that when local governments
withdraw their funds from the pool, the interest will be returned im-
mediately with the original funds. Currently, earned interest will be
returned at the end of the next calendar quarter when the investment
board computes the rate of return on short-term investments. Local
treasurers can, of course, make estimates of their cities’ interest income.

Implementing the Pooled Investment Fund in Other States

In Wisconsin, the pooled investment fund benefits state and local
treasuries. In States without a centralized investment unit, establishing
an investment mechanism for local governments would be considerably
more difficult. States without financial expertise in short-term invest-
ments probably should not initiate a pooled fund until an investment

board is operational for several years or until appropriate staff can be
hired. States with an existing investment agency will need to consider
how a sudden influx of local funds will alter current operations. For
instance, computer programs must be developed by the investmetic
agency or treasurer’s office for proper crediting of municipal accounts.
And, until other States duplicate Wisconsin’s 1apid deposit and with-
drawal system, some mechanism must be establ.shed so that local gov-
ernments do not lose substantial interest income (rom slow transfer of
tunds.

Not all Stales may wish to assume additional functions and not all
States wou™ ' receive as many economic benefits as Wisconsin, If a State
is not invesding in the shorl-term area, local government funds would
not permit a concentration of capital and higher yields. 1 a State is not
experiencing cash flow problems or distributing large sums of cash to
local governments, the pooled fund would be less attractive. If there are
many cities with their own investment programs, participation in the
pooled fund would be less beneficial,

The pooled investment fund would appear to offer many economic
benefits o state and local governments, given an appropriate invest-
ment framework. This fund will not solve any major existing problem
but it may generate state and local revenues without extracting these
resources from reluctant taxpayers. Few programs can be assessed so
favorably,
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Another aspect of the overall cash management system in Wisconsin
is the “state working bank.” The state working bank is selected by the
State of Wisconsin Investment Board. Authority for selecting the bank
is found in Section 25.17 of the Wisconsin Statutes:

(61) [The Board Shall]. . .designate public depositories for the
deposit of public moneys. . .coming into the hands of the state
treasurer; allocate the deposits of all public moneys coming into
the hands of the state treasurer, and limit the amount of such
public moneys, as determined from the state treasurer’s records,
which may be deposited in any public depository so designated,

. . .only such banks as have been named by the investment board _
as working banks shall carry state deposits on which checks are
drawn to conduct the daily business of the state, all of which
deposits shall be payable on demand.

The Legislature wisely avoided enumerating the selection criteria
leaving that task to the board. Although the law would permit more
_than one working bank, the State of Wisconsin Investment Board has
concluded that the operational advantages-of using only one bank out-
weigh any operational or political disadvamntgges. Tius, There I only one -~
‘Wisconsin bank serving as a depository for the State’s funds. There are
both operational and fiscal advantages from having one state bank in-
stead of (wo. Coordination among a single working bank, the invest-
ment board, and the treasurer’s office is an easier task because of a
single disbursement account. Fewer man-hours are required to resolve
any problems or issues when there is only one bank and better service
usually results from having a super account with one bank instead of
medium-sized accounts with (wo banks. instead of
as a fiscal benefit as well in that no interest will be lost 0
transfer time between banks.*’

The state working bank in_Wisconsin is selected _on the basis-of
proposals submitted by the interested banks.?8 Under the most recent-
Ty Tised procedures, there 1s no ending date—a six-vear working arrange-
ment has been normal, It is anticipated that a thorough review of costs
and services will occur at two-year intervals, Either the State or bank
can terminate the arrangement with 12 months notice.

Activities of the State Working Bank

..a banker for the State, the First Wisconsin National Bank will
provide many of the services it provides for its largest corporate cus-
tomers. In its relations with its banker, the State’s objectives are the
same as a corporation’s: (1) accurate reflection of its cash situation at
any point in time, (2) efficiency in the provision of services at a reason-
able cost, and (3) rapid and accurate transfer of funds in order that the
“tate can make maximum earnings on its funds.

The state account ranges from $2 million to $100 million on any
particular day. Thus, the volume of work is considerable, During the
year, there will be cight million deposit items to the state account that
must be processed. There will be 4.6 million checks and 4.5 million

17

T T ey e T T )
S RIS




reconciliation items directly related to the state account.?® Deposits
are made by mail, lock box, wire transfer, and over the counter. All
fjisbu;gements are made by check with several series currently being
used.

Although there may be numerous modifications and refinements in
the procedures followed by the State and the working bank, the essen-
tial services "equired by the State are reasonably well defined by the
investment Loard, state treasurer, and Department of Administration.
Based on these services and the anticipated volume, the ban” s bid for
the State’s account. Among the services needed are:3!

(1) The minimum time of credit shall be at least that provided by
the Milwaukee Office of the Federal Reserve Bank of Chicago

(2) The state working bank, if located outside Madison, shall desig-
nate a Madison bank to serve as its agent and accept all deposits
made on behalf of the state treasurer,

(3) Special courier runs from the state treasurer’s office to the Fed-
eral Reserve Bank and to Chicago Loop banks to coliect large
dollar items,

(4) Lock box services used by employers for withheld state income
taxes and also for motor and special fuel taxes,

(%) Same-day transfer of funds for settlements resulting from short-
term investments,

(6) Normal checking services plus separate reconciliation for each
of several series of checks, microfilms of all cancelled checks
and microfiche indices of the microfilms,

(7) Telegraph transfer services, and

(8) Foreign exchange services.

In order to [acilitate the State’s investment program, each working
day at 8:15 a.m. the bank must notify the state treasurer of the collect-
ed balance in the State’s account in order that short-term investments
can be made that day. A monthly account analysis will be provided
showing the average daily balance and the resulting excess or deficit
position in compensating balances.

Banks and the Selection Process

As noted above, the state working bank is selected by the invest-
ment board from among those Wisconsin commercial banks which pre-
pare and submit a propesal for the State's account. Not all banks are
anxious to have the State’s account, The volume is great and it will have
a signilicant impact on the bank’s operations. Obviously only a large
bank with a highly computerized transit department could handle the
very large volume of work generated by the state account. If the bank
doesn’t have accurate information about its internal costs, income from
this account may not cover the costs associated with servicing it.
Another important consideration is what happens when the account is
shifted again in 6 to 12 years as seems entirely likely. Since the addition
in demand deposits resulting from the State’s account are substantial, it
may be necessary to increase the bank’s capital structure, Finally, po-
tential biddes must consider what, if any, effect serving as the state
working bank vill have on other large bank customers (¢.g., will these
customers want banks to bid for their account.?).
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On the other hand, both state officials and bankers believe there is
some prestige in being the State’s banker. Banks might also see this as
an opportunity to make new contacts and possibly as an opportunity to
further develop certain banking functions that nreviously had rectived
too little attention. Undoubtedly, however, the :hief reason Wisconsin’s
banks would consider bidding for the State’; account is to increase
profits.

Competing banks’ proposals are submitted in terms of compen-
sating balances that the State must keep in demand deposits at the
working bank. The State provides information on the type and volume
of services needed. Each bank details the costs of handling the State’s
banking business and indicates what compensating balance is required
to cover these costs including whatever profit the bank considers appro-
priate. Appendix B is the proposal form devised by the Wisconsin In-
vestment Board.

Table 3 illustrates the computation of costs and their relationship
to compensating balances. In this hypcthetical one-month period, the
State’s balance exceeded the minimum required balance so the resulting
excess is credited to the following month In instances where the State’s
balance was below that needed to cover tiie costs of administering the
account, the deficit would be made up in the foilowing month.

Again, in the Table 3 illustration, a deficit would occur if the
monthly direct charges had exceeded $52,016 or if the compensating
balance had been at a level such that the interest credit 1102 percent of
the treasury bill rate) was less than $48,705, or sonie combination of
both.

Table 3
Example of Compensating Balance Credit Calculations

Total Monthly Direct Charges 48,705

Average Collected Balance in the State’s
Accounrt During the Month 10,618,300

Less 12 percent Federal Reserve Requirement 1,274,196
Net Collected Balance $ 9,344,104

Interest Credit Computed at 102 percent of

the Average Treasury Bill Rate (6.55 percent)

for the month® (102 percent x 6.55 percent =

6.68 percent x $9,344,104: 1™ = 52,016

Excess Credit (§852,016 - $48,705) available
to apply to subsequent month’s charges 3,311

8102 percent of the average treasury rate is the credit rate determined by the State and the bank
through the “bid" process.

Source: State of Wisconsin, “Specifications for Proposals to be the State Working Bank," Appen-
dix B, October 15, 1975,

In addition to providing the services listed previously, it is the view
of investment board staff that the state working bank should have
deposits of at least $120 million and that its capital, capital notes,
surplus, undivided profits, and reserves equal at least $11 million.32
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Questiors that might be ashed are, “Is the investment board the
most appropriate agency to select the state working bank?”’ and “Does
the selection procedure insure that the State gets the best pousible
deal?”

Regarding the first question, it is true that on a day-to-day basis
both the treasurer and the Department of Administration have more
extensive dealings with the state working bank than the board. The
procedures developed will affect these agencies most directly, and the
board has no particular expertise in developing the needed cash manage-
ment, auditing, or accounting systems.

No compelling case can be made for an independent investment
board’s selecting the state working tank. Nevertheless, in Wisconsin the
board’s independent status, its arms-length review of proposals, and its
generally good reputation lend considerable credibility to the selection
process. Moreover, the trustees have financial and investment expertise,
sulicit the ideas of the treasurer’s office and the Department of Admini-
stration in developing the specifications, and seek the advice of their
custodian bank in New York City in evaluating the proposals.

Whether or not the State is getting the lowest possible costs as
reflected in the required compensating balance is not known. However,
the bidding procedure would seem to assure a reasonable charge for
services. State officials appear satisfied. The response by the Wisconsin
state treasurer is believed representative:

(13

. .under the State of Wisconsin philosophy of securing bids to
serve as the state depository, we feel that the bidding banks
through competition will arrive at a proper cost factor for their
services. As a matter of truth we would be very reluctant to im-
pinge our limited knowledge of bank costs upon banks who should
bid on the basis of their own particular costs plus a reasonable
profit.33

Again, this is not to suggest that the investment board is precluded
[rom reviewing the bank’s range of services, professional staff, equip-
ment and facilities to ascertain if the bank can provide a proper level of
services.

Utilizing the State Working Bank in Other States

In most States, the greatest obstacle to implementing the single
state working bank concept is political. In Wisconsin the state working
bank has been in operation for over 20 years and is generally accepted
by Wisconsin’s bankers. As taxpayers and businessmen it is difficult for
banks and bankers to argue with the substantial efficiency savings and
investment earnings.

Needless to say, the State’s bankers have not always been so san-
guine where the single depository for stale money is concerned and as
noted in the previous section, they opposed the creation of the local
government investment funds. Perhaps the rationale most frequently
advanced for maintaining numerous stale accounts is the economic de-
velopment one: these state dollars are used by local banks to generate
additional business in the region, The viewpoint expressed by Wiscon-
sin’s elected treasurer seems appropriate:

“Up to this time (although I admit there is considerable pressure
to the contrary) the State of Wisconsin, the In «stment Board
specifically. . .subscribes to the philosophy that moncy is a free-
flowing object of trade that ignores political boundarizs, and that
attempls to promote local or regional business through bank de-
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posits is to little avail. We tend to feel that generally such deposits
are merely invested by the receiving bank in that form of invest-
ment which will realize to that bank the greatest income,34

In other words, many investment officials do not accept the eco-
nomic development argument since local government funds will be used
wherever the bank can obtain the highest rate of return—usually not in
the local economy unless it is expanding rapidly. Furthermore, a num-
ber of States require that banks must put up collateral as security for
state deposits. For instance, in Kentucky; banks must post government
securities worth 110 percent of the uninsured portion of the deposit.
Consequently, the result of these “linked dcposits’ in Kentucky is that
state deposits of public funds in commercial banks may reduce the
amount available to promote economic expansion. Recently, South
Dakota dropped the collateral requirzmen:te on state deposits from 100
percent to 5 percent potentially “freeing up’ an estimated $180 million
in South Dakota banks for other investments and loans.

The local economy and town residents, in fact, may benefit pre-
cisely because local funds are temporarily withdrawn from local banks
in order to obtain a better interest rate elsewhere, such as through
investments in the State’s local government pooled investment fund.

From the standpoint of being able to engage banks that can provide
the necessary services, a State’s largest banks probably will bid to be-
come the state working bank. Since the size of state government and
the size of banks are both somewhat related to population, it seems
likely that within each State there are banks that could handle the
State’s business. The banks in Wisconsin that bid on the state account
have total deposits of $1,859,678,000 (First Wisconsin) and
$581,525,000 (Marshall & Ilsley). This makes them the 48th and 161st
largest banks in the country, suggesting that banks of varying size can
handle the state account.3

While Wisconsin uses only one bank, it would be possible, if slightly
more difficull, to use more than one working bank. For example, South
Dakota uses two banks and alternates cach month. A thorough analysis
of the services required and volume of transactions within various state
accounts would reveal the complexity involved.

In branch banking States, it might even be easier to implement the
state working bank concept since transactions could be made through-
out the State with immediate accounting. Collections and cash disburse-
ments would occur more rapidly.




VL
TRANSFERRING

THE
WISCONSIN

PROGRAM

Some innovative state government programs are not applicable to
many other States. This one is. It is not associated with size or composi-
tion of population, rural/urban considerations, size of State, gzography,
or the State’s fiscal condition. All States collect large amounts of mon-
ey and expend large amounts of money; therefore they have an enor-
mous cash flow. All States have significant amounts of cash that are not
needed for payments on any particular day and which, therefore, could
be earning interest.

The review of the Wisconsin investment program suggests that the
administrative factors are probably less important than the political
ones in precluding the transfer of this comprehensive investment pro-
gram from one State to another. The two groups most adversely affect-
¢d appear to be bankers and existing boards, agencies, or councils which
are responsible for investing various public funds. The latter group
simply will not want to have this important investment responsibi'ity
transferred from it to a centralized investment board. The reasons are
easily deduced and don’( require cxpansion here. Bankers naturally will
not like losing the earnings from the deposits of the State. The combin-
ation of establishing a state working bank, investing the check float,
creating a local government investment pool, and investing idle cash
balances are all programs that result in greater carnings for government
at the expense of banks. In the case of both centralized banking and
centralized investing the beneflits to government can easily be measured.

Opposition may also come from the state treasurer since a compre-
hensive investment program probuably will mean the treasurer’s loss of .
some control of these funds. In Wisconsin, for example, the Depart-
ment of Administration, not the treasyrer, operates the computer sys-

fem and performs the data processing and accounting. The investment

board and staff make all the investment decisions.
Legal Issues

State investment policies are influenced by the institutional setting
in which investment policy is developed and by the philosophy and
investment goals of various policymakers, but all of these factors are
circumscribed by the constitutional, statutory, and administrative
guidelines of the individual States.

In numerous States, the laws are silent on many matters affecting
the development of a comprehensive investment program. Such was the
case in Wisconsin and interpretations of the statutes generally have been
strict in findings that necessitate specific statutory provisions auth-
orizing board activities—the municipal investment pool, the investment
of float, expanding the types of instruments that can be used for invest-
menl purposes, and the use of a custodian bank in New York City to
physically hold and transfer securities,

There are other instances where the statutes limit the number and
types of securities which may be held in the portfolio, the time periods
an investment may ‘be held, or the amount of treasury balances that
may be invested. The use of banks as holding institutions for treasury
balances when the money is not invested may also be subject to statu-
tory limitation,
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Equally as important as the statutes or administrative guidelines are
the administrative procedures and policies (sometimes spelled out in
law) that greatly affect the potential for cash management. Wisconsin
has a system of centralized cash disbursement; rapid and centralized
collections through lock boxes; one bank account; regulations requiring
agencies to transfer funds immediately to the treasury; a centralized
uniform accounting system, and a sophisticated, centralized, computer
system. This centralized management capacity is lodged in a Depart-
ment of Administration which has considerable authority over manage-
ment systems and reports as well as budgeting and personnel. These
factors certainly facilitate the development of a comprehensive state
investment program. As the Wisconsin case shows, developing an exten-
sive investment program can occur in stages with an investment board,
followed by a working bank(s), and sophisticated accounting and com-
puter systems, flexibility in investment instruments, and a custodian
bank.

Another w.jor component in the present program is competent
staffl to manage over $2 billion in assets. However, the market for
investment professionals is a national one, so it should not be difficult
to attract personnel if reasonably competitive salaries are offered. It has
been suggested that many state capitals offer pleasant living environ-
ments that many prospective employees would find desirable.

An equally important issue is whether outside consultants should
manage state investments or whether this important activity should be
conducted by state employees. While States may wish to divide invest-
ment operations between government and nongovernment employees
for a period of time to determine which group achieves greater success,
several items suggest that in-house investment may be the preferable
course. First, responsibility for state investment operations should be
assumed by a stals official who can be rewarded or disciplined based on
performance. With delegation of this responsibility to an outside firm,
there is less control of personnel, and little redress for poor investment
performance except dismissal of the firm. Secondly, if state officials
invest state funds, they are investing some of their own retirement and
tax funds, a procedure which is different than investing someone else’s
funds, Thirdly, and perhaps most importantly, in-house investment sal-
ary costs (for an equivalent level of service) will nearly always be signifi-
cantly less than private firms' salaries. If this differential in salaries
could be offset by higher investment returns from private consulting
firms, there would be no problem. Private consulting services, however,
have not consistently produced better investment yields than state in-
vestment officials. Finally, in-house investing has no administrative mar-
keting or advertising expense.

In sum, if the political obstacles can be overcome and translated
into satisfactory legislation, then any State can begin developing the
computer and accounting programs and banking relationship needed to
pursue an efficient investment program. The State of Wisconsin appears
to be managing its cash flow in such a way as to permit maximum
investment opportunity, There are no idle cash balances in Wisconsin,
only a compensating balance to pay for bank services. There are very
few unutilized or unauthorized investment channels.

In conclusion, the modifications described in this report, almost
always mandated by specific statute, have resulted in an investment
process in Wisconsin that can serve as a model for other state officials in
evaluating their investment practices.




FOOTNOTES

1. Derived from data presented in State of Wisconsin Investment Board

1. Derived from data presented in State of Wisconsin Investment Board Anmual Report
for fiscal yea: ending June 30, 1975. p. 6.

2., Annual Report, p. 8.

3. The Legislative Audit Bureau reports that some state departments have a few small
working or contingent checking accounts which are restricted for specific payments.

4. Interdepartmental memo {o Pat Huays, Bureau of Budget and Planning, from Peter J.
Nelson, Assistant State Treasurer, November 28, 1975,

5. Interdepartmental memo to Pat Hays from Ken Engle, dated December 11, 1973,

6. Investment Doard, “Manual of Functions, Goals, Policies, and Procedures,' October
15,1974,

7. Both amounts repre.ent increases provided in “975 Assembly Bill 222, Sections 256
and 257, respectively.

8. The investment board addres=s the social resp: nsibility issue in its Annual Report for
fiscal year ending June 30, 1975, pp. 19-20.

9, See State of Wisconsin Investment Board, “M. nual of Functions, Goals, Policies, and
Procedures,” October 15, 1974,

10. A number of restrictions have been placed on the private financial transactions of
board employees to prevent unethical behavior, No employee, including support personnel,
may purchase a new stock or bond offering until it has traded on one of the financial markets.
In addition, a board employee cannot buy issues of a company at the same time as th ¢ board is
adding the issue to its portfolio unless the employee can demonstrate a long-term continuous
pattern of purchasing the specific issue. Furthermore, each investment director must file with
the executive divector a quarterly report listing all equity transactions. Finally, all board em-
ployees' federal tax returns must be submitted with the Wisconsin state tax return, and state
returns are audited annually.,

11, Annual Report, p. 13,
12, Annual Report, p. 18,

13, “Manual of Functions, Goals, Policies, and Procedures,” page 11, 1t is also policy of
the board that “no investment shall be made In stocks of companies whizh sell as o substantial
product line tobacco, liquor, or gambling."

14, Interview with James Severance, May 14, 1976.

15. See “Background and Operations of the Private Placement Division," a paper prepared
by Robert Zobel, Investment Director for Private Placements,

16. By policy of the board, no private placements are made in tobacco and alcohol firms
or in real estate investment trusts, Few placements have been made in the insurance, finance,
and medical felds because of limited stalf experience with those arcas, Normally preference
will be given to loans which generate new jobs through capital expansion if the return is nearly
equivalent to other loan applications, No distinctions are made according to characteristics of
either the owner or company product line except those noted above.

17, Nor may the placements division entirely own a firm, a policy adopied by the board's
trustees, Trustees, however, will permit the division director to sit on boards of directors of
various companies, As the largest lender to many smaller firms, it would be appropriate for the
investment board to be given a board seat, The current division director has decided not to
become o member of any boards because of time constraints,

18, Sce the 1975 Annual Report, pages 9, 10.
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1Y, It is understood that much of this section of Wisconsin law was derived from New
York Stututes (Chapter 260, Section 34).

20. The 9.02 percent return on an average daily balance in fiscnl 1974 of $662 million
earned $5.9 million for the State. In fiscal 1975, $54 million was genezated.

21. According to investment agency officials, Wisconsin is oric of a few States that uses
the reverse repurchase agreement. The South Dakota Investment Council, also a sophisticated
state investment agency, has arranged double-reverse repurchase agreements. In contrast to
other state governments, the investment board normally does no! invest heayily in bank certifi-
cates of deposit, Certificates of deposit (CD’s) limit investment flexibility because their rates
arc established for a given time period, thereby preventing investment officials from taking
advantage of fluctuating interest rates on other investments. Also, because CD’s arc not collat-
eralized, CD's are not easily transferred in the national market.

22, Readers should note that the board’s tax-exempt status is not the primary reason {or
its lower administrative expenses. In Table 2 the asset/expense comparison was computed with
taxes excluded.

23. The Wisconsin legislation was modeled after a 1973 local government investment
program enacted in Oregon. In Oregon the program was available at first only to county
governments and larger cities, Presently, the majority of local governments in Oregon are
participating in the program, and the level of local funds has expanded from $100 million to
over $400 million.

24. The investment board has not yet established criteria (such as minimum times for
investments, types of investments, and restrictions on number of purchases) for the trust fund.

25, Memo from Peter Nelson, Office of the Wisconsin State Treasurer, July 1976.

26. The Department of Administration anticipates that a monthly letter will be distrib-
uted to local officials whose citics huve funds in the pooled fund, However, it is unlikely that
specific investments will be identified.

27, In South Dakota, for example, state funds are rotated each month between two
banks, and a South Dakota official estimated that this costs the State one day’s interest on §5
million each month—or over $8,000 per year (assuminga 5 percent interest rate and a 360-day
year),

28. F'rom 1958 to 1964 the siate working bank was First Wisconsin National Bank of
Milwaukee; 1964 to 1976 the Marshall & IHsley Bank (Milwaukee); and in 1976 First Wisconsin
is the state working bank. Only these two banks bid on the state account although it has been
suggested five or six Wisconsin banks are large enough (o handle the State’s account.

29, These volume figures are reporied in an investment board staff memo to the trustees
dated June 17, 1975, The number of deposit items was provided by Peter Nelson, Office of the
Treasurer,

30. Washington State adopted a lock box procedure for all state tax remittances in mid-
1975, At that time, the Department of Revenue anticipated a reduction in collection costs of
$60,000 annually and increased earnings of over $340,000 a year based on additional invest-
ment through quicker tax collection, The bank involved handles the deposits without charging
the State a fze,

31. Taken from a 10-page memorandum (plus appendices) prepared by the State of
Wisconsin Investment Board entitled **Specifications for Proposals to be the State Working
Bank," dated October 15, 1975,

32, Memo to trustees from the stafl’s State Working Bank Committee, dated June 17,
1975,

33, Letter from Charles P, Smith, Wisconsin State Treasurer, to Jack Kiley, Admini«* . «
tive Assistant to the State Treasurer of Washington, dated July 19, 1972,

34. Wisconsin State Treasurer Charles I, Smith, letter to Jack Kiley.

35, Dased on information compiled by the American Banker, 525 West 42nd Street, New
Yor.* City. Data are for June 30, 1975,
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1975 Semate B TR Date published®: pyrory 20, 1976

CHAPTER 164 » LAWS OF 1975

AN ACT 10 amend 20.906 (1) and (5), 3400 (intro), (1) and (8) (), 39.75 (1} and 66.04 (2);
and 1o create 16,5 (10) and (11), 20000 (11), 20055 (¥), 20906 (6), 2317 (1) {ig) and
Ljr), 25.50, 23.55 and 59.74 (2) nl' the alvla, relating to stute treasury cash Mlow management,

bliahing & local fund und & locsl powernment Lrust-investment
fund and .-mml rube-making ulhml}.

The people of the siare of Wisconsin, repersenied in senaic and gisembly, do emact a3 follows

SECTION |. 165) (10) snd (1) of the statwies are created 1o read

1853 (10) Priowrry of cLanm If, betweos the clfective daie of this st (1975) aued 30 days
aler the publicstion of Uhe budget sdopmed for the 197779 fic | bucanism, aa emergracy arme
which requirm 1he deparimeat 10 draw vowchers for Payments which will be in evcess of available
funds in ey sate fund, 1he mcretary, is comsellation with the stale Uressurer and 1he joust
ommiliee on finance, may prorsie sod sablah priority schedules for all payments, including those
poyments for which s specific paymest dats e provided by susluie. The secretary shall draw all
voichers according 1o the following prefersace.  All direct or Indirsct payments of principal or
imterest on siaie bonds and mtes have first priority and may pot be proraied o reduced wnder this
wubscction.  All uie employ: payrolis shall beve Ind priocity, All payments o local waita of
governmenl which are required by statste 1o be made on & ipecific date und all aid paymeats (o
indindsls have Jrd priovity, All remaining payments have dih priocity, The secrstary shall
maintali records of all claims prorated cader this sabssction and thall provide wrillen motice 10 the
wate treaturer when o potential cash Mow smergeacy b anticipated,

(11} INTEREST ON PRCRATTD PAYMENTL Paymesls peoraied under sab. (10) whick are
paysble 10 focal wnits of govsramant shall cars lnterrst oa the daily unpaid balance sl the rates of
interest earnsd by ihe siate iovestweni fund during the calendar quarier la which the procation
oocurred. The interest paymests usder this subssction shall be cradited 1o 1 respective kocal units
of government 51 Lhe end of Uke quarier in which Lk provslion orcurred.

SECTION 1 20002 (11) of the statutay is crested 10 resd

20007 (11) Trsroasay BLALLOCATION OF BUBFLLS CENINAL FUND arrsorsisTiows. All
appropriations aad special sccounsts withia the geaeral fund may be made temporanily avsilable fo
ihe purpose of allowing or [mamciag d of piber geseral fusd acuvitie
which do mot have siTociest funds im theis sccoust bul hars sccowsts recerable balusces The
wcreiary of i ahall ine the wad allowabality of the sccousis
receivable bulosces fof this purpose and shall specifically spprovs 1he st of serphet proeral fanch
e wse by specilied sctivh @ or programe. Tho secretary msy sssess & special interest charge again.
ihe programa of sctivties w izing serples fusds wader ihis sabseciion is amousts sl 1o exceed the
dally lnterest varmings ro'e of Jhe sale vestment fund during the prriod of treasler of surples fends
o other sorousts of

SECTION 3. 20033 (8) of the satwies i croaied 1o resd,

20033 () Pavmanmi T LOCAL UNITT OF COYEANMENT, (8) [Rirreil oa prossed paymeni:
A sum sulTicknt to pay letar il on 1o local waits of g wnder 1. 1633 (11).

SECTION 4. 20906 (1) and (3) of 1he staiusen are smended (o resd;

[TeTTT— srsaen
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20906 (1) Fonguasey o orrours Usbess otharwise provaded by Liw, oil moneyy colbeciod oo
frceived by any slaie agescy for or in behall of the vain or which i requirsd by law 10 be lurned
i e ptaie rvasery, shall be doposiied in o transmitied 10 Iba 5 rustery al hwil once & weeh
and al whaneees of gther limes a) fequined by the governon gf Lbe ALALC Lisaiuier ead shall be
accoempanmed by o fatemest i vech form es (he Ireasurer may prescribe showing the ame 1 of sech
wodbeciomg and from whom and for whal purpost o om whal sccouni (he same wan reoemved. All
moneys pabd into the tressury thall be crodited 10 the penersl purpose resenises of the peneral fund
wabeus o herw ine specifically provided by las

(30 Communmins PRACLIMNT TO BELTAVE OF APFROFRIATIONE. ATl 8ppeoptinlions smede-by-Lsw
Trom stute revemves for apency, are made on the wipross conditions (hat swch saie agency
Py wll moneyy recuived by It into the Wate tresiury within om week of reoeipt of ae pfien

. nd conlormi with IHIIIIMNW}
bath @ 1o program rrvenies and .nuul p-rp- revanss sppropeisiieas [rom all lends. Lipon fadure
o womply with ibe shovs ol sdmi whall refuse 10 draw m
wartant, and ibe slate treasarer shall m‘-- o poy sny moneri appropriaied 10 the Wale apency
from siste revenwes, walil compliance it mede with sad condil ins—and spen__ |iics e oo
nlwal o %0 womply, slier due sotice tecerved from (e deperiseni of sdmanniisiion, ssy
Approniiilont mede-bp-bes [rom sate revesees (o (e sale ageacy shall parmanesily revent 1o he
Tund Trom whah sppropriaic]

SECTION 3 20904 (8) of the staluten bs created 1o resd

%04 (6] Deaecr perosry The governor or (he el irsssarer may requine slale sgescie
mabing deposets wader this Ciam to make dorwct l-lnun laa hn hupmd o4 & depussiary by
ke wlate bwvwsd esnt bomrd. i such o L] [ Tcal 4o thin siuie

SECTION & 2307 00) () and trlduhwmmm-‘ o rvad

JRAT Q1) ) Lotal gorvrament poskcd- investment Tusd (4 23 30);

) Locel goearmment rust-pmvrviment fwnd (0 23 33);

SECTION 7. 2930 and 13 35 of iha statuien sre croaiad io tead

IS Latol gevrrmment powbed-loevotmmet fumad. (1) Dieinivmesn In ik soctim

() “Board” meams the Male invesimant bourd

) “Fund™ mesns Ihe botsl governmenl puoked-(avestmant (und

fe) “Local Tunds™ means funds under the costrol of la the evitody of any ksl govarament o
kol oficial thal are mot reguined 10 meel curront eapendiiure or demand)

() ~Local povernmen™ means any county, lown, village of cily in thin Male

fe) "Locsl wiTicial™ me | each ofTirr of employs of » bocal poversaws) whe by law o voie of
ke pervnrming budy of (ha Loul government w made (he Coitodion of Mundi

(3 Conavmm.  There i sntablobed within the sate invesimeni lund o bocal poversmeni
rnshed imvnaimant (und with o separuia ond wheniifiabdy sovewst wilben (e fond for sach  bhaal
e me st

U0 L al cam passt Tl aLTHORIEED 1O PLACH FUtm i Foon o) Witk the consent of ihe
poenrning buody, o bocel ofTcual may iransler bocel Pusdi b (ha dlaie irvasmrt for depuset s 1h Tund

I8} O the dotrs ipocilied snd be (he ouient 1o shah iy orn availeble, tebpct jo o 183
F10), Fands payabie 10 kool goerinments wader s 0% (1) (o), 7900 (2) (a), V0D (1), 7904
WL A2 Rad wnd 100, THO8 (2), TYONY, TOOS, THON. TR IO (1) wad (1) aned THAT (1) and (D)
shall b comusdared boacal fonds and, periassi 10 1he matrecions of kcal offaiale. may be pusd inio
ihe saparatn scrounis of off bal go 4 e hocal g prasedd
land and, purvaant o ihe imsinectons of kocsl officials, to the sninnt 1o which (hey are available, be
dibaised of (aveiied

) Ponpn o invitiiste witworawsl of rusim Sebpect e ibe right of ibe kaal
pevainmani ba specily Ihe pariod i which ip lends may ba babd nm Tand. iba pate irensuier shall
prascribe | e wnd p d Fow dha pomitn wmnd wid b

U8 Isvearmint poanin. The baresiment board shall farmulsie policses for the invasiment
and prinvesimeni of monays in iha Tund and 1he LIS ¥ and
ol v h mresimeni

() ISamarmpny soann 70 ISy EaT, BHNVIT POGLED Fimms |8 the amounis available for
ireiment purposes and sbmul lo lhe ol Lated by ihe baard, 1t
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waard shall invest and reigvest moneys in the fund and scquire, retain, manape, including the
excrcise of any voting rights, and disposs of jovaiment of the fund.

(7) ReiumussemerT oF pxrenies, The staie treasures shall deduct quarterly a maumum of
0.25% of the amount of income received from the carnings of the fund during the preceding
calendar guarier for al sctual and necesary espenses incurred by the sate in sdministering the
fund.

(B) Seramate accousts (4) The depariment of adminisiration sthall keep & sepe = account
Tor each local porernment und sha'l record the indindieal amounts and the 1cuab of all .. cdments
of cach lucal gavernment’s moneys in Uhe fund.

(b} The siate treasurer thall report moni! by 1o each local officlal the deposits and withdrawals
of the preceding month and any other sctivity withm the account.

2555 Local povrrassent trust-insrsimest fond.” (1) There is created a focal government trust-
investment fund under the jurisdiction and of the ard.

(2) Local povernments as deflined in 8. 25.50 (1) (d), may transder 13 the state treasurer for
deponit in the local government trust-investment fund excest cash for [avemment by 1he imesiment
board. Local governments thall speciiy the term of inveutment of monen iransferred. The
depariment of adminntration shall sel up a -:rnme account for each inul poemmeal. The
invesiment board shall invest each scoount sep h d under 1. 25.17 (1)
(b, iba) and (dgh. AN interest wecrving as & result Dl' such investment shall be allocated to the
wccount for which it was invested, The invetiment board whall prescribe rules determiniag the
amounts which may be transferred (o this fund for inveriment and (he procedures 1o be followed for
making deposits und withdrawals

(1) Administrative expenses allocated to the operation of this fund shall be deducied from
tnterest carned by the fund in an smoent ot lo caceed 0.25% per quarter of the interest earned by
the separale accountt in the fund

SECTION 8, 34.01 (intro.), (1) uad (8) (a) of the staiutes are amesued 10 read:

3400 Definitions. (intro ) Ad-ssed-ia [g this chapter;

{1} “Public depoin™ shell-ssn meiny moneys deposited by the stale of any county, cily,
Vallage, town, drainage district, power district, schood distrct, sewer disiricl, o any commisson,
commilice, board or ofTicer of any povpramental subcivision of the statey or any court of thia sixie, in
anp sale hanl. umm and Irest company, mu:ul nnm bank, or umnl hnl in thin slaie po g

-ndudm[ o
ndinmduals

(K] (a) “Inactive deposits  shallmesa means public depeaits which have been Iie[mild subject
lo the bank’y 1 rubes and regulatvin relative 1o lime sccounts aod (he invesi
(T

SECTION 9. 789,74 (37 ol ine diatuica it t.m\:d 1

3974 () In addition 1o ihe depotiiories specified in sab. (1), the Jocal government pocled.
imvestment fund and the bocal government trust-invesiment Tund may be desigmated as depositones
fot inverimenl purposes

SECTION 10. 39.75 (1) of the vatuies iv amended t0 read

59 15 ill \H-cwr uny, unl]n buard M—h— hag designated & oounty depository es

et of-asciipn gt 1. 3974 the county treasurer shall

dcphml therein as soon as seceived ol |\|nd| thal vome to s (he Lrgaiuiee’s bands in that capaciiy in
eacess of the sum b (e Urzatures ® sutborired by sesh (g board 10 retain snd-say, Any 1um se on
deponil shall be deemed 1o be in 1he counly treasury, and sseh (he tresiurer shall not be lisble for
any low thereon revulting from the failure or default of such deposiionyy-peeesbed - thai-ithe,_The
counly board or & committee Lhereol desigmated by i may inveil any Minda thal come inlo ki (he

counly Lecasursr’y hands in exoeta of Vhe sum ba he (1, apuret s suthorised by the county board to
retuin for immedinte uses in the name of the county i Lhe fo, clmenl [und,
1o the bocal poesinmenl trwl-in in interest-bunsag mm.l.hﬂm boads of the
United States, or of any county or municipality in the ialer sadsuch_The board of commiliee may
sell such securities when deemped adviabie

SECTION 11, 66.04 (2) of the iatutes is arpended 1o read

A 1975 Senate Bell TR

BATH () Isvivtuesm Any cownty, © sellape, town, whood daind, drsi
wacalbnal, lechaical and sdull education dotr W piher goverming board gy defined by 3. MO
(4) may invest any of iy Tund, not immedistely seededs in Hime deposits in sny bank, wavings bank
of rwil company which i authorized 1o iramsact business in this state, such time deposits maluring
i ol mare Uhan o year, of in bonds o secunilies imued of guaravteed ai 1o principal end interen
of the US guvernment, of of & commisnos, board or other lity of the US. p
of bondy of securiten of any county, oy, drainage diinct, vocstkonal, trchaical snd adult edscation
divtrict, willage, lown o schonl dotrect of e sate o, in Ihe cane of & lomn, cty of nillige, 0 any
honds or securities iniwed ender authority of such municipalily, whether ihe same create »
peneral municipality Nablity of & bablity of the property awnens of such munsipahily for special
improvements siadetiaseks. and may sell or hypothecste the same gy counly, Ly, villuee ot Lo
Myl mds_in_he_lucal gover nnu_nun:mmul.im.u.m ol
poveonmeal Loval-inveiment [uad Cemetery perpetual care Tunds, pension funds under s 811) 19)
of (10}, o endowment Tunds incleding gits where the principal 1 to be hept inlact may aha be
Invested wnder ch W1,

SECTION 12 Progosm rrspeaalbllitben, (1) In ihe list ol program responubilities enumersied
far ibe office of the sate treavirar 0 ssction 14381 of the e . insart relecences 1o sections
“I8A and 1Y 347

LX) Dnike lint of program ! 3 ini he d ol sdminbtraton in
section 19100 (intra ) of the statuies, iment relerence (o s imm 23 W0 and <13 35°
(30 I the list of program bl o for the Bsard i wewtho |8 181

of the Matutes, insert reference 1o wnctions =15 507" and ~23 53"

SLCTION 1) Cosh Nem srwdy. The department of sdminatistion i direcied fo jrepats 8
roport on Uhe el Waluiory and sdminmtrative siuciurg snd procedure (o the payment of ksl
avkiatance Tunds 1o countaes, lowns, vllages, cobes sl shool diiiki The regust, IIut teview by &
Tanember commilier coatntiag of ihe siate ireasuree, fep of 1he ol
sdmimistirathon and public imtiuction, snd designees apponied by (e bague d Wiswmuin
municipalities, county bosnly asociation, Wiconun towas suaodisiion amd (he Wikoniin wchool

o, shall be submitied b0 the governor and 1he kg o bater than Febiuary |,
bt it b Hiemibied 100
(1) The ik thon of major bocal
(1) The kiemtificntion of payment schedules either required by staiute o estabbubed by

Live actaon
(00 Am auseiament of the impact of vach payments and schedules on Tund balanves and 1he
operain and managemwal of the dale budget
(4} The criveria on the has of whigh the current paymant ihedules were el ablihal
15) The impact of corpent paymeni schadules on (he operation of bcal snd gerriameni
sy N u nlcﬂmd . for chamges in ihe siaiules on bn admimindtalie
Mimeduien g ek pay !

hed




PROPOSAL FORM TO BE
THE STATE OF WISCONSIN WORKING BANK

To: State of Wisconsin Investment Board

The following conatitutes our proposal to provide the
State of Wisconsin's banking business requirements for the
period cosmencing July 1, 1976, and tarminable oa our part by
giv*ng one year's motice.

1t in understood that, should our proposal be accepted,
we will be designated as (1) State Working Bank, and (2) a
Str'e depository bank pursuant to the provisions of s. 25.17
(61;, Wisconsin Statutes.

ft is further understood that the State of Wisconsin
investsant Board, in Lts sole discretion, may reject this or
any cther proposal.

In addition, this bank agrees that the Investmant Doard
may exclude any specific sarvice or wlemant thereof in any
contract which may result from this pruposal.

OFFER

This bank offera to provide all of the services outlined
in that certaln eet of spacifications dated October 13, 1975 and
labaled "Specifications for Proposals te be the State Workling
Bank."

This bank agrees that it will maintaln dormant balances,
as directed, in designated banks for the benefit of the state.
In considerstion, an identical amount shall be subtracted from
the net collected balance batore applying the compensating
balance formula outlined on page 6 of this proposal,

This bank agresns that it will eatablish and maintain a
$10 million open line of eredit and allow draws against nuch
line by the Wisconsin Bullding Commlsslon on the condition that
any drav against tha line of credit shall bear interest at the
rate of

1

of the bank's prime rate as posted from time to time,

-3

TIME SCHEDULE UNDER WHICH
THIS BANK WILL CREDIT THE BTATE TREASURER'S
ACCOUNT WITH COLLECTED FUNDS

This bank agrees that all deposita delivered durlng any
working day to it or Lts Madlwon Agent, Al any, will be credited
to the State Treasurer's account as though they had baen dalivered
to the Hilwaukeas Branch of the Pedwral Raserve Dank on that same
day.

in addition this bank agress that it will cradit Lhe
State Tressurer's account with callected funds earlier Lhan the
Hilwsukes office schedule on the follovings

2 When Credited
= [Rame day,
day deferred]




This bank .11 provide the following system for check retrieval
and copyll 'for the Treasurer's Office and our time table for
making it i ilsble is as follows:

1, < 'stem Description

3. Tima Tabls

af=
COMPENEAT LON

his Lank agress to provide the services as spocified for the
tallowing direct (hard dollar) charge per jtem:

Ltem pollars per item

Lo Duposit ltems

(a) Ter local deposit Ltem
(b}  Per transit deposit ites
el Par M,8,F, item
Blank Deposit tichets = par 1000

Coupon Intersst Collection Service
per coupon

Wisconsin G.0. Bond Coupons

kndgeg jtems
(w) Deposit tichet or credit wemo = each

b} Par check drawn an us

Other Checking Bervicen
(n)  Blank Checks

(1) Series A,C,D,E,F,H, and W
per 1000 checks

12} Series B - per 1000 chacks

(3} Seriem G,1, and & = per 1000
chacks

Feconcilliation = par Ites
Btavage boxes - wach

Microfllming checka for Treasuisr's
use = par check

Hierofiche lodex for Troasursr's use
per microfiche

Microfiche Images of computer
printouts = per microfiche




4. Lockbox Oervices
(a) withholding

(1) employers deposit report form -
aach

(2) Microfilming report form - sach §
(b) Mmotor and Special fuel

(1) Motor fuel report furs = sach ]

(2) Special fusl report form = sach §

(3) mMicrofilming report form - each §

5. Mire Transfer Services

(a) Federsl Wire = sach ]
(b) Bank Wirs = each ]
{e) Telaphone advice = sach ]

6. Securities Clearance Services

(a) Transaction = wach [}

7. Government Rond Sarvices

(a) per Bond ]

8, Transportation Services

(3) Cash plch=up f(rom Gtats Treanurer's
Office, Madison - per trip

(b) Deposit pick-up from Department of
Revenue, Milwaukea = per trip

fe) Plek=up and delivery of various ftems
(checks, deposits, cancelled chack,
microfilm, etc., no cash) round trip
from Morking Bank to Madison offices of
State Treasursr, Department of Hevenue,
and Departsent of Transportation
per round trip ]

{d) Special Lourier runs

{1} rederal Kessrve Mank, Chicago =
per trip ' _

[2) Chicego Loop Danks = per trip s

e

“Eﬁunr%m a “ﬁ

in lieu of » direct charge for the services raferred to
above, this bank agrees that it may ba coupensated by collacted
palances in the Stats Treasurer's account.

The bank agress to credit as payment for such charges
an amount squal to one day's Interest (computsd on a JE0-day
yoar) using an Interssat rats squal to

of the monthly averags of the 10 (91=92) day U.S. Treasury Bill
rat.' on sach dollar of collected balances (less resscve
reculrements of the Pederal Ressrve Bank) left on hamd sach day
¢ ing the minth In the Atate's acoount,

*an reported In the Moudys Bond Burvey

In the svant that the application of this formula
produces a credit | cess of monathly charges, the bank agress
to apply such cradit towards the following month's
charges, Convarsely, the State will make up any deflelt by
increaning balances the following month,

Dated this day of « 1975,
.

Nama of Banky

By

Titlen

—— e

Atimsti

Titles
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