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Frequently Asked Questions

Do I get an increase (dividend/adjustment) in my annuity
every year?
When do I get it?  Do I get a separate check?  How do I
know it’s coming?
Is the adjustment paid cumulative or just a one-time
payment every year?
Is the increase paid on accelerated and additional benefits?
Is there a minimum annuity threshold increase?
Are there ever decreases in payments?  Why?
How much money is left in my account?



Frequently Asked Questions(con’t)

What’s the difference between the Core and Variable
funds?
Is the variable a good choice for me after I retire?
I’m in the Variable, so how much of my benefit is Core
and how much is Variable?
Why are annuity adjustments not as high as interest?
What have the adjustments been in past years?
What’s my life expectancy?
How are the core and variable adjustments calculated
and who figures it out ? ? ?



Understanding The
Wisconsin Retirement System



Wisconsin Retirement System (WRS)

Individual accounts and benefits under the WRS are managed
by ETF
Investing of the assets is the responsibility of the State of
Wisconsin Investment Board (SWIB)

Assets (contributions) are invested in two trust funds
Core (fully diversified) and Variable (all stocks)

WRS participants include current and former employees of
Wisconsin state agencies and local governments
The funds (including interest) in the trust are used to pay
retirement benefits
Most employees receive a monthly pension (annuity) when
they retire and the benefit is calculated by ETF



State of Wisconsin Investment Board (SWIB)
The state agency that invests all assets of the WRS

Investment results based on calendar year returns
SWIB is directed by a Board of Trustee’s and staffed with
professional money managers and support personnel
What types of investments do the trust funds hold?

The Core Fund: fully diversified fund (mixture of assets) such as stocks,
bonds, and real estate
The Variable Fund: primarily a stock fund resulting in a greater degree
of risk due to the volatility of the stock market
The particular stocks held by the Core and Variable funds are the same

SWIB has received national attention for its excellent
investment performance

WRS continues to be one of the most well funded public retirement
systems in the country

 swib.state.wi.us

☺



First Things First

Annual Adjustments are (by law)
paid solely depending on how the
trust funds perform each year

There is no guarantee of an
increase or decrease
In the WRS, there is no such

thing as a “cost of living”
increase



When Are Adjustments Paid?

May 1st  (April benefit - paid on May 1st)
The first year dividend/adjustment is
prorated based on the number of months
retired the previous year (Core only)
Any adjustments are included in your
regular monthly payment

Payment statements regarding the change in
your benefit are mailed about one week prior to
payment



Are Adjustments Paid
Cumulatively?

Yes.  Increases are cumulative
and intended to be permanent increases
(not guaranteed)
There can be negative adjustments !
Core annuities cannot by law be reduced
below the original values . . .

Based on final calculations not estimates
Variable annuities have no minimum benefit
guarantee



Are Adjustments Paid on All
Benefits?

  YES !
Annual adjustments are credited

to all monthly annuities currently
being paid

Includes benefits from regular required
contributions and any additional
contributions made



Annuities: Core vs Variable

If you participate in the Core and Variable
funds, you will receive a Final Annuity
Calculation Statement   (ET-4820)

It shows the dollar ($) amount of your benefit
in both the core and variable funds

Subsequent payment statements are sent
anytime there is a change to your payment
amount



Annuity benefit
amount in Core

vs Variable

Sample:
   Notice of Final
Retirement Annuity

Calculation

                    ET-4820
Page 1

Name
Address
City State  Zip



Sample:
   Notice of Final
Retirement Annuity

Calculation

    ET-4820
Page 2

Annuity benefit
amount in Core

vs Variable

Core



Is There A Minimum
Annuity Threshold ?

A Core dividend
(adjustment) will be paid
only if the annuity
reserve surplus provides
at least a 0.5% increase
A Core annuity will be
reduced only if there’s a
shortfall requiring at
least a -0.5% adjustment

Variable increases or
decreases occur only
when there is enough
funds to give
EVERYONE with a
variable annuity either
(at least) a 2% increase
or decrease
If not enough funds, the
surplus/deficit is carried
over to the next year



What have the
annuity adjustments
been in past years?

What will the annuity
adjustment be this

year?



SWIB Investment ETF Effective ETF Annuity
Year Return Rate Dividend
2006 15.8% 9.8% 3.0%
2005 8.6% 6.5% 0.8%
2004 12.8% 8.5% 2.6%
2003 24.1% 7.4% 1.4%
2002 -8.8% 5.0% 0.0%
2001 -2.3% 8.4% 3.3%
2000 -0.8% 10.9% 5.7%
1999 15.5% 24.1% 17.1%
1998 14.6% 13.1% 7.2%
1997 17.2% 12.8% 7.7%
1996 14.4% 12.5% 6.6%
1995 23.1% 11.3% 5.6%
1994 -0.6% 7.7% 2.8%
1993 15.0% 11.0% 4.9%

10 yr ave:  10.5%  10 yr ave: 4.78%

ETF Core Fund Percentages

Annuitant Adjustment Rates



SWIB Investment ETF Effective ETF Annuity
Year Return Rate Adjustment
2006 17.6% 18.0% 10.0%
2005 8.3% 9.0% 3.0%
2004 12.7% 12.0% 7.0%
2003 32.7% 34.0% 25.0%
2002 -21.9% -23.0% -27.0%
2001 -8.3% -9.0% -14.0%
2000 -7.2% -7.0% -11.0%
1999 27.8% 28.0% 21.0%
1998 17.5% 18.0% 12.0%
1997 21.6% 23.0% 18.0%
1996 19.8% 20.0% 14.0%
1995 25.6% 27.0% 19.0%
1994 0.8% 0.0% -4.0%
1993 16.5% 17.0% 11.0%

10 yr ave:  8.9% 10 yr ave: 3.08%

ETF Variable Fund Percentages

Annuitant Adjustment Rates



Understanding Annuity
Adjustments . . .

. . . requires an
explanation of how WRS

annuities are “funded”



When You Retire:

Sufficient monies needed to pay an annuity for a
projected lifetime are transferred from the participant’s
account, and the employer reserve account to the
Annuity Reserve Fund
Your account is “closed”
The Annuity Reserve Fund is the account from which
all annuities are paid
There are separate Core and Variable funds in the
Annuity Reserve
Annual interest is credited to both funds in the Reserve



Core Smoothing Mechanism

Smoothing is based on funding requirements
contained in state law
To keep annuity adjustments more stable the
Core fund returns are smoothed over a five-year
period (recognized evenly over five (5) year periods)

When there are losses, ETF may still grant increases
- over time the losses are still applied (factored into
the calculation process)

Variable gains and losses are fully distributed
each year - no smoothing



For Example . . .

SWIB’s Actual WRS Core WRS Core
Year Investment Returns Effective Rate Annuity Rate
2000             -.8% (loss) 10.9% 5.7%
2001           -2.3% (loss) 8.4% 3.3%
2002          - 8.8% (loss) 5.0% 0.0%
2003 24.2% 7.4% 1.4%
2004 12.8% 8.5% 2.6%
2005 8.5% 6.5% 0.8%
2006 15.8% 9.8% 3.0%

7-Year History of Core Fund Rates

Smoothing allowed ETF to give core annuity increases in 2001
and 2002 even though there were losses in 2000-2002.  (Still
distributing gains from previous years)

Losses from 2002 were included in the calculation of the Core
annuity adjustment for 2006!

5 year
smoothing

period



Calculating Core Fund Effective Rate
($ Millions)

Gains and Losses Carried Over From: 2002 (1,764)
2003 1,341
2004 518
2005 86
2006 984

Total MRA Adjustment (3,753)

Current Year Recognized Income 6,119

Less: Allocations and Adjustments (ICI, LTDI, ASLCC, Duty Dis) (258)

Income Available for Core Effective Rate 5,860

Adjusted Beginning Reserve Balance 59,227$     

Effective Rate ($5,860 / $59,227) 9.8%

2006 Investment Income 9,872$       

Adjustments for Market Recognition Account
2006 Gain Deferred to Future Years (4,918)



Calculating Variable Fund
Effective Rate

($ Millions)

2006 Investment Income 1,089$   

Adjusted Beginning Reserve Balance 5,829    

Effective Rate  ($1,089 / $5,829) 18.0%

Actual is 18.1868%,  but it’s truncated (by
law) to a whole % so the .1868 is carried over
to the next year - See next section on
calculating dividends



After Interest Is Calculated and
Credited To The Reserve . . .

Next we calculate the
core and variable
annuity adjustments

Calculation is based on . . .
The amount of money in the reserve

compared to
The amount needed to pay all benefits for the

projected lifetimes of annuities in force!



Calculating Annuity Adjustments

If more than enough money in reserve to pay
future benefits for annuities in force . . .

An increase can be granted!!

If less than enough money than the amount
needed to pay future benefits, it’s necessary to
decrease the monthly annuity amounts



Calculating Annuity Adjustments

Many factors (established by law) are used
to calculate annuity adjustments

The three most significant factors are:
5% assumed interest
Mortality rates
Carryover



Amount of dollars ($) transferred to the
reserve assumes the funds will earn 5%
interest each year
The reserve must be credited with 5% just
to break even!
Investment earnings in excess of the
assumed 5% are available to fund increases

Calculating Annuity Adjustments
 5% Assumed Interest



If fund earns less than 5% - that shortfall must
be “made up” by . . .

Not granting an increase that year and/or
Taking back previously granted increases

Remember: Core annuities are guaranteed
never to be less than the original monthly
benefit

(can’t take back more
dividends than were granted)

Calculating Annuity Adjustments
 5% Assumed Interest



Calculating Annuity Adjustments
 Mortality Rates

WRS annuitant life expectancies
continue to increase

Good for annuitants, however . . .

Fund will have to pay annuities
for longer period of time than
originally anticipated at
retirement



For each month of added longevity, the dividend is decreased
by about 0.25%.  This translates into approximately $5 per
month for the average annuitant

However, improved longevity means members are receiving
benefits for a longer period of time

Calculating Annuity Adjustments
 Mortality Rates

  Life Expectancy For 70-year-old
Males    Females

1996  13.4      17.3
2006  14.5      17.8



Calculating Annuity Adjustments
 Carryover

By law, variable adjustment percentages are
truncated to a “whole percentage”
The fund rarely has the precise amount of
dollars to fund exactly a whole percent

Remaining funds (or deficits) must be carried
over to the next year
Example: If adjustment is 2.4%, and we can only
use whole %’s, the .4% is held back and carried
over to next year and used in that calculation



Calculating Annuity Adjustments
Summary of Results - 12/31/2006

$ Millions

      = 3%        = 10%

The ratio of what we have divided by what we need
to pay = adjustment amount payable

  Core Variable

Number of Annuitants 137,117  32,683

Annual Amount                $    2,843.6        $    391.8

Fund Balance (what we have) 31,180.5  4,594.2

Actuarial Reserve (what we need) 30,273.9  4,145.2

Ratio    1.03    1.108

Total Adjustment payable 



Is The Variable A Good Choice for Me?

Selecting or remaining in the Variable is an
individual decision
Best to consider several factors  . . .

Personal risk tolerance (before and after retirement)
Years until retirement
Other types of investments that provide retirement

benefits

Remember, the Variable fund is an aggressive
and volatile fund so your WRS retirement benefit
can go down!
Do your homework!!



Notification to cancel or begin participation
in the Variable must be sent to ETF

Elections generally become effective
the 1st of the year following ETF’s
receipt of the form

Is The Variable A Good Choice for Me?

Participants considering this
option need to be fully
informed about risks and
rewards before making a
decision
More information available on
ETF’s web site



Final Notes

There’s no
guarantee you’ll get
an annual increase

The WRS pays you
(the annuitant) as

long as you live

Annuity adjustments
are based on how the
funds perform each

year

SWIB has received national
attention for their excellent
investment performance . .

We’re in good hands!



THE END


