
01/24/2011

1

Wisconsin Retirement System

PreliminaryPreliminary
Rates and Annuity AdjustmenRates and Annuity AdjustmentsRates and Annuity AdjustmenRates and Annuity Adjustments
2010

By Kathryn Fields – Trust Funds Specialist
Department of Employee Trust Funds

Preliminary 2010 ReturnsPreliminary 2010 Returns

• The State of Wisconsin Investment Board (SWIB) 
announced the 2010 preliminary investment returnsannounced the 2010 preliminary investment returns

• Once final investment results are determined, ETF 
calculates the effective rates and annuity adjustments

Core Trust Fund Variable Trust Fund
12.3% 15.6%

a u a a a d a u y adju
• How will these WRS investment returns affect WRS 

accounts and monthly WRS annuities? 
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Preliminary ProjectionsPreliminary Projections
2010 Preliminary Core and Variable 

Interest Rates and Annuity Adjustments
C F d V i bl F dCore Fund Variable Fund

Preliminary Investment Returns
+12.3%

Preliminary Investment Returns 
+15.6%

Approximate 
Effective Rate Effective Rate 

(applied to open account balances)
+4.6 % to +5.1%

Approximate
Effective RateEffective Rate

(applied to open account balances)
+13% to +17 %

Approximate ApproximateApproximate 
Annuity AdjustmentAnnuity Adjustment

(applied to retiree monthly payments)
-1.0 to -1.5%

Approximate
Annuity AdjustmentAnnuity Adjustment

(applied to retiree monthly payments)
+7% to +11%

ETF will not have final rates until latelate February or March 2011 3

Final Investment ReturnsFinal Investment Returns

Once final investment returns are 
availableavailable . . .

ETF will calculate effective rateseffective rates

The WRS consulting actuary will g y
calculate annuity adjustments

For more information visit ETF’s Video Library:
WRS Interest vs. Annuity Adjustments - and - Annual Retirement Annuity Adjustments 4
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Cause and EffectCause and Effect

• Why anticipate another negative annuity adjustment?

22.4% 

2009

12.3% 

2010

• Why anticipate another negative annuity adjustment?
– Because of the decline in the Core Fund value caused by 

2008’s stock market crash
– Core Fund investment increases and decreases are 

recognized over a five-year period to mitigate the 
volatility of the market

• This means 2008 Core Fund declines are carried 
forward each year and will still be a factor in the rate 
calculations through 2012

5

Year Earned
Year to be Recognized  (millions $) 

2008 2009 2010 2011 2012

The Five Year Smoothing
The $26.8 billion dollar decline from 2008 is carried forward through 2012

($5,368 million per year, for 5 years)

2008 2009 2010 2011 2012
2008 (5,368) (5,368) (5,368) (5,368) (5,368)
2007 212 212 212 212 
2006 1,065 1,065 1,065 
2005 86 86 
2004 518 

Total (3,487) (4,005) (4,091) (5,156) (5,368)( , ) ( , ) ( , ) ( , ) ( , )

At the end of 2008 there was a $22.1 billion investment 
decline be recognized over 5 years 
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2008 Core Annuity Adjustment2008 Core Annuity Adjustment

2008 Core Annuity Adjustment
(Applied on May 1, 2009)

Actual -2.1%

Without smoothing - 30% 
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ExpectationExpectation

• Even with the 2009 and 2010 
investment return progress therep g
is a long road ahead

• No one can predict what the investment 
markets will do each year  and

• The “risk sharing” “risk sharing” nature of the WRS system 
i ki d i dis working as designed 
– WRS is well funded
– 100% capable of paying retirement benefits 
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The WRS is Unique and ComplexThe WRS is Unique and Complex

It is preIt is pre--funded funded 
Current 

Its
STRENGTH

is
its

contributions pay 
for future benefits

It is a It is a SharedShared
Risk and Reward Risk and Reward 

system              system              
No individual group 
bears all the risks

It has a positive It has a positive 

9

its
DESIGN

impact on impact on 
Wisconsin’s Wisconsin’s 
EconomyEconomy

This unique benefit structure enables the WRS to deal with volatility to 
an extent not feasible in most public sector retirement systems

How Retirees Share Risk and How Retirees Share Risk and 
Remain ProtectedRemain Protected

• The Post-Retirement Adjustment FeatureThe Post Retirement Adjustment Feature
– Reward:  Positive returns can increase annuities 
– Risk:   Negative returns can decrease annuities

• Annuitant Protection:
– Core Annuities cannot (by law) be reduced 

below the original value at retirement
• There is no guarantee on Variable annuities
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Annuity Adjustment History
WRS Core Fund Percentages

Year
SWIB Investment 

Return
ETF Effective Rate

ETF Annuity 
Adjustment

2010 12 3% 4 6 to 5 1% -1 0 to -1 5%2010 12.3% 4.6 to 5.1% -1.0 to -1.5%
2009 22.4% 4.2% - 1.3%
2008 - 26.2% 3.3% - 2.1%
2007 8.7% 13.1% 6.6%
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%

11

% % %
2002 - 8.8% 5.0% 0.0%
2001 - 2.3% 8.4% 3.3%
2000 - 0.8% 10.9% 5.7%

WRS Variable Fund Percentages

Year
SWIB Investment 

Return 
ETF Effective Rate

ETF Annuity 
Adjustment

2010 15.6% 13% to 17% 7% to 11%

Annuity Adjustment History

2010 15.6% 13% to 17% 7% to 11%
2009 33.7% 33.0% 22.0%
2008 - 39.0% - 40.0% - 42.0%
2007 5.6% 6.0% 0.0%
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%

12

2002 - 21.9% - 23.0% - 27.0%
2001 - 8.3% - 9.0% - 14.0%
2000 - 7.2% - 7.0% - 11.0%
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SummarySummary

1. Actual SWIB investment results for 2010 not 
il ble ntil l te J navailable until late January

2. Core Fund investment returns (increases or 
decreases) are smoothed over a five-year period 
to reduce volatility

3. Assumed interest, mortality rates and other 
t i l f t l ff t th fi l lactuarial factors may also affect the final annual 

annuity adjustment

13

SummarySummary
4. ETF will announce actual 2010 effective rates in late 

February and annuity adjustments in March
A it dj t t ill b li d t th M 1 2011 Annuity adjustments will be applied to the May 1, 2011 
payment

 Core decreases are not applied to Core annuities if already 
at the original amount received at retirement 

5. The 2010 effective rate of interest (on open accounts) 
will be reflected in the Annual Statement of Benefits

6 WRS members participating in the Variable Fund6.  WRS members participating in the Variable Fund 
 Variable returns are not smoothed 
 Effective rates & annuity adjustments are closer to actual

investment results
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thank you . . .

stay tuned for final results in March 2011y
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