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Frequently Asked QuestionsFrequently Asked Questions

 What is the difference between Interest Crediting and Annual
Annuity Adjustments?

 Why are annuity adjustments not as high as interest?
 How are core and variable adjustments calculated and who

figures it out ?
 At what point can ETF begin paying adjustments (minimum

annuity threshold)?
 Are there ever decreases in payments?  Why?
 How much money is left in my account after I retire?
 I’m in the Variable, so how much of my benefit is Core and how

much is Variable?
 What have the interest rates and adjustments been in past

years?
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Understanding TheUnderstanding The
Wisconsin Retirement SystemWisconsin Retirement System
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Wisconsin Retirement SystemWisconsin Retirement System
 (WRS) (WRS)

 Individual accounts and benefits under the WRS areIndividual accounts and benefits under the WRS are
managed by ETFmanaged by ETF

 Investing of WRS assets is the responsibility of the StateInvesting of WRS assets is the responsibility of the State
of Wisconsin Investment Board (SWIB)of Wisconsin Investment Board (SWIB)

Assets are invested in two trust fundsAssets are invested in two trust funds

Core (fully diversified) and Variable (all stocks)Core (fully diversified) and Variable (all stocks)

 The funds in the trusts are used to pay WRS benefitsThe funds in the trusts are used to pay WRS benefits

 Most employees receive a monthly pension (annuity)Most employees receive a monthly pension (annuity)
when they retire and the benefit is calculated by ETFwhen they retire and the benefit is calculated by ETF
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First Things FirstFirst Things First
Interest Earnings Interest Earnings andand Annual Annuity Adjustments Annual Annuity Adjustments
(by law) depend solely on how the trust funds(by law) depend solely on how the trust funds
perform each yearperform each year

There is no guarantee of interest earnings orThere is no guarantee of interest earnings or
annuity adjustmentsannuity adjustments
There is no such thing asThere is no such thing as

a a “cost of living”“cost of living” increase increase
for retireesfor retirees

The WRS remains one of the bestThe WRS remains one of the best

funded public retirement plans in the countryfunded public retirement plans in the country
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- The Basics -- The Basics -
Core Fund PerformanceCore Fund Performance

Core FundCore Fund
This This Market Recognition AccountMarket Recognition Account  smoothes returns  smoothes returns

over five year periods (recognizes gains and lossesover five year periods (recognizes gains and losses
evenly)evenly)

This helps stabilizeThis helps stabilize
Interest creditingInterest crediting
Contribution ratesContribution rates
Annuity adjustmentsAnnuity adjustments

Investment results are based onInvestment results are based on
calendar year returnscalendar year returns
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- The Basics -- The Basics -
  Variable Fund PerformanceVariable Fund Performance

Variable FundVariable Fund
Market gains/losses areMarket gains/losses are

not smoothednot smoothed
Returns are fully recognizedReturns are fully recognized

each yeareach year
Has larger & more immediateHas larger & more immediate

impact on participantsimpact on participants

Investment results are based onInvestment results are based on
calendar year returnscalendar year returns
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Calculating Core FundCalculating Core Fund
Effective RateEffective Rate

After SWIB reports the final returnAfter SWIB reports the final return
  (as of 12/31)(as of 12/31)

 ETF actuaries calculate ETF actuaries calculate
      1. Effective rate of interest1. Effective rate of interest

  2. Annuity adjustments  2. Annuity adjustments
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Calculating Core FundCalculating Core Fund
Effective Rate  Effective Rate  (In $ Millions)(In $ 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)

10

Calculating Variable FundCalculating Variable Fund
Effective RateEffective Rate

($ Millions)($ Millions)

      

2006 Investment Income2006 Investment Income 1,0891,089$   $    

Adjusted Beginning Reserve BalanceAdjusted Beginning Reserve Balance 5,8295,829

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

Actual is 18.1868%,  but it’s truncatedActual is 18.1868%,  but it’s truncated
(by law) to a whole % so the .1868 is(by law) to a whole % so the .1868 is
carried over to the next year - See nextcarried over to the next year - See next
section on calculating dividendssection on calculating dividends
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After Interest is Calculated andAfter Interest is Calculated and
Credited to the Annuity Reserve . . .Credited to the Annuity Reserve . . .

ETF actuaries can calculate the Core andETF actuaries can calculate the Core and
Variable annuity adjustmentsVariable annuity adjustments

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

(including the interest just credited)(including the interest just credited)

COMPARED TOCOMPARED TO
The amount needed to pay all benefits for theThe amount needed to pay all benefits for the

projected lifetimes of annuities in force projected lifetimes of annuities in force 
      (including assumed 5% annual interest)(including assumed 5% annual interest)

Understanding AnnuityUnderstanding Annuity
Adjustments . . .Adjustments . . .

requires an explanation of how WRS
annuities are “funded”
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When participants retire:When participants retire:
 Sufficient monies needed to pay annuities for Sufficient monies needed to pay annuities for projectedprojected

lifetimes lifetimes are transferred from participant accounts (theare transferred from participant accounts (the
Employee Reserve Fund)Employee Reserve Fund) and the  and the Employer ReserveEmployer Reserve,, to to
the the Annuity ReserveAnnuity Reserve

(Amount transferred is calculated based on assumption that(Amount transferred is calculated based on assumption that
the annuity reserve will earn 5% annual interest)the annuity reserve will earn 5% annual interest)

 Account is “closed”Account is “closed”

 The Annuity Reserve is the account from which allThe Annuity Reserve is the account from which all
annuities are paidannuities are paid
 There are separate Core and Variable funds in the There are separate Core and Variable funds in the 

Annuity ReserveAnnuity Reserve
Interest is credited to both funds in the ReserveInterest is credited to both funds in the Reserve

Understanding AnnuityUnderstanding Annuity
Adjustments . . .Adjustments . . .
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Understanding AnnuityUnderstanding Annuity
Adjustments . . .Adjustments . . .

Employee

Contributions
Investment
Earnings

Annuity
Reserve

Retirement
Benefits

Wisconsin
Retirement

System

EmployerContributions

Employer
Reserve

Employee
Reserve Annuity ReserveAnnuity Reserve

Core & VariableCore & Variable
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Understanding AnnuityUnderstanding Annuity
AdjustmentsAdjustments

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

The three most significant factors are:
1.  5% assumed interest1.  5% assumed interest
2.  Mortality rates2.  Mortality rates
3.  Carryover3.  Carryover
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Amount of dollars ($) transferred to theAmount of dollars ($) transferred to the
reserve assumes the funds will earn 5%reserve assumes the funds will earn 5%
interest each yearinterest each year

The reserve must be credited with 5%The reserve must be credited with 5%
just to break even!just to break even!

Only investment earnings in Only investment earnings in excess excess ofof
the assumed 5% are available to fundthe assumed 5% are available to fund
increasesincreases

Calculating Annuity AdjustmentsCalculating Annuity Adjustments
5% Assumed Interest5% Assumed Interest
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If fund earns less than 5% - that shortfallIf fund earns less than 5% - that shortfall
must be “made up” by . . .must be “made up” by . . .
1.  Not granting an increase that year and/or1.  Not granting an increase that year and/or
2.  Taking back previously-granted increases2.  Taking back previously-granted increases

Calculating Annuity AdjustmentsCalculating Annuity Adjustments
5% Assumed Interest5% Assumed Interest

CoreCore annuities are guaranteed never to annuities are guaranteed never to
decrease to less than the original monthlydecrease to less than the original monthly
amountamount
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 WRS annuitant lifeWRS annuitant life
expectancies continue toexpectancies continue to
increaseincrease

 Good for annuitants,Good for annuitants,
however . . .however . . .

 Fund will have to payFund will have to pay
annuities for a longer periodannuities for a longer period
of time than originallyof time than originally
anticipated at retirementanticipated at retirement

Calculating Annuity AdjustmentsCalculating Annuity Adjustments
Mortality RatesMortality Rates
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 For each month of added longevity, the dividendFor each month of added longevity, the dividend
adjustment is decreased by about 0.25%.  Thisadjustment is decreased by about 0.25%.  This
translates into approximately $5 per month for thetranslates into approximately $5 per month for the
average annuitantaverage annuitant

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

    Life Expectancy For 70-year-oldLife Expectancy For 70-year-old
MalesMales        FemalesFemales

19961996  13.4      17.3 13.4      17.3
20062006  14.5      17.8 14.5      17.8

Calculating Annuity AdjustmentsCalculating Annuity Adjustments
Mortality RatesMortality Rates
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By law, variable adjustment percentages areBy law, variable adjustment percentages are
truncated to a “whole percentage”truncated to a “whole percentage”

The fund rarely has the precise amount ofThe fund rarely has the precise amount of
dollars to fund exactly a whole percentdollars to fund exactly a whole percent
Remaining funds (or deficits) must be carriedRemaining funds (or deficits) must be carried

over to the next yearover to the next year
Example: If adjustment is 2.4%, and we canExample: If adjustment is 2.4%, and we can
only use whole %’s, the only use whole %’s, the .4%.4% is held back and is held back and
carried over to next year and used in thatcarried over to next year and used in that
calculationcalculation

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

In $ MillionsIn $ Millions

The ratio of The ratio of what we havewhat we have divided by  divided by what wewhat we
needneed to pay = adjustment amount payable to pay = adjustment amount payable

      = 3%        = 10%Total Adjustment payable 

          Core                 Variable          Core                 Variable

Number of AnnuitantsNumber of Annuitants                        137,117         137,117             32,683            32,683

Annual AmountAnnual Amount                                      $  2,843.6           $   391.8       $  2,843.6           $   391.8

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

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

RatioRatio            1.03           1.03              1.108             1.108

Core Smoothing MechanismCore Smoothing Mechanism

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 24.1% 7.4% 1.4%
2004 12.8% 8.5% 2.6%
2005 8.6% 6.5% 0.8%
2006 15.8% 9.8% 3.0%

SmoothingSmoothing allowed ETF to give core annuity  allowed ETF to give core annuity increasesincreases in in
2001 and 2002 even though there were losses in 2001 and 2002 even though there were losses in 2000-2000-
20022002.  (Still distributing gains from previous years).  (Still distributing gains from previous years)

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

5 year
smoothing

period
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At what point can the WRS beginAt what point can the WRS begin
to pay an increaseto pay an increase

(Minimum Annuity Threshold)(Minimum Annuity Threshold)

 A Core dividendA Core dividend
(adjustment) will be(adjustment) will be
paid only if the annuitypaid only if the annuity
reserve surplus providesreserve surplus provides
at least a at least a 0.5%0.5% increase increase

 A Core annuity will beA Core annuity will be
reduced only if there’s areduced only if there’s a
shortfall requiring atshortfall requiring at
least a least a -0.5%-0.5%
adjustmentadjustment

 Variable increases orVariable increases or
decreases occur onlydecreases occur only
when there is enoughwhen there is enough
funds to givefunds to give
EVERYONE with aEVERYONE with a
variable annuity eithervariable annuity either
(at least) a (at least) a 2%2%
increase or decreaseincrease or decrease

 If increase or decreaseIf increase or decrease
would be less than would be less than 2%2%
the surplus/deficit isthe surplus/deficit is
carried over to the nextcarried over to the next
yearyear
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Annuities: Core vs VariableAnnuities: Core vs Variable

When you retire, you will receive aWhen you retire, you will receive a
Final Annuity Calculation StatementFinal Annuity Calculation Statement

    (ET-4820)(ET-4820)
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Sample:Sample:
   Notice of Final   Notice of Final
Retirement AnnuityRetirement Annuity

CalculationCalculation
     ET-4820 - Page 2     ET-4820 - Page 2

Annuity benefitAnnuity benefit
amount in Coreamount in Core
vs Variablevs Variable

What have theWhat have the
annuity adjustmentsannuity adjustments
been in past years?been in past years?

Have you heardHave you heard
what the annuitywhat the annuity
adjustment will beadjustment will be

this  year?this  year?
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SWIB Investment ETF Effective ETF Annuity
Year Return Rate Dividend
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%
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:   10.6% 10 - yr ave: 4.67%
  5 - yr ave:     9.0% 5 - yr ave:   2.86%

ETF Core Fund Percentages

Interest and Adjustment RatesInterest and Adjustment Rates

SWIB Investment ETF Effective ETF Annuity
Year Return Rate Dividend
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%
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% 0.0%
1993 16.5% 17.0% 11.0%

10 - yr ave:    7.3% 10 - yr ave:  1.39%
  5 - yr ave:  15.4% 5 - yr ave:  8.67%

ETF Variable Fund Percentages

Interest and Adjustment RatesInterest and Adjustment Rates
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ETF’s Web siteETF’s Web site

ETF’s Video LibraryETF’s Video Library
 WRS Trust Funds: Core & VariableWRS Trust Funds: Core & Variable

 Annual Retirement Annuity AdjustmentsAnnual Retirement Annuity Adjustments

 Canceling Variable ParticipationCanceling Variable Participation

 Your Annual Statement of BenefitsYour Annual Statement of Benefits
SWIB’s Web site SWIB’s Web site (direct link from ETF)(direct link from ETF)

 www.swib.state.wi.uswww.swib.state.wi.us

ETF Forms & BrochuresETF Forms & Brochures
 How Participation in the Variable Fund   How Participation in the Variable Fund   

Affects your WRS Benefits:  ET-4930Affects your WRS Benefits:  ET-4930

 Additional Contributions: ET-2123Additional Contributions: ET-2123

InformationInformation
ResourcesResources

There can beThere can be
negativenegative

adjustments toadjustments to
annuitiesannuities

Interest earnings andInterest earnings and
increases are notincreases are not

guaranteedguaranteed

** Interest earnings andInterest earnings and
annuity adjustments areannuity adjustments are
credited or paid solely oncredited or paid solely on

how the trust fundshow the trust funds
perform each yearperform each year

The WRS remains solvent and able to provide retirement benefits long into theThe WRS remains solvent and able to provide retirement benefits long into the
future because of the excellent investment team at SWIB and their longfuture because of the excellent investment team at SWIB and their long

term investment strategyterm investment strategy

Negative CoreNegative Core
adjustments can onlyadjustments can only

be used to reducebe used to reduce
dividends granted individends granted in

prior yearsprior years

Variable annuities haveVariable annuities have
no minimum benefitno minimum benefit

guaranteeguarantee

SummarySummary

WRS assets are notWRS assets are not
immune from theimmune from the
volatility of thevolatility of the
stock marketsstock markets
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THE ENDTHE END


