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GOVERNOR JIM DOYLE

MEMBERS OF THE STATE LEGISLATURE

PUBLIC EMPLOYEES, EMPLOYERS AND OTHER INTERESTED PARTIES:

| am pleased to present the Comprehensive Annual Financial Report (CAFR) of the Wisconsin Department
of Employee Trust Funds (ETF) for the year ended December 31, 2008. Management is responsible for
both the accuracy of the data and the completeness and fairness of the presentation. | hope you will find
this report useful and informative.

This CAFR contains information on the following benefit plans administered by ETF:

Wisconsin Retirement System Employee Reimbursement Accounts

Group Health Insurance Deferred Compensation

Group Life Insurance Accumulated Sick Leave Conversion Credit
Income Continuation Insurance Commuter Benefits

Duty Disability Badger Rx

Long-Term Disability Insurance

The report consists of six sections:

1. Introduction — Contains information on the Department and its governing boards, highlights for each
benefit plan, summaries of recent legislation, and accomplishments and future objectives.

2. Finances — Contains independent auditor’s opinion, financial statements and related notes, and all
required supplementary information.

3. Statistics — Contains significant statistical information relating to the benefit plans.

4. Actuarial — Contains actuary’s certification letter, the results of the actuarial valuation, and information

on the actuarial assumptions and methods employed.

Investments — Contains information from the State of Wisconsin Investment Board on trust fund investments.

Employers — Contains a complete listing of all employers participating in the Wisconsin Retirement

System (WRS), unfunded actuarial accrued liability, covered payroll, and required contributions for 2008.

ou

Historical Overview:

The WRS was created effective January 1, 1982. The system covers state and local public employees,
including the University of Wisconsin System, local police and firefighters, and all publicly employed teachers
in the state. Those not included are employees of the City of Milwaukee and Milwaukee County, who are
covered under separate retirement systems. While the WRS has existed since 1982, pension coverage for
local government employees has been in place since 1891, when the legislature required Milwaukee to
create a pension fund for retired and disabled police and firefighters. Since that date, the legislature has
extended pension coverage to other public employees, along with creating group life and health insurance
programs. The Group Insurance Board was created in 1959 to monitor the administration of the life and
health insurance programs. In 1967, the Department of Employee Trust Funds was created to administer the
various retirement and related benefit programs.

ETE Mission and Responsibilities:
ETF’s mission is “to develop and deliver quality benefits and services to our customers while safeguarding

the integrity of the Trust.” The Department administers retirement, health, life, income continuation,
long-term disability, and long-term care insurance programs, along with an employee reimbursement
accounts program, commuter benefits program, and a deferred compensation plan. ETF also administers
retirement disability coverage and serves as the state’s designated coverage agent for Social Security for
Wisconsin public employers. There are five different statutory boards with responsibilities for programs
operated by the Department. The ETF Board is both the overall governing body for the Department and
the general policy-setting and trustee board for the entire WRS.
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All insurance programs are administered through contractual arrangements with private sector insurance firms
and service corporations. Participation by eligible employees is mandatory for retirement and Social Security
but optional for the other programs. ETF collects but does not invest the trust fund monies created for these
programs. That responsibility rests with the State of Wisconsin Investment Board (SWIB).

ETF is responsible for:
* Collecting all monies due the trust funds.
e Calculating and ensuring appropriate disbursement of all benefit payments from the trust funds.
* Providing information to, and answering inquiries from, participating employees and employers.
* Establishing the controls, systems, and procedures necessary to ensure the appropriate administration
and security of the trust.

Membership:
The WRS is composed of 27% state employees and 73% local employees. As of December 31, 2008, the

WRS had 265,721 active employees, 144,033 annuitants (retirees, disabilitants, and beneficiaries), and
147,308 inactive employees with deferred benefits payable.

Funding:
The WRS continues to be one of the best-funded public retirement systems in the country. As of the end

of 2008, the system had accumulated assets, on an actuarial basis, equal to 99.7% of the benefits earned
by its members. A well-funded system ensures that a lifetime of benefits can be paid to today’s workers
without burdening the next generation of taxpayers with higher contributions. It is a tribute to the funding
discipline exhibited by the legislature and the ETF Board, and the effective investment strategies of the
SWIB, that the WRS remains so well funded.

Plan Design and Administration:
The Wisconsin Retirement Systems (WRS) continues to be one of the most cost-efficient systems in terms of

administrative expenses per member. In the most recently available pension administration benchmarking
study conducted by industry leader CEM Benchmarking Incorporated, the annual WRS per member adminis-
trative expenses associated with the retirement and disability programs was $56, compared to the median cost
of peer public pension systems of $71. The WRS employs one full-time equivalent staff person per 2,289
members, compared to the peer system median of one full-time staff person per 1,644 members.

Internal Controls:

The Department has a formal internal control plan that is reviewed annually and updated as necessary.
This plan provides reasonable assurance that the Department’s assets are being safeguarded, that applicable
statutes and rules are being followed, and that the Department’'s goals and objectives are being achieved.
The Legislative Audit Bureau considers the Department’s controls in order to determine its auditing procedures
for the purpose of expressing an opinion on the Department’s annual financial statements, but it does not
provide an opinion on the controls. These financial statements are presented in accordance with Generally
Accepted Accounting Principles, and all supporting schedules and statistical tables have been fairly presented.

Acknowledgements:
This report is intended to provide comprehensive and reliable information about ETF, the WRS, and other

benefit plans and trust funds administered by the Department. | would like to express my appreciation to
the Governor, members of the legislature, members of the boards, staff, employers, participants, and all
those whose efforts and interest combine to assure the successful operation of our system, while protecting
the integrity of the trust funds.

Sincerely,

i

David A. Stella
Secretary
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PROGRAM HIGHLIGHTS

The following section presents condensed financial statements, statistical information, and analysis of the
programs administered by the Department of Employee Trust Funds (ETF). All values in the Summary Financial
Statements, including totals and percentages, have been rounded for presentation. As a result, totals and
percentages may not appear to be calculated correctly. A percentage change of “n/a” indicates that prior
year actual amounts were negative and the percentage change is not meaningful.

WISCONSIN RETIREMENT SYSTEM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $68,046.4 $94,506.7 ($26,460.3) (28%)
Liabilities 8,616.2 9,850.3 (1,234.1) (13%)
Reserves:

Employer Reserve 22,839.9 23,523.5 (683.6) (3%)

Employee Reserve 16,045.3 16,801.0 (755.7) (4%)

Annuity Reserve 38,370.1 39,666.3 (1,296.2) (3%)

Reserve for Changes in the

Market VValue of I?‘westments (17,821.2) 4,588.1 (22,409.3) (488%)

Undistributed Earnings (6.5) 75.4 (81.9) (109%)

Blended Administration 2.6 2.1 0.5 24%
Net Assets Held in Trust $59,430.2 $84,656.4 ($25,226.2) (30%)
Additions

Contributions $1,367.0 $1,307.4 $59.6 5%

Investment Income (22,744.1) 6,495.9 (29,240.0) (450%)

Other Additions 19.9 22.6 2.7 (12%)

Total Additions (21,357.2) 7,825.9 (29,183.1) (373%)
Deductions

Benefits and Distributions 3,849.9 3,542.6 307.3 9%

Admin. & Other Expenses 19.1 7.7 1.4 8%

Total Deductions 3,869.0 3,560.3 308.7 9%
Net Increase (Decrease) %} M& ($29,491.8) (691%)

FINANCIAL HIGHLIGHTS

¢ For presentation purposes, the administrative fund,
general fund, and fixed assets have been blended
into the Wisconsin Retirement System (WRS) financial
statements. This blending resulted in an increase of
$2.6 million in 2008 and an increase of $2.1 million
in 2007 in the Net Assets Held in Trust.

* The Annuity Reserve decreased by 3.3% in 2008,
from $39.7 billion to $38.4 billion. This included a
2.1% increase in the Core Annuity Reserve of $0.7
billion and a 44.2% decrease in the Variable Annuity
Reserve of $2.0 billion.

INTRODUCTION

* The Reserve for Changes in the Market Value of
Investments is the portion of the deferred investment
gains and losses in the Market Recognition Account
(MRA) attributable to WRS. The MRA decreased by
$23.4 billion in 2008, the result of $21.5 billion in
investment losses from 2008 being deferred for future
recognition, and $1.9 billion of previously-deferred
investment gains from 2004 through 2007 being rec-
ognized in 2008. 96% of the deferred balance in the
MRA is attributable to the WRS.

¢ Contributions increased by 4.6% in 2008, from
$1.31 billion to $1.37 billion. This included a 4.8%
increase in employer contributions, from $602 million
to $631 million, and a 4.2% increase in employee
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contributions, from $706 million to $736 million. The
increased contributions resulted from a 4.9% increase
in covered payrolls less a small decrease in voluntary
employee contributions. There were no changes in
the required contribution rates in 2008. While most
employee contributions are paid by the employer on
behalf of the employee, employees paid over $20.5
million in retirement contributions in 2008.

» Net investment income decreased by $29.2 billion
in 2008, from a $6.5 billion gain to a $22.7 billion
loss. This included a decrease in Core Trust Fund
income of $26.2 billion, from a $6.1 billion gain to a
$20.1 billion loss, and a decrease in Variable Trust
Fund income of $3.0 billion, from a $377 million gain
to a $2.6 billion loss.

¢ The balanced Core Trust Fund realized a (26.2%)
investment return, while the equity-based Variable
Trust Fund experienced a (39.0%) return. The Core
Trust Fund loss, after being smoothed through the
MRA, resulted in a Core effective rate of 3.3% being
credited to the Core Fund accounts and reserves.
The Variable Trust Fund loss was passed through to
Variable Fund accounts and reserves with a (40%)
Variable effective rate.

¢ Benefit payments increased by 8.7%, from $3.54
billion to $3.85 billion. Core annuities (including
Section 62.13 Police & Firefighters) increased by
10.2%, from $3.02 billion to $3.33 billion, while
Variable annuities increased by 1.4%, from $422 mil-
lion to $428 million. Lump sum payments (separa-
tions, death benefits, and minimum annuities)
decreased by 6.3%, from $95.7 million to $89.6 mil-
lion.

FUNDED STATUS

The funded status of the WRS is a measure of the
extent to which the system has accumulated enough
assets to pay the benefits earned by participants.
The funded ratio is the ratio of plan assets to estimat-
ed future liabilities. The assets can be measured
using either the current fair market value of assets or
the smoothed funding value of assets. The fair value
measurement gives a more timely measurement,

but can be extremely volatile. The funding value
measurement is less representative of current market
values, but better presents the funding trends without
the year-to-year volatility.

The funding value-based funded ratio was unchanged
at 99.7% funded.

The fair value-based funded status for the WRS
decreased from 105.3% funded to 76.5%

funded. This decrease was the result of the
investment losses in 2008 and previously deferred
investment gains being amortized and recognized
in the funding value of investments.

WRS Funded Ratio
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ANNUITY PAYMENTS

In 2008, ETF paid out a total of $3.8 billion in benefits
to retired persons, disabled retirees, and beneficiaries
of retirees. This was an increase of 9.1%, or $313
million, over 2007. Core annuities increased by
10.2%, from $3.0 billion to $3.3 billion, while variable
annuities increased by 1.4%, from $422 million to
$428 million. Annuities paid to the closed group
Section 62.13 Police and Firefighters decreased by
5.6%, from $10.8 million to $10.2 million.

Annuity Payments

4.0 -

3.5
3.0 -
2.5 -
2.0 A
15 ~
1.0
0.5 -
0.0 + 7 T T y g

2004 2005 2006 2007 2008

Billions

H Core Variable

INTRODUCTION



Annuitants with Core annuities received a 6.6%
increase in their benefits in 2008, while Variable
annuities were unchanged, effective April 1, 2008.

Approximately 8,400 additional persons began
receiving annuities during 2008, while 7,273 annuities
were ended due to death or expiration of a guarantee
period. At year-end, 144,033 people were receiving
retirement, disability, or beneficiary annuities, an
increase of 0.8% over 2007.

Average Annual Annuity
by Year Annuity Began
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B |nitial Annuity Post Retirement Increases

The average annual annuity received by all retirees
(Core and Variable combined) increased to $26,565
in 2008, up 8.2% from the previous year. The average
annual amount of new annuities begun during 2008
was $29,598, up 1.5% from $29,169 in 2007.

While the initial amount of new annuities has increased
over time, post-retirement increases have maintained
the purchasing power of existing annuities. The
accompanying chart shows how new annuities have
increased over time, as well as how post-retirement
increases multiplied the value of the annuity over time.

PARTICIPATION

There were 557,062 WRS participants as of December
31, 2008, an increase of 1.1% over the previous year.
Participants include 265,721 active government
employees, an increase of 0.9% from the previous
year; 144,033 retirees and others receiving annuities;
and 147,308 “inactives,” or former public employees
who had not yet taken a benefit from their retirement
accounts. To put the WRS growth in perspective, the
total participation level has risen by 105,291 persons
since 1998, a 23.3% increase.

INTRODUCTION
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In 2008, the total number of employers participating
in the WRS increased from 1,438 to 1,462. The
increase included the addition of three state agencies,
two 4th class cities, five villages, three towns, and
eleven special districts.

WRS Participants
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Participants by Employer Type
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ACCUMULATED SICK LEAVE CONVERSION CREDIT (ASLCC) PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $1,623.3 $2,271.2 ($647.9) (29%)
Less: Liabilities

Estimated Future Claims 2,176.0 2,152.5 23.5 1%

Other Liabilities 0.0 0.2 0.2) (100%0)
Less: Reserves

Reserve for Changes in the Market

Value of Investmgnts (536.7) 1257 (662.4) (527%)
Unfunded Liability 16.0 ($7.2) ($8.8) n/a
Additions

Contributions $39.9 $44.5 (%4.6) (10%)

Investment Income (595.0) 180.1 (775.1) (430%)

Total Additions 555.1 224.6 (779.7) (347%)
Deductions

Benefits and Distributions 115.9 278.5 (162.6) (58%)

Administration 0.2 0.3 (0.1) (33%)

Total Deductions 116.1 278.8 162.7 (58%)
Net Increase (Decrease) (§67£1 (§54.g) ($617.0) (1,138%)

FINANCIAL HIGHLIGHTS

* At the end of 2008, the unfunded liability is
attributable to the University of Wisconsin Hospital
Authority, the Wisconsin Health and Education Facility
Authority, and Wiscraft. No liability exists for state
agencies or the University of Wisconsin.

* Contributions received in 2008 declined by 10.0%
from 2007. This is the net of a 16.7% decrease in
the required contribution rate and a 6.7% increase in
the covered payroll.

¢ The Benefit and Distributions expense is the
actuarially determined increase in liabilities during
the year. During 2008 liabilities grew more slowly
than in previous year due to lower accumulations of
sick leave by participants.

e 2.9% of the deferred balance in the MRA is
attributable to the ASLCC Program.

FUNDED STATUS

The funded status of the ASLCC Program is a measure of
the extent to which the system has accumulated enough
assets to pay the benefits eamed by participants. The
funded ratio is the ratio of plan assets to estimated future
liabilities. The assets can be measured using the current
fair market value of assets or the smoothed funding value
of assets. The fair value measurement gives a more

timely measurement, but can be extremely volatile.

The funding value measurement is less representative of
current market values, but better presents the funding
trends without the year-to-year volatility.

The funding value-based funded ratio decreased from
99.7% funded to 99.3% funded. The very small
decrease in the funding value funded ratio was the result
of current year investment loss and normal payments
from employers to amortize unfunded liability.

The fair value-based funded status decreased from
105.5% funded to 74.6% funded. The decrease in the
fair value funded ratio resulted from the recognition of
current year investment loss and prior year deferred
investment gains.

Accumulated Sick Leave Conversion
Credits Funded Ratio

120%
100%
80%
60%
40%
20%
0%
2004 2005 2006 2007 2008

B Actuarial Value Market Value

INTRODUCTION



:yet-f COMPREHENSIVE ANNUAL FINANCIAL REPORT 2008

STATE OPEB (OTHER POST-EMPLOYMENT BENEFITS)
LIFE INSURANCE PLAN

Summary Financial Statements

Increase Increase
$ inzmo?l?ions $ inzgti)IZions (Decrease) (Decrease)
$ in millions %

Net Assets Held in Trust $339.2 $330.1 $9.1 3%
Additions

Contributions $4.6 $1.4 $3.2 229%

Investment Income 18.7 19.1 (0.4) (2%)

Total Additions 233 20.5 2.8 14%
Deductions

Benefits and Distributions 13.1 9.1 4.0 44%

Admin. & Other Expenses 0.7 0.5 0.2 40%

Total Deductions 13.8 9.6 4.2 44%
Net Increase (Decrease) 32 10.9 (31.4) (13%)

FINANCIAL HIGHLIGHTS PARTICIPATION

* In accordance with Governmental Accounting
Standards Board (GASB) Statement 43, beginning
in 2006 the State Retiree Life Insurance Plan was
segregated from the Local Government Retiree Life
Insurance Plan and the combined State and Local
Government Active Member Life Insurance Plan for
financial statement presentation.

6,411 pre-65 retirees and 15,431 post-64 retirees
participated in the State Retiree Life Insurance Plan in
2008. Pre-65 retirees pay premiums equivalent to
comparably-aged active participants. Post-64 retirees
receive a reduced benefit without payment of premium.

State Retiree Participants

¢ Effective January 1, 2008, assets were permanently 20,000

split between the active member and OPEB plans. 16,000

« Contributions received in 2008 increased by 229% 1;’888 W Pre-65
or $3.2 million. Starting in 2008 the Pre-65 annuitant 41000 . . . Post-64
group is being reported in the State OPEB Life 0

Insurance Plan. Pre-65 annuitants pay their 2006 2007 2008

premiums and the contributions for this group is

$3.2 million in 2008. FUNDED STATUS

Actuarial valuations of the State Retiree Life
Insurance Plan are conducted biennially. The most
recent valuation was performed January 1, 2008.
As of that date, plan assets represented 86.3% of
plan actuarial liabilities.

INTRODUCTION 6
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LOCAL GOVERNMENT OPEB (OTHER POST-EMPLOYMENT BENEFITS)

LIFE INSURANCE PLAN

Summary Financial Statements

Increase Increase
$ inzrg?l?ions $ inzrg?liions (Decrease) (Decrease)
$ in millions %

Net Assets Held in Trust $216.1 $212.8 $3.3 2%
Additions

Contributions $5.7 $2.5 $3.2 128%

Investment Income 11.8 121 (0.3) (2%)

Total Additions 175 14.6 2.9 20%
Deductions

Benefits and Distributions 9.2 5.3 3.9 74%

Admin. & Other Expenses 0.9 0.4 0.5 125%

Total Deductions 101 5.7 4.4 T7%
Net Increase (Decrease) $74 $8.9 ($1.5) (17%)

FINANCIAL HIGHLIGHTS PARTICIPATION

* In accordance with Governmental Accounting
Standards Board (GASB) Statement 43, beginning in
2006 the Local Government Retiree Life Insurance
Plan was segregated from the State Retiree Life
Insurance Plan and the combined State and Local
Government Active Member Life Insurance Plan for
financial statement presentation.

* Effective January 1, 2008, assets were permanently
split between the active member and OPEB plans.

 Contributions received in 2008 increased by 128%
or $3.2 million. Starting in 2008 the Pre-65 annuitant
group is being reported in the Local OPEB Life
Insurance Plan. Pre-65 annuitants pay their
premiums and the contributions for this group are
$3.9 million in 2008.

9,165 pre-65 retirees and 20,912 post-64 retirees
participated in the Local Retiree Life Insurance Plan in
2008. Pre-65 retirees pay premiums equivalent to
comparably aged active participants. Post-64 retirees
receive a reduced benefit without payment of premium.

Local Retiree Participants

30,000

20,000
B Pre-65

10,000
RN e

0

2006 2007 2008

FUNDED STATUS

Actuarial valuations of the State Retiree Life Insurance
Plan are conducted biennially. The most recent
valuation was performed January 1, 2008. As of

that date, plan assets represented 90.8% of plan
actuarial liabilities.

INTRODUCTION
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ACTIVE MEMBER LIFE INSURANCE PLAN

Summary Financial Statements

Increase

Increase
_ 2008 | 2007 (Decrease) (Decrease)
$ in thousands 8 in thousands $ in thousands %
0
Net Assets Available for Benefits $309.9 $329.1 ($19.2) (6%)
Revenues
Administrative Reimbursement $339.1 $570.0 ($230.9) (41%)
Investment Income 28.7 51.4 (22.7) (45%)
Total Revenues 367.8 621.4 (253.6) (41%)
Expenses
Administrative Expense 387.0 564.8 (177.8) (32%)
Total Expenses 387.0 564.8 (177.8) (32%)
Net Increase (Decrease) ($19.2) $56.6 ($75.8) (134%)
FINANCIAL HIGHLIGHTS PARTICIPATION

* In accordance with Governmental Accounting
Standards Board (GASB) Statement 43, beginning in
2006 the combined State and Local Government
Active Member Life Insurance Plan was segregated
from the State Retiree Life Insurance Plan and the
Local Government Retiree Life Insurance Plan for
financial statement presentation. Active Member Life
Insurance is reported as an “Insurance Purchasing
Pool” under GASB Statement 10, which focuses on
claims-servicing revenue and administrative costs.
Amounts collected or due from pool participants and
paid or to be paid to settle claims are reported as a
net asset or liability.

 Effective January 1, 2008, assets were permanently

split between the active member and OPEB plans.

INTRODUCTION

52,257 active state employees and 77,985 active
local government employees participated in the life
insurance plan in 2008. Many of these employees
participated in additional and supplemental coverage
in addition to basic coverage.

Active Employee Participants
100,000

50,000 M State
0
2006 2007 2008
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EMPLOYEE REIMBURSEMENT ACCOUNTS (ERA) PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $7.3 $7.0 $0.3 4%
Liabilities 6.0 57 0.3 5%
Net Assets Held in Trust $1.3 $1.3 $0.0 0%
Additions

Contributions $23.7 $23.3 $0.4 2%

Investment Income 0.1 0.3 (0.2 (67%)

Total Additions 23.8 23.6 0.2 1%
Deductions

Benefits and Distributions 23.1 221 1.0 5%

Administrative Expenses 0.7 0.8 (0.1) (13%)

Total Deductions 23.8 22.9 0.9 4%
Net Increase (Decrease) $0.0 $0.7 ($0.7) (100%)

PARTICIPATION

Salary Reductions
At the end of 2008, the ERA program had 13,108 1

participants, a decrease of 6.2% from 13,976 in >
2007. Employees created 2,186 dependent care 10
accounts and 10,922 medical expense accounts. ) 5 I I I I I
The ERA Program allows state employees to establish b
0

pre-tax reimbursement accounts for medical care

expenses not covered by insurance and for dependent 2004 2005 2006 2007 2008
child or adult care expenses. Total salary reductions
were $23.3 million ($8.9 million for dependent care
and $14.4 million for medical expenses), an increase
of 2.3% from 2007. Reductions in FICA tax from this
program saved the state an estimated $1.8 million in
2008, with combined FICA and income tax savings of
$6.7 million realized by participants.

Millions $

B Medical Dependent

9 INTRODUCTION
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COMMUTER BENEFITS PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in thousands $ in thousands $ in thousands %

Assets 253.0 $458.4 ($205.4) (45%)
Liabilities 2315 489.8 (258.3) (53%)
Net Assets Held in Trust $21.5 ($31.4) $52.9 n/a
Additions

Contributions $1,421.8 $1,395.8 $26.0 2%

Investment Income (5.4) (12.3) 6.9 n/a

Total Additions 1,416.4 1,383.5 329 3%
Deductions

Benefits and Distributions 1,210.4 1,196.0 14.4 2%

Admin. & Other Expenses 153.2 144.2 9.0 7%

Total Deductions 1,363.6 1,340.2 23.4 2%
Net Increase (Decrease) 52.8 $43.3 $9.5 22%

FINANCIAL HIGHLIGHTS * The assets and liabilities decreased in 2008

due to the timing of collecting money due from
other funds and contributions receivable as well
as the timing of paying money to the third party
administrator.

e The Commuter Benefits Program began operations
in August 2002. Startup costs were funded through
an advance from the state’s general fund. As of
December 31, 2008, $27,700 remained payable

to the general fund.

MILWAUKEE RETIREMENT FUND

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %
Assets
Investment in Core Fund $89.0 $129.3 ($40.3) (31%)
Investment in Variable 10.1 13.0 (2.9) (22%)
Fund
Net Assets Held in Trust $99.1 $142.3 43.2 (30%)
Additions
Deposits $13.1 $15.6 ($2.5) (16%)
Investment Income (41.1) 10.1 (51.2) (507%)
Total Additions (28.0) 25.7 (53.7) (209%)
Deductions
Benefits and Distributions 15.2 8.1 7.1 88%
Total Deductions 15.2 8.1 7.1 88%
Net Increase (Decrease) ($43.2) 17.6 60.8 (345%)

FINANCIAL HIGHLIGHTS

e During 2008 and 2007, the Milwaukee Retirement Fund included only investments from the Milwaukee
Public Schools Supplemental Retirement Program.

INTRODUCTION 10
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DUTY DISABILITY INSURANCE PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $257.6 $328.1 (%$70.5) (22%)
Less: Liabilities

Other Liabilities 2.3 2.2 0.1 5%
Less: Reserves

Reserve for Changes in the

Market Value of Investments 100.2 4.0 (104.2) (2605%)
Net Assets Held in Trust 355.5 321.9 $33.6 11%
Additions

Contributions $50.6 $47.8 $2.8 6%

Investment Income (93.6) 25.9 (119.5) (461%)

Total Additions 43.0 73.7 (116.7) (158%)
Deductions

Benefits and Distributions 27.1 26.2 0.9 3%

Administration 0.4 0.2 0.2 100%

Total Deductions 275 26.4 1.1 4%
Net Increase (Decrease) ($70.5) % ($117.8) (249%)

FINANCIAL HIGHLIGHTS

e Contributions increased by 5.9% over 2007.

The contribution formula was unchanged in 2008.
The increase in contributions is attributable to higher
protective occupation salaries and movement within
the contribution rate tiers by individual employers.

* 0.5% of the deferred balance in the MRA is
attributable to the Duty Disability Insurance Program.

FUNDED STATUS

The funded status of the Duty Disability Insurance
Program is a measure of the extent to which the system
has accumulated enough assets to pay the benefits
eamed by participants. The funded ratio is the ratio of
plan assets to estimated future liabilities. The assets
can be measured using either the current fair market

value of assets or the smoothed funding value of assets.

The fair value measurement gives a more timely
measurement but can be extremely volatile, while the
funding value measurement is less representative of
current market values but better presents the funding

trends without the year-to-year volatility.

The funding value-based funded ratio remained
relatively unchanged from 75.5% funded to 75.4%
funded. Since 2003 the funded ratio has improved
from 48.2% to 75.4% funded. The steady increase in
the funding value funded ratio shows the success of
the long-term strategy to fully fund the program.

The fair value-based funded status decreased from
76.4% funded to 54.1% funded. The decrease in the
fair value funded ratio was the result of investment
losses during 2008.

11
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INCOME CONTINUATION INSURANCE (ICI) PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %
Assets $74.9 $101.1 ($26.2) (26%)
Less: Liabilities
Estimated Future Claims 76.7 68.6 8.1 12%
Other Liabilities 04 0.3 0.1 33%
Less: Reserves
Reserve for Changes in the
Market Value of Investments 11.7 14.0 25.7 (184%)
Net Assets Available for Benefits $9.5 18.2 ($8.7) (48%)
Revenues
Contributions $14.0 $13.0 $1.0 8%
Investment Income (23.1) 74 30.5 (412%)
Total Revenues (9.1) 20.4 (29.5) (145%)
Expenses
Benefits and Distributions 22.9 12.6 10.3 82%
Admin & Other Expenses 2.4 2.4 0.0 0%
Total Expenses 25.3 15.0 10.3 69%
Net Income (Loss) ($34.4) $5.4 ($39.8) (737%)
FINANCIAL HIGHLIGHTS FUNDED STATUS
* Net Assets Available for Benefits decreased by The funded status of the ICI Program is a measure of the
48% during 2008. This was the combination of a extent to which the system has accumulated enough
$21.2 million decrease in state plan assets, a assets to pay the benefits earned by participants. The
$5.1 million decrease in the local plan assets, funded ratio is the ratio of plan assets to estimated
and a $25.7 million decrease in the reserve for future liabilities. The assets can be measured using
changes in market value of assets. either the current fair market value of assets or the

smoothed funding value of assets. The fair value
measurement gives a more timely measurement,

but can be extremely volatile. The funding value
measurement is less representative of current market
values, but better presents the funding trends without
the year-to-year volatility.

¢ 0.1% of the deferred balance in the MRA is
attributable to the ICI program.

INTRODUCTION 12
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State Plan

The funding value-based funded ratio decreased from
97% funded to 83% funded. This decrease is the
result of the investment losses in 2008. The target
for this program is to maintain a funded ratio of
115% to 125% of liabilities as a hedge against
adverse claims performance.

The fair value-based funded status decreased from
118% funded to 76% funded. This decrease is the
result of the investment losses in 2008.

State Income Continuation Insurance
Funded Ratio
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Local Plan

The funding value-based funded ratio increased
slightly from 616% funded to 645% funded. This
increase is the result of lower than anticipated claims
experience. The target for this program is to maintain
a funded ratio of 100% to 200% of liabilities as a
hedge against adverse claims performance. Because
of the small size of this plan, significant year-to-year
volatility in claims experience is expected.

The fair value-based funded status decreased from
622% funded to 483% funded. This decrease is the
result of the investment losses in 2008.

Local Income Continuation Insurance
Funded Ratio
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LONG-TERM DISABILITY INSURANCE (LTDI) PROGRAM

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $217.7 $327.6 ($109.9) (34%)
Less: Liabilities

Estimated Future Claims 138.6 135.7 2.9 2%

Other Liabilities 3.0 2.9 0.1 3%
Less: Reserves

Reserve for Changes in the (99.0) 0.7) (98.3) nla

Market Value of Investments
Net Assets Available for Benefits $175.1 $189.7 ($14.6) (8%)
Revenues

Investment Income ($88.3) $27.9 ($116.2) (416%)

Total Revenues 88.3 27.9 116.2 (416%)
Expenses

Benefits and Distributions 23.3 451 (21.8) (48%)

Admin. & Other Expenses 13 14 (0.1) (7%)

Total Expenses 24.6 46.5 (21.9) (47%)
Net Income (Loss) ($112.9) ($18.6) 94.3 n/a

FINANCIAL HIGHLIGHTS

* No contributions were collected for this program
during 2008, due to sufficient reserves available in
the fund.

¢ The Benefit and Distributions expense is the
actuarially determined increase in liabilities during the
year. During 2008 liabilities grew more slowly than in
previous year due to favorable claims experience.

¢ 0.5% of the deferred balance in the MRA is
attributable to the LTDI program.

FUNDED STATUS

The funded status of the LTDI Program is a measure of
the extent to which the system has accumulated enough
assets to pay the benefits earmned by participants. The
funded ratio is the ratio of plan assets to estimated
future liabilities. The assets can be measured using the
current fair market value of assets or the smoothed
actuarial value of assets. The fair value measurement
gives a more timely measurement, but can be extremely
volatile. The funding value measurement is less
representative of current market values, but better
presents the funding trends without the

year-to-year volatility.

INTRODUCTION
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The funding value-based funded ratio decreased from
237% funded to 224% funded. The decrease in the
actuarial value funded ratio was due to the contribution
holiday during 2008. Despite the decline, the funded
ratio still exceeds the target funding range, and the
contribution holiday will continue for another year.

The fair value-based funded status declined from 236%
funded to 154% funded. The decrease in the fair value
funded ratio was the result of the contribution holiday
and investment losses during 2008.

Long Term Disability Insurance
Funded Ratio
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GROUP HEALTH INSURANCE PROGRAM

Active Member Group Health Insurance

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %

Assets $189.3 $233.3 ($44.0) (19%)
Less: Liabilities

Unearned Revenue 94.3 85.6 8.7 11%

Estimated Future Claims 104 10.2 0.2 2%

Other Liabilities 2.6 2.3 767%

Less: Reserves

Reserve for Changes in the 55.0 0.0 (55.0) (100%)

Market Value of Investments
Net Assets Available for Benefits $137.0 137.2 ($0.2) 1%
Revenues

Premiums $1,021.8 $940.7 $81.1 9%

Investment Income (53.4) 7.7 (61.1) (794%)

Total Revenues 968.4 948.4 20.0 3%
Expenses

Benefits and Distributions 1,010.1 919.5 90.6 10%

Administration 134 11.2 2.2 20%

Total Expenses 1,023.5 930.7 92.8 10%
Net Income (Loss) ($55.1) % ($72.8) (412%)

FINANCIAL HIGHLIGHTS ¢ In 2008 the Health Insurance Programs, including

State OPEB Health Insurance and Local OPEB Health
Insurance, were moved to the Core Fund to invest the
excess money in the funds and participate in the
investment earnings. Therefore, this is the first year
that the funds have a Reserve for Changes in the
Market Value of Investments.

* These statements include activity related to health
insurance coverage for the current employees of state
and local government employees. Statements for the
state and local retiree health plans are presented on the
next page.

* The 2007 beginning reserve balance was
increased by $14.4 million to correctly reflect the
division of assets between the active member and
retiree health plans.

* 0.3% of the deferred balance in the MRA is
attributable to the Group Health Insurance Program.
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State OPEB (Other Post-Employment Benefits) Health Insurance

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %
Assets $13.4 $15.7 ($2.3) (15%)
Less: Liabilities
Estimated Future Claims 6.4 7.3 (0.9) (13%)
Other Liabilities 0.6 0.1 0.5 500%
Due To Employers 7.7 8.3 (0.6) (8%)
Less: Reserves
Reserve for Changes in the 1.3) 0.0 1.3) (100%)
Market Value of Investments
Net Assets $0.0 $0.0 $0.0 0%
FINANCIAL HIGHLIGHTS * In 2008 the Health Insurance Programs, including

State OPEB Health Insurance and Local OPEB Health
Insurance, were moved to the Core Fund to invest the
excess money in the funds and participate in the
investment earnings. Therefore, this is the first year
that the funds have a Reserve for Changes in the
Market Value of Investments.

* Beginning in 2006, the state retiree health
insurance plan is reported as Other Post-Employment
Benefits (OPEB) in an agency fund. Financial reporting
for an agency fund is limited to reporting on the
stewardship of assets, and does not include an
operating statement.

e Less than 0.1% of the deferred balance in the MRA

is attributable to the State OPEB Health Insurance.

Local OPEB (Other Post-Employment Benefits) Health Insurance

Summary Financial Statements

Increase Increase
2008 2007 (Decrease) (Decrease)
$ in millions $ in millions $ in millions %
Assets $0.6 $0.8 ($0.2) (25%)
Less: Liabilities
Estimated Future Claims 0.2 0.3 (0.2) (33%)
Other Liabilities 12 0.4 0.9 225%
Due to Employers (0.9) 0.1 (1.0) (1,000%)
Less: Reserves
Reserve for Changes in the 0.1 0.0 0.1 100%
Market Value of Investments
Net Assets $0.0 $0.0 $0.0 0%
FINANCIAL HIGHLIGHTS * In 2008 the Health Insurance Programs, including

State OPEB Health Insurance and Local OPEB Health
Insurance, were moved to the Core Fund to invest the
excess money in the funds and participate in the
investment earnings. Therefore, this is the first year
that the funds have a Reserve for Changes in the
Market Value of Investments.

¢ Beginning in 2006, the local government retiree
health insurance plan is reported as Other Post-
Employment Benefits (OPEB) in an agency fund.
Financial reporting for an agency fund is limited to
reporting on the stewardship of assets, and does not
include an operating statement.

e Less than 0.1% of the deferred balance in the MRA

is attributable to the Local OPEB Health Insurance.

INTRODUCTION 16
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FUNDED STATUS

The funded status of the Group Health Insurance
Program is a measure of the extent to which the system
has accumulated enough assets to pay the benefits
eamed by participants, meet the liquidity needs of the
plan, and smooth year-to-year volatility in claims.
Funded status is measured as the ratio of reserves to
annual expenses (claims plus administration). The
assets can be measured using either the current fair
market value of assets or the smoothed funding value of
assets. The fair value measurement gives a more timely
measurement, but can be extremely volatile. The funding
value measurement is less representative of current
market values, but better presents the funding trends
without the year-to-year volatility.

2008 is the first year the Health programs are invested
in the Core Fund and therefore need to report both
funding value-based and fair value-based funded
ratios. In years prior to 2008 the funding value-based
and fair value-based funded ratios are the same.

State Standard Health Plan

The funding value-based funded ratio decreased from
101.8% funded to 77.3%. This decrease is the result
of the investment losses in 2008.

The fair value-based funded status decreased from
101.8% funded to 41.9% funded. This decrease is
the result of the investment losses in 2008.

State Standard Health Plan
Funded Ratio
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State Pharmacy Benefit Reserve

The funding value-based funded ratio increased
slightly from 45.6% funded to 46.7%. This increase
is the result of the investment losses in 2008 that
were deferred to future years.

The fair value-based funded status decreased from
45.6% funded to 30.8% funded. This decrease is the
result of the investment losses in 2008.

State Pharmacy Benefit Reserve
Funded Ratio
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Local Standard Health Plan

The funding value-based funded ratio decreased from
254.4% funded to 154.7%. This decrease is the
result of the investment losses in 2008.

The fair value-based funded status decreased from
254.4% funded to 64.5% funded. This decrease is
the result of the investment losses in 2008.

Local Standard Health Plan
Funded Ratio
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Local Pharmacy Benefit Reserve

The funding value-based funded ratio increased from
61.8% funded to 64.9%. This increase is the result of
the loss ratio being lower in 2008 than it was in 2007.

The fair value-based funded status decreased from
61.8% funded to 37.0% funded. This decrease is the
result of the investment losses in 2008.

This plan experiences significant year-to-year volatility
due to a small participant base. Larger reserve balances
are required to assure the solvency of the plan.

Local Pharmacy Benefit Reserve
Funded Ratio
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PARTICIPATION

The state Group Health Insurance Program covered
71,925 active employees and 20,258 retired State of
Wisconsin employees at the end of 2008, about
200,000 persons when all covered dependents are
included. The total amount of annual health insur-
ance premiums for all participants was $1,038 mil-
lion. Participants and annuitants contributed $111
million toward their health insurance premiums.

The Wisconsin Public Employer Group Health
Insurance Program covered 12,159 active and 1,873
retired participants. With their dependents, the total
number of people covered was approximately 35,000.
Annual premiums paid totaled $157 million.

Health Insurance Participants

State
Employees
71,925
State
T Annuitants
Local 20,258
Employees Lo'cal

12,159 Annuitants

1,873
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ETF BOARDS AND DEPARTMENT ORGANIZATION

The individuals who serve on the five boards that
provide oversight for the Department of Employee
Trust Funds (ETF) play important roles. Board decisions
affect hundreds of thousands of individuals who
participate in the retirement programs funded by the
trust funds as well as other fringe benefit programs
the Department operates for Wisconsin.

This section explains how members are appointed
or elected and how membership overlaps. It also
provides information on individual board members.
Under state law, members of the boards are chosen
in a variety of ways. Some members are direct
appointees of the governor, others are appointed to
fixed terms from lists submitted to the governor by
specified organizations, and still others are directly
elected by active participants or retirees.

The members and officers of each board are listed below,
along with a short explanation of board responsibilities.

EMPLOYEE TRUST FUNDS BOARD
(13 MEMBERS)

This board sets policy for ETF; appoints the ETF
Secretary; approves tables used for computing benefits,
contribution rates and actuarial assumptions; authorizes
all annuities except for disability; approves or rejects
ETF administrative rules; and generally oversees
administration of the benefit programs, except group
insurance and deferred compensation. State law sets
membership criteria, with some members appointed

by the Teachers Retirement Board (TR Board) and the
Wisconsin Retirement Board (WR Board).

BOARD MEMBERS

Chair: Marilyn J. Wigdahl

Appointed by the WR Board. WR Board member
appointed under § 15.16 (3)(b)7 or 8 (participating
employee or public member who is not a participant).

Vice Chair: Wayne E. Koessl

Appointed by the WR Board. WR Board member
appointed under § 15.16 (3)(b) 1,2,4,5 or 8 (chief
executive, finance officer or member of a governing

19

body of a participating city or village, county clerk,
deputy county clerk, chairperson, or member of the
governing body of a participating county or town,
or public member who is not a participant).

Secretary: Robert M. Niendorf
Appointed by the TR Board. TR Board member appoint-
ed under § 15.16 (3)(a)4 (UW teacher participant).

John David
Appointed by the WR Board. Any WR Board member.
§ 15.16 (1)(b)

Jennifer Donnelly
Ex officio; Director of the Office of State Employment
Relations or the Director's designee. §15.16 (1)(intro.)

Rosemary Finora

Appointed by the governor, with Senate confirmation.
Public member who is not a participant in or beneficiary
of the WRS, with at least five years of experience in
actuarial analysis, administration of an employee
benefit plan, or significant administrative responsibility
in a major insurer. § 15.16 (1)(c)

Theron Fisher

Elected by WRS annuitants. WRS annuitant as
defined for purposes other than life insurance under
§ 40.02 (4). § 15.16 (1)(d)

Rick Gale

Appointed by the WR Board. WR Board member
appointed under §15.16 (3)(b)3,6, or 7 (participating
employee of a city or village, participating employee
of a local employer other than a city or village or
participating state employee). § 15.16 (1)(b)2

Kathleen Kreul

Elected by educational support personnel. WRS
participant who is either a public school district
educational support personnel employee or a
technical college district educational support employee.
§ 15.16 (1)(f)

Irena Macek

Appointed by the TR Board. TR Board member elected
under § 15.165 (3)(a)7 (City of Milwaukee teacher
participant). § 15.165 (1)(a)3
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Wayne D. McCaffery

Appointed by TR Board. TR Board member appointed
or elected under § 15.16 (3)(a)1 or 2 (public or
vocational school teacher). § 15.16 (1)(a)1

Gary Sherman
Ex officio; Governor or the governor’'s designee on the
Group Insurance Board. § 15.16 (1)(intro.)

Nancy L. Thompson

Appointed by the TR Board. TR Board member
appointed under § 15.16 (3)(a)3 or 5 (public school
administrator or school board member).

§ 15.16 (3)(a)5

WISCONSIN RETIREMENT
BOARD (9 MEMBERSY)

The WR Board advises the ETF Board on matters relating
to retirement; approves or rejects administrative rules;
authorizes or terminates disability benefits for
non-teachers; and hears appeals of disability rulings.
This board appoints four members to the ETF Board
and one non-teaching participant to the State of
Wisconsin Investment Board.

BOARD MEMBERS

Chair: Rick Gale

Appointed by the governor. Participating employee
of a participating city or village and from a different
county than subds. 1 & 2. § 15.165 (3)(b)3

Vice Chair: Wayne E. Koessl

Appointed by the governor from a list of five names
submitted by the executive committee of the
Wisconsin Counties Association. Chairperson or
member of the governing body of a participating
county or town, and from a different county than
subds. § 15.165 (3)(b)4

Secretary: Mary Von Ruden

Appointed by the governor. Participating employee
from a participating local employer other than a city
or village and from a different county than subds.

4 & 5. §15.165 (3)(b)6

INTRODUCTION
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Jamie Aulik

Appointed by the governor. County clerk or deputy
county clerk from a participating county different than
subds. 4 & 6. § 15.165 (3)(b)5

John David

Appointed by the governor from a list of five names
submitted by the Board of Directors of the League of
Wisconsin Municipalities. Chief executive or member
of the governing body of a participating city or village
and from a different county than subds. 2 & 3.

§ 15.165 (3)(b)1

Sean Dilweg

Ex officio; Commissioner of Insurance or an experi-
enced actuary in the Office of the Commissioner des-
ignated by the Commissioner. § 15.165 (3)(b)9

Herbert Stinksi

Appointed by the governor. Participating employee
and principal finance officer of a participating city or
village and from a different county than subds.
1&3. §15.165 (3)(h)2

Vacant

Appointed by the governor as a public member who is
not a participant or beneficiary of the WRS.

§ 15.165 (3)(b)8

Marilyn J. Wigdahl
Appointed by the governor. Participating state
employee. § 15.165 (3)(b)7
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TEACHERS RETIREMENT BOARD
(13 MEMBERS)

The TR Board advises the ETF Board on retirement
and other benefit matters involving public school,
technical college, state and university teachers; acts
on administrative rules and authorizes or terminates
teacher disability benefits and hears disability benefit
appeals. Nine of the 13 members are elected. This
board appoints four members to the ETF Board and
one teacher participant to the State of Wisconsin
Investment Board.

BOARD MEMBERS

Chair: Lon Mishler

Elected by annuitants who were teacher participants.
Annuitant who was a teacher participant in the WRS.
§ 15.165 (3)(a)6

Vice Chair: Dennis Panicucci
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)1

Secretary: Robin Starck
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)l

Michael Langyel

Elected by Milwaukee Public School teachers who
are participants. City of Milwaukee teacher who is a
participant in the WRS. § 15.165 (3)(a)7.

Wayne D. MccCaffery
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)1

Dan Nerad
Appointed by the governor. Public school administrator
who is not a classroom teacher. § 15.165 (3)(a)3

R. Thomas Pederson

Elected by participating Wisconsin Technical College
teachers. Public school teacher from a participating
Wisconsin Technical College district and a participating
employee in the WRS. § 15.165 (3)(a)2

Patrick Phair
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)l

Roberta Rasmus
Appointed by the governor. Member of a school
board. § 15.165 (3)(a)5

Steven Scheible
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)l

Robert Shaw

Appointed by the governor. UW teacher participant in
the WRS (not from same campus as other UW teacher
representative). § 15.165 (3)(a)4

David Wiltgen
Elected by public school teachers. Public school
teacher. § 15.165 (3)(a)1

Vacant

Appointed by the governor. UW teacher participant in
the WRS (not from same campus as other UW teacher
representative). § 15.165 (3)(a)4

GROUP INSURANCE BOARD
(11 MEMBERS)

This board sets policy for the group health, life, and
income continuation insurance plans for state
employees and the group health, life, and income
continuation insurance plans for local employers who
choose to offer them. The board also can provide
other insurance plans, if employees pay the entire
premium. Members, how they are chosen for the
board, and their original source of appointment or
election are:

BOARD MEMBERS

Chair: Stephen H. Frankel
Appointed by the governor. No membership
requirement. § 15.165 (2)

Vice Chair: Cindy 0’Donnell
Ex officio; Attorney General or his/her designee.
§ 15.165 (2)

Secretary: Esther Olson
Appointed by the governor. Insured participant in the
WRS who is a teacher. § 15.165 (2)
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Robert Baird
Appointed by the governor. Insured participant in the

WRS who is an employee of a local unit of government.

§ 15.165 (2)

Martin Beil
Appointed by the governor. Insured participant in the
WRS who is not a teacher. § 15.165 (2)

Janis Doleschal
Appointed by the governor. Insured participant in the
WRS who is a retired employee. § 15.165 (2)

Jennifer Donnelly
Ex officio; Director of the Office of State Employment
Relations or his/her designee. § 15.165 (2)

Eileen Mallow
Ex officio; Commissioner of Insurance or his/her
designee. § 15.165 (2)

David Schmiedicke
Ex officio; Secretary of Department of Administration
or his/her designee. § 15.165 (2)

Gary Sherman
Ex officio; Governor or his/her designee. § 15.165 (2)

Vacant:

Appointed by the governor. Chief executive or member
of the governing body of a local unit of government
that is a participating employer. § 15.165 (2)
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DEFERRED COMPENSATION
BOARD (5 MEMBERS)

This board sets policy, contracts with investment and
administrative service providers, and oversees admin-
istration of the Deferred Compensation Program. The
board is responsible for establishing criteria and
procedures for selecting and evaluating investment
options offered by the Program. The governor, with
senate confirmation, appoints all board members;
there are no statutory requirements for appointments.
Members, how they are chosen for the board, and
their original source of appointment or election are:

BOARD MEMBERS

Chair: Edward D. Main
Appointed by the governor with no membership
requirements. § 15.165 (4)

Vice Chair: John F. Nelson
Appointed by the governor with no membership
requirements. § 15.165 (4)

Secretary: Martin Beil
Appointed by the governor with no membership
requirements. § 15.165 (4)

Michael Drury
Appointed by the governor with no membership
requirements. § 15.165 (4)

Gail Hanson
Appointed by the governor with no membership
requirements. § 15.165 (4)

PRIVATE EMPLOYER HEALTH
CARE COVERAGE BOARD

The Private Employer Health Care Coverage Program
(PEHCCP) was created by 1999 Wisconsin Act 9
(1999-2001 Biennial Budget Act). 2007 Wisconsin
Act 20 deleted all funding and position authority for
the program and the statutes authorizing the program
have been repealed effective January 1, 2010.
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DEPARTMENT ORGANIZATION

The Department of Employee Trust Fund had 212.7 permanent positions and 8 project full-time equivalent
positions at the end of 2008. If all positions had been filled, the employee count would have been 226.

The Department’s organizational chart is shown below:

Wisconsin
Retirement Board

Deferred
Compensation Board

‘ Employee
‘ Trust Funds Board

Office of the Secretary

Deputy Secretary
Executive Assistant

Teachers
Retirement Board

Group Insurance
Board

Staff Services

Legal Services

Office of Budget and
Trust Finance

Office of Internal Audit

Division of Insurance
Services

Division of Management

Communications & Quality
Assurance

Office of Legislative Affairs,

Services

Division of Retirement

Office of Policy, Privacy &
Compliance
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2008 ETF MANAGEMENT STAFF

Secretary: David A. Stella

Deputy Secretary: Bob Conlin
Executive Assistant: Rhonda Dunn
Chief Legal Counsel: Robert Weber

Division of Retirement Services
Administrator: Jean Gilding

Division of Insurance Services
Administrator: Tom Korpady
Deputy Administrator: Lisa Ellinger

Division of Management Services
Administrator: Pam Henning

Office of Budget and Trust Finance
Director: Jon Kranz

Office of Internal Audit
Director: John Vincent

Office of Legislative Affairs, Communications & Quality
Assurance
Director: Matt Stohr

Office of Policy, Privacy & Compliance
Director: Steve Hurley

INTRODUCTION
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PRINCIPAL CONSULTANTS AND
ADMINISTRATORS

Consulting Actuaries:
Gabriel Roeder Smith & Company
Southfield, Michigan

Deloitte Consulting
Minneapolis, Minnesota

Auditors:
Legislative Audit Bureau
Madison, Wisconsin

THIRD PARTY ADMINISTRATORS

Health Insurance:
WPS Health Insurance
Madison, Wisconsin

Pharmacy Benefits Manager:
Navitus Health Solutions
Appleton, Wisconsin

Income Continuation Insurance and
Long-Term Disability Insurance:
Aetna, Inc.

Burlington, Massachusetts

Deferred Compensation:
Great-West Retirement Services
Greenwood Village, Colorado

Employee Reimbursement Accounts
and Commuter Benefits:

Fringe Benefits Management Company
Tallahassee, Florida

Life Insurance:
Minnesota Life Insurance Company
St. Paul, Minnesota
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LEGISLATION AND ANNUAL ACCOMPLISHMENTS

LEGISLATION

The legislation that became law in 2008 that affected
the Wisconsin Retirement System (WRS) and/or other
employee benefit programs administered by the
Department of Employee Trust Funds (ETF) is
described below:

2007 Wisconsin Act 131, which became effective in
2008, made changes with respect to the operation and
administration of the Wisconsin Retirement System
(WRS). The law helped the Department streamline
practices, conform state law to federal law, eliminate
certain inequities in current law and, generally, made
other technical changes desired by the Department for
the efficient operations of its programs.

The statuary changes included:

» Accelerated Payment Option: The law removed the
requirement that the temporary additional pension
payment must end at the retiree’s death if the retiree
dies before age 62. Instead, the retiree’s named
survivor or a beneficiary would receive the temporary
additional pension payment through the month in
which the retiree would have turned 62.

* Death Benefits: The law clarified that the number
of guaranteed death benefit payments that are payable
to a beneficiary of a participant in the WRS may not
exceed the life expectancy of the beneficiary. This
clarification aligned the law to federal law and
Department practice.

* Earnings Definition: The law clarified the definition
of “earings” for employees serving in a position
covered under the federal Uniformed Services
Employment and Reemployment Rights Act to comply
with federal law for purposes of the WRS.

e Amortization Period: Unfunded prior service liabilities
under the WRS were required to be amortized over a
40-year amortization period. However, changes in
national accounting standards require these liabilities
to be amortized over 30 years. Act 131 reduced the
amortization period to 30 years for all unfunded prior
service liabilities incurred after the bill’'s effective date
(4/5/08).
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¢ Waiver of WRS Benefits: The old law permitted a
participant, beneficiary, or distributee of an estate to
waive WRS benefits and provided that the waiver was
effective on the first day of the 2nd month commencing
after the waiver was received by the Department or on
the date specified in the waiver, if later. To provide
greater consistency and ease of administration for the
Department, the new law provided that the waiver is
effective 30 days after the Department receives it or on
the date specified in the waiver, if earlier. It also provid-
ed that the participant, beneficiary, or distributee may
cancel the waiver in writing before the effective date.

* Beneficiaries: The law eliminated the surviving
spouse of a deceased child as a default beneficiary
so that assets will pass to the children of the
deceased child. In addition, the law added
great—-grandchildren and other descendants of the
deceased employee and nieces, nephews, and other
descendants of the deceased employee’s brothers
and sisters to the list of default beneficiaries.

2007 Wisconsin Act 20 (Biennial Budget) made
one change affecting ETF:

¢ Health Insurance for state employees: The new law
provided the state employer contribution for group
health insurance premiums to eligible state employees
not appointed to a limited-term position after two
months of employment. The old law provided this
contribution after six months of employment except
for faculty and academic staff employed by the
University of Wisconsin System (contribution for these
employees is provided upon hire). These provisions
were effective July 1, 2008.

ETF Goals and Objectives for 2008

The Department’s goals and objectives are reviewed
and updated annually. They are as follows:

Goals:

1. To protect the integrity of the Trust and administer
benefits through effective governance with an emphasis
on fiduciary responsibilities.

2. To provide effective and efficient service to
participants, employers, and other customers.
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3. To deliver quality benefits through prudent
administration and the development and implementation
of cost-containment strategjes.

4. To develop and maintain a workforce with the
necessary knowledge and skill sets.

OBJECTIVES:
Governance

1. Broaden administrative flexibility to enhance the
ability to carry out fiduciary responsibilities.

2. Assist Boards in developing effective governance
measures.

3. Educate external and internal parties on fiduciary
and Trust administration responsibilities.

4. Develop and monitor internal controls to
safeguard assets and ensure conscientious and
effective administration.

Service

1. Identify existing organizational structures,
processes and operations within ETF that can be
simplified or streamlined, develop a plan to
implement, and execute the plan.

2. Further develop the Department’s ability to meet
customer needs for guidance and timely, accurate
information by providing information through a variety
of mechanisms that is informative, accurate, and
accessible.

3. Provide ombudsperson services to assist partici-
pants in resolving benefit issues and assess whether

customer needs are being met through current services.

4, Maintain high quality operations and service by
continually assessing issues raised; reviewing and
adopting appropriate best practices; and changing

benefit processes, structures and/or delivery as needed.

5. Clearly communicate benefit details and options
to members and other stakeholders by improving
the quality and quantity of internal and external
communications.

INTRODUCTION
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Benefits:

1. Work with the Governor’s Office and the Legjslature
to protect benefits now offered to participants, seek
statutory changes needed to reflect present operating
conditions, and suggest changes that would maximize
both the levels of service and the cost effectiveness
of current benefits.

2. Develop and implement information technology
applications based on business strategies that
effectively and efficiently improve internal functions
and external services.

3. Educate members and other stakeholders on the
advantages of the ETF hybrid pension benefit model
and the package of other employee benefits that
complement the overall pension benefit structure.

4. Communicate to members and other stakeholders
the role of ETF in effectively administering a well-funded
benefit program.

5. Educate members and other stakeholders on the
roles and responsibilities of the State of Wisconsin
Investment Board in effectively managing fund
investments while working in partnership and
cooperation with ETF.

Workforce:

1. Encourage documentation of workflow processes
to facilitate transition of knowledge among employees.

2. Promote an atmosphere where candid discussion,
critical thinking and innovation are encouraged and
rewarded.

3. Provide cross-organizational training and utilization
of staff to assist in handling changing demands and
priorities.

4. Maintain a comprehensive, strategic workforce plan.

5. Refine employee development and recruitment
efforts to ensure staff has the needed skill sets.

6. Conduct supervisory and managerial meetings
with the Secretary’s Office to provide a forum for policy
and operational discussions across divisions, cultivating
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a staff that understands the business processes and
interrelationships across the organization.

2008 ACCOMPLISHMENTS
Governance

e Completed OPEB (other post-employment benefits)
actuarial valuations of the retiree health insurance
program.

* Submitted a required retiree drug subsidy
reconciliation to the Centers for Medicare and
Medicaid Services for receipt of more than $10 million
in drug subsidy payments for plan year 2006. The
Department used the subsidy to help lower the cost
of drug coverage for annuitants on Medicare.

* Developed new contract language for third-party
administrators to ensure members are protected from
breaches of privacy and identity theft.

* Published the Department’s annual Information
Technology Plan, which identifies ETF’s strategic
direction and high-priority project plans.

* Received an independent consultant’s study
reviewing the Department’s statutory and administrative
framework to examine whether the Department and
Board have sufficient flexibility and authority to fulfill
fiduciary and statutory responsibilities.

* Received an independent consultant’s report
examining the Department’s operations and comparing
cost of administering the WRS with similar-sized
retirement systems. The report concluded the WRS

is funded at a lower rate, provides fewer services,
and has a higher member-to-staff ratio when compared
to peers.

* Received an award on behalf of the WRS from the
Public Pension Coordinating Council in recognition of
meeting professional standards for public pension
plan design and administration.

Service — to Members

1. Several improvements were made to enhance
customer service provided to members, including:
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¢ Developed and implemented a multi-faceted,
multi-media communications plan to provide
information on the effect of the economic turmoil
in the investment markets on the WRS trust
funds. The effort included separate strands for
employers as well as active and retired members
and involved the use of online videos, direct
mailings, employer bulletins, the Department’s
Internet site, e-mail, meetings with constituent
groups, and targeted messages to stakeholders.

* Revised forms to enhance communication
about accelerated benefit payment options and
Social Security benefit estimates.

* Revised the Life Insurance Application to a
single-sided form that can be completed online,
creating cost savings for the Department and
convenience for members.

2. The Department produced or updated more than
a dozen online videos, including: Message on the
Condition of the WRS; Interest Rates and Annuity
Adjustments; The WRS Trust Funds: Core and
Variable; two programs on the effect of divorce on
WRS benefits; Canceling Variable Participation; WRS
Benefits; Now That You're Retired; Commuter
Benefits; Income Continuation Insurance Benefits;
one promoting a Wisconsin Deferred Compensation
Program service; Payment Options-Choosing an
Annuity Option; and The Employee Reimbursement
Accounts Program.

3. The Department conducted a series of statewide
workshops for members, combining presentations by
representatives of the WRS, the Social Security
Administration and the Wisconsin Deferred
Compensation Program.

Information technology updates included:

¢ Implemented the Benefit Payment System (BPS),
replacing a 30-year-old system that stored data for
use by staff and other information technology systems
to calculate and pay retirement benefits.

¢ Launched the second phase of the Lump Sum
Payment System for automating and processing lump
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sum payments, including minimum annuity, separation
and death benefit payments.

e Completed a series of improvements to the
“Contact Us” portal on the Department’s Internet site.

Service — to Employers

Several improvements were made to enhance
customer service provided to employers, including;

* Improved the “student status” eligibility process,
which streamlined reporting, reduced processing time
and ensured timely updates to the Health Insurance
and Complaint System.

¢ Modified the Interactive Voice Response system,
an automated telephone system used by employers,
to accommodate increased options for reporting
supplemental data and other information.

e Completed high-priority annual processing
enhancements to expedite employer data validation
phases and further automate information processing.

¢ |mproved the online employer training program,
including updating training modules and incorporating
new learning activities and materials. Also conducted
13 in-house training sessions for state and local
government employers.

* Eliminated state agency employer bulletin printing
and distribution costs by implementing an electronic
notification and distribution process for each edition.

Information technology updates included:

e Completed a project to add health plans to the
Electronic Eligibility Data Transfer system, which
processes health plan eligibility information according
to federal standards. Employers no longer have to
send eligibility applications to health plans, which
will reduce labor and resource costs.

e |Implemented phase 1 of a new Web-based
application providing secure, online Wisconsin
Retirement System employer training.

INTRODUCTION
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Benefits

The Department continued to deliver quality benefits
through prudent administration and the development
and implementation of cost-containment strategies,
including:

* Successfully negotiated with the participating
alternate health plans (health maintenance
organizations) to hold premium rate increases
to single digits for the fifth consecutive year.

* Reduced monthly premium rates by 2% for retired
state employee participants in the Medicare Plus $1
Million plan.

e Developed and implemented 2007 Wisconsin Act
131 changes in accelerated annuity payment options
and standard sequence of beneficiaries.

¢ Implemented 2007 Wisconsin Act 226 provisions
for deducting health and long-term care premiums
from public safety officer retiree annuities.

¢ (arried out communication plans to ensure complete
and accurate 2009 health insurance information for

participating state and local health insurance employers.
The effort included electronic distribution of materials,
which saved agency and employer time and resources.

* |Implemented new ideas to help reduce costs and
streamline administrative processes, including:

- Used in-house resources to develop a user-
friendly contact management system for use in the
Contact Management Center. The significant cost
savings included avoiding an expensive upgrade of
the old system, eliminating annual maintenance
and license fees and reducing data storage and
processing costs.

- Migrated to a new version of the Department’s
database software and utilized different desktop
antivirus software, thereby reducing licensing and
maintenance costs.
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- Implemented a new method for printing
1099-R tax statements in-house, saving staff
time and resources.

¢ Eliminated a long-standing backlog in Duty
Disability participant tax return reviews.

Information technology updates included:

» Streamlined existing processes for collecting and
updating eligibility data from participating health
plans and completing the planning phases of the
Health Insurance Eligibility, Validation and Payment
project, which will improve employer and employee
processes involving health insurance enroliments,
validation and premium payments.

* Created a new health insurance premium statistics
data mart for business user query and reporting. This
data mart collects health insurance premium data
from multiple sources and provides an easy-to-use
resource for reporting on premium data.

Workforce

The Department continued to develop and maintain a
skilled and knowledgeable workforce, as evidenced
through these accomplishments:

e Submitted a multi-year workforce plan to the Office
of State Employment Relations, highlighting strategies
to address critical hiring needs and recruitment and
retention of employees. Also submitted to the
Department of Administration’s Division of State
Facilities a capital budget request addressing
long-term space needs of the agency.
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¢ Developed and implemented a training database
for retirement estimate training that will expand staff
knowledge of other job types.

¢ Conducted multiple training sessions for staff
regarding volatility in the investment markets and the
effect on WRS benefits.

¢ Created a new training plan for Trust Funds
Specialists and defined operational tasks and
workload issues in the Division of Information
Technology to enhance staff training.

¢ Held orientation sessions for new employees and
conducted training sessions on the Accumulated Sick
Leave Conversion Credit Program and privacy trainings
for new employees and staff in the Division of
Insurance Services.

¢ Developed a group training program that reduced
the time spent in one-on-one, on-the-job-training for
staff in the Member Services Bureau.

Information technology updates included:

e Upgraded all staff desktop computers to Microsoft
Office 2007 and replaced all staff monitors with new
LCD monitors.

¢ |nstalled new hardware to support applications
and disaster recovery plans.
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22 East Mifflin Street, Suite 500
Madison, Wisconsin 53703

(608) 266-2818
STATE OF WISCONSIN Fax (608) 267-0410

Legislative Audit Bureau

www.legis.wisconsin.gov/lab

Janice Mueller
State Auditor

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying financial statements for the following fiduciary and
proprietary funds administered by the State of Wisconsin Department of Employee Trust Funds
as of and for the year ended December 31, 2008: the Wisconsin Retirement System, Duty
Disability Insurance, Accumulated Sick Leave Conversion, State Retiree Life Insurance, Local
Retiree Life Insurance, Employee Reimbursement Accounts, Commuter Benefits, Milwaukee
Retirement Systems, Badger Rx, State Retiree Health Insurance, Local Retiree Health Insurance,
Long-Term Disability Insurance, Health Insurance, Income Continuation Insurance, and Life
Insurance. These financial statements are the responsibility of the Department’s management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As discussed in Note 1, the financial statements referred to in the first paragraph present only the
fiduciary and proprietary funds administered by the Department and do not purport to, and do
not, present fairly the financial position of the State of Wisconsin and the changes in its financial
position and its cash flows, where applicable, in conformity with accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to in the first paragraph, present fairly in all
material respects, the respective financial positions of each fiduciary fund and of each proprietary
fund as of December 31, 2008, and the respective changes in their financial positions and their
cash flows, where applicable, for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The required supplementary information on the Wisconsin Retirement System’s schedules of
funding progress and employer contributions, the required supplementary information on

claims development information for public entity risk pools, and the required supplementary
information on the other post employment benefits schedules of funding progress and employer
contributions are not required parts of the financial statements but are supplementary information



required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements of
the Department. The supplementary information included in the Introduction and the sections
entitled Statistics, Actuarial, Investments, and Employer Unfunded Liability Balances, as listed
in the table of contents, is presented for purposes of additional analysis and is not a required
part of the financial statements. This supplementary information has not been subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express
no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated

March 24, 2010, on our consideration of the Department’s internal control over financial
reporting; our tests of its compliance with certain provisions of laws, regulations, and contracts;
and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

LEGISLATIVE AUDIT BUREAU

g/ma /fm/u\)

Janice Mueller
State Auditor

March 24, 2010 by
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Wisconsin Department of Employee Trust Funds
Statement of Fiduciary Net Assets

December 31, 2008

(In Thousands)

Wisconsin Retirement Accumulated Sick
System Duty Disability Leave Conversion
Assets:
Equity In Pooled Cash & Cash Equivalents $ 2,602,671 $ 0 % 0
Securities Lending Collateral 5,707,981 0 0
Prepaid Expenses 4,767 0 0
Receivables:
Contributions Receivable 123,584 4,648 3,942
Prior Service Contributions Receivable 285,139 0 0
Benefit Overpayments Receivable 2,759 391 0
Due From Other Trust Funds 4,626 0 10
Rebates Receivable 0 0 0
Miscellaneous Receivables 75,777 0 0
Interest and Dividends Receivable 206,299 0 0
Investment Sales Receivable 90,910 0 0
Total Receivables 789,094 5,039 3,952
Investments at Fair Value:
Fixed Income Investments 20,339,831 0 0
Preferred Securities 76,548 0 0
Convertible Securities 24,698 0 0
Stocks 30,974,667 0 0
Limited Partnerships 6,418,962 0 0
Mortgages 77,641 0 0
Real Estate 468,139 0 0
Multi Asset Investments 561,317 0 0
Investment In Core Fund 0 252,635 1,619,332
Investment In Variable Fund 0 0 0
Investment in External Pool 0 0 0
Total Investments 58,941,803 252,635 1,619,332
Capital Assets 49 0 0
Total Assets 68,046,365 257,674 1,623,284
Liabilities:
Core Investment Due Other Programs 2,421,601 0 0
Variable Investment Due Other Programs 10,142 0 0
Securities Lending Collateral Liability 5,707,981 0 0
Benefits Payable 268,671 2,278 0
Other Estimated Future Benefits 0 0 2,175,990
Unearned Revenue 210 0 0
Due To Other Trust Funds 245 70 0
Due to General Fund 0 0 0
Miscellaneous Payables 116,635 0 0
Investment Payables 90,758 0 0
Total Liabilities 8,616,243 2,348 2,175,990
Net Assets Held in Trust for
Pension Benefits and Pool Participants $ 59,430,122 $ 255,326 % (552,706)

The accompanying notes are an integral part of the financial statements.
A schedule of funding progress for the Wisconsin Retirement System is presented on page 77.

FINANCES 34
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Statement 1

State Local Employee Milwaukee
Retiree Life Retiree Life Reimbursement Commuter Retirement
Insurance Insurance Accounts Benefits Systems Badger Rx

$ 0 $ 0 $ 6,767 $ 0 $ 0 $ 120

0 0 0 0 0 0

0 0 345 5 0 0

0 0 17 248 0 2

0 0 0 0 0 0

0 0 0 0 0 0

11 15 216 0 0 5

0 0 0 0 0 54

9 12 1 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

20 27 234 248 0 61

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 88,987 0

0 0 0 0 10,142 0

339,230 216,111 0 0 0 0

339,230 216,111 0 0 99,129 0

0 0 0 0 0 0

339,250 216,138 7,346 253 99,129 181

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 5,052 0 0 0

0 0 0 0 0 0

0 0 846 91 0 0

20 27 0 141 0 0

0 0 0 0 0 95

0 0 124 0 0 0

0 0 0 0 0 0

20 27 6,022 232 0 95

$ 339,230 $ 216,111 $ 1,324 % 21 $ 99,129 $ 86

35 FINANCES
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Wisconsin Department of Employee Trust Funds
Statement of Changes in Fiduciary Net Assets
For the Year Ended December 31, 2008

(In Thousands) Wisconsin
Retirement Accumulated Sick
System Duty Disability Leave Conversion
Additions:
Contributions:
Employer Contributions $ 630,840 $ 50,574 $ 39,916
Employee Contributions 736,149 0 0
Total Contributions 1,366,989 50,574 39,916
Deposits 0 0 0

Investment Income:
Net Appreciation (Depreciation) in

Fair Value of Investments (24,842,896) 0 0
Interest 656,144 0 0
Dividends 636,751 0 0
Securities Lending Income 212,493 0 0
Other 72,677 (93,620) (595,002)
Less:
Investment Income Distributed to Other Funds (896,109) 0 0
Investment Expense 226,364 0 0
Securities Lending Rebates and Fees 149,024 0 0
Net Investment Income (22,744,110) (93,620) (595,002)
Interest on Prior Service Receivable 18,277 0 0
Service Reimbursement Income 0 0 0
Miscellaneous Income 1,618 1 0
Total Additions (21,357,226) (43,045) (555,086)
Deductions:
Benefits and Refunds:
Retirement, Disability, and Beneficiary 3,822,544 27,150 0
Separation Benefits 27,375 0 0
Other Benefit Expense 0 0 115,871
Distributions 0 0 0
Carrier Administrative Expenses 0 0 0
Departmental Administrative Expenses 19,128 351 249
Total Deductions 3,869,047 27,501 116,120
Net Increase (Decrease) (25,226,273) (70,546) (671,206)
Net Assets Beginning of Year 84,656,395 325,872 118,500
End of Year $ 59,430,122 $ 255,326 $ (552,706)

The accompanying notes are an integral part of the financial statements.

FINANCES 36
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Statement 2

State Local Employee Milwaukee
Retiree Life Retiree Life Reimbursement Commuter Retirement
Insurance Insurance Accounts Benefits Systems Badger Rx

$ 1,405 $ 1,806 $ 397 % 212 $ 0 $ 0

3,152 3,892 23,306 1,209 0 0

4,557 5,698 23,703 1,421 0 0

0 0 0 0 13,100 21

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

18,674 11,802 144 (5) (41,106) 3

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

18,674 11,802 144 G) (41,706) 3

0 0 0 0 0 0

48 65 0 0 0 0

0 0 11 0 0 0

23,279 17,565 23,858 1,416 (28,006) 24

0 0 0 0 0 0

0 0 0 0 0 0

13,149 9,251 23,115 1,211 0 0

0 0 0 0 15,200 0

620 818 601 94 0 0

48 65 118 59 0 7

13,817 10,134 23,834 1,364 15,200 7

9,462 7,431 24 52 (43,206) 17

329,768 208,680 1,300 (31) 142,335 69

$ 339,230 $ 216,111 $ 1,324 $ 21 $ 99,129 $ 86
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Wisconsin Department of Employee Trust Funds Statement 6
Statement of Fiduciary Net Assets - Agency Fund
December 31, 2008
(In Thousands) State Retiree Local Retiree
Health Insurance Health Insurance

Assets:
Cash and Cash Equivalents $ (O 0
Prepaid Expenses 269 2
Receivables:
Federal Subsidy Receivable 5,281 0
Benefit Overpayment Receivable 11 0
Due From Other Trust Funds 0 0
Rebates Receivable 3,538 529
Total Receivables 8,830 529
Investments at Fair Value:
Investment in Core Fund 4,347 0
Total Investments 4,347 0
Total Assets 13,446 531
Liabilities:
Unearned Revenue 0 466
Due To Other Trust Funds 308 711
Miscellaneous Payables 251 31
Benefit & Loss Liabilities--Current 6,413 244
Due To Employers 6,474 (921)
Total Liabilities 13,446 531
Net Assets Held In Trust $ 0 $ 0
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Wisconsin Department of Employee Trust Funds Statement 7

Statement of Changes in Fiduciary Net Assets - Agency Fund

December 31, 2008

(In Thousands) Balance Balance
January 1, 2008 Additions Deductions December 31, 2008

Local Retiree Health Insurance

Assets

Cash and Cash Equivalents $ 220 $ 18,828 $ 19,048 $ 0
Prepaid Expenses 17 2 17 2
Receivables:

Contributions Receivable 3 0 3 0

Due From Other Trust Funds 27 0 27 0

Rebates Receivable 563 244 278 529
Total Receivables 593 244 308 529
Investments at Fair Value:

Total Assets 830 19,074 19,373 531
Liabilities

Unearned Revenue 434 466 434 466
Due To Other Trust Funds 1 710 0 711
Miscellaneous Payables 2 188 159 31
Benefit & Loss Liabilities--Current 311 3,339 3,406 244
Due To Employers 82 18,486 19,489 (921)
Total Liabilities $ 830 $ 23,189 $ 23,488 $ 531
State Retiree Health Insurance

Assets

Cash and Cash Equivalents $ 5822 % 172,591 $ 178,413 $ 0
Prepaid Expenses 238 269 238 269
Receivables:

Federal Subsidy Receivable 5,540 10,713 10,972 5,281

Benefit Overpayment Receivable 10 1 0 11

Due From Other Trust Funds 288 2 290 0

Rebates Receivable 3,766 6,480 6,708 3,538
Total Receivables 9,604 17,196 17,970 8,830
Investments at Fair Value:

Investment in Core Fund 0 4,347 0 4,347
Total Investments 0 4,347 0 4,347
Total Assets 15,664 194,403 196,621 13,446
Liabilities
Due To Other Trust Funds 0 841 533 308
Miscellaneous Payables 70 2,463 2,282 251
Benefit & Loss Liabilities--Current 7,333 90,900 91,820 6,413
Due to Employers 8,261 165,337 167,124 6,474
Total Liabilities $ 15,664 $ 259,541 $ 261,759 $ 13,446
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NOTES TO FINANCIAL STATEMENTS
1SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

PRESENTATION BASIS

The financial statements of the Wisconsin Department of
Employee Trust Funds (Department) have been prepared
in conformity with generally accepted accounting
principles (GAAP) for government units as prescribed by
the Governmental Accounting Standards Boards (GASB).
The Department is not a general-purpose government
and does not present government-wide statements.

The Department is included in the State of Wisconsin
financial reporting entity.

The assets and operations of the Department are
accounted for in the following funds:

FIDUCIARY FUNDS

PENSION AND OTHER EMPLOYEE

BENEFIT TRUST FUNDS

Wisconsin Retirement System (WRS): This fund is
used to account for the collection of employee and
employer contributions; investment of assets; and
payment of retirement, disability, and death benefits to
former employees, and their beneficiaries, of the state
and participating local governments in Wisconsin.

Accumulated Sick Leave Conversion Credits
(ASLCC): This fund is used to account for the collection
of employer contributions, investment of assets, and
purchase of post-retirement health insurance for
retired employees of the state and their beneficiaries.
This benefit allows employees, at the time of their
retirement, to convert the value of their unused sick
leave accumulation into an account to be used to pay
for post-retirement health insurance. The value of
their account is increased by an employer match of
part or all of their unused sick leave accumulation.

State Retiree Life Insurance: This fund is used to
account for the accumulation of assets and the
payment of life insurance benefits for retired
employees of the state.

Local Retiree Life Insurance: This fund is used to
account for the accumulation of assets and the payment
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of life insurance benefits for retired employees of
participating local governments in Wisconsin.

Employee Reimbursement Accounts: This fund is
used to account for the collection of voluntary payroll
deferrals, investment of assets, and reimbursement of
qualifying medical and dependent care expenses for
employees of the state in compliance with Internal
Revenue Code (IRC) Section 125.

Commuter Benefits: This fund is used to account for
the collection of voluntary payroll deferrals, investment
of assets, and reimbursement of qualifying transportation
expenses for employees of the state in compliance
with IRC Section 132.

Duty Disability Insurance: This fund is used to account
for the collection of employer contributions, investment
of assets, and payment of special disability benefits to

protective occupation participants in the WRS.

INVESTMENT TRUST FUND

Milwaukee Retirement System: This fund is used to
account for the receipt, investment, and disbursement
of funds from other public pension funds in Wisconsin.

PRIVATE PURPOSE TRUST FUND

Badger Rx: This fund is used to account for the
advance of pharmaceutical rebates to local pharmacies
and the collection of those rebates from the
pharmaceutical companies. The state uses leveraged
bargaining powers established for employee health
insurance to provide discounts and rebates on prescription
drugs for participating individuals in the State.

AGENCY FUNDS

State Retiree Health Insurance: This fund is used to
account for the collection of employee and employer
contributions, the investment of assets, the purchase of
health insurance coverage, and the payment of health
insurance claims for retired employees of the state.

Local Retiree Health Insurance: This fund is used to
account for the collection of employee and employer
contributions, the investment of assets, the purchase
of health insurance coverage, and the payment of
health insurance claims for retired employees of
participating local governments in Wisconsin.

FINANCES
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PROPRIETARY FUNDS
ENTERPRISE FUNDS

Long-Term Disability Insurance: This fund is used to
account for the collection of employer contributions,
investment of assets, and payment of disability benefits
to participants in the WRS.

Health Insurance: This fund is used to account for
the collection of employee and employer contributions,
the investment of assets, the purchase of health
insurance coverage, and the payment of health
insurance claims for current employees of the state
and participating local governments in Wisconsin.

Income Continuation Insurance: This fund is used to
account for the collection of employee and employer
contributions, the investment of assets, and the payment
of disability benefits for employees of the state and
participating local governments in Wisconsin.

Life Insurance: This fund is used to account for the
collection of employee and employer contributions and
the purchase of life insurance coverage for current
employees of the state and participating local
governments in Wisconsin.

Proprietary funds distinguish operating revenues and
expenses from non-operating items. Operating revenues
and expenses generally result from providing services in
connection with a proprietary fund’s principal ongoing
operations. The principal ongoing operations for
these proprietary funds are collecting premiums and
using the accumulated premiums and investment
income to pay benefits. Revenues and expenses not
directly related to the principal ongoing operations are
classified as non-operating.

Department-wide administrative expenses, capital
assets, and general fund activities are most closely
associated with the WRS fund and have been blended
with that fund for presentation.

All material intrafund transactions have been eliminated
from fund financial statements. Interfund transactions
have not been eliminated.

44

MEASUREMENT FOCUS AND
BASIS OF ACCOUNTING

The financial statements of the Department have been
prepared in accordance with GAAP. The WRS, Duty
Disability Insurance and Retiree Life Insurance Funds
are accounted for using the flow of economic resources
measurement focus and the accrual basis of accounting.
Contributions are recognized in the period in which
the underlying earnings on which the contributions are
based are paid and the employer has made a formal
commitment to provide the contributions. Benefits
and refunds are recognized when due and payable in
accordance with the terms of each plan.

The State Retiree and Local Retiree Health Insurance
Funds are accounted for using the accrual basis of
accounting, but have no measurement focus by virtue
of their custodial nature. All other funds are accounted
for using the flow of economic resources measurement
focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded
at the time liabilities are incurred. Financial
Accounting Standards Board statements effective after
November 30, 1989, are not applied in accounting
and reporting for proprietary operations.

INVESTMENTS

The assets of the WRS and Milwaukee Retirement
System are invested in the Core Retirement
Investment Trust (Core Fund) and the Variable
Retirement Investment Trust (Variable Fund). The
assets of the Income Continuation Insurance, Duty
Disability Insurance, Long-Term Disability Insurance,
Health Insurance, State Retiree Health Insurance,
Local Retiree Health Insurance, and Accumulated Sick
Leave Conversion Credit Programs are invested in the
Core Fund. Earnings are allocated between the WRS
and other programs, based on the average balance
invested for each program. Earnings allocated to
other programs are classified as Income Distributed to
Other Funds on the Statement of Changes in
Fiduciary Net Assets. Investments of these programs
in the Core and Variable Funds are classified as
Investment in Core Fund and Investment in Variable
Fund on the Statement of Fiduciary Net Assets and
the Statement of Net Assets — Proprietary Funds.
Investments for the Retiree Life Insurance Funds are
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held by the plan administrator and classified as Investment in External Investment Pool on the Statement of
Fiduciary Net Assets. All other benefit plan assets are invested in the State Investment Fund (SIF). Investments
in the SIF are classified as Equity in Pooled Cash and Cash Equivalents on the Statement of Fiduciary Net
Assets and the Statement of Net Assets — Proprietary Funds.

The State of Wisconsin Investment Board (SWIB) manages the Core Fund, Variable Fund, and SIF with oversight by
a board of Trustees as authorized in Wis. Stats. § 25.17. SWIB is not registered with the Securities and
Exchange Commission as an investment company.

FUNDING VALUE OF ASSETS

While investments are valued at fair value for financial statement presentation, a funding value of assets is used
in evaluating the funded status of the benefit plans and in determining future contribution requirements.
Funding value does not include deferred market gains and losses that have not yet been distributed from the
Market Recognition Account (MRA) to the program reserves. See Note 7 for further explanation of the MRA.

As of December 31, 2008, the funding value of reserves ($ in millions) was as follows:

Reserves at Deferred Market Reserves at
Benefit Plan Actuarial Value Gains (Losses) Fair Value
Wisconsin Retirement System $77,251.3 $(17,821.2) $59,430.1
Income Continuation Insurance(1) 9.5 (11.7) (2.2)
Duty Disability Insurance 355.5 (100.2) 255.3
Long-Term Disability Insurance(1) 175.1 (99.0) 76.1
Accumulated Sick Leave Conversion Credits(1) (16.0) (536.7) (552.7)
Health Insurance 137.1 (55.0) 82.1
State Retiree Health Insurance 7.8 (1.3) 6.5
Local Retiree Health Insurance (1.0) | (.9)

(1) The Reserves at Funding Value and the Reserves at Fair Value for Income Continuation Insurance, Long-Term Disability Insurance, and

Accumulated Sick Leave Conversion Credits have been reduced by the estimated future claims for the benefit plan.

ADMINISTRATIVE EXPENSES

The administrative costs of all Department programs are
financed by a separate appropriation and are allocated
to the benefit plans in accordance with Wis. Stat.

§ 40.04. The sources of funds for this appropriation
are investment eanings and third-party reimbursement
received from the various programs administered by the
Department. Total administrative expenses for the year
were $26.0 million.

SWIB incurs expenses related to investing the trust
funds. As authorized by Wis. Stat. § 25.187 (2),
these costs are charged directly to the investment
income of each fund.
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CAPITAL ASSETS

Capital assets consist of office furniture and equipment.
The Department capitalizes all furniture and equipment
with a purchase price in excess of $5,000. Assets
are depreciated on a composite basis over an
estimated life of two years, using the straight-line
method of depreciation.

As of December 31, 2008, the total value of capital
assets was $2,396,760, less accumulated depreciation
of $2,347,902, for a net capital asset value of $48,858.

FINANCES
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LONG-TERM LIABILITIES During 2008, the liability changed as follows

($ in millions):
Accumulated Sick Leave Conversion Credit: The
Accumulated Sick Leave Conversion Credit Fund reports  Beginning balance $2,153
an actuarially-determined liability for future benefits. Plus: New Liabilities Recognized 116
The liability is determined using the Frozen Initial Liability ~ Less: Benefits Paid (93)
actuarial cost method and actuarial assumptions that Ending Balance $2,176
include a 7.8% long-term rate of investment retum and  The portion estimated to be due within one year is
a 4.1% annual base salary increase. $98 million.

INTERFUND ASSETS / LIABILITIES

Interfund assets and liabilities at December 31, 2008 consist of the following ($ in thousands):

Due From Other Funds

Wisconsin Long-Term State Retiree Local Retiree

Due to Other Retirement Commuter Disability Health Health Health State Retiree Local Retiree

Funds System Benefits Insurance Insurance Insurance Insurance Life Insurance Life Insurance Duty Disability Total
Wisconsin
Retirement System $31 $2,908 $1,282 $308 $28 $70 $4,627
Employee
Reimbursement
Accounts 26 109 34 20 27 $216
Badger Rx 5 $5
Long Term
Disability
Insurance 90 $90
Health Insurance 683 $683
Sick Leave 10 $10
State Retiree Life
Insurance 11 $11
Local Retiree Life
Insurance 15 $15
Life Insurance 74 $74
Income
Continuation
Insurance 14 $14
Total $245 $140 $2,908 $1,316 $308 $711 $20 $27 $70 $5,745

Interfund transfers are primarily the result of administrative expense reimbursement to the Wisconsin Retirement
System, and annuitant payments for insurance. The outstanding balances between funds result from the time lag
between the dates that interfund services are provided or reimbursable expenditures occur and when payments
between funds are made. All interfund liabilities are expected to be paid within one year of the balance sheet date.

USE OF ESTIMATES

The preparation of financial statements in accordance with GAAP requires management to make estimates that affect
amounts reported herein. Due to the inherent uncertainty involved, actual results could differ from those estimates.
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MANAGEMENT'S DISCUSSION
AND ANALYSIS (MD&A)

GASB Statement No. 34, Basic Financial Statements
- and Management’s Discussion and Analysis — for
State and Local Governments, requires that govern-
ment-wide financial statements include an MD&A to
provide an overview of the government’s financial
activities. This requirement does not extend to
Department financial statements. It was management’s
determination that this type of information could be
better presented in other areas of the Department’s
Comprehensive Annual Financial Report, and therefore
management has not included an MD&A with the
basic financial statements.

ACCOUNTING
CHANGES

GASB STATEMENT NO. 50

The Department implemented GASB Statement No. 50,
Pension Disclosures—an amendment of GASB Statements
25 and 27 in 2008. GASB Statement No. 50 requires
disclosure of the WRS funded status in the notes to
financial statements, as well as a reference to the multi-
year trend information in the Required Supplementary
Information (RSI) Schedule of Funding progress.
Additionally, a description of the actuarial methods and
significant assumptions used to determine the annual
required contribution (ARC) for the current year is
included in the notes to financial statements.

GASB 50 disclosures are found in Note 6.

RETIREE LIFE INSURANCE

2008 beginning balances have been restated to
correctly reflect the division of investments and fund
balance between the active member life insurance
fund and the retiree life insurance plans. Balances
were adjusted as shown below (in thousands $):

Active State Local
Member Retiree Retiree
Life Life Life
Insurance Insurance Insurance
Other Investments 4,555 (390) (4,165)
Fund Balance 4,555 (390) (4,165)

Active Member Life Insurance is classified as an
Insurance Purchasing Pool, where financial reporting
is limited to premiums due from plan participants and
payable to the insurer. The insurer's investments and
equity are not included in the financial statements.

DEPOSITS, INVESTMENTS

AND SECURITIES LENDING
TRANSACTIONS

VALUATION OF SECURITIES

The investments of the Core and Variable Funds are
valued at fair value, per Wis. Stat. § 25.17 (14).
Monthly, the investments are adjusted to fair value, with
unrealized gains and losses reflected in the Statement
of Changes in Fiduciary Net Assets as Net Appreciation
(Depreciation) in Fair Value of Investments.

Generally, fair value information represents actual bid
prices or the quoted yield equivalent for securities of
comparable maturity, quality and type as obtained
from one or more major investment brokers. If quoted
market prices are not available, a variety of third party
pricing methods are used, including appraisals,
certifications, pricing models and other methods
deemed acceptable by industry standards.

Commercial mortgages are priced via a matrix pricing
system. The traditional discounted cash flow methodology
is employed, where discount rates are developed,
based on market derived spreads over a base Treasury
or London inter-bank offering rate yield. Spreads
incorporate such factors as coupon rates, term to
maturity, agency ratings, and sector/industry information.

Private placements are priced using a multi-tiered
approach that prices each holding based on the best
available information using the following hierarchy of
pricing sources:

1. Custodian-supplied prices for assets that are in
the Barclays Capital U.S. Aggregate Bond Index

2. Prices provided by a third party with expertise in
the bond market

3. Modeled prices utilizing CMS BondEdge where
spreads are supplied by a contracted third party.

FINANCES
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In a few instances, private placements cannot be
priced by one of the above three sources. In these
circumstances, the investment is priced using an
alternative bond index price or, if no independent
quotation exists, the investment is priced by SWIB
management, usually at cost.

Limited partnerships’ fair value is estimated based
on periodic reports from the limited partnerships’
management. Annually, the reports are audited by
independent auditors.

The basis for valuing real estate is independent
appraisals, which are prepared once every three
years. In years when appraisals are not performed
the asset managers are responsible for providing mar-
ket valuations. These valuations are based on gener-
ally accepted industry standards and are most typi-
cally based on discounted cash flow and comparable
sales methodologies. Annually, direct real estate
holdings are audited by independent auditors.

A limited number of securities are carried at cost.
Certain non-public or closely-held stocks are not
reported at fair value, but are carried at cost, since
no independent quotation is available to estimate
fair value for these securities.

All derivative financial instruments are reported at fair
value in the Statement of Fiduciary Net Assets. The
instruments are marked to fair value at least monthly,
with valuation changes recognized in income. Gains
and losses are recorded in the Statement of Changes in
Fiduciary Net Assets as Net Appreciation (Depreciation)
in Fair Value of Investments during the period the
instruments are held and when the instrument is sold or
expires. The nature and use of derivative instruments is
discussed later in these notes.

Investments for the Retiree Life Insurance Funds are
held with the insurance carrier (the Company) in the
Company’s investment pool. The methods used to
value that pool’s investments are described in Note 9.

DEPOSIT AND INVESTMENT RISK

The State of Wisconsin Investment Board (SWIB)
recognizes that risk issues permeate the entire
investment process, from asset allocation to
performance evaluation. SWIB monitors risk through
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multiple forms of analysis and reporting. Inspection
of levels of diversification, nominal risk exposures,
risk/return plots, value at risk, tracking error, and
worst case scenario modeling form the core of the
monitoring process. Comprehensive reporting is
presented to SWIB’s Investment Committee and the
Board of Trustees. In addition, portfolios and asset
classes are reviewed monthly for compliance with
investment guidelines.

CREDIT RISK

Credit risk is the risk that an issuer or other counterparty
to an investment will not fulfill its obligations to SWIB.
With the exception of derivative instrument credit risk,
there are no fund-wide investment guidelines related to
credit risk exposures within the Core and Variable
Funds. Information regarding SWIB’s credit risk related
to derivatives is found later in these notes. Other fixed
income credit risk investment guidelines spell out the
minimum ratings at the time of purchase by individual
portfolios or groups of portfolios based on the portfolios
investment objectives. In addition, some fixed income
portfolios are required to carry a minimum weighted
average rating at all times.

The following schedule (see next page) displays the
lowest credit rating assigned by several nationally-
recognized statistical rating organizations on debt
securities held by the Core and Variable Funds as of
December 31, 2008. Included in this schedule are
fixed income securities, including certain short-term
securities classified as cash equivalents on the
Statement of Fiduciary Net Assets. Obligations of the
United States and obligations explicitly guaranteed by
the US government have been included in the AAA
rating below although they are considered to be
without credit risk.

The schedule on the next page also includes investments
in externally managed commingled or pooled funds
that have not been rated by an independent rating
agency. Although the funds themselves do not carry
ratings, external management investment guidelines
govern minimum credit quality standards for the
investments within each portfolio. These standards are
determined based on the investment objectives and
risk parameters of each fund.

2008
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Credit Quality Distribution

Ratings Fair Value % of Total
P-1orA-1 108,501,868 0
Aaa or AAA 6,463,967,234 23
Aa3 to Aal or AA- 2,722,120,832 10

to AA+

A3 to Al orA- to A+

Baa3 to Baal or
BBB- to BBB+

Ba3 to Bal or BB-
to BB+

B3 to B1 or B- to B+

2,517,755,006 9
947,345,598 3

334,078,042 2

220,043,392 1

Caal to Caa3 or 93,702,977

CCC- to CCC+

Cal to Ca3 or 7,019,457 0
CC- to CC+

C 2,358,642 0

D 10,031,338 0
Commingled or 11,801,324,106 42
Pooled Funds

Not Rated 2,710,226983 10
Total $27,938,475,475 100%

Credit risk for the Retiree Life Insurance Funds is
minimized by the Company monitoring portfolio
diversification by asset class, creditor, and industry
and by complying with investment limitations governed
by insurance laws and regulations. However, the
pool itself is not rated.

CUSTODIAL CREDIT RISK

The Core and Variable Funds do not have a deposit or
investment policy specifically related to custodial
credit risk.

Deposits: Custodial credit risk related to deposits is
the risk that, in the event of the failure of a depository
financial institution, SWIB will not be able to recover
deposits that are in possession of an outside party.
Bank deposits as of December 31, 2008 were
$681.4 million. A portion of the deposits, totaling
$148.9 million are covered by federal depository
insurance. The remaining uninsured and uncollateral-
ized deposits, totaling $532.5 million, were held in
foreign currencies or margin accounts in SWIB'’s cus-
todian’s nominee name.
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Investments: Custodial credit risk for investments is
the risk that, in the event of the failure of the counter-
party to a transaction, SWIB will not be able to recov-
er the value of investments that are in the possession
of an outside party. As of December 31, 2008, the
Core and Variable Funds held 10 tri-party repurchase
agreements totaling $2.3 billion. SWIB’s securities
lending collateral account and cash management
account participate in repurchase agreement pools,
purchasing only a portion of a repurchase agreement
in which the manager of these accounts is the
buyer-lender. Since the manager that purchased

the repurchase agreement is the counterparty, the
securities are not held in SWIB’s name. They are
held in the counterparty’s name and held by the
counterparty’s agent.

CONCENTRATION
OF CREDIT RISK

Concentration of credit risk is the risk of loss attributed
to the magnitude of an organization’s investment in a
single issuer. SWIB limits concentrations of credit risk
by establishing investment guidelines for individual
portfolios or groups of portfolios that generally restrict
issuer concentrations in any one company or Rule
144A securities to less than 5% of assets.

INTEREST RATE RISK

Interest rate risk is the risk that changes in interest
rates will adversely affect the fair value of an investment.
SWIB uses a number of different methods to analyze
interest rate risk. Generally, long or intermediate term
portfolios’ interest rate risk is determined using various
duration calculations. Modified duration, which is
stated in years, is the measure of price sensitivity of a
fixed income security to an interest rate change of
100 basis points. The calculation is based on the
weighted average of the present values for all cash
flows. Some pooled investments are analyzed using
an option adjusted duration calculation which is similar
to the modified duration method. Option adjusted
duration incorporates the duration shortening effect of
any embedded call provisions in the securities.

Short term portfolios use the weighted average maturity
to analyze interest rate risk. Weighted average maturity
is the maturity of each position in a portfolio weighted

FINANCES
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by the dollar value of the position to compute an average maturity for the portfolio as a whole. This measure
indicates a portfolio’s sensitivity to interest rate changes: a longer weighted average maturity implies greater
volatility in response to interest rate changes.

SWIB’s investment guidelines related to interest rate risk vary by portfolio. Some fixed income portfolios are
required to be managed within a range of a targeted duration, while others are required to maintain a weighted
average maturity at or below a specified number of days or years.

The following presents the interest rate exposure for the Core and Variable Fund assets. Weighted average maturity,
where reset dates are assumed to be the effective maturity date for the security, is presented for the securities
lending collateral reinvestment pool. Longer term instruments held by the Retirement Funds are presented using
modified duration, as this measure more accurately states the interest rate sensitivity of these investments.

Investment Type Fair Value Modified Duration (years)
Asset Backed Securities $ 102,521,422 2.137
Commercial Paper 96,339,785 0.147
Commercial Paper 12,358,963 N/A
Corporate Bonds 3,366,784,397 4,770
Corporate Bonds 822,826 N/A
Government Agency 594,642,409 3.908
Commercial Mortgages 100,349,405 3.232
Municipal Bonds 4,055,339 7.992
Private Placements 401,639,914 4.895
Private Placements 912,577 N/A
Repurchase Agreements 24,110,613 0.005
Sovereign Debt 3,295,697,326 6.673
Sovereign Debt 623,055 N/A
United States Treasury Securities 3,220,379,606 7.999

$ 11,221,237,637
Intermediate and Long Term Pooled Investments

Emerging Market Fixed Income $346,883,485 4.831
Global Fixed Income 395,506,704 4,730
Domestic Fixed Income 8,785,052,554 5.357
Total Intermediate and Long Term Pooled Investments $ 9,527,442,743

Securities Lending Collateral Pool Weighted Average Maturity (days)
Asset Backed Securities $459,145,565 19
Corporate Bonds 2,224,114,853 29
Repurchase Agreements 2,232,653,314 2
Pooled Investments 672,893,983 26
Total Securities Lending Pool Investments $ 5,588,807,715

Short Term Pooled Investments $ 1,600,987,380 74
Total Fair Value $ 27,938,475,475

N/A = Data Not Available

Interest rate risk for the Retiree Life Insurance Funds is minimized by the Company maintaining a diversified portfolio
of investments and monitoring cash flow patterns in order to approximately match the expected maturity of
liabilities. The pool’s investment objective is to maintain levels in its general account sufficient to guarantee
principal amounts of reserves. The interest rate exposure of this pool expressed in terms of duration and average
remaining life is 4.2 and 5.4 years, respectively.
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SECURITIES LENDING
TRANSACTIONS

State statutes and Board policies permit SWIB to use
investments of the Core and Variable Funds to enter
into securities lending transactions. These transactions
involve the lending of securities to broker-dealers and
other entities in exchange for collateral, in the form of
cash or securities, with the simultaneous agreement
to return the collateral for the same securities in the
future. SWIB’s securities custodian is an agent in
lending the Core and Variable Funds’ directly held
domestic and international securities. When the Core
and Variable Funds’ domestic securities are delivered
to a borrower as part of a securities lending agreement,
the borrower is required to place collateral equal to
102% of the loaned securities’ fair value, including
interest accrued, as of the delivery date with the lending
agent. In the event that foreign securities are loaned,
the borrower is required to place collateral totaling
105% of the loaned securities’ fair value, including
interest accrued, as of the delivery date with the lending
agent except when the collateral is denominated in
the same currency as the loaned security. In this
case, collateral is required to total 102% of the
loaned securities’ fair value, including accrued interest,
as of the delivery date. Collateral is marked to market
daily and adjusted as needed to maintain the
required minimum level.

Cash collateral is reinvested by the lending agent or
its affiliate in accordance with contractual investment
guidelines which are designed to minimize the risk of
principal loss and obtain a moderate rate of return.
The investment guidelines include very high credit
quality standards and also allow for a portion of the
collateral investments to be invested with short-term
securities. The earnings generated from the collateral
investments, less the amount of rebates paid to the
dealers and fees paid to agents, results in the gross
earnings from lending activities, which is then split on
a percentage basis with the lending agent.

In accordance with money market mutual fund industry
standards, the cash collateral reinvestment pools are
valued at amortized cost. The amortized or book
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value of a fund’s assets and underlying fair market
value of the assets may differ based on market
conditions. The pool’s market value relative to its
amortized cost is expressed as net asset value (NAV)
and is derived by dividing total market value by
amortized cost. In calendar year 2008, the securities
lending reinvestment pools’ NAV fell to below the typical
money market fund market floor value of 99.50%.

As of December 31, 2008, the U.S. dollar cash
collateral reinvestment pool’s net asset value was
97.67% while the foreign reinvestment pool had an
NAV of 97.37%.

At year end, the Core and Variable Funds had no credit
risk exposure to borrowers because the amounts the
Core and Variable Funds owed the borrowers exceeded
the amounts the borrowers owed the Core and
Variable Funds. The contract with the lending agent
requires it to indemnify the Core and Variable Funds if
the borrowers fail to return the loaned securities and
the collateral margin is inadequate to replace the
securities lent. The Core and Variable Funds are also
indemnified against losses resulting from violations of
investment guidelines.

The majority of securities loans can be terminated on
demand by the Core and Variable Funds or the borrower.
The average term of the loans is approximately four
days, which is shorter than the weighted average
maturity/days to reset of 16 days for investments
made with the U.S. dollar cash collateral, and the
weighted average maturity/days to reset of 26 days
for investments made with foreign cash collateral at
December 31, 2008.

Pledging or selling collateral securities cannot be done
without a borrower default. The quantity or dollar
value of securities lending contracts that the Core
and Variable Funds may enter into is not restricted
by statute.

The Core and Variable Funds also earn securities lending
income as part of total net earnings from the investment
in several commingled funds. These earnings are
automatically reinvested in the commingled fund, and
as a result the earnings are combined with all other
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earnings and gains and losses for these funds, and
reported in the Statement of Changes in Fiduciary Net
Assets as Net Appreciation (Depreciation) in Fair
Value of Investments.

DERIVATIVE FINANCIAL
INSTRUMENTS

Derivatives may be used as part of a portfolio’s or
fund’s investment strategy. All investments used are
subjected to risk analysis and monitoring processes
at the portfolio, asset class and fund levels.
Investment guidelines define allowable derivative
activity for each portfolio and are based on the invest-
ment objectives which have been established by the
Board. Where derivatives are permitted, guidelines
stipulate allowable instruments and the manner in
which they are to be used. In general, derivative issu-
ers or counterparties used must be a recognized
exchange or a bank or broker dealer with an actual
credit rating of at least: (1) ““A1/P1” on short term
debt from S&P or Moody’s; and/or (2) “A” on long
term debt from S&P or Moody’s. These counterparty
credit rating requirements may be modified on a
case-by-case basis, with the approval of the
Investment Committee.

The types of derivatives that SWIB uses in its dedicat-
ed account portfolios are described below. SWIB also
invests in derivative instruments indirectly through
several commingled funds. These derivatives have
not been included in the following totals.

FOREIGN CURRENCY SPOT AND
FORWARDS CONTRACTS

Currency exposure management is permitted through
the use of exchange-traded currency instruments, and
through the use of over-the-counter spot and forward
contracts in foreign currencies. Losses may arise
from future changes in the value of the underlying
currency, or if the counterparties do not perform
under the terms of the contract. SWIB may employ
discretionary currency overlay strategies at the total
fund level when currency market conditions suggest
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such strategies are warranted. Direct hedging of currency
exposure back to the U. S. dollar is permitted when
consistent with the strategy of the portfolio. Cross-
currency exposure management to transfer out of

an exposed currency and into a benchmark currency
is permitted in some portfolios. Currencies of non-
benchmark countries may be held through the use of
forward contracts, provided that the notional value of
any single non-benchmark currency does not exceed
5% of the market value of the portfolio.

During 2008, SWIB’s currency exposure management
involved foreign currency spot and forward contracts
only. Generally, SWIB enters into these contracts to
hedge foreign exchange risk. The following table
presents the fair value of foreign currency forward
contracts assets and liabilities held by the Core and
Variable Funds as of December 31, 2008.

Foreign Currency Forward Contracts

Core Fund Variable Fund
Pending Receivable $ 3,880,648,851 $ 114,815,274
Pending Payable (3.860,891,496) (116.451,064)

Foreign Currency
Forward Contract

Asset (Liability) $ 19,757,355 $ (1,635,790)

FUTURES CONTRACTS

A financial futures contract is an exchange-traded
agreement to buy or sell a financial instrument at an
agreed-upon price and time in the future. Upon
entering into a futures contract, collateral is deposited
with the broker, in SWIB’s name, in accordance with
the initial margin requirements of the broker. Futures
contracts are marked to market daily by the board of
trade or exchange on which they are traded. In most
cases, the resulting gain/loss is received/paid the
following day until the contract expires. In other
instances, the frequency of cash flows depends upon
specified collateral and margin limits mutually agreed
upon by the manager and third-party broker.

Futures contracts involve, to varying degrees, risk of
loss in excess of the variation margin included in the

FINANCES
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Investment Payables account on the Statement of
Fiduciary Net Assets. Losses may arise from future
changes in the value of the underlying instrument.

Financial futures contracts and financial options contracts
may be entered into for the following objectives: to
protect the portfolio against the risk of changing asset
values or interest rates, enhance liquidity, aid in cash
flow management, manage interest rate exposure,
adjust duration, equitize cash and receivable positions
or as a substitute for cash market transactions. The
Retirement Funds were invested in exchange-traded
interest rate futures contracts and equity futures
contracts with a net nominal value of $2,134.4
million as of December 31, 2008.

ASSET-BACKED SECURITIES

The Core Fund holds asset-backed securities, which
are reported at fair market value in the Statement of
Fiduciary Net Assets.

Asset-backed securities are debt securities whose
value is derived from payments and prepayments of
principal and interest generated from whole loan
mortgages, mortgage pass-through securities, credit
card receivables, car loan and leases receivables,
insurance proceeds receivable, as well as, airline and
railroad car loans receivable. In some cases, cash
flows are distributed to different investment classes or
traunches in accordance with the security’s established
payment order. Some traunches have more stable
cash flows relative to changes in interest rates while
others are significantly more sensitive to interest rate
fluctuations. In a declining interest rate environment,
some asset-backed securities may be subject to a
reduction in interest payments as a result of prepayments
of underlying mortgages, leases, or loans which make
up the collateral pool. A reduction in interest payments
causes a decline in cash flows and thus a decline in
the fair value of the security. Rising interest rates may
cause an increase in anticipated interest payments,
thus an increase in fair value of the security. The
Core Fund holds only primarily high quality, senior
traunches, resulting in low to moderate risk of default
and prepayment. However, given the current credit
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market environment, some potential price volatility
should be expected in these securities. The degree
of prepayment risk also varies with the type of
underlying assets.

Mortgage-backed securities tend to have a higher
degree of prepayment risk due to the long term nature
of the security. At December 31, 2008, SWIB held
mortgage-backed securities with a fair value totaling
$88.8 million.

OPTIONS

Option contracts give the purchaser of the contract
the right to buy (call) or sell (put) the security or index
underlying the contract at an agreed-upon price on or
before the expiration of the option contract. The seller
of the contract is subject to market risk, while the
purchaser is subject to credit risk and market risk

to the extent of the premium paid to enter into the
contract. SWIB investment guidelines allow internal
U.S. equity portfolios to purchase put options and

sell call options in connection with existing portfolio
positions. Call options may be purchased or put
options sold on investments that could be held in the
portfolio if the options were exercised. Domestic fixed
income portfolios are permitted to enter into option
contracts for the purposes of adjusting duration,
taking or modifying credit positions, or investing
anticipated cash flows. The Core and Variable Funds
held no options during calendar year 2008.

CREDIT DEFAULT SWAPS

Certain fixed income portfolios are permitted to manage
credit exposures through the use of credit default
swaps. A credit default swap (CDS) is an over-the-
counter contract whereby the credit risk associated
with an investment is transferred by entering into an
agreement with another party who, in exchange for
periodic fees, agrees to make payments in the event
of a default or other predetermined credit event. This
agreement effectively introduces credit exposure to
the seller's portfolio without actually holding the bond,
basket of investments or bond index. One of the main
advantages of CDS is that it allows for exposure to
credit risk while limiting exposure to other risks such



COMPREHENSIVE ANNUAL FINANCIAL REPORT 2008 Cv’et]c

as interest rate, currency, and call risk, which often come with a typical bond. Losses may arise in the event of
the bond issuer's bankruptcy or failure to make a coupon payment, or if the counterparties do not perform under
the terms of the contract. Liquidity in the cash bond market may also affect performance of these instruments,
if the contract is structured to have a physical, rather than a cash settlement.

During calendar year 2008, one externally managed portfolio in the Core Fund participated in the CDS market,
however, as of December 31, 2008 the Core Fund held no open CDS contracts.

SUMMARY OF INVESTMENTS

The following schedules provide summary information by investment classification for the Core and Variable
Funds at December 31, 2008.

Core Retirement Investment Trust Fund

Classification Coupon Rate (%) Maturity Dates Cost Fair Value

Fixed Income Variable & 0.00 - 20.00 1/2009 - 10/2049 $ 19,083,144,988 $20,339,817,445
Preferred Securities N/A N/A 98,320,106 69,136,136
Convertible Securities 0.88 - 8.00 9/2009 - 12/2049 33,979,327 24,697,999
Stocks N/A N/A 34,073,512,379 27,071,311,349
Limited Partnerships N/A N/A 6,824,097,260 6,418,961,646
Commercial Mortgages 6.77 - 7.36 7/2009 - 12/2014 77,496,276 77,640,635
Real Estate N/A N/A 284,091,970 468,139,358
Multi Asset N/A N/A 499,465,634 561,317,337

$60,974,107,940 $55,031,021,905

Variable Retirement Investment Trust Fund

Classification Coupon Rate (%) Maturity Dates Cost Fair Value

Fixed Income* 4.98 3/2009 $ 692,877 $ 13,714
Preferred Securities N/A N/A 8,917,460 7,411,498
Stocks N/A N/A 4,998,022,241 3.910,356,115

$ 5,007,632,578 $3,910,781,327

*The Variable Fund held one fixed income investment as of 12/31/08

UNFUNDED CAPITAL COMMITMENTS

The Core Fund has committed to fund various limited SWIB, as a governmental entity, is income tax exempt.
partnerships and side-by-side agreements related to its However, the IRS asserts that the shareholders’ sale of
private equity and real estate holdings. Commitments SCC stock in 2001 should have been characterized
that have not been funded as of December 31, 2008 as a sale of assets by SCC, on which SCC should
totaled $5.3 billion. Unfunded commitments are not have paid income taxes. Based on the theory of
included in the financial statements since the amount transferee liability, the IRS asserts that the former
and timing of the funding are not certain. SCC shareholders, including SWIB, would be liable for

those taxes, plus penalties and interest. Transferee
liability is limited to the amount actually received by
On September 5, 2008, the Internal Revenue Service the putative transferee, plus interest. As a result,
(IRS) provided SWIB a Notice of Transferee Liability. SWIB's liability, as a putative transferee of SCC

This claim seeks taxes, penalties and interest relating assets, would be limited to $28.3 million of SCC’s tax
to the sale of Shockley Communications Corporation deficiency, plus interest.

(SCC) stock in 2001.

Loss Contingency
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SWIB is aggressively contesting the IRS assertions of
SWIB'’s tax liability. Furthermore, SWIB believes that
the loss, if any, resulting from the claim will not have
a material impact on net investment assets or net
income in future years. As such, a loss relating to
this matter has not been recognized in the current
year, nor does it appear as a contingent liability.

4DESCRIPTION OF WISCONSIN
RETIREMENT SYSTEM

The Wisconsin Retirement System (WRS) is a
cost-sharing, multiple-employer public employee
retirement system established and administered by
the State of Wisconsin to provide pension benefits
for state and local government public employees.
The system is administered in accordance with
Chapter 40 of the Wisconsin Statutes.

WRS EMPLOYERS

The WRS is open to all public employers in Wisconsin.
Participation is optional, except that participation is
mandatory for school districts with respect to teachers,
some municipalities with respect to police and
firefighters, and all counties except Milwaukee
County. As of December 31, 2008, the number

of participating employers was:

State Agencies, UW & Public Authorities 62
Cities 152
Counties 71
4th Class Cities 36
Villages 254
Towns 227
School Districts 426
Cooperative Educational Service Agencies 12
Wisconsin Technical College System Districts 16
Special Districts 206
Total Employers 1,462

WRS MEMBERSHIP

Any employee of a participating employer who is expected
to work at least 600 hours per year (440 hours per year
for teachers) must be covered by the WRS.
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As of December 31, 2008, the WRS membership
consisted of:

Current Employees:

General 139,193
Teachers 102,232
Elected / Executive / Judges 1,453
Protective with Social Security 20,116
Protective without Social Security 2,727
Total Current Employees 265,721
Inactive Participants:

Terminated Participants 143,471
Alternate Payees 3.837
Total Inactive Participants 147,308
Retirees and Beneficiaries

Currently Receiving Benefits:

Retirement Annuities 136,502
Disability Annuities 6,397
Death Beneficiary Annuities 1,134
Total Annuitants 144,033
Total Participants 557,062

WRS BENEFITS

The WRS provides retirement benefits as well as death
and disability benefits. Participants in the system prior
to January 1, 1990, were fully vested at the time they
met participation requirements. For participants
entering the system between December 31, 1989, and
April 23, 1998, creditable service in each of five years
was required for vesting. 1997 Wisconsin Act 69
provided for all active participants in the system on or
after April 24, 1998, to be fully vested.

Employees who retire at or after age 65 (54 for
protective occupations and 62 for elected officials
and executive service retirement plan participants) are
entitled to a retirement benefit based on a formula factor,
their final average eamings, and creditable sevice.
Formula factors are shown in the table below.

Service Before Service After

Employment Category 1/1/2000 12/31/1999
General and Teachers 1.765% 1.6%
Executive and Elected 2.165 2.0
Protective with

Social Security 2.165 2.0
Protective without 2,665 25

Social Security

2008
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Final average eamings is the average of the participant’s
three highest annual eamnings periods. Creditable service
includes current service and prior service for which a
participant received earnings and made contributions
as required. Creditable service also includes creditable
military service. The retirement benefit will instead be
calculated as a money purchase benefit based on the
employee’s contributions plus matching employer's
contributions, with interest, if that benefit is higher than
the formula benefit.

Vested participants may retire at or after age 55 (50
for protective occupations) and receive an actuarially-
reduced benefit. Participants terminating covered
employment prior to eligibility for an annuity may
either receive employee-required contributions plus
interest as a separation benefit or leave contributions
on deposit and defer application until eligible to
receive a retirement benefit.

POST-RETIREMENT
ADJUSTMENTS

The Employee Trust Funds Board may periodically
increase annuity payments from the retirement system
when investment income credited to the reserves,
together with other actuarial experience factors, creates
surplus reserves as determined by the actuary.
Annuity increases are not based on cost of living

or other similar factors.

The Core dividends and Variable adjustments granted
during recent years are as follows:

Year Core Dividend Variable Adjustment
1999 7.2 % 12 %
2000 17.1 21
2001 5.7 (11)
2002 3.3 (14)
2003 0.0 (27)
2004 1.4 25
2005 2.6 7
2006 0.8 3
2007 3.0 10
2008 6.6 0

ACTUARIAL LIABILITIES

The WRS unfunded actuarial accrued liability (UAAL)
is being amortized as a level percentage of payroll
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over a 40-year period beginning January 1, 1990.

As of December 31, 2008, 21 years remain on the
amortization schedule. Liabilities for new employers
joining the WRS after 2008 are amortized over 30
years. Interest is assessed on the outstanding liability
at year-end at the assumed earnings rate. The level-
percentage-of-payroll amortization method results in a
relatively lower dollar contribution in earlier years than
in later years, when payrolls have increased. During
the early years of the amortization period, payments
made are less than annual interest assessments,
resulting in an increase in the liability. As payrolls
increase annually, prior service payments increase
proportionally until they exceed annual interest and finally
fully liquidate the liability at the end of 40 years. State
law requires the accrued retirement cost be funded.

As of December 31, 2008, the UAAL was $253 million.
The Prior Service Contributions Receivable presented
on the Statement of Fiduciary Net Assets includes the
UAAL plus payments received in January 2009, which
reduce the UAAL for actuarial purposes but not for
GAAP reporting.

VARIABLE RETIREMENT OPTION

Prior to 1980, WRS participants had an option to
have one-half of their required contributions and
matching employer contributions invested in the
Variable Fund. Retirement benefits were adjusted for
the difference between the investment experience of
the Core Fund and the Variable Fund. The Variable
Fund was closed to new membership after April 30,
1980. Provisions for allowing members to withdraw
from the Variable Fund were added with the passage of
Chapter 221, Laws of 1979. 1999 Wisconsin Act 11
reopened the Variable Fund for existing and future
participants, effective January 1, 2001. As of
December 31, 2008, 76,445 active and inactive
participants and 34,927 annuitants participated in
the Variable Fund.

MUNICIPAL POLICE AND
FIREFIGHTERS PENSION GROUP

As of March 31, 1978, administration of certain local
funds for police officers and firefighters was assumed
by the Wisconsin Retirement Fund. This included
approximately 2,000 members. As of December 31,
2008, approximately 326 annuitants or their

FINANCES
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beneficiaries remained in the system. This group
was closed to new members after January 1, 1948.

The liability for retirement benefits for these annuitants
is funded by the employers as benefit payments are
made. Annuity reserves for these police and firefighter
annuities are established by a transfer from the
employer accumulation reserve at the time the annuity
is approved. Earnings on these reserves are used

to fund dividends on the same basis as for WRS
annuitants. The unfunded liability for these annuitants
as of December 31, 2008, was $11.6 million.

ANNUITY SUPPLEMENT -
GENERAL FUND

As authorized under 1985 Wis. Stats. § 40.27 (1),
the General Fund provides certain supplemental
annuity benefits to annuitants receiving a continuing
annuity on or before September 1974. The benefit is
subject to continuation of the appropriation by the
Legislature. The Department serves as a clearing
agent for its payment. Total supplemental annuity
benefits paid were $1.2 million in 2008.

CONTRIBUTIONS MADE
AND REQUIRED

REQUIRED CONTRIBUTIONS

Employer contribution rates are determined by the
“entry age normal with a frozen initial liability” actuarial
method. This is a “level contribution” actuarial method
intended to keep employer and employee contribution
rates at a level percentage of payroll over the years.
This method determines the amount of contributions
necessary to fund: 1) the current service cost, which
represents the estimated amount necessary to pay for

FINANCIAL REPORT

benefits earned by the employees during the current
service year plus actuarial gains or losses arising from
the difference between actual and assumed experience;
and 2) the prior service cost, which represents the
estimated amount necessary to pay for unfunded
benefits earned prior to the employer becoming a
participating employer in WRS and the past service
cost of benefit improvements.

The 2008 contribution requirements were determined by
the December 31, 2006, actuarial valuation. Significant
actuarial assumptions used in the valuation include:

¢ A rate of return on the investment of present and
future assets of 7.8% per year, compounded annually;

* Projected salary increases of 4.1% per year
compounded annually, attributable to inflation;

» Additional projected salary increases ranging from
0.3% to 5.5% per year, depending on age and type
of employment, attributable to seniority/ merit; and

e 2.67% annual post-retirement benefit increases.

Employee contributions are deducted from the
employee’s salary and remitted to the Department by
the participating employer. Part or all of the employee
contributions may be paid by the employer on behalf
of the employee.

Employees also make an actuarially-determined benefit
adjustment contribution. The benefit adjustment
contribution is treated as an employer contribution for
benefit purposes and is not included in separation
benefits, death benefits, or money purchase annuities.
Part or all of the benefit adjustment contribution may
be paid by the employer on behalf of the employee.
Effective January 1, 1990, any changes in the
contribution rate must be split equally between

the employee and the employer.

Contribution rates in effect during 2008 by employment category were:

2008

Benefit
Employer Employer Adjustment
Current Prior * Employee  Contribution
Elected Officials, State Executive Retirement Plan 8.5% 0.1% 3.0% 0.0%
Protective Occupation with Social Security 8.2 0.1 5.1 0.0
Protective Occupation without Social Security 10.8 0.4 3.4 0.0
General and Teachers 4.6 0.2 5.0 1.0

* The employer prior service contribution rate is a weighted average of individual employer rates.
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Contributions required and made during 2008 were:

Contributions Required Contributions Made
Contributions Percentage of Contributions Percentage of
($ in millions) Payroll ($ in millions) Payroll
Employer Current Service $623.1 5.07% $623.1 5.07%
Employer Prior Service* 20.7 0.17 54.4 0.44
Employee Required 613.2 4.99 613.2 4.99
Benefit Adjustment Contribution 109.4 0.89 109.4 0.89

* Employer Prior Service contributions are recorded on the Statement of Fiduciary Net Assets as a reduction in the Prior Service Contribution Receivable.
Contributions Made includes both mandatory and voluntary payments received from participating employers. Some Prior Service contributions received
after year end are included in Contributions Made, but are not in the determination of Prior Service Contributions Receivable. This is due to a difference
in how these payments are treated for actuarial and financial reporting purposes.

Employers also contributed $2.4 million in reimbursement for benefits paid under the 62.13 Police and
Firefighters Pension Program.

EMPLOYEE AND EMPLOYER ADDITIONAL CONTRIBUTIONS

Contributions may be made to the retirement system in addition to the required contributions by employees
and/or employers. These contributions are held in separate reserve accounts and are subject to certain
restrictions as to amount, form of benefit payments, tax status, etc.

6FUNDED STATUS AND FUNDING PROGRESS - WRS

The funded status of the plan as of December 31, 2008 is as follows ($ in millions):

(c)
Unfunded (f)
(b) Actuarial UAAL as
(a) Actuarial Accrued (d) Percentage of
Actuarial Value  Accrued Liability (UAAL) Funded Ratio (e) Covered Payroll
of Assets Liability (AAL) (b) - (a) (a) / (b) Covered Payroll (c) / (e)
$77,159.4 $77,412.0 $252.6 99.7% $12,289.6 2.1%

The schedules of funding progress, presented as required supplementary information following the Notes to the
Financial Statements, present multiyear trend information about whether the actuarial values of plan assets are
increasing or decreasing over time relative to the actuarial accrued liabilities for benefits.

Additional information as of the latest actuarial valuations follows:

Valuation Date: December 31, 2008
Actuarial Cost Method: Frozen Entry Age
Amortization Method: Level Percent - Closed Amortization Period
Remaining Amortization Period: 21 Years (ending 12/31/2029)
Asset Valuation Method: Five Year Smoothed Market
Actuarial Assumptions
Investment Rate of Return: 7.8%

Projected Salary Increases:* 4.1% 10 9.9%
* Includes Inflation at 4.1%
Post-Retirement Adjustment: 2.67%
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The following reserves have been established to reflect legal restrictions on the use of pension trust funds.
EMPLOYEE ACCUMULATION RESERVE

As authorized by Wis. Stats. § 40.04 (4), this reserve includes all required and voluntary employee contributions,
including contributions made by the employer on behalf of the employee. This reserve may only be used to pay
lump sum benefits or transfers to the Annuity Reserve to fund annuities. All legal restrictions on use of this
reserve were met during the year. The Employee Accumulation Reserve is fully funded.

Employee Accumulation Reserve balances ($ in millions) as of December 31, 2008, were:

Core Variable Total
Employee Required $15,171.4 $ 7259 $15,897.3
Employee Additional 134.8 13.2 148.0
Total $15,306.2 $ 739.1 $16,045.3

EMPLOYER ACCUMULATION RESERVE

As authorized by Wis. Stats. § 40.04 (5), this reserve includes all required employer contributions, including
contributions for amortization of the unfunded accrued actuarial liability. This reserve may only be used to pay
lump sum benefits or transfers to the Annuity Reserve to fund annuities. All legal restrictions on use of this
reserve were met during the year. The Employer Accumulation Reserve is 99.9% funded.

Employer Accumulation Reserve balances ($ in millions) as of December 31, 2008, were:

Police &
Core Variable  Firefighters Total
Employer Accumulation $22,1255 $ 725.9 $0.0 $22,851.4
Less: Unfunded Actuarial Accrued Liability 0.0 0.0 (11.6) (11.6)
Net Employer Accumulation $22,1255 § 7259 ($11.6) $22,839.8

ANNUITY RESERVE

As authorized by Wis. Stats. § 40.04 (6), this reserve includes the present value of all annuities. The present
value of new annuities is transferred from the Employee Accumulation Reserve and the Employer Accumulation
Reserve to the Annuity Reserve. This reserve may only be used for the payment of annuities and death benefits to
annuitants. All legal restrictions on use of this reserve were met during the year. The Annuity Reserve is fully funded.

Annuity Reserve balances ($ in millions) as of December 31, 2008, were:

Police &
Core Variable Firefighters Total
Annuity Reserve $35,7682  $2,574.3 $37.6 $38,370.1
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MARKET RECOGNITION
ACCOUNT

As authorized by Wis. Stats. § 40.04 (3), this reserve
is used to smooth the flow of investment income into
the Employee, Employer, and Annuity Reserves and
other benefit plans invested in the Core Fund. Under
the Market Recognition Account (MRA), all investment
income, including realized and unrealized market gains
and losses, is deposited into the MRA. At year-end,
income equal to the assumed earnings rate is
recognized. Any surplus or shortfall in eamnings is
recognized equally over five years.

Year-end balances in the MRA ($ in millions) for the
last five years after annual distributions were as follows:

MRA
December 31,2004 1