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STATE OF WISCONSIN
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Department of Employe Trust Funds ety
201 East Washington Avenue
e ] P 0. ?ox 7931
December, 1993 Madison, Wisconsin 53707
) In Reply Refer To:

Governor Tommy Thompson,
Members of the State Legislature,
Public Employers, and other Interested Parties,

The 1991 Comprehensive Annual Financial Report of the Wisconsin Department of
Employe Trust Funds (ETF) provides the latest audited financial data for the retirement
and benefit systems administered by the department. Program data also is through 1991.

The Legislative Audit Bureau (LAB) expects to complete its audit of our 1992 financial
data in the spring of 1994, and we expect to produce the 1992 report with its
corresponding program data as soon as possible after the LAB report is published.
(LAB's financial data makes up the important Financial Section of this document.)

ETF manages retirement and benefit programs for a wide variety of state, municipal,

. school district and other local employers. ETF served 369,735 active, retired and
inactive employes and all their dependents in 1991. We represent and serve most public
sector employers in Wisconsin, more than 1,100 of them.

Expanded graphics in the Introductory Section illustrate the broad scope of Wisconsin's
public retirement and benefits system and how important these programs are to the
citizens of the state.

Other sections provide basic retirement and benefit statistical information over a 10-year
reporting period and the requisite actuarial statement. For the state’s "Annual Report"
requirements, we also provide information on ETF's accomplishments and on legislation
passed affecting our programs.

Your comments would be appreciated and can be directed to me at (668) 266-0222 or to
David Hinrichs, Executive Assistant, at (608) 266-3763 or Sandy Drew, our Director of
Legislation and Planning at (608) 267-2929.

Sincerely, N
/CLC O g.f';ccrc&/%«u/@/ |

Eric O. Stanchfield
Secretary
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Introduction

The year 1991 was the first full year
after the close of the 1989-90 early retire-
ment period in the Wisconsin Retirement

‘System (WRS), and as a result there was a
reduction in the number of public em-
ployes retiring during the year. In 1989,
5,097 persons retired. In 1990, the figure
was 6,389. In 1991, the total was down to
3,826, a lower annual number than for the
years before the early retirement period.
(See Actuarial Section for more details.)

A milestone of sorts was reached in
1991 with the addition to the WRS of the
last two cities in Wisconsin eligible to
participate, Niagara and St. Croix Falls,
which agreed to cover their police and
fire employes.

Health, life and Income Continuation
Insurance benefit programs continued to
expand as more employes received
coverage, as did the other two benefit
programs managed by the Department of
Employe Trust Funds (ETF): the Wiscon-
sin Deferred Compensation (WDC)
Program, and the Employe Reimburse-
ment Accounts (ERA) Program.

ETF moved forward in establishing a
telephone message system that will
enable participants to obtain information
about retirement and fringe benefits by
touch-tone telephone and established a
new Annuitant Round Table to keep
retiree organizations fully informed about
issues in the field of retirement.

Wisconsin is one of the few states in the
nation to have a merged retirement
system in which the vast majority of
public employes — state, university,
municipal, school district, police and fire

- — are covered by the same system. The
Milwaukee city and county retirement -
systems are the major exceptions, having
their own funds. Teachers in the Milwau-
kee Public School System are covered by
the WRS.

The scope of these programs has
expanded considerably in the past five
years. According to the Statistical Section
of this report, total participation in the
retirement/benefit system administered
by ETF has increased from 326,049 per-
sons in 1987 to 369,735 in 1991, a 13.4%
increase. This includes retirees, active
employes and inactive employes who
have left WRS-covered employment but
have not taken a benefit from their ac-
counts. Among the 219,624 active em-
ployes in the system, most are currently
employed by public school districts
(90,130) with all required to cover their
teachers for retirement purposes. State of
Wisconsin government, including the
University System, had 61,935 active
employes, the second largest employer
type. s

Among the active participants em-
ployed throughout the state, women
continue to outnumber men, 125,446 to
94,178, and total earnings in 1991 by all
active participants was $5.8 billion, up
from $5.4 billion in 1990, showing the
major contribution to the Wisconsin
economy by the public sector.

The Department of Employe Trust
Funds is unusual among other public
retirement agencies in the nation in that it
offers state and local employes a broad
range of other fringe benefit plans — such
as life and health insurance, disability
benefits, deferred compensation and
health and day care reimbursement
accounts — in conjunction with retire-
ment benefits. Public employers in other

~ states offer such plans, but their adminis-

tration usually is distributed among a
variety of separate agencies.

ETF's full range of administrative
responsibility is illustrated by the follow-
ing program highlights through 1991:




Program Highlights

Retirement:

o Public employers and employes con-
tributed $779 million in 1991 to the

WRS to support future benefits, an
increase of about $58 million from the
previous year. The system’s 1,100
public employers contributed $465
million as the employer’s required
share of future benefits. The amount
contributed directly by employes, or by
employers on behalf of their workers,
totaled $314 million in 1991, an increase
of 6.4% from 1990.

o The number of WRS participants
totaled 369,735 at the end of 1991, up
2.7% over the previous year. Partici-
pants include 219,624 active govern-
ment employes, an increase of 3.0%

" over the previous year; 79,465 retirees
and others receiving annuities, and
70,646 “inactives,” or former public
employes who had not yet taken a
benefit from their retirement accounts.
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o The number of active participants in
-the WRS has increased by only 7.4%

over the past two years, showing the
effort to keep public employment
stable. Of the 219,624 employes cov-
ered by the WRS at the end of 1991,
about 28% are state employes (includ-
ing the university system) and 72% are
local employes-the same ratio as the

previous year. Participation, by type of
employment was:

Active Participants
by Employe Type, 12/31/91

100,000

90,130

a - Local School Districts
b - State Government
c - County Government

d - Cities, Villages and Towns
e - Vocational Districts
f - Special Districts*

*Housing Authorities, Sewerage Districts, Regional Planning Commissions, elc.

s One of the most important functions of
the Department of Employe Trust
Funds is to provide retirees with their
monthly annuity checks at the same
time every month. Given that so many
people depend on these checks for their
livelihood, this is a major ETF priority.
The vast majority of WRS retirees still
live in Wisconsin, so these payments
are a major part of the state’s economy.

In 1991, ETF distributed $792.1 million
to people who were retired, disabled or
survivors of WRS participants. The total
of annuity payments was $68 million
(9.4%) over 1990’s audited $724.4 million
total. In the previous year, annuity
payments had increased by $140.9 mil-
lion. Early retirement legislation, effec-
tive in 1989-90, accounted for more
retirements and the much greater annual
payments increase.

ETF also provides separation payments
to employes leaving public service prior
to retirement. The 1991 separation ben-
efits totaled $27.5 million, down almost
$5 million from the previous year. Sepa-
ration benefits are paid participants who
leave public employment and decide to
withdraw their portion of their retirement
account prior to retirement age.




» The number of persons receiving
retirement, disability and beneficiary
annuities at the end of 1991 was 79,465,
an increase of 1,799 (2.3%) over 1990.
The charts below show how the num-
ber of annuitants has increased over the
past five years, from 67,688 at the end
of 1987, to the 79,465 at the end of 1991.
They also show the type of annuitant.
“Disability” means persons who had to
retire because of injury or illness and
were eligible for a monthly annuity.
“Beneficiary” means a person selected
by a WRS participant before death to
receive payments from the deceased’s
account,
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o The average annual annuity received
by all WRS retirees in 1991 was $9,462,
up $291 (2.3%) from the previous year.
Some individuals have more than one
annuity, so the total number of annuities

‘is-higher than the number of people
provided annuities by ETF each year.

Growth In Average Annual Retirement Benefit
(Initial Amount and $ Value by 1991).
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For those who retired in 1991, the
average annuity was $13,964. The chart
above shows the average annuity
received in 1991 by persons who
retired 10, 20 and 30 years ago.

o Another important characteristic is the
ages of those who are retired. The
chart below shows the distribution of
ages for all those receiving retirement
benefits from the system at the end of
1991. There are a small number of
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people under the age of 55 who are
retired, only 394. At the other end of
the age scale, Wisconsin retirees live to
a ripe age; there are 1,768 individuals
over the age of 90 still drawing their
monthly benefit.

» Public interest in the retirement and

benefits programs administered by ETF

is reflected in these workload figures
for 1990:

More than 4,000 persons scheduled
counseling appointments or appeared in

ETF’s Madison and Milwaukee offices for

face-to-face assistance on benefit ques-
tions in 1991, fewer than the previous

year because the early retirement window

period ended. The number of telephone
calls for information to ETF’s Benefits
Bureau continues to indicate the vast
number of contacts between ETF’s Ben-
efits Bureau and WRS participants all
over the state and nation. In 1991 there
were 72,089 incoming calls handled by
staff, and 9,989 outgoing return calls to
participants, for a grand total of 82,078
telephone contacts. The bureau also
processed 45,349 written responses,
answering questions, providing retire-

ment benefit estimates and other inquiries

for participants.

- Benefits:

» GROUP HEALTH INSURANCE
covered about 57.300 active and 16,100
retired state employes at the end of
1991; more than 175,000 persons when
all their covered dependents are
counted. The total amount of annual

health insurance premiums paid by the

state and the participants was $239
million. In the separate Wisconsin
Public Employers Group Health Insur-
ance program there were another 6,268

active and 940 retired local government

participants. With their dependents,

the total number of people covered was

17,300. Annual premium was $21

million. At the end of 1991, there were
90 local employers participating in this
group health program. An additional
program provided group health coverage
to 300 retirees from local governments
in the Local Annuitant Health Plan.

Group Health Insurance, Employes Covered
All Plans 12/31/91
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o THE BASIC GROUP LIFE INSUR-
ANCE plan covered 125,364 individu-
als at the end of 1991, a 3.8% increase in
coverage over the previous year. Basic
life insurance covered 42,665 active
state employes and 60,859 active local
employes working for 475 local em-
ployers who have chosen to participate.
In addition, 9,238 retired state and
12,602 local employes participate in the
basic life plan. Many of these employes
also have life insurance under supple-
mental, additional and spouse and
dependent plans. At the end of the
year, there was $5.4 billion worth of life
insurance in force for all participants in
all plans. '

Group Life Insurance, Employes Covered
Basic Plan 12/31/91

Active Local Government Employes
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o THE WISCONSIN DEFERRED
COMPENSATION (WDC) PRO-
GRAM had a participation increase. of
2.4% during 1991. There were 10,926
state employes and 4,869 local em-
ployes who set aside a portion of their
earnings on a tax-deferred basis at the
end of the year. Eighteen additional
local employers came into the program
in 1991, bringing the total to 280 local
participating employers. Altogether
participants deferred $30.3 million of
their 1991 earnings, up $1.7 million
from the previous year. WDC assets
totaled $239.3 millon at the end of 1991,
a 37% increase over last year’s assets.
The program allows employes to defer
part of their compensation and have
the amounts invested in choices which
include two fixed income options and
eight mutual funds with varying

Deferred Compensation
Total Participation 12/31/91

Active Local Employes
/4,869

——. Active State Employes
10,926

Deferred Compensation
By Investment Type 12/31/91

Growth/Stock
L~ 48.7%

___ Balanced Income
10.3%
~——_ Money Market/Bond
3.9%

"~ Fixed Income
371%

degree of investment risk. Participants
may defer earnings to as many invest-
ment options as they choose. They also
may transfer their existing account
balance to any of the 10 options offered

:without restriction or cost.

THE EMPLOYE REIMBURSEMENT
ACCOUNTS (ERA) PROGRAM
completed its first full year of operation
with all state employes eligible to
participate in 1991. There were 4,325
participants, an increase of 17.7% over
1990 participation. Employes created
1,173 dependent care accounts and
3,665 medical expense accounts. ERA
allows state employes to establish pre-
tax reimbursement accounts for medi-
cal care expenses not covered by
insurance and for dependent child or
adult care expenses. Total salary
reductions were $6.3 million ($3.7
million for dependent care and $2.6
million for medical), an increase of
34.6% over 1990 reductions of $4.7
million. Reductions in FICA tax from
this program saved the state and
estimated $1.3 million in 1991, with
combined FICA and income tax savings
of $4.8 million realized by participants.

INCOME CONTINUATION INSUR-
ANCE was provided to 42,200 state
employes and 2,500 local government
employes as a supplemental benefit to
cover income in case of short-term
disability. State government and 37
local governments participate in the
ETF program through a contract insur-
ance company.




Employers

At the end of 1991 the State of Wiscon-
sin, including the entire University Sys-
tem, and 1,078 local government employ-
ers participated in the Wisconsin Retire-
ment System (WRS), and increase of 26
local employers over 1990. (See list of
employers in the last section of this
report.) State law mandates WRS cover-
age for all employes of the state, all
counties except Milwaukee, all public and
vocational school teachers, city police
officers and municipal firefighters except
Milwaukee, and non-teaching employes
of a new school district under special
circumstances involving merger or con-
solidation of school districts. Also having
mandated coverage, if required by law
prior to March 31, 1978, are police officers
in villages with more than 5,000 residents
and firefighters in villages with more than
5,500 residents.

Most Wisconsin cities, most school
districts and many villages have elected,
however, to cover all their workers, not
just mandated police, fire and teacher
employes.

Sources for the number of governments
listed below are the 1989-90 Wisconsin
Blue Book, published by the Legislative
Reference Bureau, and the League of
Wisconsin Municipalities.

e There are 188 cities in Wisconsin. At
the end of the year, 152 covered all
their employes and 35 covered their
police and fire employes under the
WRS. The last two cities eligible to
come under the WRS, Niagara and St.
Croix Falls, both did so in 1991, cover-
ing their police and fire employes.
Milwaukee, which has had a separate
retirement/benefit system for many
years, is the only city not covered by
the WRS.

All 71 counties, outside of Milwaukee
County, participate.

Of 395 villages in Wisconsin, 133 cover
either all their municipal employes or
their police and fire employes. Eight
villages came under the WRS in 1991.

Of the 1,265 town governments in the
state, only 111 cover their employes
through the WRS, but most of the
larger, more urbanized townships in
Wisconsin do provide coverage. Small
townships may not have any full-time
employes. Seven towns were added in
1991.

All 429 school districts and 12 Coopera-
tive Educational Service Agencies
(regional units that provide some joint
services) cover their teachers/adminis-
trators, and a large number also cover
their office, cafeteria, maintenance and
other employes under WRS.

All 16 VTAE districts cover their
teachers and most cover their other
employes.

There are 115 special districts and units
of government in Wisconsin which are
counted as separate employers and

_ cover their employes. Included, among

others, are city and county housing
authorities, sewerage and sanitary
districts, library and health districts
and regional planning commissions.
The exact number of all such districts in
Wisconsin is not available. Nine were
added in 1991.

Although the exact total of all public

employes in Wisconsin is difficult to
determine because of differences between

- “full time equivalent” positions and part-

time employment; it is estimated that
approximately 90% of all state and local
public employes are participants in the
Wisconsin Retirement System.




Financial Highlights

This report’s Financial Section contains
the 1991 audited financial data from the
Legislative Audit Bureau, the latest avail-
able. The audited 1992 data is expected to

be completed in the spring of 1994. For
complete information please refer to the
Financial Statements Section and the

Statistical Section.

ETF Boards and Agency Organization

Detailed Board Functions and Members:

There were 38 individual Wisconsin
citizens who served on one or more of the
five Boards served by the Department of
Employe Trust Funds. This section
explains how members are appointed,
shows how membership overlaps, and
provides information on the individual
Board members. Members of the Boards
of Trustees represent a variety of geo-
graphic areas and are chosen, under state
statutes, in a variety of ways. Some
members are direct appointees of the
incumbent Governor, others are ap-
pointed to fixed terms from lists submit-
ted to the Governor by specified organi-
zations, and still others are directly
elected by active participants or retirees

- The members and officers of each
board are listed, along with a very short
explanation of each board’s responsibility:

Employe Trust Funds Board
(11 members)

This board sets policy for the Depart-
ment of Employe Trust Funds (ETF);
appoints the ETF Secretary; approves
tables used for computing benefits,
contribution rates and actuarial assump-
tions; authorizes all annuities except for
disability; approves or rejects ETF admin-
istrative rules; and generally oversees the
benefit programs, except group insurance
and Deferred Compensation. Member-
ship criteria is set by state law, with some
members appointed by the Teachers
Retirement Board (TRB) and the Wiscon-
sin Retirement Board (WRB).

Members, how they are chosen for the
ETF Board, and their original source of
appointment are:

Board Members (as of 12/31/91)

Chair: Marilyn J. Wigdahl, Accoun-
tant, UW-LaCrosse, appointed by Wiscon-

~ sin Retirement Board; WRB member

appointed by the Governor as a partici-
pating state employe.

Vice-Chair: Mark H. Stone, Superin-
tendent of Schools, Little Chute Area
District, DePere, appointed by Teachers
Retirement Board; TRB member ap-
pointed by the Governor as a public
school administrator who is not a class-
room teacher.

Secretary: Joann F. Elder, Sociology
academic staff, University of Wisconsin,
Madison, appointed by Teachers Retire-
ment Board; TRB member appointed by
Governor as a UW teacher participant in
the WRS.

Others:

Paul C. Adamski, Finance Director,
City of Stevens Point, appointed by
Wisconsin Retirement Board; WRB mem-
ber appointed by Governor as a chief
executive or finance officer from a partici-
pating city or village. (later President,
State Bank of Rosholt.)




Constance P. Beck, President, C.P.
Beck Consulting, Milwaukee, Governor’s
appointee as a public member who is
NOT a participant in or beneficiary of the
WRS. The appointee must have substan-
tial actuarial, employe benefit or insur-
ance experience.

John L. Brown, County Clerk,
Washburn County, Spooner, appointed
by the Wisconsin Retirement Board; WRB
member appointed by the Governor as a
participating county or town board
member from a list submitted by the
Wisconsin Counties Association.

Gale F. Dushack, Deputy Comptroller,
City of Madison, appointed by Wisconsin
Retirement Board; WRB member ap-
pointed by Governor as an employe of a
participating city or village.

Stephen H. Frankel, ex-officio, Manag-
ing Actuary, Northwestern Mutual Life
Insurance, Milwaukee. Governor’s
designee on the Group Insurance Board.
(Governor’s appointee)

Jon Litscher, ex-officio, Secretary of
Wisconsin Department of Employment
Relations, Madison,

Kenneth F. Stelzig, Vocational school
teacher, Eau Claire; appo'mted by Teach-
ers Retirement Board; elected to TRB by
vocational school teachers.

Richard J. Wesley, Milwaukee public
school teacher, appointed by Teachers
Retirement Board; elected to TRB by
Milwaukee teachers.

Wisconsin Retirement Board
(9 Members)

The Wisconsin Retirement Board
advises the ETF board on matters relating
to retirement; approves or rejects admin-
istrative rules; authorizes or terminates

disability benefits for non-teachers; and
hears appeals of disability rulings. It
appoints four members to the ETF Board
and one to the separate State of Wisconsin
Investment Board.

Board Members (as of 12/31/91)

Chair: Marilyn J. Wigdahl, LaCrosse,
state employe appointed by Governor.
(See ETF Board)

Vice-Chair: Paul C. Ad.amski, Stevens
Point, appointed by Governor as a local
financial officer. (See ETF board)

Secretary: Gale F. Dushack, Madison,
appointed by Governor from a city or
village. Must be from a separate different
municipality and county than other
appointees to this board. (See ETF Board)

Others:

John L. Brown, County Clerk,
Washburn County, Spooner; Must be
from a county different from other county
appointees. (See ETF Board)

David L. Heineck, Life and Health
Actuary, Wisconsin Commissioner of
Insurance’s Office, Madison designated
by the Commissioner as an experienced
actuary.

Donna Jarvis, Executive vice presi-
dent/CEOQ, U.S. Counseling Services, Inc.
Brookfield; appointed by the Governor as
a public member who is not a participant
or beneficiary of the WRS.

Wayne E. Koessl, Government Affairs
Representative, Wisconsin Electric Power
Co., Kenosha, and member Kenosha
County Board of Supervisors; appointed
by Governor from a list submitted by the
Wisconsin Counties Association.
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David R. Lenz, Mayor of Watertown;
Governor’s appointee from a list of city or
village chief executives supplied by the

League of Wisconsin Municipalities.

C. E. Saylor, County Board Chairman,
Juneau County, Necedah, appointed by
the Governor as an employe of a partici-
pating local employer, other than a city or
village, and from a different county than
other appointees.

Teachers Retirement Board
(13 members)

Advises ETF Board on retirement and
other benefit matters involving public
school, vocational, 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
directly elected.

Board Members (as of 12/31/91)

Chair: Kenneth J. Stelzig, Eau Claire;
elected by vocational school teachers.
(See ETF Board)

Vice-Chair: John F. Walsh, Jr., Biology
Teacher, Cumberland Public Schools;
elected by public school teachers,

Secretary: David J. De Wan, Language
Teacher, Green Bay School District, New
Franken, elected by public school teachers.

Others:

Bill L. Board, member of the Elroy/
Kendall/Wilton School Board, Elroy;
appointed by the Governor as a school
board member.

Theodore Bratanow, Engineering
Mechanics Faculty, University of Wiscon-
sin-Milwaukee; appointed by the Gover-
nor as a UW faculty member. Must be
from a different campus than the other
UW representative.

Orville F. Christian, retired teacher,
Wausau; elected by retired teachers.

George H. Hahner, teacher in the
Racine School District; elected by public
school teachers.

Wayne D. McCaffery, economics
teacher, Stevens Point High School Dis-
trict; elected by public school teachers.

Robert M. Niendorf, Professor of
Finance, College of Business Administra-
tion, University of Wisconsin-Oshkosh;
appointed by the Governor as a UW
faculty member.

Melvin Pinsker, social sciences teacher,
Greenfield High School, elected by public
school teachers. :

Paul C. Schlindwein, Business/Mar-
keting teacher, Oshkosh School District;
elected by public school teachers.

Mark H. Stone, De Pere, appointed by
the Governor as a public school adminis-
trator who is not a classroom teacher.
(See ETF Board) '

Richard J. Weéley, Milwaukee public
school teacher; elected by Milwaukee
school teachers. (See ETF Board)




Group Insurance Board
(10 members)

This board sets policy and oversees
administration of the group health, life
insurance, and Income Continuation
Insurance plans for state employes and
the group health and life insurance plans
for local employers who choose to offer
them. The Board also can provide other
insurance plans, if employes pay the
entire premium.

Board Members (as of 12/31/91)

Chair: Stephen H. Frankel, Milwau-
kee; appointed as the Governor’s Desig-
nee. (See ETF Board)

Vice-Chair: Randy A. Blumer, Assis-
tant Deputy Commissioner of Insurance,
Office of the State Commissioner of
Insurance; designee of the commissioner.

Secretary: Wayne K. Potter, Guidance
Counselor, New Lisbon School District;
appointed by the Governor as an insured
teacher participant in the WRS.

Others:

Robert A. Alesch, former senior per-
sonnel officer, University of Wisconsin
System; appointed by the Governor as a
retired, insured employe.

Martin Beil, Executive Director, Ameri-
can Federation of State, County and
Municipal Employes Union, Council 24;
appointed by the Governor as an insured
member of the retirement system who is
not a teacher. ‘ oo

Patricia J. Gorence, Deputy Wisconsin
Attorney General, Madison; appointed as
the Attorney General’s designee.

George F. Lightbourn, Executive
Assistant, Wisconsin Department of
Administration (DOA); designee of the
DOA Secretary.

Jon Litscher, Secretary of Wisconsin
Department of Employment Relations,
appointed by the Governor. (See ETF
Board) .

Kenneth J. Merkel, Brookfield, ap-
pointed by the Governor with no mem-
bership requirements.

C. F. Saylor, Necedah, Governor’s
appointee as an employe of a local unit of
government. (See Wisconsin Retirement
Board).

Deferred Compensation Board
(5 members)

The Board sets policy, contracts with
investment and administrative service
providers, and oversees administration of
the program. The Board is responsible for
establishing criteria and procedures for
selecting and evaluating investment
options offered by the program. All

' Board members are appointed by the

Governor; there are no statutory require-
ments for appointments.

Board Members (as of 12/31/91)

Chair: Edward D. Main, Legal Coun-
sel, Wisconsin Department of Administra-
tion, (DOA) Madison.

Vice Chair: Peter F. Ullrich, Financial
Consultant, Maritime Investment Com-
pany, Milwaukee.

Secretary: James R. Severance, Invest-
ment Director /Common Stocks, State of
Wisconsin Investment Board, Madison.

11
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Others:

Martin Beil, Executive Director,” Ameri-
can Federation of State, County and
Municipal Employes Union, Council 24,
State Employes Union, Madison.

J. Jean Rogers, Administrator of the
Division of Economic Support, Wisconsin
Department of Health and Social Services,
Madison.

(In addition, the State of Wisconsin
Investment Board (SWIB) is an indepen-
dent state agency, not part of the ETF
Board system. SWIB issues a separate
annual report, discussing its investment
activities. A brief review is contained in
the Investments and Administrative
Expenses Section.)

Department Organization

The Department of Employe Trust
Funds had 159.5 permanent, full-time
positions at the end of 1991, with em- '
ployes in offices in Madison and Milwau-
kee.- ETF has three Divisions, Benefit Plan
Operations, Program Development and
Evaluation, and Administrative Services,
plus two offices (Staff Services and Inter-
nal Audit) as shown in the following
organizational chart.

Department of Employe Trust Funds

Teacher's
Employe Trust Retirement
Funds Board : Board
G Wisconsin
o Retirement
Insurance .
Board
Deferred
Compensation
Board
Secretary Internal
Audit
Deputy Staft
Secretary Services
SCtarol
Division of Division of Divislon'o

Program Development

Administrative Sevices Benefit Plan Operations and Evaluation




ETF Management Staff (12/31/91)

Secretary: Gary L. Gates
.Deputy Secretary: Eric Stanchfield
Executive Assistant: David Mills

Staff Services Director: Rhonda Dunn
Internal Audit Director: Robert Schaefer

Administrator, Division of
Administrative Services: Kathleen Wolff

Systems Management Bureau: Vacant
Operational Services Bureau: Joanne Allen
Office Services Bureau: Diane Vultaggio

Administrator, Division of Program
Development and Evaluation: Peg Smelser

Legal Counsel: Robert Weber

Program Director, Retirement and
Survivor Benefits: David Stella

Mary Anglim, Asst. _

Program Director, Health and Disability
Benefits: Thomas Korpady

William Kox, Asst.

Administrator, Division of Benefit Plan
Operations: David Hinrichs

Benefits Bureau Director: Julie Reneau
Benefit Information Section: Linda Owen
Benefit Processing Section: David Short
Benefit Payments Section: James Lodholz

Membership and Coverage Bureau
Director: Elizabeth Derleth

Transaction Reporting Section:

Mary Hensen

Financial Reporting Section: Jean Gilding
Accounting Bureau Director:

Robert Willett

Communications Director:

Stephen Tatarsky

Principal Consultants and
Administrators

Consulting Actuaries:
Gabriel, Roeder, Smith & Co.
Detroit, M1

Auditors:
Legislative Audit Bureau
Madison, WI

Third Party Administrators:

Health Insurance:
Wisconsin Physicians Service
Madison, WI

Income Continuation Insurance:
United Wisconsin Insurance Corp.
Milwaukee, WI

Deferred Compensation:
Public Employes Benefits Service
Columbus, OH

Employe Reimbursement Accounts:
VISTA
Tallahassee, FL

Life Insurance
Minnesota Mutual Life Insurance Co.
St. Paul, MN
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Legislation and Annual Accomplishments

Legislation effective in 1991 or on January 1, 1992

During 1991, the Legislature enacted
bills that directly affect ETF and the
programs it administers. The following is
a summary of the new laws:

1991 WI Act 24 extended eligibility and
employer contributions for health insur-
ance premiums for coverage under the
state’s group health insurance program
for state employes who left state employ-
ment to participate in the Gulf War in
Iraq and Kuwait.

1991 WI Act 39, the Governor’s Budget
Bill, made various changes relating to
retirement, group insurance and other.
fringe benefits offered to public employes.
The act:

o Allows state constitutional officers,
legislators, state agency heads ap-
pointed by the Governor and heads of
legislative service agencies who termi-
nate WRS employment to be eligible for
state health insurance coverage when
they apply for WRS retirement benefits.
They need not furnish evidence of
insurability, regardless of their age at
the time WRS employment terminates.
In addition, these individuals can
retain their accumulated sick leave and
convert it, when applying for retire-
ment benefits, to pay for post-retire-
ment health insurance premiums under
the state program. Finally, the act
allows them to convert their unused
sick leave at the salary rate they would
have received on the date of the con-
version if he or she had continued in
the vacated position. This last provi-
sion was subsequently amended by Act
181.

¢ Allows certain state executive em-
ployes to receive creditable service for
service not previously credited if the
employe pays ETF a lump sum amount

defined by statute. The provision only -

applies to those who leave WRS cov-
ered service, had not previously re-

ceived creditable service because of a
pre-1988 statutory age restriction and
were also an elected official or an
appointee of an elected official. Prior
law required these employes to pay
ETF a lump sum sufficient to fund fully
the costs of the increased benefits.

e Makes most district attorneys immedi-
ately eligible for employer contribu-
tions toward state group health cover-
age and for coverage under the state
group life and income continuation
insurance programs. Under prior law,
a district attorney was not eligible for
these benefits until employed for 6
months.

e Permits state employes to claim reim-
bursement under the Employe Reim-
bursement Account (ERA) for the
premium they pay for coverage under
a group insurance plan provided by
ETF or approved by the Group Insur-
ance Board as long as the reimburse-
ment complies with federal codes.
Also, the act requires that the ERA
reductions offset the maximum amount
of deferrals under the state’s deferred
compensation plan.

¢ Requires the department to consider an
application for a disability annuity
approved before the participant’s death
if the WRS participant dies before ETF
can approve the application provided
the application meets other require-
ments and one physician certified the
participant as disabled. Prior law
required a certification by two physi-
cians, rather than one.

1991 WI Act 45 removed the sunset
date and made the health insurance
mandate for the treatment of dirbetes
permanent after January 1, 1992, and
clarified the scope of the mandate. This




mandate applies to all health plans of-
fered by the Group Insurance Board.

1991 WI Act 70 prohibits indemnity
health insurance policies that offer phar-
maceutical coverage through mail order
plans from excluding coverage for the
same drugs or devices provided by a
pharmacist or pharmacy, chosen by the
insured, that agrees to abide by the same
terms as the mail order pharmacy. In
addition, the plan may not apply different
deductibles, copayments or improvement
provisions for the drugs or devices ob-
tained from the mail order company than
from the independent pharmacy. The law
applies to the standard plans offered by
the Group Insurance Board.

Accomplishments, January 1, 1991
through December 31, 1991

These items are among ETE’s major
internal accomplishments affecting new
or expanded programs and service to
participants/employers in the year 1991:

Service to Participants

1. Staff completed work on an informa-
tional notice which will explain to
participants the actual factors used in
final annuity calculations, helping to
improve participant understanding.
Distribution of the notices was sched-
uled to begin in 1992.

2. Scripts were created for a new phone
message system which will allow
participants to receive information
about a number of benefit questions
over telephone recordings. The mes-
sage system was scheduled for imple-
mentation in March, 1992.

3. The initial meeting of a new communi-
cations group, called the ETF Annu-
itant Round Table, was held late this
year. It includes representatives from
various retiree organizations and is

designed to discuss areas of mutual
interest and concerns. In addition,
large group public presentations on
retirement were made in eight cities in
1991.

Service to WRS Employers

1. Annual regional training was held in
October, 1991 for employer staff who
process WRS materials. Sessions were
presented on the retirement system as
well as health, life, income continuation
insurance was completed with 40% of
all WRS employers represented.
Three-fourths of all 500 participants
rated the program as “excellent” or
“vrery good” in helping them under-
stand reporting requirements.

2. Informational training was provided
several employers who were consider-
ing joining the Wisconsin Retirement
System, and specific training was
provided several employers who had
newly hired staff responsible for WRS
reporting.

Benefit Programs

1. Through much of 1991, ETF health
insurance program staff worked with
health consultants retained by the
Group Insurance Board to review all
aspects of the ETF group health pro-
gram. A budget proposal for 1992 was
.developed with the Department of
Administration to carry out some of the
consultant’s recommendations. The
proposal included positions to serve as
ombudsperson for employe plan
problems, a health care information
specialist to develop health plan data
bases and analysis, and a health care
information position to work with the
health insurance carriers.

2. A contract was prepared with the
University of Wisconsin Survey Lab to
analyze historical claims and enroll-
ment records from participating health

15
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insurance carriers, and to eventually
conduct a sample survey of state
employes on their health care prefer-
ences and opinions.

. Considerable time was spent to plan

and negotiate a change from the origi-
nal administrator of the Wisconsin
Deferred Compensation (WDC) pro-
gram to the firm that won the contract
in the bidding process in 1991, with a
start date of January 1, 1992. Transition
planning was carefully monitored to
minimize disruption to participants
and to manage an anticipated growth
in employe participation because new
investment options were to be offered.

. Staff worked directly with the new

administrator to create and publish in
November, 1991, the first edition of
Money Talks, a newsletter for the WDC
program, explaining the change in
administration, participant fees, and
investment options for 1992. An
administrative rule was drafted to
establish a procedure for regulating the
WDC plan.

. In order to improve department man-

agement of administrative service
contracts for the various benefit and
other programs, staff developed a
comprehensive “core contract” model
for use in future contract negotiations.
Major revisions were made in the
actuarial services contract and two new
contracts were completed. The model
contract also was used for the new
Deferred Compensation administrator.

. Staff continued to monitor proposals

for federal regulatory changes and laws
which affect the ETF benefit plans and
remained active in national organiza-
tions and direct contact with members
of the Wisconsin Congressional delega-
tion. Planning began to create in 1992 a
full-time legislative liaison and strate-
gic planning position. '

Administrative

1.

3.

4,

Implementation of additional portions
of the Wisconsin Employe Benefits
System (WEBS) information technology
system was refocused by use of Critical
Path Method diagrams to identify and
track progress on all project compo-
nents. Planning began in 1991 to reor-
ganize the interrelationship between
the data unit and the users of data and
creation of a project steering committee.

. All essential 1991 data in ETF’'s data

banks were “rolled up” and added to
the WEBS data base. An experienced
applications development manager
was hired in 1991 on a Limited Term
Employment basis to advise on systems
development and on how to set priori-
ties and control work.

A Request for Proposals (RFP) was
developed, approved by the Depart-
ment of Administration, and distrib-
uted to 130 vendors in late 1991 to
replace the 15-year-old XL-40 mini-
computer with an up-to-date system
for data entry and office automation.
At year’s end proposals from three
vendors were being reviewed with the
intent to select a contractor in early
1992.

The Accounting Bureau installed new
administrative accounting software in
late 1991 for all accounting purposes
starting in 1992, and staff was involved
with other parts of the department to
insure that all software was compatible
with the new ETF minicomputer.

. The Information Systems Bureau’s 18-

person staff was temporarily moved to
the GEF-3 Office building and pro-
vided with new modular furniture to
both help alleviate overcrowding in
GEF 1 and to test new space layout and
furniture design. Planning began for a
proposed 1992 move of the Member-
ship and Coverage Bureau into addi-
tional space made available to ETF and




to reorganize the Accounting Bureau in
the same general area.

6. An expanded orientation program for
new ETF employes was designed in
started in 1991 as did a new Temporary
Reassignment Program to give em-
ployes some work experience and
knowledge about other areas of the
department.

ETF Objectives for the period
July 1, 1991 through June 30, 1993

Objectives for the July 1, 1991 through
June 30, 1993 period were reported in the
1990 annual report and will not be re-
peated here. The accomplishments listed
above relate to progress being made
during the first half-year of the biennium.
ETF objectives for July, 1993 through June
1995 will be reported in the 1992 Compre-
hensive Annual Fiscal Report.
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State of Wisconsin \ LEGISLATIVE AUDIT BUREAU

DALE CATTANACH
STATE AUDITOR

SUITE 402
. 131 WEST WILSON STREET

N 5 MADISON, WISCONSIN 53703
May 25, 1993 (608) 266-2618
FAX (608) 267-0410

Senator Peggy A. Rosenzweig and

Representative Kimberly M. Plache, Co-chairpersons
Joint Legislative Audit Commitiee

State Capitol

Madison, Wisconsin 53702

Dcar Senator Rosenzweig and Representative Plache:

We have completed a financial audit of the State ol Wisconsin Department of Employe Trust Funds, as
required by $.13.94 (1)(dd), Wis. Stats., and at the request of the Department. The audit covered the period
January 1, 1991 through December 31, 1991, We are able (o provide an unqualificd independent auditor’s
report on these statements,

The largest program administered by the Department is the Wisconsin Retirement System, which had cash
and investments of $23.6 billion at the end of calendar year 1991 and provided benefits of $792 million
during 1991. Based on two measurcs of funding status, the Retircment System appears to be a financially
sound public ecmploye retirement system.

The Duty Disability program’s lund deficit, which is based on recognition of claim payments that will need
{0 be 'made in the Tuture, increased by $2.4 million to $94.3 million at the end of 1991. The Duty Disability
program has had a negalive cash balance for several years. As a result of various steps the Department has
taken (0 address the program’s cash llow problems, the cash deficit was reduced from $8 million at the end
of 1990 to $5.9 million at the end of 1991. However, climination of the negative cash balance will take
several more years; the Department anticipates eliminating the fund deficit over a 35-year period beginning
in 1993.

During our review of the internal control structure, we again noted a lack ol documentation of the general
ledger system and accounting policies and procedures. The Department has recognized these concerns and

continucs Lo lake steps Lo address them.

We appreciate the courtesy and cooperation extended to us by the staff of the Department of Employe Trust
Funds during this audil. '

espeetfully submitted,

W e sts.

State Auditor

DC/DA/ce
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Wisconsin Department of Employe Trust Funds
Combined Statement of Cash Flows
Enterprise Funds

for the Year Ended December 31, 1991

Cash Flows from Operating Activities

Cash received for insurance premiums
Cash paid for employe benefits
Cash paid for administrative services

Net cash provided by operating activities
Cash Flows from Non-Capital Financing Activities

Interest paid on cash advances

Cash advances (repayments)

Interest on delinquent premiums

Operating transfers from other funds

Net cash provided by non-capital financing activities
Cash Flows from Investing Activities

Investment Income
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Reconciliation of Operating Income to Net Cash Provided by Operating Activities

Operating income

Adjustments to reconcile operating income to net cash
provided by operating activities:

Investment income classified as operating revenue
Changes in assets and liabilities:
Increase in contributions receivable
_Increase in benefit overpayments receivable
Increase in miscellaneous receivables
Increase in prepaid expenses
Decrease in estimated future claims’
Increase in advance contributions
Decrease in miscellaneous payables
Decrease in administrative expense payable

Total adj_ustments

Net cash provided by operating activities

Theaccompanying notes are an integral part of the financial statements.

Statement 4

$ 251,384,283
(266,635,724)
(3,722,415)

(18,973,856)

(281,252)
(2,126,012)
959
19,142,365

16,736,060

12,428,202
10,190,406
59,410,458
$ 69,600,864

$ 2,929,692

(12,428,202)

(168,039)
(102,593)
(9,333,323)
(3,006,898)
(5,242,784)
8,868,939
(202,875)
(287,773)

(21,903,548) .

$  (18,973,856)




Notes to Combined Financial Statements

1. Summary of Significant
Accounting Policies

Presentation Basis

The financial statements of the Wiscon-
sin Department of Employe Trust Funds
have been prepared in conformity with
generally accepted accounting principles
(GAAP) for government units as pre-
scribed by the Governmental Accounting
Standards Board. The Department of
Employe Trust Funds is part of the State
of Wisconsin financial reporting entity.
The following funds and account groups
have been used to account for the assets
and operations of the Department.

Governmental Funds:
General Fund - Annuity Supplements
Special Revenue Fund - Administration

Fiduciary Funds:
Pension Trust Funds:
Fixed Retirement Investment Fund
Variable Retirement Investment Fund
Milwaukee Special Death Benefit
Police and Firefighters
(Ch. 182, Laws of 1977)
Expendable Trust Funds:
Accumulated Sick Leave
(Post Retirement Health Insurance)
Group Life Insurance
Employe Reimbursement Accounts
Agency Funds:
Social Security .
Deferred Compensation -
City of Milwaukee Retirement System

Proprietary Funds: -
Enterprise Funds:
~ Group Health Insurance
Group Income
Continuation Insurance
Duty Disability '

Account Group:
General Fixed Assets Account Group

Amounts in the "Memorandum Only
Totals" columns in the combined financial

=

statements are a summation of line items
and are presented for comparative pur-
poses only. The amounts in these col-
umns are not comparable to a consoli-
dated presentation and do not present the
consolidated financial position, results of
operations, or changes in financial posi-
tion.

Accounting Basis

The financial statements of the Wiscon-
sin Department of Employe Trust Funds
have been prepared in accordance with
generally accepted accounting principles.
All Governmental, Expendable Trust, and
Agency Funds are accounted for using the
flow of current financial resources mea-
surement focus and the modified accrual
basis of accounting. The modified accrual
basis of accounting recognizes revenues
when they become measurable and
available and expenditures when the

related fund liability is incurred. Pension

Trust Funds and Enterprise Funds are
accounted for using the flow of economic
resources measurement focus and a full
accrual basis of accounting. Under the
accrual basis of accounting, revenues are
recorded when earned and expenses are
recorded at the time liabilities are in-
curred.

Prior Period Corrections

Calendar year (CY) 1990 financial data,
presented for comparative purposes, has
been restated as described below. Due to
an error in the allocation of the transac-
tion amortization account, investment
income, cash and investments, and fund
balance were understated by a total of
$264.9 million in 1990. The following
funds were affected by this overstatement
and have been restated by the amounts
shown below:. '

. Fixed Retirement Trust Fund

.. Accumulated Sick Leave Fund

Milwaukee Death Benefit Fund

Income Continuation Insurance Fund
Police and Firefighters Fund

$261,445,208
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Cash and Cash Equivalents
Miscellaneous Payables

Fund Balance (171,735) (128,647) 43,088
Carrier Administration Expense 504,752 461,664  (43,088)

The Employe Reimbursement Accounts
expendable trust fund has been restated
as shown below to correct an error in'the
posting of an adjusting journal entry:

As Presented Restated Correction

779,650 641,094 (138,556)
472,112 290,468 (181,644)

The value of equipment reported in the
General Fixed Asset Account Group of
$926,708 was overstated by $288,183 as a
result of including non-capital equipment
in the account. This amount has been
restated to the correct value of $638,525.
The fund balance and assets for the
administrative fund have been adjusted
for investment income of $281,459, which
was earned in CY90 but received in CY91
and was not accrued in CY90.

Investment Valuation
Benefit plan assets are invested in one

of three investment pools managed by the-

State of Wisconsin Investment Board
(SWIB): 1) the Fixed Retirement Invest- -
ment Trust (FRIT), a balanced investment
fund made up of high-quality fixed
income securities (such as bonds) and -
equity securities (stocks); 2) the Variable
Retirement Investment Trust (VRIT),
which is invested primarily in stocks; and
3) the State Investment Fund, a liquid
fund invested primarily in short-term
obligations of the U.S. Government and -
its agencies, in high-quality commercial
paper, repurchase agreements, certificates
of deposit, and bankers' acceptances. The
investment policies and authorized
investments of the three investment pools
are governed by s. 25.17, Wis. Stats.

The retirement fund assets consist of
shares in the FRIT and VRIT. Shares in
the FRIT and VRIT are purchased as
funds are made available from retirement
contributions and are sold as funds are
needed for benefit payments and other
expenses. The assets of the Income
Continuation Insurance, Duty Disability,
and Accumulated Sick Leave programs

also are invested as part of the FRIT.
Earnings are allocated between the Retire-
ment System and other programs based
on the average reserve balance for each

'program. :

:The FRIT and VRIT hold, as invest-
ments, shares in the SWIB-managed State
Investment Fund and Combined Stock
Fund. The assets of the FRIT and VRIT
are carried at market value, and invest-
ments are revalued monthly to current
market value.

All stocks for the FRIT and VRIT are
held in the Combined Stock Fund. The
FRIT and VRIT own shares in the Com-
bined Stock Fund rather than owning
individual stocks. The Combined Stock
Fund is appraised to current market value
monthly and appraisal gains and losses,
along with interest, dividends, and
realized gains and losses, are distributed
to the FRIT and VRIT monthly based on
their proportional ownership shares.

Wisconsin statutes require that a
Transaction Amortization Account (TAA)
be maintained to smooth the impact of
market price voliltility on the benefit
plans invested in the FRIT. All realized
and unrealized gains and losses in market
value of investments in the FRIT are
recorded in the TAA as they are incurred.
To recognize the legal restrictions on the
use of the TAA for current operations, the
fund balances of the participating pro-
grams are reserved for the amount in the
TAA and shown as a reserve for market
value adjustments. Twenty percent of the
TAA balance as of December 31 of each
year is transferred from the Reserve for
Market Value Adjustments to program -
reserves.

Year-end balances in the Transaction
Amortization Account for the last five
years after annual distributions were as
follows:

December 31, 1987 $1,543,463,324
December 31, 1988 2,232,202,980

December 31, 1989 2,586,286,984
December 31, 1990 1,059,472,047
December 31, 1991 2,805,568,995




For the Deferred Compensation plan,
investments in savings accounts are
valued at the approximate market value,
while variable earnings investments are
presented at market values based on
published quotations at December 31.

All other trust fund assets are invested
in the State Investment Fund. The invest-
ments in the State Investment Fund are
carried at the cost of the participating
shares, which is also the realizable value
as of December 31. Investment income,
including realized gains and losses, is
allocated monthly to its participants.
Investments in the State Investment Fund
are classified as "cash and cash equiva-
lents" on the balance sheet. Investment
balances for non-pension programs
invested through the FRIT are classified
as "cash and cash equivalents" on the
respective balance sheets. All remaining
assets in the FRIT and VRIT are classified
as "investments."

Administrative Expenses

The Department of Employe Trust
Funds incurs two types of administrative
expenses: administrative costs incurred
by the Department to administer its
programs, and administrative costs
incurred by SWIB and reimbursed by
the Department for investing the trust
funds. The administrative costs of all
department programs are financed by a
separate appropriation and are allocated
to the benefit plans in accordance with
s. 40.04, Wis. Stats. The sources of funds
for this appropriation are investment
earnings and third-party reimbursement
received from the various programs
administered by the Department. Esti-
mated administrative expenses are allo-
cated to programs at the beginning of
each fiscal year and adjusted to actual
after the end of the year. The expense
recognized for calendar year 1991 in-
cludes actual adjusted expenses for
January 1, 1991, through June 30, 1991,
and estimated expenses for July 1, 1991,
through December 31, 1991.

SWIB administrative expense com-
prises salaries, supplies, services, and
equipment necessary for the investing
activities of state funds. The administra-
tive expenses are billed to the agencies for
which investments are made. In 1991,
SWIB administrative expense for the FRIT
and VRIT was $4,804,200 and $605,700,
respectively. In compliance with s.
40.04(2)(d), Wis. Stats., these costs were
charged directly to the appropriate
investment income account.

Fixed Assets

All fixed assets are purchased through
the Special Revenue Administrative fund
and are reported at original cost in the
General Fixed Asset Account Group.
During 1991 the fixed asset balance
changed as follows:

12/31/90 Equipment Balance $638,525
Equipment Acquired 90,412
Equipment Disposals (20,663)

12/31/91 Equipment Balance ~ $708,274

2. Deposits and Investments

The Governmental Accounting Stan-
dards Board (GASB) Statement 3 requires
deposits with financial institutions to be
categorized to indicate the level of risk
assumed, as defined by GASB Statement
3. Cash of $2,600 is included with Cash
and Cash Equivalents in the State Invest-
ment Fund.

GASB Statement 3 also requires invest-
ments to be categorized to indicate the
level of risk assumed by the State, as
defined by GASB Statement 3. Category 1
includes investments that are insured or
registered or for which the securities are
held by the fund or its agent in the fund'’s
name. Category 2 includes uninsured
and unregistered investments for which
the securities are held by the broker's or
dealer's trust department or agent in the
fund's name. Category 3 includes unin-
sured and unregistered investments for
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Mutual Fund Shares

Total

Insured Savings Accounts
Fixed Earnings Rate Investment Pool  61.2

which the securities are held by the
broker or dealer, or by its trust depart-
ment or agent, but not in the fund's name.
The following detail regarding the
carrying and market value of specific
classes of assets is based on SWIB's
accounting records. In all instances,
carrying value is equal to market value.

Category
(in millions)

Market

npt ron gt Value

Bonds $5,4149 $0 $7.9 $5422.8

Miscellaneous Investments 25.3 0 0 25.3
Investment in Combined

Stock Fund 12,691.7 0 222 12,713.9

$18,131.9 $0 $30.1

~ Limited Partnerships 931.1

Mortgages 231.2

Investment in State's Investment Fund 444.3

Pooled Equities 759.6

Private Placements 2,981.6

Real Estate 150.0

Real Estate - Commingled Funds 160.0

Interest and Dividends Receivable 187.9

Total $24,007.7

Investments of the Deferred Compen-
sation program have not been included in
the above schedule. As of December 31,
1991, the investments included

$132.7
45.3

$239.2

3. Description of Pension Trust Funds
The Wisconsin Retirement System
(WRS) is a cost-sharing multiple em-

ployer public employe retirement system
established and administered by the State
of Wisconsin to provide pension benefits
for state and local government public
employes. The system is administered in
accordance with Chapter 40 of the Wis-
consin Statutes.

WRS Employers

WRS is open to all public employers in
Wisconsin. Participation is optional,
except that participation is mandatory for
school districts with respect to teachers,
sorme municipalities with respect to police
and firefighters, and all counties except
Milwaukee County. As of December 31,
1991, the number of participating employ-
ers was _

State Agencies 62
Cities 152
Counties 72
4th Class Cities _ 39
Villages 134
Towns 110
School Districts 442
VTAE Districts 16
Other 114
Total Employers 1,141
WRS Membership

Any employe of a participating em-
ployer who is expected to work at least
600 hours per year must be covered by
WRS. '

As of December 31, 1991, the WRS
membership consisted of

Current Employes:

General/Teachers 204,188
Elected /Executive/Judges 1,218
Protective with Social Security 11,694

Protective without Social Security 2,586

Total Current Employes 219,686

Terminated Vested Participants 70,646

Retirees and Beneficiaries Currently
Receiving Benefits:

Retirement Annuities 73,383
Disability Annuities 4 535
Death Beneficiary Annuities 1,547
Total Annuitants 79,465
Total Participants 369,797




WRS Benefits

WRS provides retirement benefits as
well as death and disability benefits.
Participants in the system prior to Janu-
ary 1, 1990, were fully vested at the time
they met participation requirements. For
participants entering the system after
December 31, 1989, creditable service in
each of five years is required for vesting.

Employes 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 an annual formula retirement benefit in
an amount equal to 1.6 percent (2 percent
for elected officials and protective occu-
pations covered by social security, and
2.5 percent for protective occupations not
covered by social security) of their final
average earnings and creditable service.
Final average earnings is the average of
the participant's three highest annual
earnings 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 employe'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 occupa-
tions) and receive an actuarially reduced
benefit. Participants terminating covered
employment prior to eligibility for an
annuity may either receive employe-
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 Employe Trust Funds Board may
periodically increase annuity payments
from the retirement system when invest-
ment income credited to the reserves,
together with other actuarial experience

factors, creates surplus reserves as deter-
mined by the actuary. Annuity increases
are not based on cost of living or other
similar factors.

The fixed dividends and variable
adjustments granted during recent years
are as follows:

Fixed Variable
Year Dividend Adjustment
1986 7.2% 26.0%
1987 7.6 8.0
1988 6.7 (6.0)
1989 4.1 14.0
1990 113 16.0
1991 3.6 (14.0)

Actuarial Liabilities

WRS's unfunded actuarial accrued
liability is being amortized as a level
percentage of payroll over a 40-year
period beginning January 1, 1990. As of
December 31, 1991, 38 years remain on

. the amortization schedule. Interest is

assessed on the outstanding liability at
year-end at the assumed earnings rate.
The level-percentage-of-payroll amortiza-
tion 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, 1991, and Decem-
ber 31, 1990, the unfunded actuarial
accrued liability was $1,982,206,315 and
$1,918,098,688, respectively.

Variable Retirement Fund

Prior to 1980, WRS participants had an-
option to have one-half of their required
contributions and matching employer
contributions invested in the VRIT.
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Retirement benefits were adjusted for the
difference between the investment experi-
ence of the FRIT and VRIT. The VRIT
was closed to new membership after
April 30, 1980. Provisions for allowing

. members to withdraw from the VRIT

were added with the passage of Ch. 221,
Laws of 1979. As of December 31, 1991,
30,007 active and inactive participants

and 20,538 annuitants remained in the
VRIT.

Municipal Police and Firefighters
Pension Fund

As of March 31, 1978, administration of
certain local funds for police officers and

firefighters was assumed by the Wiscon- -

sin Retirement Fund. This included
approximately 2,000 members. As of
December 31, 1991, five active members
and 1,181 annuitants remained in the
system. These funds had been previously
closed to new members after January 1,
1948. Active members contribute 4
percent of earnings to the fund. These
contributions are retained by the em-
ployer to partially offset the cost of
current benefits.

The liability for retirement benefits for
these annuitants is funded by the employ-
ers as benefit payments are made. Annu-
ity 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,
1991, and December 31, 1990, was
$59,499,475 and $62,141,624, respectively.

Special Milwaukee
Death Benefit Fund

Members of the former Milwaukee
Teachers Retirement Fund as of Decem-
ber 31, 1981, could elect to participate in a
special death benefit fund. Since Septem-
ber 1986, participation in the program has
been continued for eligible participants

without premiums. The benefit amount
and length of post retirement coverage is
actuarially reviewed annually and ad-
justed as appropriate. The benefit
amount has been set at $3,500 since
August 1988. During 1991, coverage was
available to eligible participants for three
years after retirement. It is the intent of
the Employe Trust Funds Board to extend
post-retirement coverage annually by one
year, as long as sufficient reserves are
available to support the benefit.

Annuity Supplement - General Fund

As authorized under s. 40.27 (1), Wis.
Stats., the General Fund provides certain
supplemental annuity benefits to annu-
itants receiving a continuing annuity on
or before September 1974. The benefit is
subject to continuation of the appropria-
tion by the Legislature. The Department
of Employe Trust Funds serves as a
clearing agent for its payment.

4. Contributions Required and Made

Required Contributions

Employer contribution rates are deter-
mined by the "entry age normal with a
frozen initial liability" actuarial method.
This is a "level contribution" actuarial
method intended to keep employer and
employe contribution rates at a level
percentage of payroll over the years. This
method determines the amount of contri-
butions necessary to fund 1) the current
service cost, which represents the esti-
mated amount necessary to pay for
benefits earned by the employes 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 repre-
sents 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.

Employe contributions are deducted
from the employe's salary and remitted to




the Department of Employe Trust Funds
by the participating employer. Part or all
of the employe contributions may be paid
by the employer on behalf of the employe.

the employer.

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

Contribution rates in effect during 1991
by employment category were as follows:

- Benefit
Employer Employer Adjustment
Current Prior* Employe Contribution
Elected official, state
executive retirement plan  11.1% 0.9% 5.5% 0.1%
Protective occupation with
social security 9.8 1.1 6.0 0.7
Protective occupation without
social security 14.9 1.5 7.5 0.0
General and teachers 4.7 1.4 5.0 1.1

*The prior service contribution rate is a weighted average of

individual employer rates.

Contributions required and made

during 1991 were as follows:

: Percentage
Contributions of Payroll
Employer Current Service $ 315,623,786 5.4%
Employer Prior Service 79,659,400 1.4
‘Employe Required 307,748,100 5.2
Benefit Adjustment Contribution 63,195,683 1.1

Contributions
Contributions may be made to

Employe and Employer Addtttonal

the

retirement system in addition to the
required contributions by employes 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.

5. Funding Status and Progress

The amount shown below as "pension
benefit obligation" is a standardized
disclosure of the present value of pension
benefits, adjusted for the effects of pro-
jected salary increases, estimated to be
payable in the future as a result of em-
ploye service to date. The measure is the
actuarial present value of credited pro-
jected benefits and is intended to help
users assess WRS's funding status on a
going-concern basis, assess progress
made in accumulating sufficient assets to
pay benefits when due, and provide a
standard measure for making compari-
sons among Public Employe Retirement
Systems. The measure is independent of
the actuarial funding method used to
determine contributions to any specific
plan.

WRS's funding is based on an actuarial
cost method that allocates the cost of
benefits evenly over the participant's
working life. The pension benefit obliga-
tion instead recognizes a relatively lower
accumulated benefit at any time in a
participant's working life and, therefore,
gives the appearance of a better-funded
system by deferring higher contributions
until future years. It would, therefore,
require higher future contribution rates.
WRS's actual funding method is designed
to avoid increasing contribution rates as
the system matures.

The pension benefit obligation was
determined as part of an actuarial valua-
tion at December 31, 1991. Significant
actuarial assumptions used include

s . arate of return on the investment of
present and future assets of 8.0
percent per year compounded
annually;
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* projected salary increases of 5.6
percent per year compounded
annually, attributable to inflation;

* additional projected salary increases
ranging from 0.0 percent to 8.0
- percent per year, depending on age
and type of employment, attribut-
able to seniority /merit; and

° 2.9 percent annual post-retirement
benefit increases.

The same actuarial assumptions are
used for determining both the pension
benefit obligation and the pension contri-
bution requirements.

As of December 31, 1991, the assets in
excess of pension benefit obligation were
$2,759.5 million, determined as follows:

Pension Benefit Obligation (in millions):

Retirees and beneficiaries

currently receiving benefits $ 8239.1
Terminated employes

not yet receiving benefits 814.0
Current employes:

Accumulated employe

contributions 5,886.0
Employer financed 5,934.9

Total Pension Benefit Obligation ~ 20,874.0

Net Assets Available for Benefits $23,633.5

Assets in Excess of Pension
Benefit Obligation $ 2,759.5

During the year ended December 31,
1991, the plan experienced a net increase
of $2,148.0 million in the pension benefit
obligation. Of this increase, $(8.8 million)
resulted from changes in assumptions.

Ten-year historical trend information
designed to provide information about
WRS's progress in accumulating sufficient
assets to pay benefits when due is pre-.
sented at the conclusion of these notes.

6. Contingencies

Wisconsin Act 27, Laws of 1987, autho-
rized the transfer of $230 million from the
Transaction Amortization Accounts to the
reserves of the FRIT. This amount was
distributed to the various reserves based
on the ratio of each reserve to the total
assets of the FRIT. The transfer to the
Fixed Employer Accumulation Reserve
and the Fixed Employe Accumulation
Reserve was considered by the actuary in
setting calendar year 1988 contribution
rates. The transfer to the Fixed Employe
Accumulation Reserve was credited to
participant accounts in accordance with
normal interest crediting procedures. The
transfer to the Fixed Annuity Reserve was
used for a "Special Performance Divi-
dend" to those participants then receiving
a supplemental benefit under s. 40.27(1)
and (1m), Wis. Stats. If an annuitant's
special performance dividend was equal
to or greater than the previous supple-
mental benefit, the supplemental benefit
was eliminated. If the special perfor-
mance dividend was less than the supple-
mental benefit, the supplemental benefit
was reduced by the amount of the special
performance dividend. In a lawsuit
brought by certain employe and annu-
itant groups, a circuit court ruled
July 29, 1991, that the distribution of the
special performance dividend was uncon-
stitutional. Further proceedings to deter-
mine remedies are pending. An appeal of
the circuit court decision is probable.

Wisconsin Act 13, Laws of 1989, effec-
tive May 16, 1989, required that all future
increases or decreases in contribution
rates be shared equally by employes and
employers. The ninth annual actuarial
valuation of the Wisconsin Retirement
System, dated September 14, 1990,




recommended 1991 contribution rates be
increased by 0.2 percent for general
employes (including teachers). A signifi-
cant factor in the increase was the correc-
tion of an error in the creditable service
used by the actuary in previous valua-
tions. The Employe Trust Funds Board
accepted the actuary's recommendations
and split the increase equally between
employes and employers. An employe
group has brought suit challenging the
applicability of Wisconsin Act 13, Laws of
1989, to this contribution rate increase.
The case is currently pending.

7. Public Entity Risk Pools

The Department of Employe Trust
Funds operates three public entity risk
pools: group health insurance, group
income continuation insurance, and
protective occupation duty disability
insurance. In accordance with GASB
Statement 10, these funds are accounted
for as enterprise funds.

Group Health Insurance

The Health Insurance fund offers group
health insurance for current and retired
employes of the state government and of
participating local public employers. All
public employers in the state are eligible
to participate. The State and 89 local
employers currently participate. The
fund includes both a self-insured fee-for-
service plan and various prepaid plans,
primarily health maintenance organiza-
tions.

Following is a summary of the activity

_ and changes in retained earnings for these

individual risk pools within the Health
Insurance fund during 1991

(in thousands):
Local
State Local Annuitants Total
Investment Income $1,301.4 $194.4 $0.5 $1,496.3
Contributions or '

Insurance Premiums  220,646.0 19,991.0 350.6 240,987.6
Sick Leave Conversion  19,472.0 0.0 0.0 19,472.0
Miscellaneous Income 0.2 0.2 0.0 0.4

Total Revenues 241,419.6 20,185.6 351.1 261,956.3
Benefit Expense 60,0479 6,496.9 0.0 67,4448
Premiums 170,499.9 13,078.6 348.4 183,926.9
Carrier Administration 1,334.4 218.7 0.0 1,553.1
ETF Administration 544.6 53.0 1.8 599.4
Interest Expense 258.5 19.8 0.0 278.3

Total Expenses  233,585.3 19,867.0  350.2 253,802.5
Net Income 7.834.3 318.6 0.9 8,153.8
January 1, 1991
Retained Earnings (5,166.1)  391.5 5.8 (4,768.8)
December 31, 1991
Retained Earnings $26682 $ 7101 © $67 $3,385.0

Group Income Continuation Insurance
The Income Continuation Insurance
fund offers both long-term and short-term

disability benefits (up to 75 percent of
gross salary) for current employes of the
state government and of participating
local public employers. All public em-
ployers in the state are eligible to partici-
pate. Thirty local employers plus the
State currently participate. The planis
self-insured.
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Investment Income

Following is a summary of the activity
and changes in retained earnings for these
individual risk pools within the Income
Continuation Insurance fund during 1991
(in thousands):

State Local " Total

$5,754.0 $46.3  $5,800.3

Market Value Adjustments 5,056.3 75.2 5,131.5
Contributions 0.0 357.3 357.3
Miscellaneous Income 0.0 0.5 5
Total Revenues 10,810.3 479.3 11,289.6
Benefit Expense (5,714.3) 127.9 (5,586.4)
Carrier Administration 269.2 3.3 2725
ETF Administration . 260.7 13.1 273.8

Total Expenses

(5184.4) 1443  (5,040.1)

Revenues over Expenses 15,994.7 335.0 16,329.7

January 1, 1991

i B

Retained Earnings 18,133.4 222.0 18,355.4

December 31, 1991
Retained Earnings

$34,128.1 $557.0 $34,685.1

As a result of favorable investment
experience and actuarial gains, the In-
come Continuation Insurance program
accumulated sufficient assets to allow the
Group Insurance Board in April 1988 to
suspend collection of premiums. The
premium holiday has been extended
through June 1993.

During 1991 the Employe Trust Funds
Board replaced the consulting actuary
responsible for annual valuations of the
Income Continuation Insurance program.
The new actuary recommended changes
in actuarial methods and assumptions,
including

1) Increasing the investment earnings
assumption from 7 percent to 8 percent;

2) Discounting future payments for
mortality and termination beyond the
first two years of disability; and

3) Eliminating duplicative valuing of the
$75 supplement for annuities of one
year or greater,

- Adoption of these changes by the
Group Insurance Board, which oversees
the Income Continuation Insurance
program, resulted in a reduction in the
estimated liability of approximately $12.3
million for the state plan, and $100,000 for
the local plan. This reestimate of the
claims liability is reported as a reduction
in the current year benefit expense.

Duty Disability

The Duty Disability fund offers special
disability insurance for state and local
Wisconsin Retirement System (WRS)
participants in protective occupations.
Participation in the program is mandatory
for all WRS employers with protective
occupation employes. The State and 376
local employers currently participate.

The plan is self-insured, and risk is shared
between the State and local portions of
the plan.

The Duty Disability program is in-
tended to compensate WRS protective
category employes for duty-related
disabilities. Benefits are payable for duty-
related injuries or diseases that are likely
to be permanent and that cause the
employe to retire, accept reduced pay or a
light-duty assignment, or that impair the
employe's promotional opportunities.

All contributions are employer-paid.
Contributions are based on a graduated,
experience-rated formula. During 1991,
contribution rates ranged from 1.0 percent
to 7.3 percent of salaries based on em-
ployer experience.

During the program's initial years,
contributions did not keep pace with
benefits, resulting in both an accounting
and a cash deficit. The Employe Trust
Funds Board has increased contribution
rates annually since 1985 and has imple-
mented an experience-rated system to




encourage employers to oppose frivolous
claims against the program. After 1987
legislation (Wis. Act 363, Laws of 1987)
broadened the Department's authority for
experience-rated contribution collection
and modified the benefit structure, a new
rate structure was enacted which is
expected to retire the cash deficit, includ-
ing interest, by the end of 1994. The
accounting deficit is being amortized over
a 35-year period beginning in 1993.

As of December 31, 1991, the Duty
Disability program had a cash deficit of
$5,884,468. This deficit has been funded
through an interfund loan from the FRIT.
Interest is charged on the interfund loan
at the full effective earnings rate of the
FRIT.

Public Entity Risk Pool Accounting
Policies

1. Basis of Accounting: All public entity
risk pools are accounted for in enter-
prise funds using the full accrual basis
of accounting and the flow of economic
resources measurement focus.

2. Valuation of Investments: Assets of the
Health Insurance fund are invested in
the State Investment Fund. Invest-
ments are valued at cost, which ap-
proximates market value.

Assets of the Income Continuation
Insurance and Duty Disability funds
are invested in the Fixed Retirement
Investment Trust. Investments are
valued at current market, which ap-
proximates amortized cost.

3. Unpaid Claims Liabilities: The fund
establishes claims liabilities based on
estimates of the ultimate cost of claims
that have been reported but not settled,
and of claims that have been incurred
but not reported. The estimate in-
cludes the effects of inflation and other
societal and economic factors. Adjust-
ments to claims liabilities are charged

or credited to expense in the periods in
which they are made. Unpaid claims
liability is presented at face value and
is not discounted for health insurance.
These liabilities are discounted using
interest rates of 8 percent and 5 percent
for the Income Continuation Insurance
and Duty Disability programs, respec-
tively. The unpaid claims liability for
health insurance was calculated by the
Department. The liabilities for Income
Continuation Insurance and Duty
Disability were determined by actuarial
methods.

. Administrative Expenses: All mainte-

nance expenses are expensed in the
period in which they are incurred.
Acquisition costs are immaterial and
are treated as maintenance expenses.
Claim adjustment expenses are also
immaterial. ‘ .

. Reinsurance: Health insurance plans

provided by health maintenance orga-
nizations and health insurance for local
government annuitants are fully in-
sured by outside insurers. All remain-
ing risk is self-insured with no
reinsurance coverage.

. Risk Transfer: Participating employers

are not subject to supplemental assess-
ments in the event of deficiencies. If
the assets of a fund were exhausted,
participating employers would not be
responsible for the fund's liabilities.

. Premium Setting: Premiums are

established by the Group Insurance
Board (Health Insurance and Income
Continuation Insurance) and the
Employe Trust Funds Board (Duty
Disability) in consultation with actuaries.

. Statutory Authority: All programs are

operated under the authority of Chap-
ter 40, Wisconsin Statutes.
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self-insured.

Unpaid claims at beginning of
the calender year

Incurred claims:

P Provision for insured
events of the current
calendar year

Changes in provision for
insured events of prior
calendar years

Total incurred claims
. Payments:

Claims attributable to
insured events of the
current calendar year
Claims attributable to
insured events of prior
calendar years

Total payments

Total unpaid claims at end of
the calendar year
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Unpaid Claims Liabilities
As discussed above, each fund estab-
lishes a liability for both reported and
unreported insured events, which is an
estimate of future payments of losses.
The following represents changes in those
aggregate liabilities (in thousands) for
each fund during the past year. The
amounts for Health Insurance include
only the portion of the program which is

A change in actuarial assumptions and
procedures used in valuing Income
Continuation Insurance liabilities resulted
in a decrease of approximately $12.4 mil-
lion in the accrued liabilities.

Health
Insurance
1991 1990
$11,083 $11,930
66,771 58,519

705  (2,115)
67,476 56,404
54,429 47,351
11,759 9,900
66,188 57,251
$12,371  $11,083

8. Description of Expendable Trust

and Agency Funds

The Department of Employe Trust
Funds also administers the State's Accu-

- mulated Sick Leave Conversion Credit

program, the Employe Reimbursement
Accounts program, the Group Life Insur-
ance program, Public Employe Social

Security, Deferred Compensation, and the

City of Milwaukee Retirement System
Investment in the Fixed Retirement

Investment Trust. These programs are
administered in accordance with Chapter
40 of the Wisconsin Statutes.

Income
Continuation Duty
Insurance Disability
1991 1990 1991 1990
$40,096  $34,157 $84,722  $71,364
13,466 16,369 6,122 21,242
(19,044) (4,973) 6,783 0
(5,578) 11,396 12,905 21,242
1,848 1,605 313 306
3,822 3,852 7,876 7,578
5,670 5,457 8,189 7,884
$28,848  $40,096 $89,438  $84,722




Accumulated Sick Leave Conversion
Credit Program

In accordance with Chapter 40, Wis.
Stats., the State provides that employes
retiring and beginning an immediate
annuity are eligible for conversion of
unused sick leave to post retirement
health insurance. At the time of an
employe's death or eligibility for an
immediate annuity, that employe's accu-
mulated unused sick leave balance may
be converted at the employe's current rate
of pay to credits for the payment of health
insurance premiums for the employe
and/or the employe's surviving depen-
dents. Health insurance premiums are
paid on the behalf of the employe, until
the sick leave conversion credits are
exhausted. At that time, the employe has
the option to continue coverage by paying
the total cost of the premiums. Approxi-
mately 6,500 annuitants are currently
receiving health insurance coverage
through sick leave conversion credits.
Accumulated sick leave conversion is pre-
funded based on an actuarially deter-
mined percentage of payroll.

The actuarial valuation is based on the
entry age actuarial cost method. Signifi-
cant actuarial assumptions include an
8 percent assumed interest rate, 5.6 per-
cent assumed annual salary growth, and
an average sick leave accumulation of 6.6
days per year for state employes and 8.8
days per year for university employes.
The accrued liability for the post retire-
ment health insurance benefits at Decem-
ber 31, 1991, determined through an
actuarial valuation performed on that
date, was $500.4 million. The program’s
assets on that date were $102.5 million,
leaving an unfunded liability of $397.9
million. o ‘

The required and actual contributions
totaled $35.9 million during 1991, which
represented 2 percent of assets.

Employe Reimbursement Accounts
Program

Effective January 1, 1990, the Depart-
ment of Employe Trust Funds began
offering the "Employe Reimbursement
Accounts" program to state employes as
authorized by Internal Revenue Code
Section 125. This program allows partici-
pants to contribute pre-tax earnings to an
account to be used to pay.eligible depen-
dent care and medical expenses.

The Department has contracted with a
third-party administrator to provide
administrative services, including partici-
pant accounting and claims processing,
for the program. Contributions are
withheld from participant payrolls and
remitted by the employer to the Depart-
ment. The funds are invested by SWIB in
the State's short-term investment pool.
Funds are transferred to the third-party
administrator as needed for reimburse-
ment of expenses to plan participants.

Administrative costs of the program
are funded from the employers' social
security savings on amounts contributed
to the accounts by employes, along with
interest earned on the fund balance and
forfeitures from unclaimed contributions.

- Initial start-up costs for the program were

funded through two loans from the State's
General Fund. The first loan was for
$33,400 from the Joint Committee on
Finance's appropriation, s. 20.865(4)(a),
Wis. Stats. The second loan was for
$181,644 from the Department's appro-
priation, s. 20.515(1)(c), Wis. Stats. Both
loans were repaid during 1991.

Group Life Insurance

The Life Insurance Fund offers group
life insurance for current and retired
employes of state government and of
participating local public employers. All
public employers in the state are eligible
to participate. The State and 475 local
employers currently participate. The plan
is fully insured by an independent insurer.
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Basic coverage is based on employe
annual earnings for the prior calendar
year (as reported to WRS) rounded to.the
next highest thousand dollars. Supple-
mental and additional life insurance are
also offered. State employes pay contri-
butions to cover the entire cost of the
additional plan during active employ-
ment and a portion of the basic and
supplemental plans. The State paid an
amount equal to 33 percent of the total
premiums for basic and supplemental
coverage in 1991. The State's share fi-
nances the cost of insurance after retire-
ment plus a portion of the basic and
supplemental plans. Local employers
submit their contributions directly to the
insurance carrier.

As of December 31, 1991, the following
reserves had been accumulated to fund
the liabilities of the program. All reserves

are held by the insurer.
State of Wisconsin
Wisconsin Municipal
Plan Plan
Reserves:
Premium Deposit Fund $ 94,886,662 $ 37,140,372
Contingent Liability Reserve 53,386,630 48,068,702
Disability Claim Reserve 6,285,168 4,780,119
Total Reserves - 154,558,460 89,989,193
Liabilities:
Retired Lives 53,941,932 29,181,874
Active Lives 94,647,289 69,999,398
Disability Claims 6,285,168 4,780,119
Total Liabilities 154,874,389 103,961,391
Unfunded Liability $ (315,929) $(13,972,198)
The Life Insurance Fund also includes a
Group Spouse and Dependent Life Insur-
ance program for state and local govern-
ment employes. Unless the employer
provides otherwise, the entire cost of this
program is financed by the employe, who
pays a premium of $2 monthly. Basic
coverage provides a benefit of $7,500 for
the death of a spouse and $3,750 for the
death of a dependent. An optional sec-
38 ond coverage level is available at a cost of

an additional $2 monthly and pays an

additional $7,500 on the death of a spouse

and $3,750 on the death of a dependent.
Contribution rates are set at a level

~sufficient to pay anticipated claims in-

curred during the year. No actuarial
liability has been calculated for the plan
as of the balance sheet date. The reserves
for the Spouse and Dependent plan as of
1991 year end are as follows:

State of Wisconsin Plan $848,309
Wisconsin Municipal Plan 285,125

In the event of termination of the
current group life insurance contract, the
insurer would retain liability for benefits
for all retired employes and those dis-
abled employes under a waiver of pre-
mium. The insurer would retain assets
equal to the Retired Lives Reserve and the
Disability Claim Reserve. All remaining
assets would revert to the Group Insur-
ance Board in a series of installments.

In accordance with Chapter 40, Wis.
Stats., the State provides post retirement
life insurance to employes retiring before
age 65 if they 1) have 20 years of credit-
able service, and 2) are eligible for a
retirement annuity. This coverage is at
the employe's expense (employe must
pay the full premium) until age 65, when
reduced coverage is provided at no cost.
Employes retiring at or after age 65 are
immediately eligible for reduced coverage
at no cost. Beginning in the month in
which an insured annuitant reaches age
65, premiums are no longer collected and
coverage is continued for life. Approxi-
mately 9,200 annuitants currently qualify
for coverage without premium. Post-
retirement life insurance is fully insured
by the State's life insurance carrier; premi-
ums are pre-funded with employer-paid
premiums during the employe's active
career. The amount of premiums is
determined by the insurer. The accrued
liability and assets specifically related to
post-employment benefits could not be
determined.




The required and actual contributions
totaled $3.1 million during 1991.

Deferred Compensation

A Deferred Compensation plan, cre-
ated in accordance with Internal Revenue
Code Section 457, is available to all state
employes and employes of local employ-
ers who have chosen to participate. The
plan permits employes to defer a portion
of their salary until future years. The
deferred compensation is not available to
employes until termination, death, or
unforeseeable emergency.

The Department of Employe Trust
Funds contracts with an independent
agent to administer the plan. Employers
remit employe contributions directly to
the administrative agent. The administra-
tive agent transmits the contributions to
one or more investment vehicles selected
by the employe. All records detailing the
contributions, earnings, and balance on
deposit for individual participants are
maintained by the administrative agent.

The Deferred Compensation plan is
operated under Section 457 of the Internal
Revenue Code. The deferred amounts
legally are the property of the employer,
although the funds have been earned by
the employe and represent a portion of
the employe's gross salary. Legal rights
to the plan assets do not vest with the
employe until certain eligibility criteria
(termination, retirement, death, or unfore-
seeable emergency) have been met. Prior
to vesting, the deferred amounts remain
the sole property of the State and are
subject to the claims of the State's general
creditors. While the State does not have
liability for losses under the plan, the

State does have the duty of due care that
would be required of an ordinary prudent
investor and to administer the plan in
good faith.

Of the $239,281,058 in the plan as of
December 31, 1991, $206,092,775 were
applicable to the State, while the remain-
ing $33,188,283 represent the assets of the
Jocal governments participating in the plan.

Social Security

In accordance with Section 218 of the
Federal Social Security Laws, the State
entered into an agreement with the
federal Department of Health and Human
Services whereby the State underwrites
and guarantees the payment of all public
employer and employe Social Security
contributions of personnel whose services
are covered by the agreement. This
agreement was amended effective Janu-
ary 1,1987, to eliminate the Department's
role in collecting contributions, at which
time public employers began remitting
contributions directly to the Social Secu-
rity Administration. The Department
remains the guarantor for local govern-
ment payment of social security contribu-
tions.

City of Milwaukee Employe’s
Retirement System

As authorized by s. 40.03(1)(n), Wis.
Stats., the City of Milwaukee Public
Employe Retirement System has elected
to have funds invested by SWIB as part of
the FRIT. These monies are accounted for
separately from WRS as an agency fund.
The City of Milwaukee is charged a fee by
the Department for investing and admin-
istering its retirement monies.
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Wisconsin Retirement Systemn

Required Supplementary Information
Revenues by Source and Expenses by Tipe
(in thousands of dollars)

REVENUES BY SOURCE

Fiscal Employe (2) % of Employer (3) % of Investment Other Total
Year (1) Contributions  Payroll Contributions Payroll Income Income Revenues
1982 181,323 5.3% $ 261,081 7.6% 516,229 14 958,647
1983 192,564 5.2 282,729 7.7 870,279 21 1,345,593
1984 199,367 5.2 278,086 7.3 783,783 89 1,261,325
1985 214,103 5.2 295,864 7.2 1,349,407 60 1,859,434
1986 231,342 5.3 364,236 8.3 1,239,925 73 1,835,576
1987 244,052 5.3 365,714 7.9 1,225,175 226 1,835,167
1988 259,173 5.4 378,985 7.9 2,632,059 569 3,270,786
1989 272,796 5.3 395,223 7.6 3,320,496 161 3,988,676
1990 294,584 5.4 426,411 7.9 (538,367) 172 182,800
1991 313,981 5.4 465,113 7.9 4,161,015 94 4,940,203

EXPENSES BY TYPE

Retirement,
Disability Separation

Fiscal & Death Benefits Administrative Other Total
Year (1) Benefits (Refunds) Expense Expenses Expenses
1982 173,183 35,908 - 2,742 6 211,839
1983 214,608 27,009 3,303 59 244,979
1984 254,357 33,881 2,279 87 290,604
1985 298,212 32,549 2,901 57 333,719
1986 356,727 31,763 5,901 69 394,460
1987 419,294 29,900 6,670 237 456,101
1988 492,271 33,983 4,187 570 531,011
1989 555,145 28,038 10,349 147 593,679
1990 691,576 32,501 6,366 135 799,688

1991 764,600 27,536 7,652 0 ] 799,688

(1) Fiscal Year means calendar year for 1983 -1991 and a combination of calendar year for Wisconsin Retirement
Fund and June 30 fiscal year for State Teachers and Milwaukee Teachers for 1982.

(2) Employe Contributions include all employe required and employe additional contributions, including those
amounts paid by the employer on behalf of the employe.

(3) Beginning in 1986, Employer Contributions include all benefit adjustment contributions, including those
amounts paid by the employe.

(4) Employe required contributions were made in accordance with statutory requirements. Employer required
contributions were made in accordance with actuarially determined contribution requirements.

(5) Beginning in 1988, Investment Income and Total Revenues reflect an accounting change in the
valuation of investments to current market value.




Wisconsin Retirement System
Required Supplementary Information
Analysis of Funding Progress

(in millions of dollars)

(1 () @) @ (5) (6)

Unfunded Unfunded PBO as

Net Assets Pension Percentage Pension Benefit Annual Percentage of

Calendar Available © Benefit Funded Obligation (PBO)  Covered Covered Payroll

Year for Benefits Obligation (1)/(2) (2)-(1) Payroll (4)/(5)
1986 $ 11,6485 $11,759.4 99.1% $1109 $4,401.2 2.5% .

1987 13,025.9 13,071.2 99.7 453 4,636.6 1.0
1988 16,645.8(B) 14,894.2(A) 111.8 (1,751.6) 4,779.7 (36.6)
1989 20,040.5 17,549.0 114.2 (2,491.5) 5,175.4 (48.1)
19980 19,756.2 18,726.0 105.5 (1,030.2) 5,425.7 (19.0)
1991 23,633.5 20,874.0 113.2 (2,759.5) 5,865.5 (47.1)

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and unfunded pension
benefit obligation in isolation can be misleading. Expressing the net assets available for benefits as a percentage of the
pension benefit obligation provides one indication of the plan’s funding status on a going-concern basis. Analysis of
this percentage over time indicates whether the system is becoming financially stronger or weaker. Generally, the
greater this percentage, the stronger the Public Employe Retirement System (PERS). Trends in unfunded pension
benefit obligation as a percentage of annual covered payroll approximately adjusts for the effects of inflation and aids
analysis of the plan’s progress made accumulating suificient assets to pay benefits when due. Generally, the smaller
this percentage, the stronger the PERS. See Note 5, Funding Status and Progress, for further explanation of the
Pension Benefit Obligation.

(A) The December 31, 1988, Pension Benefit Obligation includes the net liabilities created by the early retirement and
other benefit provisions from 1989 Wisconsin Act 13, effective May 16, 1989. The net assets available for benefits
does not include a $500 million recognition of deferred market gains which was authorized by Act 13 to offset the
increased benefit costs, but did not take place until June 1989.

(B) Beginning in 1988, the net assets available for benefits reflect an accounting change in the valuation of investments
to current market value.
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Public Entity Risk Pools
Required Supplementary Information
Claims Development Information '

(in millions of dollars)

ol

N

bl A

6.

Health Insurance
Calendar and Policy Year Ended

1990 1991
Net earned required contributions and investment revenues $70.8 $ 78.0
Unallocated expenses ’ 3.3 2.4
Estimated incurred claims as of the end of the policy year 58.5 .66.8
Paid (cumulative): as of
End of policy year 47.4 . 54.4
One year later 59.2
Reestimated incurred claims:
End of policy year 58.5 66.8
One year later 59.2
Increase (decrease) in estimated incurred claims from end of policy year 0.7
Income Continuation Insurance
Calendar and Policy Year Ended
1990 1991
Net earned required contributions and investment revenues $0.7 10.5
Unallocated expenses 0.3 0.5
Estimated incurred claims as of the end of the policy year 16.4 13.5
Paid (cumulative): as of
End of policy year 1.6 1.8
One year later 3.4
Reestimated incurred claims:
End of policy year 16.4 13.5
One year later 8.8
Increase (decrease) in estimated incurred claims from end of policy year (7.6)
Duty Disability
Calendar and Policy Year Ended
1990 1991
Net earned required contributions and investment revenues $9.1 10.7
Unallocated expenses 1.3 0.1
Estimated incurred claims as of the end of the policy year 21.2 - 6.1
Paid (cumulative): as of
End of year 0.3 0.3
One year later ' 1.1
. Reestimated incurred claims:
End of policy year 21.2 6.1
One year later 9.8
Increase (decrease) in estimated incurred claims from end of policy year (11.4)

The tables above illustrate how the funds’ earned revenues and investment income compare to related costs of loss
assumed by the fund as of the end of each of the last ten years. The rows of the tables are defined as follows:

1.
2,
3.

Net earned required contributions and investment revenues: total of each calendar year's earned contribution
and investment revenues. . .
Unallocated expenses: each calendar year's other operating costs of the fund, including overhead and claims
expenses not allocable to individual claims. ) .
Estimated incurred claims as of the end of the policy year: the fund’s incurred claims as originally reported at
thellend of i)he first year in which the event that triggered coverage under the contract occurred (referred to as a
policy year).

Paid (cumulative): the cumulative amount paid as of the end of successive years for each policy year.
Reestimated incurred claims: each policy year's incurred claims as reestimated at the end of each successive
policy year. This annual reestimation results from new information received on known claims, reevaluation of
existing information on known claims, as well as emergence of new claims not previously known.

Increase (decrease) in estimated incurred claims from end of policy year: comparison of the latest reesti-
mated incurred claims amount to the amount originally established (line'3) and shows whether this latest estimate
of claims cost is greater or less than originally thought.

As data for individual policy years mature, the correlation between original estimates and re-estimated amounts is
commonly used to evaluate the accuracy of incurred claims currently recognized in less mature policy years. The
columgs of the table show data for successive policy years. Data for calendar and policy years prior to 1990 are not
available.
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