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INFORMATION FOR EMPLOYERS REGARDING 2011 WISCONSIN ACT 10

2011 Wisconsin Act 10 (the 2009-2011 state budget repair bill) contains a number of provisions
that affect the retirement and health insurance programs administered by the Department of
Employee Trust Funds (ETF). This document is intended to help WRS employers implement
the provisions of Act 10. We will provide updates as new information becomes available and
appreciate your patience in awaiting these details. Information about health insurance will be
added to this document soon.

WRS CONTRIBUTION CHANGES - DESCRIPTION

Act 10 makes changes to the employee and employer contributions to the Wisconsin
Retirement System (WRS). Please find below information about the effective date of the
contribution rate changes, who it applies to, a detailed description of the changes and common
questions about the changes.

WRS CONTRIBUTION CHANGES - EFFECTIVE DATES

Changes to the employee and employer contribution rates become effective on the first day of a
payroll period that begins after March 13, 2011. However, according to the Secretary of State,
Act 10 will not be published until March 25, 2011, making the law itself effective March 26, 2011.

The date that the employee must actually pay 100% of the employee required
contributions (rather than being paid by the employer as a fringe benefit) varies:

e For all members other than those in protective categories:

o Existing Collective Bargaining Agreement: If the employer has a collective
bargaining agreement in place that provides for employer pick-up of the
employee contributions, the provisions of that agreement remain in place until the
agreement expires or is terminated, extended, modified, or renewed, whichever
occurs first.

o No Collective Bargaining Agreement: If the employer does not have a collective
bargaining agreement in force as of the effective date of 2011 Act 10 (March 26,
2011), employees must actually pay the employee required contributions for
earnings beginning on the first day of the first pay period that begins after March
26, 2011 (the effective date of the bill). Please see the first question in the
common question section below for more information.

o Under Act 10, the requirement for the employee to actually pay the employee required
contributions does not apply to some protective occupation category members.
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¢ |f an employer cannot begin collecting the employee contributions immediately (when
applicable), the employer must collect the employee required contributions from the
employees before July 1, 2011, retroactive to the first payroll period beginning after
March 26, 2011.

WRS CONTRIBUTION CHANGES — TO WHOM DOES IT APPLY

The change to WRS contribution rates applies to all WRS employers and members. The act
does not exclude any WRS employers.

WRS CONTRIBUTION CHANGES - EMPLOYER AND EMPLOYEE SHARE

Act 10 makes significant changes to how WRS employee contributions are split between the
employer contributions and employee contributions. The Act eliminated the Benefit
Adjustment Contributions (BAC), so the total WRS contributions (other than unfunded
liability contributions, if applicable) are now reported as either employee required or
employer required contributions.

WRS contribution rates are adjusted each calendar year depending on investment performance
and actuarial factors. How the contributions will be divided between employee and employer
required contributions will vary between WRS employment categories:

e General/Teacher/Educational Support Employees: 50% of the total WRS contributions
are reportable as employee required contributions,’ and the remaining 50% as employer
required contributions. The 2011 total WRS contribution for general employees is 11.6%
of earnings, which means that 5.8% of earnings must be reported as employee required
contributions, and 5.8% reported as employer required contributions.

o Elected Officials and Executive Employees: 50% of the total WRS contributions are
reportable as employee required contributions,? and the remaining 50% as employer
required contributions. The 2011 total WRS contribution for elected and executive
employees is 13.3% of earnings, which means that 6.65% of earnings must be reported
as employee required contributions, and 6.65% reported as employer required
contributions.

" In the past, the employee required contribution rate for this employment category has always been 5%.
That rate has now increased to 5.8% in 2011, and that entire amount will be credited to members’
accounts. This will have the effect of increasing WRS benefits that are based on the participant’s account
balance, including separation benefits, money purchase retirement benefits and death benefits from
accounts that have not been annuitized.

2 Prior to Act 10, the employee required contribution rate for this employment category was 3.9%. This
rate has now increased to 5.8% in 2011, and that entire amount will be credited to members’ accounts.
This will have the effect of increasing WRS benefits that are based on the participant’s account balance,
including separation benefits, money purchase retirement benefits and death benefits from accounts that
have not been annuitized.



o Protective Category Employees with Social Security Coverage: The employee required
contribution rate for protectives with social security is the same as general category
employees, which in 2011 is 5.8%. The total WRS contributions are 14.7% in 2011, so
8.9% of earnings is reportable as employer required contributions.

e Protectives Category Employees without Social Security: The employee required
contribution rate for protectives without social security is the same as general category
employees, which in 2011 is 5.8%.% The total WRS contributions are 17.0% in 2011, so
11.2% of earnings is reportable as employer required contributions.

WRS CONTRIBUTION CHANGES - COMMON QUESTIONS

Q: Many local government employers have asked about the effective date of section
9115 (2) of 2011 Wisconsin Act 10 concerning employer and employee required
contributions for 2011. Specifically, local employers have asked how to proceed if the
local employer’s first pay period beginning after March 13, 2011 is before March 26, the
effective date of the bill.

A: Section 9115 (2) of Act 10 provides that those contributions shall begin "on the first day of
the pay period after March 13, 2011." However, according to the Secretary of State, Act 10 will
not be published until March 25th, which means that the Act will not be effective until March
26th. Consequently, there are two effective dates in conflict with one another.

ETF’s legal interpretation of the conflicting effective dates related to employee contributions is
that the contribution rate changes do not apply prior to Act 10 becoming effective. ETF believes
that the March 26th effective date of the Act trumps the requirement that the employee
contributions begin prior to that date. Again, this is ETF’s legal interpretation. Local employers
may want to consult with their legal counsel if the local employer has a pay period that begins
between March 14 and March 25.

In summary, ETF is administering the contribution rate changes to apply in the first pay period
after the effective date of the Act, which is March 26, 2011.

Q: If Act 10 requires an employer to begin deducting employee-paid contributions
immediately, but the employer isn’t able to begin deducting the employee-paid
contributions as soon as it is required, the contributions must be collected retroactively.
Must the retroactive contributions be collected all at once as soon as the payroll system
is modified, or can collecting the contributions be spread over the remaining pay periods
before July 1, 2011, so that there is less immediate financial impact on employees?

A: The entire amount of employee-paid contributions does not all have to be collected at once.
They can be collected over a number of payroll periods, as long as the retroactive contributions
have all been collected in full by July 1, 2011.

3 Prior to Act 10, the employee required contribution rate for the Protective Without Social Security
employment category was 4.8%. This rate has now increased to 5.8% in 2011, and that entire amount
will be credited to members’ accounts. This will have the effect of increasing WRS benefits that are
based on the participant’s account balance, including separation benefits, money purchase retirement
benefits and death benefits from accounts that have not been annuitized.
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Q: Does the Act affect the duty disability, sick leave credits (state only) and other
contributions that may be split with employees?

A: No.
Q: Are the employee contributions pre-tax or post-tax?

A: Generally, post-tax. Local government employers should consult with their legal counsel if
the local government is interested in setting up a pre-tax arrangement for its employees. To
comply with IRS Revenue Ruling 2006-43, employers and employees should have an
agreement or evidence of other such official action so that the employee contributions are pre-
tax even though they are subtracted from an employee's compensation.

The IRS has indicated that the official action requirement may also be satisfied by a state
statute that mandates the employer pick-up for tax purposes. Below is an example of such
language (in bold underline below) added to Wis. Stat. § 40.51(1)(b), as repealed and created
by Act 10:

o Wis. Stat. § 40.05(1)(b). Except as otherwise provided in a collective bargaining
agreement entered into under subch. IV or V of ch. 111, an employer may not pay, on
behalf of a participating employee, any of the contributions required by par.

(a). However, mandatory employee contributions made by salary reduction shall
be picked up as employer contributions under Internal Revenue Code Section
414(h)(2) so that the picked up contributions are not includible in gross income for
federal income tax purposes. Participating employees do not have the option of
choosing to receive the contributed amounts directly, and may not make a cash or
deferred election with respect to such amounts.

Q: If an employer has an unfunded actuarial accrued liability, does that remain the
responsibility of the employer?

A: Yes.
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