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Amendment 3 to ETF Contract ETG0013

Ms. Diane Poole

Director, Disability Programs Bureau
Department of Employee Trust Funds
80t W. Badger Road

Madison, WI 53713

RE: Extension of Contract ETG0013 - Consulting Actuary to the State of Wisconsin Employee Trust
Funds Board for the Group Insurance Programs - Disability Program Redesigh Statement of Work

Dear Diane:

As you requested, Deloitte Consulting LLP (“Deloitte Consulting” or “we”) have developed a cost
proposal for our approach to assist with the proposed disability program redesign at the State of
Wisconsin Employee Trust Funds (“ETF”). The following statement of work is an extension of the
current contract, Contract ETG0013, entered into by and between ETF and Deloitte Consulting. This
represents our proposed engagement agreement with respect to the scope of work, timing, project
resources and fees to assist ETF with the disability program redesign.

Background

ETF currently administers the following three long-term disability programs: 40,63 Disability Retirement
Program, Long-Term Disability Insurance (LTDI) and Income Continuation Insurance (ICI). In addition,
ETF administers one short-term Income Continuation Insurance disability program for State, Local and
University of Wisconsin (UW) Faculty. The Group Insurance Board directed ETF to redesign the current
disability programs so as to simplify the program, eliminate participant confusion, and streamline the
program administration.

Approach

We are proposing a paralle! approach to the disability program redesign consisting of two pieces:
technical analysis {(actuarial review) and strategic assistance (communication/education of stakeholders).
The following section describes eight project steps and our proposed plan for the project. The eight
project steps are described in further detail with supporting tasks in Exhibit 1 at the end of the document.

Disability Program Redesign Project Steps

1. Project Planning

Analyze and Finalize Disability Plan Design
Data Cotllection/Analysis

Disability Benefit Pricing

Reserve Buy-Out Calculation

Develop Funding Methodology for Plan
Communication Strategy '
Delivery of Final Results
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A more detailed description of each project step follows.
Step 1. Project Planning

A project kick-off meeting between Deloitte Consulting and ETF will take place to outline ETF
expectations for the format and timing of deliverables and to allow for an opportunity for
questions pertaining to the project plan/project team.

Step 2: Analyze and Finalize Disability Plan Design

In this step, Deloitte Consulting will serve in an advisory role during the review of the proposed
program redesign outlined by ETF, We will compile all current plan design information and
become familiar with the 40.63 Disability Retirement Program, as it is a plan that we have not
worked with before. Our analysis of the plan design will rely on benchmarking and research
already completed by ETF. We suggest holding an onsite meeting with ETF management and
stakeholders to finalize the future plan design or design scenarios to be modeled.

Step 3: Data Collection/Analysis

Once the disability redesign scenario(s) is determined, Deloitte Consulting will define the data
requirements, We currently receive program-specific transaction data from Aetna as part of the
annual work for LTDI, State ICI and Local ICI. We would anticipate working directly with ETF
to receive claims and enrollment data for programs which we do not already have.

Step 4. Disability Benefit Pricing

The pricing of the redesigned disability benefit can be spiif into four main tasks:
* agreeing on assumptions,
¢ pricing the current benefit,
¢ calculating the relative value of the benefit levels, and
¢ pricing the future disability benefits.

Once the experience-based assumptions are adjusted for the impact of the redesigned plan, we
will price the benefit. The redesigned benefit package(s) will be priced using a relative value
methodology. We will calculate the relative value of the current and future plan designs and
apply the relative change in “richness” of plans to the current benefit price to arrive at the
redesigned disability benefit price.

Recognizing that ETF may desire to review the pricing of different benefit options, the pricing of
the disability benefit may be an iterative process, with multiple discussions taking place between
ETF and Deloitte. The scope of the project includes time to mode! up to three different benefit
design scenarios.

Step 5: Reserve Buy-Out Calculation

ETF is currently researching the feasibility of the reserve buy-out options with their internal legal
department, Should reserve buy out options be permitted, Deloitte Consulting will use our
existing LTDI, State ICI and Local ICI disability databases and reserve valuation tools to perform
reserve buy-out calculations for all open claims as of the valuation date requested by ETF.
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While the proposed implementation of the new program does not include a buy-out option for the
40.63 Disability Retirement program, Deloitte Consulting can provide, for additional fees,
advisory services should ETF desire to offer but-out options to the beneficiaries.

Step 6: Develop Funding Methodology for Plan

Deloitte Consulting will use the current disability program funding and contribution sirategy as
guidelines to develop a financially feasible funding strategy for the short-term and long-term
program components. We anticipate discussing the funding methodology with ETF management
and requiring their buy-in on-our approach prior to finalizing the WRS contribution rate necessary
to fund the program.

Step 7: Communication Strategy

Deloitte Consulting will work with ETF in an advisory role to work with the key stakeholder to
gain acceptance of the proposed redesigned benefit package. The Communication Strategy step
will be preformed alongside the technical analysis. '

In Step 2, when proposing design scenarios, Deloitte practitioners, relying upon Group Insurance
Board and public sector union negotiating experience, will provide guidance on achieving
industry and stakeholder acceptance of the various scenarios being considered.

During the Disability Benefit Pricing (step 4), Deloitte will provide a document outlining up to
three scenerios and draft talking points with regards to the implications and
advantages/disadvantages of the scenarios under consideration,

Lastly, we will assist with communication/education efforts with the Group Insurance Board, the

labor relations team, union leadership, the legislature, the workforce, and potential vendors. This
assistance will come in the form of a workshop with appropriate members of the Group Insurance
Board. Our cost estimate assumes one trip to Madison to meet with stakeholders as identified by

ETF management.

Step 8: Delivery of Final Results

Deloitte Consulting will present the redesigned benefit package and benefit pricing to ETF and
the Group Insurance Board at an onsite meeting. A final report will be prepared for distribution.
As the project comes to a close we will work closely with ETF to ensure our final deliverables
meet their needs, as well as the needs of the Group Insurance Board.

Timing

We are prepared to begin working on this project immediately. We understand that determining the
redesigned benefit may ultimately consist of various benefit level scenarios, leading to some points in the
project where ETF management buy-in is required before the project can progress. This may extend the
“optimal® time line for the project as suggested below. We suggest the following high-level timing and
responsibility for the project steps and proposed advisory assistance described above:

nning

Project Pla Deloitte Consulting/ETF
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Analyze and Finalize Disability Plan Design | 2 weeks Deloitte Consulting/ETF
Data Procurement 1-2 weeks Deloitte Consulting
Disability Benefit Pricing 2-4 weeks | Deloitte Consulting/ETF
Reserve Buy-Out Calculation 1 week Deloitte Consulting
Develop Funding Methodology for Plan 1-2 weeks | Deloitte Consulting/ETF
Communication Strategy 1 week Deloitte Consulting
Delivery of Final Results 1 week Deloitte Consulting
Total Project Timeline 10-14 weeks

ETEF’s current contract with the program administrator is in year one of a five year contract, and therefore
the actual implementation of the redesigned benefit package may not take place until 2015. However, we
understand that secking approval from the Group Insurance Board, labor relation teams, union leadership
and legisiature may result in delays to our progress, thus we suggest moving forward with the project
immediately.

Roles and Assumpfions
Deloitte Consulting will:

¢ lead the actuarial aspects of the disability program redesign, including proposing valuation
assumptions and pricing current and revised prices
serve in an advisory role during the review of the proposed redesign outlined by ETF
assist with communications and strategy.

ETF management will:

provide access to benefits benchmarking compiled fo-date,

determine initial plan design options,

approve actuarial assumptions recommended by Deloifte Consulting to be used in pricing,
provide buy-in on the final plan design,

determine plan funding methodology.

* & o o

Out scope and related fees assume that we will not partake in any discussions with the current vendor
regarding the administration of the redesigned benefit. We understand that the current vendor is unaware
of the desired program redesign and that ETF will be the primary point of contact with the vendor to
secure any necessary data we do not already have. Lastly, this statement of work assumes that we will
not be involved with modeling how the sick leave/paid time off program may be impacted as a result of
the redesigned benefit package.

Any deviations from the aforementioned assumptions will result in an amendment to this SOW, including
modifications to timeline and fees. Amendments to this SOW will be mutually agreed to by both parties.

Project Resources

Deloitte Consulting uses an engagement team approach to provide project management as well as subject
matter expertise to our clients. We are proposing a continuation of members of our actuarial disability
valuation team (including Tim Gustafson, Mark Yoest and Lindsay Sitek) as well as ongoing empioyee
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benefit consulting resources (including Pat Pechacek and Pete Roverud) to provide continuity and to build
upon knowledge of ETF benefits, environment and culture.

Fees

We base our fees on the time we spend on the project. We relied upon the hourly fees in contract
ETG0013 for this cost proposal. Our fees for assistance with the disability program redesign detailed
above based on the resources, timing, and activities specified, are not to exceed $182,000.

The cost proposal reflects the time to calculate reserve buy-out options for the LTDI, State ICI and Local
ICI programs. The cost proposal would be reduced by approximately $10,000 if ETF decides to not offer
this option to the specified program participants.

The cost proposal also reflects the time to perform the 40.63 Disability Retirement buy-out options and
would be further reduced by approximately $10,000 if ETF decides to not offer this option or if it is ruled
not feasible due to the current annuity payout structure.

In conjunction with the cost limit, our work effort will not exceed the total hours outlined in Exhibit 1
even if the scope of services is not yet completed. If during the course of the project it appears the total
hours will exceed the amount indicated in Exhibit 1, we will discuss such circumstance with the

Department in advance to reach a mutual agreement,

If you have questions, please confact Tim Gustafson at (312) 486-2265 or Mark Yoest at (312) 486-1786.
If the above terms are acceptable to you and the services outlined are in accordance with your
requirements, please sign this letter in the space provided below and return one copy to us. We appreciate
the opportunity to serve the State of Wisconsin Department of Employee Trust Funds and look forward to
once again working with you on this important project.

Sincerely,

D’m@mmp

DELOITTE CONSULTING LLP

By:mﬂ:g’“"#ﬂ"

Timothy D.JGustafson, FSA, MAAA
Principal

Accepted:

For:  State of Wisconsin ETF

e o =
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Title:  Deputy Secretary, Employee Turst Funds

: tract ETG0013
Date: (o= OF-28// Amendment 3 to ETF Con

CC:  Lisa Ellinger Deb Roemer
Pat Pechacek Pete Roverud
Mark Yoest Lindsay Sitek
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