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August 11, 2008

Ms. Linda Owen

Benefit Plan Policy Analyst

Wisconsin Department of Employee Trust Funds
P. O. Box 7931

Madison, Wisconsin 53707

Dear Linda:

In accordance with your letter dated July 30, 2008, we have prepared a final cost estimate for the
development of a new OGS calculator.

GRS will provide the methodology to calculate the cost for a member to purchase OGS service.
The methodology will consist of a worksheet (excel) with formulas and any applicable actuarial
factor tables. This will allow for translation into your own software and assist with manual
replication. In order to incorporate additional service categories, the approach will be slightly
different than some of the previous approaches we discussed. As opposed to a set of common
factors applied to current pay, we will provide the methodology for calculating the present value of
projected benefits before and after the purchase of service, with the difference being the service
purchase cost. This will enable the costs to more closely mirror those calculated by our valuation
system, while also allowing you to manually recalculate the results. The calculation will use
simplified actuarial assumptions and will take into account formula maximums, but will not take
into account money purchase minimum benefits. This methodology also has the added advantage
of being easily expanded to allow for possible future changes for the purchase of non-covered
service (as mentioned in your letter).

As described in your letter, the methodology will take into account the following participant data:
e Participant’s date of birth;
e Current employment category;

e Final average annual earnings (based on 3 high years) as of last completed annual earnings
period;

e Earnings for last completed annual earnings period;
e Years of pre-2000 and post-1999 years of OGS to be purchased;

e Years of current (as of January 1) pre-2000 and post-1999 creditable service by
employment category;

e Purchase date. As with the existing OGS program, the purchase date is January 1 of the year
in which the service will be purchased.
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The following fields were also listed in your letter. We don’t believe these fields will be necessary,
as they relate primarily to the calculation of the money purchase minimum benefits which will not
be utilized for the purposes of the service purchase calculations.

e January 1 fixed employee required contribution balance, and variable employee required
contribution balance if applicable;

e Variable excess/deficiency balance, if applicable.

The proposed fees for developing, testing and providing the methodology are $15,000 and would
take approximately 10 weeks to complete. Any future updates to the software for changes in
benefits (or assumptions) would depend on the extent of the benefit and/or assumption changes but
would likely be in the range of $1,000 to $2,000 per update.
Please let me know if you have any questions.
Sincerely,
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Mark Buis
MB:Ir
cc: Dave Stella, WETF

Brian Murphy, GRS
Norman Jones, GRS
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