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Correspondence Memorandum 

 
 

Date: January 19, 2017 
  
To: Group Insurance Board 
 
From: Deb Roemer, Director 
 Benefit Services Bureau 
 Division of Retirement Services 
 
Subject: Closure of the Long-Term Disability Insurance Program (LTDI) 
 
This memo is for information purposes only. No Board action is required. 
 
Pursuant to their authority under Wis. Stat. § 40.03 (1) (i), the Employee Trust Funds (ETF) 
Board adopted a recommendation to close the LTDI program to new claims effective 
January 1, 2018 and reopen the 40.63 Disability Annuity program (40.63), effective on the 
same date. The ETF Board took this action at the September 29, 2016 meeting. 
 
The ETF Board took this action for two reasons. First, the LTDI program was created in 
1992 to address potential age discrimination issues raised by changes to the Age 
Discrimination in Employment Act (ADEA). However, subsequent U. S. Supreme Court 
decisions greatly diminished these concerns, and with them, the primary reason for the 
existence of the LTDI program. ETF staff questioned the need for both the LTDI and 40.63 
(which is still accepting claims) programs, which share many similar characteristics. Please 
see the attached meeting materials that were presented to the ETF Board. 
 
Second, after analyzing various factors related to both programs, the ETF Board 
determined that closing the LTDI program and reopening the 40.63 program to new claims 
would be the most efficient and economical choice for the agency. These factors included 
ease of implementation, future systems development related to myETF and administrative 
costs.  
 
Staff are developing the administrative rules necessary to facilitate the ETF Board’s actions 
as well as internal processes needed for run-out of the current LTDI claims. Future actions 
will include a comprehensive communication effort to stakeholders. 
 
Staff will be at the Board meeting to answer any questions. 
 
 
Attachment A:  Proposal to Close the Long-Term Disability Insurance Program 
Attachment B: Milliman Analysis 
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Correspondence Memorandum 

Date: August 24, 2016 

To: Employee Trust Funds Board 

From: Deb Roemer, Director 
Benefit Services Bureau 
Division of Retirement Services 

Subject: Disability Program Redesign Proposal 

This memo outlines a proposal to close the Long-Term Disability (LTDI) Insurance 
Program and re-open the §40.63 Disability Annuity program to new claims. No 
board action is required at this meeting. 

Attached is a report and proposal to close the Long-Term Disability Insurance program 
to new claims in favor of a re-opened §40.63 Disability Annuity program. Our proposal, 
which was informed by analysis completed by Milliman, is based on the objective to 
reduce the complexity of the current long-term disability programs administered by the 
ETF. We will discuss the proposal in more detail at the September 29, 2016 meeting.   

Staff will be at the Board meeting to answer any questions. In the meantime, please 
contact me at (608) 266-5387 or deb.roemer@etf.wi.gov if you have comments or 
questions. 
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Proposal to Close the Long-Term Disability Insurance Program 
 
Summary 
 
ETF proposes to close the Long-Term Disability Insurance (LTDI) program to new claims 
effective January 1, 2018 and reopen the § 40.63 Disability Annuity (40.63) program to all 
eligible employees. LTDI was created to address potential age discrimination issues in the 
Wis. Stat. § 40.63 Disability Annuity Program (40.63). The U.S. Supreme Court, in a 2008 
decision in Kentucky Retirement Systems v. E.E.O.C., found that Kentucky’s disability annuity 
program, which shares many similarities with 40.63, did not violate the federal Age 
Discrimination in Employment Act (ADEA). Meanwhile, the 40.63 program is still accepting 
new claims from eligible employees. Thus, ETF is administering two long-term disability 
programs, where only one is needed.  
 
LTDI and 40.63 share a number of similarities, including the definition of disability and benefit 
eligibility requirements. Differences between the two programs include creditable service 
requirements and benefit calculations, supplemental contribution calculations, and benefit 
duration. 
 
After evaluating both programs, the Division of Retirement Services (DRS) conclude that the 
option most beneficial to ETF and members is to close the LTDI program to new claims. 
 
LTDI is authorized by Wis. Stat. § 40.03 (1) (i) and was created as Subchapter III of Wisconsin 
Administrative Code Chapter ETF 50. Closing the LTDI program can be done through the 
administrative rule process and will not require the legislature to change current law. 
 
Closing LTDI will save potentially $1 million per year in administrative costs by moving the 
administration of the runoff of current LTDI claims to ETF, where the administration of 40.63 
already resides. Some additional positions will be necessary to handle the estimated 330-340 
new 40.63 claims per year -- but at a much lower cost than the current practice of contracting 
with a third party administrator (TPA). 
 
Closing LTDI could also result in a more competitive bid process for a stand-alone Income 
Continuation Insurance (ICI) administrator contract. 
 
Closing the LTDI program is important as it relates to the development of the new benefit 
administration system (BAS)/myETF. The 40.63 program will be part of the new system. By 
closing LTDI, BAS/myETF development will only be necessary for running out the existing 
claims, instead of developing an entire system for processing new LTDI claims. Development 
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in BAS/myETF of a payment-only LTDI run out process will require fewer development 
resources.  
 
Estimates indicate that closing the LTDI program will result in a run out period of approximately 
37 years. The run out of 40.63, ongoing for the past 23 years, is expected to continue for a 
longer time period than running out the LTDI program. The 40.63 program is still approving 
claims, and there are approximately 44,000 active WRS employees who are still eligible for 
40.63 benefits if they become disabled. 
 
Background 
 
ETF is currently administering five disability programs for state and local government 
employees. The Disability Annuity (40.63) program, the Long-Term Disability Insurance (LTDI) 
program, the Duty Disability (40.65) program, and the State and Local Income Continuation 
Insurance (ICI) programs. Both ICI programs pay short-term and long-term disability benefits. 

LTDI was created as a result of the passage of the federal Older Workers Benefit Protection 
Act (OWBPA), which addressed age discrimination in employee benefits and amended the 
Age Discrimination in Employment Act (ADEA). The passage of the OWBPA caused ETF to 
question if the 40.63 program violated the ADEA in two circumstances: 1.) by barring eligibility 
for disability benefits after normal retirement age and; 2.) in the calculation of assumed service. 
LTDI was created to remove the age-related aspects of the program that were deemed to be 
non-compliant. The federal law still permitted 40.63 to continue. However, ETF closed the 
program to employees hired after October 15, 1992.  

The U.S. Supreme Court in a 2008 decision in Kentucky Retirement Systems v. E.E.O.C., 128 
S. Ct. 2361 (2008) (KRS), ruled that Kentucky’s disability annuity program, which is similar to 
40.63, did not violate ADEA. This was due to the Court’s opinion that for a plan to be 
discriminatory it must be shown that age is a motivating factor in differential treatment of 
annuitants and that pension status did not serve as a proxy for age. 
 
The Supreme Court’s Kentucky decision greatly diminishes the primary reason for the creation 
of the LTDI program. ETF is now administering two disability benefit programs where only one 
is needed. It therefore becomes necessary to evaluate whether it is desirable to continue 
administering two programs and if not, which program should be eliminated in favor of the 
other. To aid in this determination, staff enlisted the assistance of ETF’s group insurance 
programs actuary, Milliman, Inc.   
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LTDI Program 
 
Created in 1992, the LTDI program is a long-term disability insurance benefit program. LTDI is 
available to all eligible WRS participants and pays a basic benefit equal to 40% of an eligible 
recipient’s final average salary (FAS), or 50% of FAS for participants without Social Security 
coverage. The basic benefit is adjusted annually, based on the annual Core Trust Fund 
effective rate of interest. LTDI premiums are paid by the WRS. 
 
All eligible WRS participants can apply for LTDI benefits. Employees hired on or after October 
16, 1992 are limited to LTDI benefits only and are not eligible for 40.63. Employees who were 
active in the WRS system prior to October 16, 1992 can apply for 40.63 or LTDI (but not both) 
provided their employment has been continuous with no break in service. If a break in service 
occurs, then they are no longer eligible for 40.63.  
 
Additionally, an employee must meet a minimum creditable service requirement. This 
requirement is 0.33 years of service in each of at least five of the previous seven calendar 
years. This service requirement is waived if the employee’s disability is work-related and the 
claim is filed within two years of the date the employee last rendered services. 
 
To be eligible for LTDI benefits, two licensed physicians must certify the employee meets the 
program’s definition of totally and permanently disabled. One of these physicians must be a 
specialist in the area of the employee’s disability. Totally and permanently disabled means the 
inability to engage in any substantial gainful activity by reason of a medically-determinable 
impairment, whether physical or mental, which can reasonably be expected to result in death 
or to be permanent, or of indefinite and long-continued duration.  
 
Also, the employer must certify the employee has terminated employment (or is on leave of 
absence) for medical reasons.  
 
There are “special” provisions of the LTDI program for protective occupation employees where 
they are not required to meet this definition of disability. These employees are eligible for LTDI 
benefits if they a) have accumulated 15 or more years of creditable service (in addition to the 
other service requirements for LTDI); b) will attain age 55 within 60 months after the 
occurrence of the disability and; c) are unable to perform the duties required by their protective 
occupation, as certified by two physicians.    
 
In addition to the basic benefit, LTDI pays a supplemental contribution to a claimant’s WRS 
account. This supplemental contribution is equal to 7% of the recipient’s FAS for each month 
they meet the qualifications for the contribution.  
 
LTDI benefits will be reduced if a recipient receives a benefit from their WRS retirement 
account.  
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The LTDI program is a self-funded program, currently administered under contract with Aetna 
Life Insurance Company (Aetna). 
 
40.63 Disability Annuity Program 
 
The 40.63 program offers a disability annuity benefit from the Wisconsin retirement system to 
any participating WRS member who was employed on or before October 15, 1992 and has 
been continuously employed without a break in service since then.  
 
Disability annuity benefits are determined in the same manner as retirement annuities except 
that a claimant’s creditable service will include assumed service between the date of disability 
and the claimant’s normal retirement age. Disability annuity benefit options are the same as for 
retirement benefits in that an annuitant may make optional annuity choices that provide for 
guaranteed benefit payments and benefits to named survivors. 
 
Like LTDI, two licensed physicians must certify the applicant for 40.63 benefits meets the 
program’s definition of totally and permanently disabled. One of these physicians must be a 
specialist in the area of the employee’s disability. The two programs also share the same 
definition of disability, the same benefit eligibility provisions for work-related disabilities and the 
same eligibility provisions for protective occupation employees. 
 
Where 40.63 benefit eligibility differs from LTDI is the minimum creditable service requirement. 
For 40.63 this requirement is either 0.5 years of service in each of at least five of the previous 
seven calendar years or a total accumulated creditable service of five years in the previous 
seven.  
    
Unlike LTDI, 40.63 is a benefit from the member’s retirement account, and therefore does not 
end at age 65, as does LTDI. Once the member reaches their normal retirement age, their 
40.63 benefit will be treated like a “regular” retirement benefit, and is payable for their lifetime, 
with potential death benefits being payable to a survivor(s) upon the member’s death.    
 
Also unlike LTDI, 40.63 benefits have no offsets.   
 
The 40.63 program is the largest disability program administered by ETF even though the 
program was closed to new hires after October 15, 1992. It pays 3.5 times the amount of 
benefits that the LTDI program pays, primarily because it has nearly 3 times as many 
recipients. Tables 1.1 and 1.2 provide the amount of payments and number of recipients for 
each program from 2013 through 2015. 
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Table 1.1 40.63/LTDI Benefit Payments 2013-2015 
40.63/LTDI Benefit Payments 

 2013 2014 2015 
40.63 $129,040,989 $135,724,563 $138,513,164 
LTDI $32,067,487 $37,052,195 $40,110,299 

 
  Table 1.2 40.63/LTDI Recipients 2013-2015 

40.63/LTDI Benefit Recipients 
 2013 2014 2015 
40.63 6,393 6,495 6,449 
LTDI 2,026 2,207 2,282 

 
The number of new 40.63 claims has been declining annually, albeit at a slow pace. Table 1.3 
shows the annual number of new claims between 2013 and 2015. There are approximately 
44,000 participants that are still eligible for a 40.63 benefit.  
  

Table 1.3 40.63/LTDI New Claims 2013-2015 
40.63/LTDI New Claims 

 2013 2014 2015 
40.63 169 142 127 
LTDI 353 309 291 

 
Proposal 
 
DRS proposes closing the LTDI program to new claims effective January 1, 2018. At the same 
time DRS proposes removing the 40.63 eligibility restrictions that currently prevent participants 
from claiming 40.63 benefits, also effective January 1, 2018. The effect of this is to eliminate 
one of ETF’s long-term disability benefit programs in a manner that is most efficient and cost 
effective for the agency.  
 
Both of these actions can be accomplished by amending ETF administrative rules and 
developing internal IT systems to accommodate the run out of the current LTDI recipients. The 
40.63 program will not require any additional systems development because the program is 
already run in-house; however, we anticipate needing three additional FTE positions to handle 
the estimated 330 to 340 additional 40.63 claims that will be received each year. Additionally, 
disability program staff will need to assume some of the annual LTDI processes currently 
performed by Aetna, including medical recertification, income verification, and annual 
adjustments. These are the same annual process activities that DRS staff currently fulfill for 
40.63. 
 
Closure Implications 
 
At DRS’s request, ETF’s disability actuary, Milliman, Inc. analyzed the effects of closing the 
LTDI program. Milliman’s evaluation (Attachment A) made the following conclusions: 
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Estimated funding impact to WRS Trust. The LTDI program paid $40.1 million in benefits in 
20151. Another $6.5 million in supplemental contributions were transferred to WRS accounts of 
LTDI recipients in 2015. Milliman has estimated that approximately $40.5 million of LTDI 
claims are incurred annually.2  By shifting disability claims from LTDI to 40.63, the estimated 
actuarial liability for new claims would decrease by approximately 6% from the current LTDI 
estimated incurred claims liability. This expected decrease is primarily driven by an estimated 
15% decrease in liability that results because supplemental contributions will no longer be 
made on new claims as they would have been under the LTDI program, and from a decrease 
of approximately 2% in the number of eligible WRS employees due to the 40.63 program’s 
higher creditable service requirement.  
 
Estimated remaining liability for current LTDI recipients. Per the valuation report prepared by 
Milliman for the year ending December 31, 2015, the estimated actuarial liability for the LTDI 
program was $323 million for 2,282 open LTDI claims.3   
 
Estimated benefit run off period for current LTDI recipients. Milliman has estimated it would 
take approximately 37 years to completely run out LTDI claims that existed as of December 
31, 2015. To put this figure in context, it has been nearly 24 years since the 40.63 program 
was ostensibly closed, though it is still accepting new claims from eligible employees and it will 
be a considerable amount of time before this ends. Approximately 44,000 WRS employees 
remain eligible for 40.63 benefits4 and 127 new benefits were started in 2016.  
 
Estimated increase in 40.63 disability annuity applications. Closing the LTDI program and 
reopening the 40.63 program will result in an increase in the number of 40.63 claims. Milliman 
expects as many as 330-340 additional claims. This number is less than the current rate of 
annual LTDI claims, due to the more generous service requirement of the LTDI program. 
 
Estimated number of members affected by the LTDI program’s more generous service 
requirement. In order to be eligible for a 40.63 benefit a claimant must meet a creditable 
service requirement that is either 0.5 years of service in at least five of the previous seven 
calendar years or a total accumulated creditable service of five years in the previous seven. 
The LTDI program’s creditable service requirement is a more generous 0.33 years of service in 
each of at least five of the previous seven calendar years. Because of this small gap between 
these requirements there will be some members who will not qualify for 40.63 benefits even 
though they would have qualified for LTDI. Milliman estimated that approximately 2% of state 

                                                      
1 Skwire, D & Correia, P (2016, April 18). Annual Actuarial Valuation for the Long-Term Disability Insurance Plan as of 

December 15, 2015. Presented to the Group Insurance Board on May 18, 2016. http://etf.wi.gov/boards/agenda-items-
2016/gib0518/item4b1.pdf.  

2 Ibid. 
3 Ibid. 
4 Murphy, B, Buis, M, & Anderson J (2016, June 8). Wisconsin Retirement System Thirty-Fifth Annual Actuarial Valuation and 

Gain Loss Analysis, December 31, 2015. Presented to the Joint Meeting of the Wisconsin Retirement and Teacher’s 
Retirement Boards on June 23, 2016. http://etf.wi.gov/boards/agenda-items-2016/etf0623/joint/item3b.pdf.  

http://etf.wi.gov/boards/agenda-items-2016/gib0518/item4b1.pdf
http://etf.wi.gov/boards/agenda-items-2016/gib0518/item4b1.pdf
http://etf.wi.gov/boards/agenda-items-2016/etf0623/joint/item3b.pdf
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WRS members would be affected by the 40.63 program’s higher creditable service 
requirement.  
 
Estimated impact on the State Income Continuation Insurance (ICI) program. While both the 
40.63 program and LTDI have few benefit offsets, receipt of either benefit will result in a 
reduction in state and local ICI program benefits. As indicated above, a 40.63 benefit is slightly 
higher than an LTDI benefit. This means that closing the LTDI program in favor of 40.63 will 
result in a greater reduction in ICI benefits. Milliman has estimated that the increased offset will 
result in a 1% to 2% reduction in State ICI costs. Based on State ICI 2015 claims payments of 
$19,060,4505 the projected increase in offsets would result in a reduction in ICI costs of 
$190,605 to $381,209.  
 
Supplemental Contributions. The LTDI program pays a supplemental contribution to a 
claimant’s WRS account. This supplemental contribution is equal to 7% of the recipient’s FAS 
for each month they qualify for the contribution. Closing the LTDI program would mean 
supplemental contributions would no longer be paid on new claims that will be filed with 40.63. 
Supplemental contributions will continue for existing LTDI claims as part of the program runoff 
and will decline as LTDI claims are terminated. Milliman’s runoff projections include cash flow 
projections for supplemental contributions. 
 
Administrative costs. The effect of closing LTDI will also have an administrative effect on ETF. 
LTDI is currently administered under contract with Aetna Life Insurance Company (Aetna). 
Once LTDI is closed to new claims, administration of the LTDI program will only require 
monthly payments to existing LTDI recipients and completion of annual processes that include 
benefit adjustments, supplemental contributions, medical recertification, and income 
verification. These processes can be brought in-house instead of remaining with ETF’s current 
administrator.  
 
Estimated administrative savings and costs include TPA carrier fees, systems development, 
and personnel.  
 
Aetna’s contract includes LTDI and the ICI program. Aetna has 18 staff devoted to 
administration of the contract with ETF. The breakdown of Aetna’s personnel by program is 
shown in Table 1.4 below. Aetna personnel not assigned to a specific program are assumed to 
be split 50/50 between LTDI and ICI.  

  

                                                      
5 Skwire, D & Correia, P (2016, April 18). Annual Actuarial Valuation for the State Income Continuation Insurance Plan as of 

December 15, 2015. Presented to the Group Insurance Board on May 18, 2016. http://etf.wi.gov/boards/agenda-items-
2016/gib0518/item4a1.pdf.   

http://etf.wi.gov/boards/agenda-items-2016/gib0518/item4a1.pdf
http://etf.wi.gov/boards/agenda-items-2016/gib0518/item4a1.pdf
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Table 1.4 Aetna LTDI/ICI Personnel Allocation 

Aetna Personnel Allocation 
Function Staff ICI LTDI 
Administration 4 2 2 
Overpayments 2 1 1 
ICI 8 8 0 
LTDI 4 0 4 
Total 18 11 7 

 
Based on this breakdown, approximately 38% of Aetna personnel can be allocated to the LTDI 
program. If this percentage is applied to Aetna’s annual administration fee amount of 
$3,405,740 in 2016, the amount allocated to LTDI would be $1,294,181 and represents a 
potential savings to ETF in future contract expenditures.  
 
Bringing the LTDI runoff process in-house will require some systems development resources 
to enable the Benefit Payment System (BPS) and eventually BAS/myETF to pay the remaining 
LTDI claims. ETF’s systems development staff are reviewing several options to determine cost 
effectiveness and minimal risk. Of these, the most expensive estimate would be $96,000, plus 
internal testing resources. The least expensive estimate is $9,600, with some testing. The third 
estimate falls in the middle at $24,000, with the least testing resources required. It’s 
advantageous for ETF to adapt existing BPS code to LTDI run out payments and processes 
because doing so would keep demands on development resources to a minimum. 
 
Along with running out the LTDI program, ETF will also need to prepare for the increased 
volume of 40.63 benefit applications. As previously indicated, this proposal will result in an 
estimated increase of 330 to 340 disability annuity applications per year and the assumption of 
some annual processes for the remaining LTDI claims during the runoff period. Disability 
program staffing levels are not adequate to incorporate this substantial increase in benefit 
applications each year. Coupled with the assumption of LTDI functions from Aetna, ETF 
estimates that it would be necessary to add three Trust Funds Specialist positions. The cost for 
these positions is $87,943 per position, making the total personnel costs associated with this 
proposal $263,829.  
 
When these quantifiable costs are aggregated, the result is a net savings of $1.3 million in 
administrative costs and a maximum estimate of $96,000 in one-time systems development 
costs as well as the financial savings to the ICI program (Table 1.5). 
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 Table 1.5 Financial Impact of Closing LTDI 

Financial Impact of Closing LTDI 
Annual savings/(costs):  
TPA fee $1,294,181 
ICI Benefit Offsets (1.5%) 285,906 
Staffing (3 FTE) (263,829) 
Total Savings $1,316,258 
  
One-Time Expenditure:  
Systems Development $(96,000) 

 
Discussion 
 
In addition to the estimated cost savings outlined in this document and shown in the table 
above, there are a number of intangible benefits to closing the LTDI program to new claims. 
The primary advantage is the elimination of a duplicative disability benefit program. LTDI was 
originally created as a necessary replacement for the 40.63 program to avoid potential age 
discrimination issues. However, due to the U. S. Supreme Court’s Kentucky decision, that 
necessity no longer exists. It is neither efficient nor economical for ETF to administer two 
separate long-term disability programs. 
 
Second, there would be no need to make system changes to the 40.63 program. Claim volume 
would increase; however, since no program changes are being suggested, there would be no 
need to devote resources on system development. Equally important, 40.63 administration 
would be developed as part of BAS/myETF. By closing LTDI, BAS/myETF development would 
only be necessary for running out the existing LTDI claims. Current LTDI processes that are 
associated with the claim process, such as LTDI estimates, applications, medical reports, and 
employer certifications, will not require BAS/myETF development.    
 
Third, Aetna’s contract with ETF is scheduled to terminate at the end of 2017. If LTDI is closed 
to new claims, a new request for proposal (RFP) can be issued for the ICI program only. ICI is 
a more traditional disability insurance product, while LTDI is a unique program. The previous 
two RFP processes resulted in only one bid from the incumbent administrator. DRS believes 
that an RFP for ICI administration only will attract multiple bidders and, therefore, result in a 
more competitive process that could generate additional savings. 
 
Closing the LTDI program to new claims would be a  straightforward process. LTDI is 
authorized by §40.03 (1) (a) Wis. Stat. under the powers and duties of the ETF Board:   
 

40.03 (1) (i) (The ETF Board) May determine that some or all of the disability annuities 
and death benefits provided from the Wisconsin retirement system shall instead be 
provided through group insurance plans to be established by the group insurance board 
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either as separate plans or as integral parts of the group life and income continuation 
insurance plans established under this chapter. 

 
Aside from this statutory authority, the LTDI program exists entirely in the Wisconsin 
Administrative Code; therefore, the program can be closed through the rulemaking process. 
Additionally, necessary changes to the 40.63 program that will expand eligibility to WRS 
employees hired on or after October 16, 1992 also exist in the administrative code only and will 
not require statutory changes. A preliminary draft of administrative rule changes is included 
with this report (Attachment B). 
 
Coordination of benefits. The LTDI program interacts with other WRS benefit programs, 
including Duty Disability (40.65), ICI, WRS retirement benefits, and WRS separation benefits. 
These benefit interactions can be complicated and must be coordinated between ETF and 
Aetna. Receipt of LTDI benefits will cause a reduction (offset) to ICI and 40.65 benefits. WRS 
retirement benefits offset LTDI, but also offset ICI and 40.65 benefits. Additionally, 40.65 
benefits are an offset to ICI. Separation benefit offsets differ from retirement benefit offsets and 
can effect different benefits in different ways, sometimes being a temporary offset that will end 
and other times an ongoing offset for the lifetime of a benefit. If a member is receiving multiple 
benefits, the offset coordination between all of the benefits can become quite complex. The 
flow chart in Attachment C provides a detailed look at the interactions between programs and 
the effect that various income sources will have on benefits. The different offset conditions and 
amounts create a good deal of confusion for members and other ETF customer groups, such 
as employers. This confusion is magnified when a member is receiving multiple benefits. 
Attachment D provides a specific example of the interaction and coordination required for 
administration of multiple disability benefits. 
 
Death benefits. Depending on the option chosen, 40.63 benefits can continue to a named 
survivor upon the death of a recipient. The LTDI program does not have a death benefit. If a 
member dies while receiving LTDI, the disability benefit ends. The member’s beneficiary or 
estate will receive the employee contributions that are in the deceased member’s WRS 
account; however, the employer share will revert back to the WRS. If the LTDI recipient 
reaches their normal retirement age and begins receiving WRS retirement benefits, then their 
survivors will again be eligible for the death benefits associated with retirement benefits. This 
differing treatment of death benefits between LTDI, 40.63, and WRS retirement benefits has 
always seemed to place LTDI recipients in an inequitable position and is another area of 
confusion for members.  
 
Alternatives 
 
An alternative to closing LTDI to new claims would be to continue to run out the 40.63 program 
and eventually leave LTDI as a remaining long-term disability benefit for WRS members. 
However, it is difficult to estimate how long 40.63 will take to run out, as it is a lifetime benefit 
and it is still approving claims from the approximately 44,000 members that remain eligible for 
the benefit. It has been 23 years since LTDI was created and it will likely take even longer to 
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completely run out 40.63 benefit payments. For example, a member, aged 45 applying for 
40.63 today and who lives to age 90 will be on the benefit for 45 years. When survivor benefits 
are included, the runout period gets even longer. LTDI, on the other hand, will take 
approximately 37 years to run out because benefits will cease once a claimant reaches age 
65, if not sooner.  
 
Maintaining LTDI in its current form will necessitate development in the BAS/myETF and 
require ETF to continue to request bids from outside vendors to administer the program. ETF 
estimates that this contracted amount will cost at least $1.2 million annually. There is also a 
concern with obtaining competitive bids for program administration if LTDI is bid out with the 
ICI program. The 40.63 program, conversely, is already administered in-house as a part of 
ETF’s current systems and as a result will be part of the BAS/myETF development.  
 
A similar alternative to maintaining the status quo also includes maintaining the current LTDI 
program but bringing administration of the program in-house, rather than contracting for its 
administration. This alternative will require additional development in BAS/myETF. ETF 
estimates this alternative would save approximately $1.2 million annually in TPA fees; 
however, it raises the same issues with running out the 40.63 program as the previous 
alternative and also includes additional BAS/myETF development costs.  
 
Next Steps 
 
After appropriate Board approval to move forward with closing the LTDI program, 
administrative rule and systems development can begin. Rule development and drafting can 
get underway this year; however, the rule cannot be submitted to the legislature until the 
beginning of the new legislative session in 2017. 
 
Conclusion 
 
In 2013, Disability Programs Bureau staff presented a package of ICI plan changes to the 
Group Insurance Board. Staff indicated then that those changes were the first of a series of 
program redesign changes that would reduce redundancies and complexity while maintaining 
quality for members and doing so at minimal cost. Closing the LTDI program to new claims 
represents the second step in this disability programs redesign project and is the best option to 
achieve these goals. This step will eliminate one of five long-term disability programs.  
 
Closing LTDI will require less BAS/myETF development than maintaining the existing program 
or bringing the program in-house. Closing the program will also eliminate the need for an 
outside administrator to conduct the program functions potentially saving in excess of $1 
million per year in administrator fees while at the same time improving the competitive bidding 
process for the ICI contract. The 40.63 program is already a part of the BAS/myETF 
development process and allowing additional claims into the program will not require additional 
IT systems resources.  
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It makes economic and programmatic sense for ETF to streamline the provision of disability 
benefits to WRS members. Closing LTDI to new claims is the most efficient, cost effective, and 
timely option for the agency and WRS members. 
 
Attachments: 
 
Attachment A:  Milliman Analysis, May 16, 2016-Impact of Closing the LTDI Program 
Attachment B:  Sample administrative rule draft 
Attachment C:  Disability Programs Offset Hierarchy 
Attachment D:  Coordination of Multiple Disability Benefits Case Study 
 
 



ATTACHMENT B 
Disability Programs Rule Changes 

 
40.63 Program 

Amend 50.30 Eligibility for a disability annuity (1) A person may be eligible for a disability annuity 
under s. 40.63, Stats., provided the person meets all of the following requirements: 

Repeal 50.30 (1) (a). The person was a participating employee on October 15, 1992, and continuously 
employed from October 15, 1992, until taking a final leave of absence, or terminating employment, due to 
the disability. “Continuously employed” in this paragraph shall have the same meaning as in s. ETF 50.44 
(2) (b). 

Renumber 50.30 (1) (b) to 50.30 (1) (a). The person is not covered receiving benefits under the 
long−term disability insurance under subch. III. 

Repeal 50.30 (1) (c). The person is a participant in the Wisconsin retirement system. 

 

Long-Term Disability Insurance Program 

Amend ETF 50.40 Purpose (1). The purpose of this subchapter is to provide long−term disability 
insurance coverage to participating employees as of October 15, 1992, who elect its benefits as provided 
in s. ETF 50.46 and to all persons who become participating employees on or after October 16, 1992 who 
are receiving benefits under this subchapter or who have filed a claim for benefits before January 1, 2018.  

Repeal 50.40 (2). This subchapter replaces the disability annuity under s. 40.63, Stats., with group 
long−term disability insurance. Benefits under the disability annuity program under s. 40.63, Stats., are 
not available to participating employees to whom this subchapter applies as provided in s. ETF 50.44. 

Amend ETF 50.44 Scope and application.  (1) Participating employees on or after October 16, 1992. 
Except as provided in sub. (2), this subchapter applies to any person becoming a participating employee 
on or after October 16, 1992, regardless of any prior employment by a participating employer, and who is 
receiving benefits under this subchapter or has filed a claim for benefits before January 1, 2018.  

Amend 50.44 (2) Participating employees prior to October 16, 1992. (a) This subchapter does not 
apply to a person who is a participating employee on October 15, 1992, and continuously employed by 
one or more successive participating employers from that date until terminating employment or taking a 
final leave of absence due to a medically determinable impairment, unless the person elects to be covered 
by this subchapter as provided in s. ETF 50.46 and the person files a claim for benefits before January 1, 
2018.   

Create 50.46 (2) (e). Notwithstanding 50.46 (2) (d), an election to be covered under this subchapter will 
not be accepted unless a claim for benefits has been filed with the department before January 1, 2018. 

 

http://docs.legis.wisconsin.gov/document/statutes/40.63
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Introduction: 
 
Members may be eligible for one or more disability benefits, provided they meet the criteria for 
each disability benefit. The following is an actual example showing how complex the 
coordination of benefits process can be when more than one disability benefit is received. 
 
 
Example: 
 
Mr. X, a 51-year-old protective category employee, was injured while performing his job duties. 
Because he was injured while performing his job duties, Mr. X was eligible to apply for §40.65 
(Duty Disability). Additionally, because Mr. X was a state employee and had opted for Income 
Continuation Insurance (ICI) coverage, he was also eligible to apply for ICI benefits.  
 
In addition to the first two disability programs: 

• because Mr. X was age 51 when he was injured, he was required to pursue either 
“Special” §40.63 (Disability Retirement) or Long–Term Disability Insurance (LTDI) 
benefits. 

• Mr. X pursued “Special” LTDI benefits at the same time he was pursuing Duty Disability 
benefits.  

If Duty Disability benefits are awarded, Mr. X needs to apply for his Wisconsin Retirement 
System (WRS) retirement benefit because he is over the minimum retirement age for his WRS 
employment category. As the ICI, LTDI and Duty Disability cases progressed, Mr. X decided to 
apply for Social Security Disability Insurance (SSDI) benefits.  
 
 
Benefits Coordination: 
 
Currently, Mr. X has been awarded the following benefits, which must be coordinated with 
each other: ICI, LTDI, Duty Disability, SSDI and WRS retirement benefits.  
 
This is how all of the benefits integrate: 
 

ICI Benefit 
Offset Type How Benefit is Offset 

SSDI Original gross monthly benefit 
Duty Disability Original gross monthly benefit 
“Special” LTDI Net LTDI benefit after WRS regular 

retirement is offset but before taxes 
WRS Retirement Original gross monthly straight life annuity 

amount (once finalized) 
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“Special” LTDI Benefit 
Offset Type How Benefit is Offset 

SSDI N/A 
Duty Disability N/A 

ICI N/A 
WRS Retirement Monthly taxable portion of the annuity 

option selected 
 

Duty Disability Benefit 
Offset Type How Benefit is Offset 

SSDI Current gross monthly benefit 
“Special” LTDI Gross monthly benefit minus monthly 

taxable portion of the WRS regular 
retirement annuity 

ICI N/A 
WRS Retirement Gross monthly benefit based on annuity 

option selected 
 
 
When there is a change to the WRS retirement benefit, a modification needs to be made to 
both the “Special” LTDI and the Duty Disability benefits. First, the “special” LTDI benefit must 
be recalculated, then the Duty Disability benefit must be adjusted. This process requires a 
significant amount of coordination between Aetna (the LTDI and ICI third party administrator) 
and ETF to avoid overpayments to the disability-annuitant. Further note: the LTDI benefits will 
eventually end, eliminating the offset and, therefore, changing the liability back to the Duty 
Disability program. 
 
If Mr. X had chosen to pursue §40.63 disability retirement rather than LTDI benefits, these 
benefit coordination machinations would have been avoided. Additionally, the offset for §40.63 
disability retirement would have remained for the life of the §40.65 benefit.  
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