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Independent Auditor’s Report on the Employer Schedules and
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Representative Samantha Kerkman, Co-chairpersons
Joint Legislative Audit Committee

Members of the Employee Trust Funds Board and
Mr. A. John Voelker, Secretary
Department of Employee Trust Funds

Report on Supplemental Health Insurance Conversion Credit Employer Schedules

We have audited the accompanying Schedule of Employer Allocations of the Supplemental Health
Insurance Conversion Credit (SHICC) program as of and for the year ended December 31, 2020, and the
related notes. We have also audited the totals for the columns titled Net OPEB Liability (Asset), Total
Deferred Outflows of Resources Excluding Employer Specific Amounts, Total Deferred Inflows of
Resources Excluding Employer Specific Amounts, and Plan OPEB Expense (Revenue) included in the
Schedule of Collective OPEB Amounts of the Supplemental Health Insurance Conversion Credit program
as of and for the year ended December 31, 2020, and the related notes.

Management’s Responsibility for the Employer Schedules

Management of the Department of Employee Trust Funds (ETF) is responsible for the preparation and
fair presentation of these schedules in accordance with accounting principles generally accepted in the
United States of America. This includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of the schedules that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the Schedule of Employer Allocations and an opinion on
the specified column totals included in the Schedule of Collective OPEB Amounts based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
which is issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the Schedule of Employer Allocations
and the specified column totals included in the Schedule of Collective OPEB Amounts are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the Schedule of Employer Allocations and the specified column totals included in the Schedule of
Collective OPEB Amounts. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the Schedule of Employer Allocations and the
specified column totals included in the Schedule of Collective OPEB Amounts, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s



preparation and fair presentation of the Schedule of Employer Allocations and the specified column
totals included in the Schedule of Collective OPEB Amounts in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of the accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the Schedule of
Employer Allocations and the specified column totals included in the Schedule of Collective OPEB
Amounts.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the schedules referred to in the first paragraph present fairly, in all material respects, the
employer allocations and the Net OPEB Liability (Asset), Total Deferred Outflows of Resources Excluding
Employer Specific Amounts, Total Deferred Inflows of Resources Excluding Employer Specific Amounts,
and Plan OPEB Expense (Revenue) for the SHICC program as of and for the year ended December 31, 2020,
in accordance with accounting principles generally accepted in the United States of America.

Other Matter

We have audited the financial statements of the SHICC program as of and for the year ended

December 31, 2020, in accordance with auditing standards generally accepted in United States of America
and the standards applicable to financial audits contained in Government Auditing Standards. In our
report thereon, dated September 28, 2021, we expressed an unmodified opinion on those financial
statements, as detailed in report 21-14.

Restriction on Use

Our report is intended solely for the information and use of the Legislature, ETF, the ETF Board, and
SHICC program plan employers and their auditors, and is not intended to be and should not be used by
anyone other than these specified parties.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated September 28, 2021,
and published as report 21-18, on our consideration of ETF’s internal control over financial reporting;

our tests of its compliance with certain provisions of laws, regulations, and contracts; and other matters.
The purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the result of that testing, and not to provide an opinion on the effectiveness
of ETF’s internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be used when considering
ETF’s internal control over financial reporting and compliance.

LEGISLATIVE AUDIT BUREAU

(i

oe Chrisman
State Auditor

September 28, 2021



State of Wisconsin
Supplemental Health Insurance Conversion Credit
Schedule of Employer Allocations
As of and for the year ended December 31, 2020

2020 2020
Employer Employer Employer Employer Allocation
Name Number Contributions Percentage
0001101 -

STATE OF WISCONSIN 0001199 S 6,623,368 43.920633 %
UNIVERSITY OF WISCONSIN SYSTEM 0001131 6,595,006 43.732560 %
UW HOSPITAL AUTHORITY 0001183 1,804,959 11.968977 %
HOUSING & ECON DEVELOP AUTH 0001153 37,040 0.245618 %
BEYOND VISION 0001172 19,938 0.132212 %
Totals $ 15,080,311 100.000000 %

The accompanying notes are an integral part of this schedule.



State of Wisconsin
Supplemental Health Insurance Conversion Credit
Schedule of Collective OPEB Amounts
As of and for the year ended December 31, 2020

Deferred Outflows of Resources Deferred Inflows of Resources
Difference Total Deferred Difference Total Deferred
Between Outflows of Between Net Difference Between Inflows of
Expected Resources Expectedand  Projected and Actual Resources Plan OPEB
Net OPEB and Actual Changes of  Excluding Employer Actual Investment Earningson  Changes of  Excluding Employer Expense
Liability (Asset) Experience Assumptions Specific Amounts* Experience  OPEB Plan Investments Assumptions Specific Amounts* (Revenue)
$ (284,775,467) $ 0 $ 16928913 $ 16,928913 $ 130,243,247 $ 109,298,648 S 0 3 239,541,895 $ (36,608,296)

*Employer specific amounts that are excluded from this schedule are the changes in proportion and differences between employer contributions and proportionate share of contributions as defined in paragraphs 63-64 of GASB
Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions.

The accompanying notes are an integral part of this schedule.



Notes to the Employer Schedules

Plan Description - The Supplemental Health Insurance Conversion Credit program (SHICC) is a
single-employer, defined-benefit Other Post Employment Benefit (OPEB) plan. The SHICC program
provides a match of sick leave credits for members with 15 or more years of adjusted continuous
state service. These credits can be used to pay for post-retirement health insurance. The SHICC
program includes the State of Wisconsin (State), the University of Wisconsin, and other component
units of the State. The Department of Employee Trust Funds (ETF) and the ETF Board have statutory
authority for program administration and oversight under Wis. Stats. § 40.05 (4) and § 40.95.

The SHICC program allows members with more than 15 years of eligible service to convert unused
sick leave balances into credits to pay for post-retirement health insurance premiums. The SHICC
benefit provides a limited match of the members credits earned through the Accumulated Sick
Leave Conversion Credit (ASLCC) program. ASLCC program credits are computed at the time of
retirement, layoff, or death by multiplying the number of hours of unused sick leave by the highest
hourly pay rate at which the employee accrued sick leave that is eligible for conversion. Employment
category and number of years of service are also factored into the calculation (as noted in the table
below). The SHICC program also includes a provision for the restoration of 500 hours of credits upon
retirement, layoff or death provided at least 500 hours of accrued sick leave were used for a single
injury or illness during the three years immediately preceding the retirement, layoff or death while in

state service.

All ASLCC program credits must be used before the SHICC program credits. Unused ASLCC and
SHICC credits have no cash value, are carried forward from year to year without interest, and when
total health insurance premiums paid on behalf of the retired employee exceed the conversion
credits, no further payments are made under the ASLCC and SHICC programs. ASLCC and SHICC
credits may be escrowed indefinitely after retirement for participants who provide evidence of

comparable health insurance coverage from another source.

Basis of Presentation - The Schedule of Employer Allocations and Schedule of Collective OPEB
Amounts (collectively, “the Schedules”) present amounts that are elements of the financial
statements of the plan or of its participating employers. Accordingly, they do not purport to be a
complete presentation of the financial position or changes in financial position of the plan or its
participating employers. The accompanying Schedules were prepared in accordance with
accounting principles generally accepted in the United States of America. Governmental Accounting

Standards Board (GASB) Statement No. 75, Accounting and Financial Reporting for Other



Postemployment Benefits Other than Pensions, requires participating employers in the plan to
recognize their proportionate share of the collective Net OPEB Liability (Asset), collective Deferred
Outflows of Resources, collective Deferred Inflows of Resources, and collective Plan OPEB Expense

(Revenue).

Schedule of Employer Allocations - The employer allocation percentage is based on the
employer’s contribution for the most recent calendar year compared to the total contributions for all

employers for the period. The employer allocation percentage is rounded to six decimal places.

Schedule of Collective OPEB Amounts - This schedule presents the Net OPEB Liability (Asset),
Deferred Outflows of Resources, Deferred Inflows of Resources, and Plan OPEB Expense (Revenue)
for the SHICC program. The employer specific amounts that are not included in the Total Deferred
Outflows and Total Deferred Inflows are the changes in proportion and differences between
employer contributions and proportionate share of contributions, as defined in paragraphs 63-64 of

GASB Statement No. 75. Employers need to calculate these amounts each year.

Total OPEB Liability - The Total OPEB Liability is measured as of December 31, 2020, based on an

actuarial valuation as of December 31, 2020.

Total OPEB Liability - December 31,2019 $ 932,597,864
Service cost 24,092,160
Interest on Total OPEB Liability 64,393,209
Difference between expected and actual experience of
Total OPEB Liability (47,585,575)
Benefit payments (49,481,918)

Total OPEB Liability - December 31, 2020 $ 924,015,740

Collective Net OPEB Liability (Asset) - The components of the collective Net OPEB Liability (Asset)

as of December 31, 2020 are follows:

Total OPEB Liability $ 924,015,740
Less Fiduciary Net Position 1,208,791,207
Net OPEB Liability (Asset) $ (284,775,467)

The Fiduciary Net Position is 130.82% of the Total OPEB Liability.



Actuarial Assumptions - The total OPEB liability was determined using the following actuarial
assumptions:

Actuarial Valuation Date: December 31, 2020
Measurement Date: December 31,2020
Actuarial Cost Method: Entry Age Normal
Long-Term Expected Rate of Return: 7.00%
Discount Rate: 7.00%
Salary Increases
Wage Inflation: 3.00%
Seniority/Merit: 0.10% - 5.60%
Mortality: Wisconsin 2018 Mortality Table
Health Care Trend Rate: 3.0% per year

Some actuarial assumptions used in this valuation, including the wage inflation, mortality, and
separation rates, are based upon an experience study conducted in 2018 that covered a three-year
period from January 1, 2015 to December 31, 2017. Each individual sick leave balance at retirement
was estimated assuming historical accrual and usage rates but not less than 25% nor more than 75%

of the person's annual accrual rate.

Long-term Expected Rate of Return - The long-term expected rate of return is 7.0% which is
consistent with the prior year. The long-term expected rate of return on OPEB plan investments was
determined using a building-block method in which best-estimate ranges of expected future real
rates of return (expected returns, net of OPEB plan investment expense and inflation) are developed
for each major asset class. These ranges are combined to produce the long-term expected rate of
return by weighting the expected future real rates of return by the target asset allocation

percentage and by adding expected inflation.

The assets of the SHICC are commingled with assets from other benefit programs and invested in
the Core Retirement Investment Trust (Core Fund). Earnings are allocated between the benefit
programs based on the average balance invested for each program. The State of Wisconsin
Investment Board (SWIB) manages the Core Fund with oversight by the SWIB Board of Trustees, as
authorized in Wis. Stat. § 25.17. The long-term expected rate of return is reviewed every three years
in conjunction with the Wisconsin Retirement System experience study. Best estimates of geometric
real rates of return of each major asset class included in the OPEB plan's target allocation as of

December 31, 2020, are summarized in the following table:



State of Wisconsin
Supplemental Health Insurance Conversion Credit
Asset Allocation Targets and Expected Returns

As of December 31, 2020
Long-Term
Expected Real Rate

Asset Class Asset Allocation % of Return %
Global Equities 51.0 47
Fixed Income 25.0 0.8
Inflation Sensitive Assets 16.0 (0.4)
Real Estate 8.0 3.1
Private Equity/Debt 11.0 7.6
Multi-Asset 4.0 33
Total Fund 115.0 4.1
Inflation 2.4%
Long-Term Expected Rate of Return 7.0%

Discount Rate - A single discount rate of 7.0% was used to measure the Total OPEB Liability for the
current and prior year. This single discount rate was based on the expected rate of return on OPEB
plan investments of 7.0%. The projection of cash flows used to determine this single discount rate
assumed that employer contributions will be made at rates equal to the actuarially determined
contribution rate. Based on these assumptions, the OPEB plan's fiduciary net position was projected
to be available to make all projected future benefit payments of current plan members. Therefore,
the long-term expected rate of return on OPEB plan investments was applied to all periods of
projected benefit payments to determine the Total OPEB Liability and projections were excluded

from this report.

Sensitivity to Changes in Discount Rate - The following presents the collective Net OPEB Liability
(Asset), calculated using a single discount rate of 7.0%, and shows what the plan’s Net OPEB Liability
(Asset) would be if it were calculated using a single discount rate that is one percentage point lower

or one percentage point higher:

Discount Rate

1% Decrease Current Rate 1% Increase
6.00% 7.00% 8.00%
Total OPEB Liability $ 1,017,986,991 S 924,015,740 $ 842,854,844
Plan Fiduciary Net Position 1,208,791,207 1,208,791,207 1,208,791,207

Net OPEB Liability (Asset) $ (190,804,216) $ (284,775,467) $ (365,936,363)




Sensitivity to Changes in Healthcare Cost Trend Rate - The following presents the collective Net
OPEB Liability (Asset), calculated using the assumed healthcare cost trend rate of 3.0% as well as
what the plan’s Net OPEB Liability (Asset) would be if it were calculated using an assumed healthcare

cost trend rate that is one percentage point lower or one percentage point higher:

Healthcare Cost Trend Rate

1% Decrease Current Rate 1% Increase
2.00% 3.00% 4.00%
Total OPEB Liability S 854,336,330 $ 924,015,740 S 991,518,661
Plan Fiduciary Net Position 1,208,791,207 1,208,791,207 1,208,791,207
Net OPEB Liability (Asset) $ (354,454,877) $ (284,775,467) $ (217,272,546)

Collective Deferred Outflows of Resources and Deferred Inflows of Resources - The collective
Deferred Outflows and Inflows of Resources due to liabilities are amortized over the average of the
expected remaining service life of all members. The average of the expected remaining service lives
for purposes of recognizing the applicable Deferred Outflows and Inflows of Resources established
in the current measurement period is 8.6005 years. The collective Deferred Outflows and Inflows of
Resources due to the net difference between projected and actual earnings on OPEB plan

investments are amortized over 5 years.

Collective Deferred Outflows and Inflows of Resources to be recognized in the Current OPEB

Expense (Revenue) are as follows:

Net Outflows
Outflows of Inflows of (Inflows) of
Resources Resources Resources

Difference between expected and actual

experience $ 0 $ 19,940,838 $ (19,940,838)
Assumption changes 2,750,165 0 2,750,165
Net difference between projected and actual

investment earnings 0 33,863,520 (33,863,520)

Total $ 2,750,165 $ 53,804,358 $ (51,054,193)




Collective Deferred Outflows and Inflows of Resources to be recognized in Future OPEB Expense
(Revenue) are as follows:

Net Outflows
Outflows of Inflows of (Inflows) of
Resources Resources Resources

Difference between expected and actual
experience $ 0 S 130,243,247 S (130,243,247)
Assumption changes 16,928,913 0 16,928,913
Net difference between projected and actual
investment earnings 0 109,298,648 (109,298,648)
Total S 16,928,913 $ 239,541,895 $ (222,612,982)

Deferred Outflows and Inflows of Resources will be recognized in future OPEB expense (revenue) as
follows:

Net Deferred
Year Ending Outflows (Inflows)

December 31 of Resources
2021 $ (51,054,193)
2022 (35,586,521)
2023 (57,272,353)
2024 (34,148,273)
2025 (17,190,673)
2026 (14,353,322)
2027 (9,685,152)
2028 (3,322,495)
2029 0
2030 0
Thereafter 0
Total S (222,612,982)

Employers may also need to recognize a Deferred Outflow of Resources or Deferred Inflow of
Resources related to any subsequent contributions made after December 31, 2020 and prior to the

employer’s fiscal year end, and for changes in proportion.
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Collective OPEB Expense (Revenue) - The components of allocable OPEB expense (revenue) for
the year ended December 31, 2020 (excluding employer specific OPEB expense for changes in

proportion) are as follows:

Service Cost $ 24,092,160
Interest on the Total OPEB Liability 64,393,209
Projected Earnings on Plan Investments (Gain) (74,679,130)
OPEB Plan Administrative Expenses 639,658
Recognition of Outflow (Inflow) of Resources due to Liabilities (17,190,673)
Recognition of Outflow (Inflow) of Resources due to Assets (33,863,520)
Total OPEB Expense (Revenue) $ (36,608,296)

Additional Financial Information for the SHICC program - For additional information regarding
the Supplemental Health Insurance Conversion Credit program financial statements and audit

report, please visit the Department of Employee Trust Fund'’s website: https://etf.wi.gov/about-etf/

reports-and-studies/financial-reports-and-statements.



https://etf.wi.gov/about-etf/reports-and-studies/financial-reports-and-statements
https://etf.wi.gov/about-etf/reports-and-studies/financial-reports-and-statements
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