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Introduction

The Michigan Universities Self-Insurance Corporation, or M.U.S.I.C., was created in 1987 because of the difficulty of obtaining adequate and affordable insurance for the state-supported universities in Michigan.  It has completed its fourteenth year of operation.  This year’s financial results reflected a negative net experience, resulting from a depressed investment market, a hardening of commercial insurance rates and increased claims experience.  The corporation has taken steps to weather the current hard markets in both the insurance and investment arenas, which are discussed below.

Significant Events in FY 2001

M.U.S.I.C.’s members’ equity decreased by just over $4.2 million in 2001.  This was attributable principally to the increase of claim reserves for our liability coverages.  In addition, we experienced adverse investment results, large claim settlements of other member institutions and a M.U.S.I.C. subsidy of $657,000 related to the property insurance program.  There was a net loss of $2.8 million, which included a net underwriting loss of $2.78 million.  These results also include the declaration of our third casualty dividend of $1.4 million.  

The property insurance market tightened in the 2000-2001 year.  M.U.S.I.C. partnered with another consortia (Midwestern Higher Education Commission - MHEC) to leverage better rates.  MHEC currently provides property insurance to 28 universities and schools in the Midwest.  Two significant steps occurred with the move to MHEC.  First, M.U.S.I.C. was required to change its property policy year from an inception date of October 1st to July 1st, and therefore the premiums listed on the attached spreadsheet (Attachment A) are for a 9-month period only.  And second, because of the sizable increase in premiums, the Finance and Underwriting Committees worked together to recommend a one-time subsidy of $657,073 to pay a portion of the corporation’s premium.

M.U.S.I.C. also issued a casualty (liability) dividend for the commercial general liability policy year of 1987/88.  The dividend was distributed in June 2001.  The amount of the dividend for the corporation was $1,393,911, and Oakland University’s portion of the dividend was $ 91,847.  The declaration of this dividend was analyzed by the corporation’s Finance Committee, investment consultants and actuaries and met the requirements of the corporation’s dividend policy.

Program Enhancements

The Finance Committee, in conjunction with Asset Strategies Portfolio Services, Inc., M.U.S.I.C.’s investment consultants, bid out investment management services.  M.U.S.I.C. took this opportunity to revise its investment program and is now using a
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combination of four investment managers to administer its portfolio: two for the equity portion and two for fixed assets.  This move appears to have been the right decision; after six months, all portfolio managers are ahead of their benchmarks.  

M.U.S.I.C. is now using Marsh’s web page to conduct business that lends itself to electronic means.  Marsh’s web page, InMind, allows M.U.S.I.C. members to store and share documents and information.  It is also an additional tool for the corporation to conduct M.U.S.I.C. business.  This increases our efficiency and reduces the amount of travel and out-of-office time. 

Emerging Issues

The insurance industry, already experiencing significant increases in property premiums, has seen drastic price increases after the September 11th attacks.  The initial claim estimate for the World Trade Center disaster was $30 billion, but recent estimates are as high as $70 billion. This represents the single largest event loss in history and will have a catastrophic effect on insurance capacity.  

Increased premium costs are nearly certain for all lines of insurance, with the greatest increases expected in the property market.  It is too early to tell how the insurance market will look by June 30, 2002 when M.U.S.I.C. renews its major policies, but we should be braced for difficult and expensive renewals.  Many insurance and reinsurance companies have been weakened, and insureds such as M.U.S.I.C. will be competing for dwindling capacity, or coverage.  M.U.S.I.C. is already exploring alternative funding options for our current insurance programs, including higher deductibles.

Attachment


A. M.U.S.I.C. Costs-10 Year Renewal Comparison

B. M.U.S.I.C. Annual Report, Fiscal Year Ended: June 30, 2001
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