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Wisconsin's Technical
College System's
Insurance venture,
Districts Mutual
Insurance, is proving that
through collaboration,
commitment, and
communication public
entities can successfully

control insurance costs

while enhancing

coverage limits and
providing specialized

services
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Self Insuring

How One Group of Public Institutions Did It

By Steven Stoeger-Moore

Editor’s note: The Wisconsin Technical
College Systern was awarded GFOAS
Award for Excellence in Government
Finance in 2005 in the management and
service delivery cafegory.

s it possible to start your own insur-

ance company? How about starting

one with other public institutions?
That's what Wisconsins 16 technical
colleges did, and they have found it to
be a successful venture.

BACKGROUND

The Wisconsin Technical College
System’s (WTCS) districts have a com-
bined annual payroll in excess of $500
million with more than 7,700 full4time
and more than 12,000 part-time employ-
ees. Property is valued in excess of $1.9
billion. It has more than 950 vehicles
and business is conducted at 52 loca-
tions throughout the state, serving over
more than 400,000 people last year.

Throughout the 1990s several WTCS
districts participated in a group insur-
ance program that provided broad cov-
erage for property, auto, liability, and
workers’ compensation exposures.While
coverage was available, there was little
flexibility beyond the standard coverage
document. Loss control services were
not targeted for a technical college
environment. Consequently, the techni-
cal college system assessed its risk
management needs.As a result of a fea-
sibility study undertaken in 2003, WTCS
formed its own insurance company to

provide the unique coverage and serv-
ices needed by the 16 WTCS locations.
On July 1, 2004, Districts Mutual
Insurance (DMI) operations began.

Why did WTCS start its own insurance
company? To understand, it is neces-
sary to go back to 2002-2003. The com-
mercial insurance market was in a state
of flux. Events of September 11, 2001,
influenced the market. Double-digit
renewal percentages were common-
place, underwriting guidelines were
restrictive, limits were decreasing, market
availability was declining and deductibles
were soaring.

In the State of Wisconsin, budget
restrictions required the Technical
College Districts to make tough choices.
As funding at the federal and state levels
declined, staffing changes and service
level decisions became necessary. The
districts recognized that their business
costs included a comprehensive portfo-
lio of insurance and/or a risk manage-
ment program. Reducing or eliminating
coverages or limits was not considered
a prudent budget reduction option.

With this backdrop of commercial
restrictions, escalating insurance expens-
es, and dwindling budget resources the
districts asked, How can we take greater
control of our program?”

The WTCS decided to explore the fea-
sibility of creating an alternate risk fund-
ing mechanism that would offset the
additional risk while providing for cov-
erage against catastrophic losses.Seven



Exhibit 1: Spectrum of Insurance
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alternate risk funding options were
evaluated. The feasibility study provid-
ed the WTCS districts with an actuarial
analysis that indicated the formation of
an insurance entity was viable. After
conducting their own thorough research,
all 16 colleges in the system opted to
form a Wisconsin-based municipal
mutual insurance company — Districts
Mutual Insurance.

THREE CRITICAL
COMPONENTS

There are three critical components
of insurance: coverage, service, and
price. In a commercially insured pro-
gram the insured party can generally
control one or two components, but
never all three. By organizing as a
municipal mutual insurance company,
DMI allowed its allows members to con-
trol all three components:

Coverage. Members decided the
extent of coverage to be offered. Whether
the reinsurance markets will match cov-
erage is a function of price and market
conditions. The terms and conditions of
the DMI coverage documents are accept-
ed by the reinsurance carriers up to the
negotiated limits ($250,000,000 per
occurrence for property, as an example).

Service. DMI has been highly selec-
tive in retaining various experts to pro-
vide the desired insurance infrastruc-
ture. Services to its members include:

u claims adjusting

u defense counsel

m loss control professionals
# investment advisors

m subrogation service

i general counsel

m risk management program planning;
and a variety of other speéialized
services that can be arranged in
response to a member’s needs

Price. The members rely on actuarial
projections in establishing rate levels,
Control over the rates lie in the confi-
dence levels selected by each insured
member and the board of directors of
DML Exposures and claims drive the
cost of coverage. Members can exercise
a high level of participation in claims
handling and become very proactive in
risk control prevention activities to min-
imize the potential for loss.With the for-
mation of DMI, the 16 members have
agreed to accept a portion of the risk.
The benefits now accruing to DMI will
flow directly to its members.
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For many years, several WTCS districts
were members of a group program that
did not provide active participation in
the total risk management program.
With the formation of their own insur
ance company, the members could opt
for greater levels of participation.

DMI began operation on July 1, 2004,
providing insurance products, risk and
loss control services,and claims admin-
istration.

Recognized by Wisconsin statutes as
a municipal mutual insurance compa-
ny, DMI provides customized coverages
for property, liability, incidental medical
malpractice, auto liability, auto physical
damage, educators legal liability (direc-
tors and officers errors and omissions),
employment practice liability, equip-
ment breakdown, and workers' com-
pensation coverage lines. Members are
responsible for a deductible depending
on the line of coverage. DMI provides
coverage limits, with reinsurance or
excess coverage in place to protect the
financial integrity of all parties in the
event of catastrophic loss.

DMI operates as any other insurance
carrier that provides coverage and serv-
ices to its policy holders. The insurance
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operations of DMI are governed by the

State of Wisconsin Office of the
Commissioner of Insurance (OCI).
Routine, mandated reporting to OCI is
required. Early on DMI recognized the
value of having a positive working rela-
tionship with OCI compliance officers.
As DMI was forming and moving
through the state approval process the
advice and counsel of OCI was actively
solicited. The good working relation-
ship developed early in the process has
continued.

GOVERNANCE AND
ORGANIZATION STRUCTURE

DMI is governed by a five-member
board of directors, The board includes

Exhibit 2: Organizational Chart
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one district member president, three dis-
trict member chief financial officers,
and one district member operating offi-
cer. The executive vice president is the
company’s only full-time employee. The
executive vice president is responsible
for day-to-day operations of DM, serves
as the chief operating officer and
directs, manages, and evaluates all the
contracted expert service providers.The
executive vice president is the primary
point of contact for coverage, risk-man-
agement-related questions, and service
requests. This position also serves as the
risk resource person for all members.

DMI relies on the participation of its
member districts. Its bylaws created six
standing committees to serve the com-

Executive Vice President

Broler :

pany, including committees on invest-
ment, underwriting, risk and loss con-
trol, claims, reinsurance, and finance
and administration. Each committee is
chaired by a board member and popu-
lated by district member employees
(risk managers, safety managers, CFQOs,
etc.). This participatory structure
assures the input of members in day-to-
day operations and allows for input on
short- and long-term company matters.

The DMI board of directors meets
quarterly. A meeting of the risk man-
agers is also held quarterly to review
claims,share risk management informa-
tion, discuss common intents, and
develop best practices for common
exposures. These group meetings have
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provided a forum for candid discussion
and have yielded excellent results. For
example, as a result of discussions held
at the risk managers' meeting forum,
member districts decided to exclude
coverage for 15-passenger vans.

RESULTS

The success of any insurance compa-
ny is dependent on reducing exposure
for loss and controlling expenses asso-
ciated with a loss. DMI provides risk con-
trol services to its members that can be
strategic or targeted. General loss pre-
vention services are available. In addi-
tion, service can be targeted by topic.
During the first year of operation, every
member district received a loss control
survey report. This survey, conducted by
a risk control professional contracted by
DMI, provided the members with specific
recommendations aimed at decreasing
the potential for loss.

When a claim is reported, DMI uses
two third-party administrators familiar
with public entity risk and exposure.
Experts in either workers' compensation
claims or property and liability claims
handling investigate and process the
claim. DMI is a hands-on partner with
member districts throughout the claims
adjusting process.

The greatest exposure exists in the
workers’ compensation area. To mini-
mize this exposure, loss control repre-
sentatives work closely with each dis-
trict to reduce the potential for loss.The
administrators are assertive in the
claims handling process and work very
closely with medical services providers
as well as member districts to return the
employee to productive work as saon as
medically feasible. DMI met its goal for
each district to have a formal “Return to
Work Program” approved by April 2006.

As DMI developed its insurance carri-
er infrastructure, it also developed a
new and evolving culture focused on
member participation in risk manage-
ment and loss control. Each district
appointed a contact person to serve as
the liaison with DMI. These individuals
had various levels of expertise with risk
management and insurance, challeng-
ing DMI to put risk management and
insurance concepts into plain lan-
guage. Educating member districts on
coverage, claims reporting, handling,
procedures, exclusions and other pro-
cedures is a continuing challenge.
Establishing the concept of risk sharing
is fundamental to the success of a col-
laborative program. Each participant
must recognize that its actions will have
an impact on the ultimate success of
the program.

The success of DMI can be illustrated
through these examples:

! The financial planning process for
each district has been stabilized.
When DMI started operation on July
1,2004, district members experi-
enced no cost increases for DMI-
provided coverage and services
compared to the previous year. For
the first annual renewal of July 1,
2005, DMI was able to offer no cost
increases for most members.

7 DMI achieved its capitalization goal for
its first and second year of operation,

1 The actuarial projection for year one
estimated the reporting of 425 workers'
compensation claims. Actual claims
reported totaled 325. For non-work-
ers’ compensation claims, incurred
losses were one half of the estimated
amount. From an insurance compa-
ny and member perspective, this is
extraordinary news. Claims frequency
and severity were also lower than

projected. Consequently, it has not
been necessary to use any level of
reinsurance that DMI has in place.

2 DMI estimates that third-party claims
administrators are settling claims
twice as fast as the industry norm.

1 In year one DMI performed strategic
physical hazard surveys at each dis-
trict that identified primary loss expo-
sures.To address the exposures DMI
provided loss control resources to
members. Recently,a CD-based train-
ing program,“Slips, Trips, and Falls’
was provided to members to address
the number one cause of loss.

1 Coverage gaps were closed. Uniform
and consistent policy terms are now
in effect. Each district enjoys the
same coverages, deductibles, claims
reporting, handling procedures, and
loss control services.

7 The estimated premium savings in
year one was $354,000.The estimated
premium savings in year two was
$298,000.

7 DMI has arranged for an AD&D
(accidential death and dismember-
ment) travel accident policy provid-
ing coverage for the members of
each district’s board of directors.

©'The company has established risk
management best practices for
motor vehicle driving record review,
15-passenger van usage, garage-keep-
ers liability, and building valuation.

Transitioning from a first-dollar insur-
ance program to one that contemplates
high levels of participation and self-
funding represents a monumental shift
in an entity’s risk financing philosophy
and mind-set. Crafting a risk-financing
program for a group is as much about
the expectations and comfort level of
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