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A COMPARATIVE STUDY OF ALTERNATE PLANS FOR PROVIDING 

INSURANCE PROTECTION ON THE PHYSICAL PROPERTY 

OF THE PUBLIC SCHOOLS IN LOUISIANA

CHAPTER I  

INTRODUCTION

Background f o r  th e  Study

The p ro te c tio n  o f p u b lic  school p h y s ica l p ro p erty  a g a in s t lo s s  

by f i r e ,  w indstorm , h a i l ,  and o th e r  hazards i s  a problem th a t  co n fron ts  

school boards throughout th e  s t a t e  o f  L o u isiana . School d i s t r i c t s  have 

an im portant f in a n c ia l  i n t e r e s t  in  t h e i r  b u ild in g s  and co n ten ts . The 

investm ent in  p u b lic  school b u ild in g s  and t h e i r  o p e ra tio n  and m ainte­

nance com prises in  many L ou isian a  schoo l d i s t r i c t s  th e  most im portant 

s in g le  economic e n te rp r is e .

School a d m in is tra to rs  and boards o f  education  recognize th a t  

d is a s tro u s  f in a n c ia l  lo s se s  r e s u l t in g  from unforeseen  p roperty  damage 

can be avoided by proper in su ran ce  coverage. I t  i s  e s s e n t ia l  th a t  t h i s  

coverage r e s u l t  from a w e ll p lanned program to  avoid unnecessary hard­

sh ip s .

The m aintenance o f a  balanced  p ro p e rty  in su rance  program has 

long been a m ajor a d m in is tra tiv e  problem fo r  many school o f f ic ia l s .  

Evidence a v a ila b le  seems to  in d ic a te  t h a t  a l l  too  o fte n  school insurance
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p lan s  have evolved over a p e rio d  o f years w ithou t reg a rd  to  th e  fa c t 

th a t  what may have been a very  good insu rance  program se v e ra l y ears  ago 

may e a s i ly  be ou t o f  d a te  to d ay . Since ex p en d itu res  f o r  in su rance  a re  

re c u rre n t and n o n - in s tru e t io n a l  in  n a tu re , th ey  should be sub jec ted  to  

c lo se  s c r u t in y .  Adequate insu rance  p ro te c tio n  should be secured  as 

econom ically a s  p o s s ib le .

The A sso c ia tio n  o f  School Business O f f ic ia ls  o f  th e  United 

S ta te s  and Canada has made o r  sponsored fo u r n a tion -w ide  s tu d ie s  re ­

gard ing  lo c a l  schoo l board p ra c tic e s  in  in su r in g  schoo l d i s t r i c t  prop­

e r ty  and o f  th e  prem ium -loss r a t io s  on school d i s t r i c t  p ro perty  f i r e  

in su ran ce . The f i r s t  survey was completed in  1932 fo r  the  p e rio d  of 

1921-30, in c lu s iv e ; !  th e  second survey covered th e  p e rio d  o f 1931-37, 

in c lu s iv e ;^  th e  t h i r d  survey covered th e  p e rio d  o f 1938-45» in c lu s iv e ;^  

and th e  fo u r th  s tu d y , in  th e  form o f a d o c to ra l  d i s s e r ta t io n  by Salmon 

a t  th e  U n iv e rs ity  o f  Southern C a lifo rn ia , covered  th e  p e rio d  o f  1946- 

1955» in c lu s iv e .^  The fo u r s tu d ie s  were la rg e ly  in  agreement th a t  th e

^N ationa l A sso c ia tio n  o f  Public School B usiness O f f ic ia ls ,  
Insurance P r a c t ic e s  and Experiences o f  C ity  School D is t r i c t s  o f  the  
U nited S ta te s  and Canada, B u lle tin  No. 2 (T ren to n , N. J . ;  A ssocia tion  
o f  P ublic  School B usiness O f f ic ia l s ,  1932).

^N ationa l A sso c ia tio n  o f  Public School B usiness O f f ic ia ls ,  An 
In v e s tig a t io n  o f  Insu rance  P ra c tic e s  in  V arious L ines Covering United 
S ta te s  C ity  S ch o o ls , a re p o r t  prepared by th e  A sso c ia tio n  Research 
Committee on In su ra n ce , B u lle t in  No. 9 (P ittsb u rg h : A ssoc ia tion  o f
P ublic  School B usiness O f f i c i a l s ,  1941).

^A sso c ia tio n  o f  School Business O f f i c ia l s ,  Insurance Committee 
Report on School F ir e  L osses, 1938-45 (Kalamazoo, M ich.: A ssocia tion  
o f  School B usiness O f f i c ia l s ,  1946).

^Paul B. Salmon, "F ire  Insurance P r in c ip le s  and P ra c tic e s  in  
School D is t r i c t s  Employing N atio n ally  A f f i l ia te d  B usiness O ff ic ia ls "  
(unpublished  Ed.D. d i s s e r ta t io n .  U n iversity  o f  Southern  C a lifo rn ia , 
1957).
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p ra c tic e s  o f th e  lo c a l  school d i s t r i c t s  in  in su rin g  t h e i r  p ro p e rty  were 

poor and th a t  th e  premium-loss r a t i o  in d ic a te d  th a t  f i r e  in su ran ce  r a te s  

were to o  h igh .

In  a number of s t a t e s ,  s tu d ie s  have been made o f th e  school 

d i s t r i c t  p ro p e rty  in su ran ce  p ra c tic e s  of th e  lo c a l  boards of ed u ca tio n , 

in c lu d in g ; B rent^ (Oklahoma), Monger^ (Oklahoma), Cory3 (F lo r id a ) ,  

Creason^' (M isso u ri), Cleveland^ (South D akota), Underwood^ ( In d ia n a ) , 

Stone? ( I l l i n o i s ) ,  and Hadley® (West V irg in ia ) . These in v e s t ig a to r s

^Paul L e s l ie  B ren t, "The P ra c tic e s  o f  Oklahoma School Boards in  
the  In su rin g  of School D is t r i c t  P hysical P roperty" (unpublished  Ed.D. 
d i s s e r ta t io n ,  U n iv e rs ity  o f  Oklahoma, 1959).

^Doyle L e s te r  Monger, "A Proposed S ta te -O p era ted  P ro p erty  In­
surance P lan  fo r  Oklahoma’s  Public  Schools" (unpublished Ed.D. d is s e r ­
ta t io n ,  Oklahoma S ta te  U n iv e rs ity , I9 b l) .

3paul Cory, "A Study o f th e  F ire  Insu rance  on P u b lic  School 
B uild ings in  F lo r id a "  (unpublished Ed.D. d i s s e r ta t io n ,  F lo r id a  S ta te  
U n iv e rs ity , 1962).

^ F red rick  Joseph Creason, "F acto rs Vfliich A ffec ted  th e  Premium- 
Loss R a tio  o f  F ir e  and Extended Coverage Insurance on M issouri P ub lic  
School B uild ings and C ontents" (unpublished Ed.D. d i s s e r t a t io n .  Univer­
s i ty  o f M issouri, 1963) .

^Wayne Lewis C leveland, "F ire  Insurance P ra c t ic e s  i n  South 
Dakota Independent School D is t r i c t s :  An A nalysis and P o ss ib le  Improve­
ments" (unpublished  Ed.D. d is s e r ta t io n .  U n iv e rs ity  o f South D akota,
1964) .

^W allace R ichard Underwood, "The Development o f  an Insu rance  
Handbook fo r  Ind iana  P u b lic  Schools" (unpublished Ed.D. d i s s e r ta t io n ,  
Ind iana U n iv e rs ity , 1966).

?Gordon Roy S to n e , "An Inquiry  in to  I l l i n o i s  School D i s t r i c t  
Insurance Coverages, P r a c t ic e s , and Experiences w ith  Recommendations" 
(unpublished Ed.D. d is s e r ta t io n .  U n iv ers ity  o f I l l i n o i s ,  1967).

^ a r r y  Joseph Hadley, "A Study to  Develop, Analyze and Evaluate 
a S ta te  F ire  In su rance  P lan  fo r Public  School Systems in  West V irg in ia"  
(unpublished Ed.D. d is s e r ta t io n .  West V irg in ia  U n iv e rs ity , 1968).
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concluded th a t  schools were paying higher r a te s  fo r  f i r e  insurance  than  

were w arranted by the lo s se s  su s ta in ed . They fu r th e r  concluded th a t 

s ta te  s e lf - in su ra n c e  p lans had proved su ccessfu l and had fu rn ished  ade­

quate f i r e  insurance  coverage fo r  school p ro p erty  fo r  le s s  co st than  

th a t provided by commercial companies.

Need fo r  th e  Study

The S ta te  o f L ouisiana has an investm ent in  excess of 

$797i111,098.93 fo r  b u ild in g s  and co n ten ts .^  The n e c e s s ity  o f p ro te c tin g  

these  a s s e ts  ag a in s t lo s s  i s  s e lf -e v id e n t. However, th e  problem o f how 

th i s  can b e s t  be done a t  th e  most economical c o s t has been an unsolved 

puzzle fo r  many L ouisiana school o f f i c i a l s .

In  th e  sense th a t  education  i s  a s t a t e  fu n c tio n  and a l l  schools 

are  th e  p ro p e rty  and u lt im a te ly  th e  re s p o n s ib i l i ty  o f th e  s ta te  reg ard ­

le s s  o f  th e  tax in g  a rea  used fo r  th e i r  support, i t  would seem to  be 

re lev an t to  in v e s t ig a te  ways on th e  s ta te  le v e l  by which insurance  co sts  

might be reduced . A study o f  t h i s  type would seem to  be p a r t ic u la r ly  

ap p ro p ria te  fo r  a s ta t e  l ik e  Louisiana s ince  i t s  p u b lic  school d i s t r i c t s  

rece iv e  approxim ately 63 .7  p e r cent^ o f i t s  opera ting  revenue from s ta te  

sources and any advantages accru ing  through the red u c tio n  o f insurance 

c o sts  would be f e l t  by a l l  taxpayers  o f the  e n tire  s ta te  o f Louisiana to  

a g re a te r  degree than  in  most s ta t e s .

Ï Qne Hundred N ineteenth  Annual Report fo r  the  Session  1967-68, 
B u lle tin  No. 1109 (Baton Rouge, L a .: S ta te  Department o f Education of
L ouisiana, 1969), p . 10.

^N ationa l Education A ssoc ia tion , Ranking o f th e  S ta te s ,  1967, 
Research Report 1967-Rl (Washington, D. C.: Research D iv is io n , N ational
Education A sso c ia tio n , 1967), p . 47*
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In  response to  a  l e t t e r  w r it te n  to  th e  L ouisiana S ta te  Depart­

ment o f  E ducation , Mr, Normand H. Edwards, D ire c to r  o f  A dm inistra tion  

and R esearch, s ta te d :

As f a r  as th e  w r ite r  knows th e re  has been no a n a ly s is  o f the  
in su rance  programs o f th e  v a rio u s  school boards and a  de term ination  
to  see i f  th ey  a re  g e tt in g  t h e i r  money’s w orth . In  f a c t  informa­
t io n  in  t h i s  a re a  i s  l im ite d .1

T herefo re , based upon th ese  in d ic a tio n s  th a t  a need e x is te d , th i s  study

o f  th e  pub lic  school p roperty  in su rance  program in  L ou isiana  was made.

Purposes o f th e  Study

The purposes o f th is  study  were to  examine th e  p u b lic  school 

p h y s ica l p ro p e rty  in su rance  program in  L ouisiana and to  in v e s t ig a te  pos­

s ib le  a l te r n a t iv e  programs fo r  th e  improvement o f  th e  p ro p e rty  insurance 

in  L ouisiana p u b lic  school d i s t r i c t s .

The Problem

T his study was concerned w ith  a com parative a n a ly s is  o f a l t e r ­

n a te  p lans o f  insurance  coverage fo r  th e  p ro te c tio n  o f  p h y sica l p roperty  

i n  th e  p u b lic  school d i s t r i c t s  o f  L ou isiana . More s p e c i f ic a l ly ,  i t  was 

in ten d ed  to  ( l )  examine p resen t c o s t ,  (2) id e n t i f y  c r i t e r i a  fo r  s a t i s ­

fa c to ry  in su ran ce  programs, (3) develop a l te r n a te  p lan s  fo r  providing 

insurance  coverage based on th e se  c r i t e r i a ,  (4) compare th e  p lans on 

b a s is  o f th e  c r i t e r i a ,  and (5) draw conclusions and develop recommen­

d a tio n s  fo r  improving p h y sica l p ro p e rty  in su rance  programs fo r  th e  pub lic  

schoo l d i s t r i c t s  o f L ou isiana .

^ L e tte r  from Normand H. Edwards, da ted  Ju ly  19, 1968,
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D elim ita tio n  o f  th e  Problem

T h is  study was lim ited  to  th e  c o n s id e ra tio n  o f ( l )  th e  public  

school system s o f  L ou isiana; (2) f i r e  in su ran ce  and extended coverage 

on th e  b u ild in g s  and con ten t th e re in ;  and ( 3 ) s t a t e  a c tio n  which might 

reduce in su ran ce  c o s ts .

F u r th e r , t h i s  study d id  no t co n sid er th e  p h ilo so p h ic a l aspec ts  

o f th e  in v a s io n  o f  p r iv a te  e n te rp r is e  by th e  estab lish m en t o f  a s t a t e -  

in su rance  p la n .

D e fin itio n  of Terms

For th e  purpose o f  t h i s  study  te rm s were d e fin ed  as fo llow s;

Extended Coverage. An endorsement to  th e  f i r e  insurance p o lic y  

which extends th e  coverage of th e  p o licy  to  in c lu d e  lo s s e s ,  w ith  c e r ta in  

ex cep tio n s , due t o  windstorm, h a i l ,  exp losion  (ex cep t o f  steam b o ile rs  

and p ip e s ) ,  r i o t  and c i v i l  commotion, a i r c r a f t , v e h ic le s , and smoke.

H azard. A co n d itio n  which may c re a te  or in c re a se  th e  p robab il­

i t y  o f  a lo s s  due to  a c e r ta in  p e r i l .

In su ra b le  I n t e r e s t . In su rab le  i n t e r e s t  re p re se n ts  th e  amount 

th a t  th e  in su re d  would lo se  i f  a lo s s  occurred  and th e re  were no in su r­

ance coverage . As a  m atte r o f p r in c ip le  and law , a school d i s t r i c t  may 

not in su re  f o r  more th a n  th is  v a lu e , s in ce  i t  cannot lo se  more than i t s  

i n t e r e s t .

In su ra n ce . A business o r  system whereby indem nity i s  guaran­

teed  by one p a r ty  to  ano ther fo r  c e r ta in  co n tin g en c ies  and upon spec i­

f ie d  te rm s.

P re fe rre d  R isk s . Those r i s k s  w hich, due to  unique circum stances 

such a s  s p e c ia l  l e g i s l a t i o n ,  in sp ec tio n  p ro ced u res , and maintenance are
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considered  to  be le s s  l i a b le  to  lo s s  than  o th e r comparable insurance 

s i tu a t io n s  and a re ,  th e re fo re , o rd in a r i ly  r e f le c te d  in  reduced r a te  by 

commercial u n d e rw rite rs .

Premium-loss R a tio . The amount o f lo s se s  d iv ided  by th e  amount 

o f th e  premiums paid  by th e  p o licy  h o ld e rs . A premium-loss r a t i o  o f  55 

means t h a t  th e  p o licy  ho lders  were pa id  on an average 55 c en ts  o f each 

premium d o l la r  fo r  lo s se s  su ffe re d .

P ub lic  School System o f  L o u is ian a . The s ix ty - fo u r  p a r ish  wide 

p ub lic  schoo l d i s t r i c t s  and th e  two p u b lic  c i t y  school d i s t r i c t s  o f  

Monroe and Bogalusa.

School D is t r ic t  P hysica l P ro p e r ty . The b u ild in g s  and t h e i r  

co n ten ts  belonging to  o r h e ld  by th e  school d i s t r i c t .

S ta te -o p e ra te d  Insurance P la n . An insu i’ance program which i s  

ad m in is te red  a t  th e  s ta t e  le v e l .  Premiums a re  paid  in to  a s t a t e  fund 

in s te a d  o f  to  commercial in su rance  com panies. A fte r the  fund reaches 

what i s  considered  to  be a sa fe  l e v e l ,  th e  premiums a re  reduced . In ­

t e r e s t  r e s u l t in g  from th e  investm ent o f th e  money in  th e  fund pays th e  

a d m in is tra tiv e  expenses which o ccu r. There a re  se v e ra l v a r ia t io n s  o f 

t h i s  program c u rre n tly  in  e x is ten c e  a t  th e  s t a t e  l e v e l .  These w i l l  be 

p re sen ted  in  d e t a i l  l a t e r  in  t h i s  s tu d y .

S ta te  S e lf- in su ran c e  Reserve P la n . A p lan  by which a  s ta t e  

e s ta b l is h e s  a s p e c ia l  re se rv e  fund, which accum ulates through re g u la r  

d e p o s its  o r  c r e d i t s ,  and which may be in v e s te d  in  in te re s t -b e a r in g  

s e c u r i t i e s  a t  th e  d is c re t io n  o f th e  s t a t e  so th a t  th e  income from such 

a fund may be used to  in c rease  th e  amount o f the  fund, and from which 

payments fo r  lo s se s  may be made as such lo s s e s  occur.
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Procedure

The ty p e  o f research  used in  t h i s  study i s  known as "d esc rip tiv e -  

su rvey ."  Good^ s ta te d  th a t  the  purposes o f  d e sc rip tiv e -su rv e y  in v e s t i ­

g a tio n s  may be:

1. To secu re  evidence concerning an e x is t in g  s i tu a t io n  or c u rre n t 
co n d itio n s ;

2 . To id e n t i f y  standards o r norms w ith  which to  compare p resen t 
c o n d itio n s , in  order to  p lan  th e  nex t s tep ;

3 . To determ ine how to  make th e  nex t s te p  (having determ ined where 
we a re  and where we wish to  g o ).

The d a ta  in  t h i s  study were o b ta in ed  from ( l )  a review o f  th e  

a v a ila b le  l i t e r a t u r e  in  th e  f ie ld  o f in su ran ce  as i t  r e la te s  to  p u b lic  

schoo ls; (2) review s o f th e  fiv e  s ta t e  programs c u rre n tly  op era tin g  in  

Alabama, North C aro lin a , North Dakota, South C aro lina , and W isconsin;

(3) in fo rm ation  as rep o rted  in  th e  L ouisiana S ta te  Department o f Edu­

c a tio n  annual r e p o r ts ;  and (4) in fo rm ation  a v a ila b le  from th e  Louisiana 

S ta te  Insurance Commissioner’s o f f ic e .

As a f i r s t  s tep  in  the  study an in v e s t ig a tio n  o f  th e  a v a ila b le  

and ap p ro p ria te  l i t e r a t u r e  re la te d  to  g en e ra l insurance as w ell as  th a t  

d i r e c t ly  r e la te d  to  p u b lic  school f i r e  in su rance  was made. The review  

o f l i t e r a tu r e  in c luded  ( l )  p u b lic a tio n s  by th e  A ssociation o f School 

Business O f f i c ia ls  o f th e  United S ta te  and Canada, N ational Education 

A ssoc ia tion , and th e  U nited S ta te s  O ffice  o f Education: (2) a r t i c l e s  in  

p ro fe ss io n a l jo u rn a ls ;  (3) books, b o o k le ts , and pamphlets by a u th o r i t ie s  

in  school in su ran ce ; and (4) d o c to ra l s tu d ie s .

For background inform ation concern ing  governmental p roperty  

insurance funds, s tu d ie s  were made of th e  f iv e  S ta te  Insurance Funds

^C arte r V. Good, Esse n t ia ls  o f  E ducational Research (New York: 
A pp le ton-C en tu ry -C rafts , 1 ^ 6 ) ,  p . 192.
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which in su re  school p roperty  and of sev era l s e lf - in su ra n c e  p lans o f 

la rg e  c i ty  school d i s t r i c t s  i n  the  United S ta te s .  These s tu d ie s  in ­

cluded th e  a reas o f fund o rg a n iz a tio n  and a d m in is tra tio n , coverages, 

r a t in g  and re in su rance  p ra c tic e s  and experiences.

Data concerning the  premiums paid  and th e  lo s s  reco v eries  from 

f i r e  and extended coverage in su ran ce  on public  school b u ild ings of the  

p u b lic  school d i s t r i c t s  o f L ouisiana were taken  from records on f i l e  in  

th e  S ta te  Department of E ducation . Other d a ta , such as th e  average 

d a ily  membership, were e x tra c te d  from th e  same so u rce . The d a ta  ob­

ta in e d  were used in  computing th e  premium-loss r a t i o  fo r  th e  p ast 

tw enty-year p e rio d .

In  order to  exp lore  p o ss ib le  ways o f improving th e  program of 

p ro te c tio n  o f p ro p erty  f o r  p u b lic  school d i s t r i c t s  of L ouisiana, a com­

p a ra tiv e  a n a ly s is  was made between th re e  d if f e r e n t  methods of securing  

p ro te c tio n — commercial in su ra n c e , a s ta te -o p e ra te d  insurance  p lan , and 

a s ta te  s e lf - in su ra n c e  re se rv e  p la n . This com parative an a ly s is  was 

made on th e  b a s is  o f id e n t i f i e d  c r i t e r i a  under th e  fo llow ing  c a te g o rie s : 

( l )  f in a n c ia l  cap ac ity ; (2) c a ta s tro p h e  p ro te c tio n ; (3) r i s k  spread;

(4) re se rv in g ; (5) i n v io la b i l i t y ;  (6) s e rv ice  p ro v is io n ; and (?) c o s t .

A p ro jec ted  s ta te -o p e ra te d  in su ran ce  plan  and s ta t e  s e lf - in su ra n c e  re ­

serve  p lan  were co n stru c ted  f o r  Louisiana—giv in g  c a re fu l co n sid era tio n  

to  th e  c r i t e r i a  fo r  a su c c e ss fu l S ta te  Fund as developed by S tonel—fo r  

th e  purpose of making th i s  comparison. Stone developed th i s  s e t  o f c r i ­

t e r i a  a f t e r  a d e ta i le d  study  o f  th e  f iv e  S ta te  Insurance Funds and the  

c r i t e r i a  were v a lid a te d  by subm ission to  the  d ire c to r s  o f th e  f iv e

^Stone, op. c i t .
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S ta te  Insurance Funds.

P o ss ib le  economies on p roperty  in su rance  fo r  the  p u b lic  schoo ls  

of L ouisiana were analyzed and recommendations were made.

O rgan ization  of th e  Study

This study i s  d iv id ed  in to  s ix  c h ap te rs . Chapter I  in c lu d es  

th e  background and need fo r  th e  s tudy , a sta tem en t o f the  problem, de­

f i n i t i o n  of te rm s, and th e  p rocedure .

A review  of th e  a v a ila b le  l i t e r a t u r e  and r e la te d  re sea rc h  s tu d ­

ie s  i s  given in  Chapter I I .

Chapter I I I  i s  devoted to  th e  background in fo rm ation  concerning 

governm ental in su rance  fu n d s , e s p e c ia l ly  those  se rv in g  the  p u b lic  

sch o o ls . I t  in c lu d es  a  review  o f th e  f iv e  S ta te  Insurance Funds and 

s e v e ra l s e lf - in su ra n c e  p lan s  o f  la rg e  c i ty  school d i s t r i c t s  in  th e  

U nited S ta te s  w ith arguments f o r  and a g a in s t s t a t e  in su rance  fu n d s.

Chapter IV p re s e n ts  th e  d a ta  concerning th e  premium-loss r a t i o s  

on f i r e  and extended coverage in su ran ce  f o r  th e  p u b lic  school d i s t r i c t s  

o f L ouisiana f o r  th e  tw en ty -y ear p e rio d , 1949-68, in c lu s iv e . The p a s t 

c o s ts  o f insurance  were compared w ith e s ta b lish e d  s tandards to  d e te r ­

mine i f  c o s ts  might have been ex cessiv e .

Chapter V in c lu d e s  ( l )  th e  p re se n ta tio n  o f a s e t  o f  c r i t e r i a  

f o r  th e  su cc e ss fu l o p e ra tio n  o f a s t a t e  insu rance  p la n ; (2) th e  de­

velopment o f a p ro je c ted  s ta te -o p e ra te d  in su rance  p lan  and a s t a t e  s e l f -  

in su ran ce  re se rv e  p lan ; and (3) th e  comparative a n a ly s is  between th re e  

d i f f e r e n t  methods of secu rin g  p ro te c tio n —commercial in su ran ce , s t a t e -  

opera ted  in su ran ce , and s t a t e  s e lf - in s u ra n c e  re se rv e  fund.
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C hapter VI p re s e n ts  th e  summary, c o n c lu s io n s , and recommenda­

tio n s  o f  th e  s tu d y .



CHAPTER II

REVIEW OF RELATED LETERATURE

A c a re fu l  exam ination o f th e  r e la te d  l i t e r a t u r e  in  th e  f i e l d  o f  

p u b lic  school p ro p e rty  in su ran ce  re v e a ls  th a t  se v e ra l s tu d ie s  have been 

made. Some o f  th e  s tu d ie s  were conducted on a nation-w ide b a s is  w hile 

o th e rs  were l im ite d  to  a s p e c if ic  s t a t e  o r reg io n . The s tu d ie s  covered 

th e  economics o f p u b lic  schoo l p ro p e rty  in su ran ce , s e lf - in su ra n c e  pro­

grams, f i r e  in su ran ce  prem ium -loss r a t i o s ,  th e  le g a l  s ta tu s  o f  school 

in su ra n ce , and o th e r  r e la te d  a re a s .

There a re  th re e  main sources o f  in form ation  in  th e  f i e ld  o f 

school p ro p e rty  in su ran ce—d o c to ra l d is s e r ta t io n s ,  s tu d ie s  by th e  Asso­

c ia t io n  o f  School B usiness O f f ic ia ls  o f the  U nited S ta te s  and Canada, 

and a r t i c l e s  in  p e r io d ic a l  l i t e r a t u r e .  Two books e n t i r e ly  devoted to  

th e  su b jec t o f  school in su ran ce  a re  Insurance P ra c tic e s  in  School Ad­

m in is tr a t io n  ̂ and School Insurance A d m in is tra tio n .^  These books cover 

th e  e n t i r e  f i e ld  o f  school in su ran ce .

Seventeen in su rance  s tu d ie s  have been reviewed and re fe re n ce s  

a re  made to  o th e rs  as th e y  r e l a t e  s p e c i f ic a l ly  to  t h i s  s tu d y . These

^Henry H. Linn and Schuyler C. Joyner, Insurance P ra c t ic e s  in  
School A dm in istra tion  (New York: The Ronald P ress  Company, 195^0.

^ C lif fo rd  H. A llen , School Insurance A dm in istra tion  (New York: 
The MacMillan C o ., 1965).

12
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a re  d iv ided  in to :  ( l )  s tu d ie s  made on th e  n a tio n a l le v e l  and (2) s tud­

ie s  made on th e  s t a t e  le v e l .

S tu d ies  Made on the N ational Level

Four s tu d ie s  in  th e  a re a  o f  school p ro p erty  insu rance  were 

made by th e  Committee on Insurance  Research o f th e  A ssocia tion  o f  Public 

School Business O f f i c ia l s .  The f i r s t  study covered a te n -y e a r  p e rio d , 

from 1921- 193O; th e  second, th e  seven-year period  from 1931 to  1937; 

th e  th i r d ,  th e  y e a rs  1938-1945; and the  fo u r th , th e  y ears  1946 through

1955.
The f i r s t  o f  th e  s tu d ie s ,  ̂ covering th e  p e rio d  1921-1930, was 

concerned w ith  f i r e  in su rance  c o s ts  in  th e  school d i s t r i c t s  o f  380 c i t ­

i e s  in  th e  U nited S ta te s  and Canada. I t s  purposes were to  determ ine 

th e  p ra c t ic e s  o f  sch o o l a u th o r i t ie s  in  th e  in su rin g  o f school p ro p e rty  

and to  determ ine i f  pub lic  schoo ls were a  p re fe rre d  r i s k .

I t  was determ ined th a t  th e  r a t io  of premiums to  lo s se s  fo r  the  

380 school d i s t r i c t s  was 28 .7  p e r c en t. This l e f t  71.3 cen ts  o f every 

premium d o l la r  f o r  o p e ra tin g  c o s ts ,  payments to  re se rv e  funds and fo r  

p r o f i t  to  s to c k h o ld e rs . The study fu r th e r  revealed  th a t  a t  l e a s t  f o r ty -  

n ine  c i ty  school d i s t r i c t s  and f iv e  s ta te s  were in su rin g  t h e i r  own 

school p ro p e r t ie s ,  and th a t  th e se  programs appeared to  be h ig h ly  suc­

c e s s fu l  from th e  s tan d p o in t o f  opera ting  e ff ic ie n c y  and economical pro­

te c t io n .  I t  was concluded th a t  ( l )  the f a i lu r e  o f  stock  companies to  

cooperate in  low ering pub lic  school p roperty  insurance  r a te s  was c re a tin g  

th e  n e c e s s ity , on th e  p a r t  o f  school o f f i c i a l s ,  to  seek more economical

^N ational A sso c ia tio n  o f  Public School B usiness O f f ic ia ls ,  
Insurance P ra c t ic e s  and Experiences in  C ity  School D i s t r i c t s .



14

forms o f  p ro te c tio n , e i th e r  th rough  s e lf - in su ra n c e  o r through p lac ing  

insu rance  business w ith  mutual companies; (2) r e l i a b le  a p p ra is a ls  o f  

school p ro p e rty , adequate reco rd s  o f  c o s t- lo ss  insurance exp erien ce , 

and a knowledge of p roperty  v a lu e s  a re  o f  v i t a l  importance i n  s e t t in g  up 

a sound insurance program in  p u b lic  school d i s t r i c t s ;  (3) th e  removal 

o f  e x is t in g  f i r e  hazards i s  an e f fe c t iv e  means by which s u b s ta n t ia l  

sav ings can be made both in  in su ran ce  c o s ts  and in  f i r e  p rev en tio n ; (4) 

school b u ild in g s  were h igh ly  p re fe r re d  r i s k  and schools were being un­

d u ly  pen a lized  by being put in to  a c la s s  with churches, p r iv a te  schoo ls, 

and a l l  o th e r educational i n s t i t u t i o n s .^

The second^ o f  th e  s e r i e s  o f  four n a tio n a l s tu d ie s  s e le c te d  fo r  

review  covered 257 c i t i e s  fo r  a p e rio d  o f seven y e a rs , from 1931 to  

1937♦ I t s  purpose was to  determ ine whether or no t th e  data  c o lle c te d  

in  th e  f i r s t  study was c o r re c t .

In t h i s  p e rio d , only 26 .9  cen ts  o f the premium d o l la r  p a id  to  

in su ran ce  companies was re tu rn ed  to  th e  school d i s t r i c t s  fo r  f i r e  

lo s s e s —v ir tu a l ly  unchanged from the  28 .9  cents p rev iously  re p o rte d  in  

th e  f i r s t  s tu d y . From the  d a ta  i t  was d isc lo sed  th a t  public  school 

b u ild in g s  in  c i ty  school d i s t r i c t s  a re  d e f in i te ly  p re fe rre d  r i s k s ;  th a t  

s to ck  companies were tak in g  advantage o f th e  fa c t th a t  schools a re  

p o l i t i c a l  in  na tu re  and the  lo c a l  agents were ex e rtin g  p o l i t i c a l  p res­

sure  to  fo rce  school boards to  accept stock  insurance with i t s  exor­

b i ta n t  r a t e s ,  in s tead  o f  seeking more economical methods o f  in su rin g

l l b i d . , pp. 219-23.

N a tio n a l  A ssoc ia tion  o f  Public  School Business O f f i c ia l s ,  An 
In v e s tig a t io n  o f Insurance P r a c t ic e s .
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d i s t r i c t  p ro p e rty ; th a t  a gross p r o f i t  o f 73.1 p e r c en t i s  u n ju s t if ie d ;  

and th a t  boards o f  education should seek to  remedy t h i s  s i tu a t io n  by 

in su rin g  w ith  mutual companies, o r , b e t te r  s t i l l ,  by e s ta b lish in g  s ta te  

insu rance  funds fo r  public  schools under th e  d ir e c t io n  o f th e  s ta te  gov­

ernm ent, o r , as a l a s t  r e s o r t ,  by th e  estab lishm en t o f  se lf - in su ra n ce  

funds.^

The th i r d  study^ covered th e  p e rio d  from 1938 to  1945, and was 

concerned w ith  premium-loss r a t io s ,  v a rio u s  forms o f  in su rance  coverage, 

and s e le c te d  insurance p ra c t ic e s . This study  rev ea led  th a t ,  during th e  

e ig h t y e a r p e rio d , 31.9  per cen t o f each premium d o l la r  was paid  back 

to  th e  d i s t r i c t s  fo r  f i r e  lo s s e s .

Some o f th e  s ig n if ic a n t  f in d in g s  were: ( l )  th e  la rg e r  d i s t r i c t s

used th e  th re e -y e a r  term p o licy ; (2) th e  g re a t m a jo rity  o f a l l  s iz e s  o f  

c i ty  school d i s t r i c t s  in su re  a l l  p ro p erty  under b la n k e t p o l ic ie s ;  (3) 

th e  use o f  coinsurance was alm ost u n iv e rs a l , th e  most commonly used co - 

insurance  percen tage being 80 and 90 per c e n t; (4) th e  most frequent 

cause o f low ered r a te s  was e lim in a tio n  o f f i r e  h azard s; (5) about s ix ty  

p e r cen t o f  th e  school d i s t r i c t s  re q u ire  in su rance  companies to  q u a lify  

fo r  school business on a b a s is  o th e r  th an  a lic e n se  t o  w rite  insurance 

in  th e  p a r t i c u la r  s ta t e ;  (6) th e  most common q u a l i f ic a t io n  req u ired  i s  

a f in a n c ia l  o r general p o lic y h o ld e r 's  r a t in g  o f  th e  company; (7 ) more 

than  25 p e r cen t o f  th e  c i ty  school d i s t r i c t s  have no o b je c tiv e  basis  

fo r  awarding f i r e  insurance to  agen ts; (8) th e re  was no w ell-d e fin ed

l lb id . , p . 218.

^A ssoc ia tion  o f Public School B usiness O f f i c ia l s ,  Insurance 
Committee Report on School F ire  In su ran ce , 1939-45.
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p a tte rn  as to  th e  frequency w ith which school b u ild in g s  v a lu a tio n s  were 

rev ised .^

In  o rd e r to  provide schools w ith a p lan  f o r  a complete f i r e  

insurance program, a number o f recommended p ra c tic e s  were g iven . Among 

the  recommended p ra c t ic e s  were:

1. P lace r e s p o n s ib i l i ty  fo r  handling  th e  school d i s t r i c t ' s  in su r­
ance.

2 . Secure a  r e a l i s t i c  a p p ra isa l to  determ ine in su ra b le  v a lu e s .
3 . Determine th e  method to  be used in  in su rin g  th e  b u ild in g s  and 

c o n te n ts .
4 . Develop a  school form.
5. O btain a l l  p o ss ib le  r a te  re d u c tio n s .
6. M aintain  adequate re c o rd s .
7 . E s ta b lis h  an e q u itab le  p lan  fo r  d is t r ib u t in g  in su rance  to  com­

pan ies  and ag en ts .
8 . O btain maximum adjustm ent on f i r e  lo s s e s .^

The fo u r th  o f th e  s tu d ie s  sponsored by th e  A sso c ia tio n  o f 

School B usiness O f f i c ia l s  was undertaken  by Salmon.^ I t  covered the  

period  from 1946 to  1955* w ith emphasis on f i r e  in su rance  p r in c ip le s  

and p ra c tic e s  re p o rte d  by 378 school d i s t r i c t s  throughout th e  United 

S ta te s  and Canada. The study concluded th a t :  ( l )  d e sp ite  e x o rb ita n t

r a te s ,  s to ck  companies dominated th e  insu rance  market ; (2) school busi­

ness o f f i c i a l s  were no t o b ta in ing  th e  b e s t in su rance  coverage fo r  the  

le a s t  money; (3) most school busin ess  o f f i c i a l s  f a i l e d  to  recognize  the  

a p p ra isa l o f  in s u ra b le  p ro p erty  v a lu es  as t h e i r  r e s p o n s ib i l i ty ;  (4) a 

la rg e  number o f  schoo l d i s t r i c t s  have not req u ired  com petitive  b idding 

on s tandard  s p e c if ic a t io n s ;  and (5 ) th e  low f i r e  r a t i o  o f  29.53  per cen t 

has given ex cessive  p r o f i t s  to  th e  insu rance  companies.

l lb id . ,  p . pp. 3 -7 .

^ Ib id . ,  pp . 8-30.

3Salmon, op. c i t .
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Among Salm on's recommendations were th e  fo llow ing : ( l )  the

se rv ic e s  o f a commercial a p p ra is a l  firm  should be used to  develop an 

item ized  a p p ra isa l  o f a l l  d is tr ic t-o w n e d  b u ild in g s  and equipment; (2) 

th e se  v a lu es  should be reviewed a t  in te r v a ls  n o t in  excess o f two y ears ; 

(3) an accep tab le  method o f  e s ta b lis h in g  v a lu es  i s  th e  use o f  b u ild ing  

type  and a re a , ta k in g  p re sen t market v a lu es  in to  c o n s id e ra tio n ; (4) d is ­

t r i c t s  should  use e x c lu s iv e ly  th e  b lan k e t ty p e  p o lic y ; (5 ) d i s t r i c t s  

should use th e  90 p er cen t co insu rance  c la u se ; (6) d i s t r i c t s  should use 

th e  extended coverage endorsement as  p a r t  o f th e  in su ran ce  p o lic y ; (7) 

th e  use o f  th e  vandalism  and m alic ious m isch ie f c lause  should  be con­

s id e re d ; (8) th e  f iv e  year annual renew al p lan  should be used; (9) d is ­

t r i c t s  should  draw up standard  s p e c if ic a t io n s  fo r  th e  coverage d e s ired , 

th e  management c h a r a c te r i s t i c s  and f in a n c ia l  s tre n g th  o f th e  company 

re q u ire d , and should  p lace  in su ran ce  on a com petitive  b idd ing  b a s is ;

(lO ) companies and agencies b idd ing  should be examined as to  th e  degree 

o f  se rv ic e  and lo s s  se ttlem e n t s a t i s f a c t io n  g iven in  th e  p a s t ;  ( l l )  

when d i s t r i c t  requ irem ents a re  s a t i s f i e d  in  th e se  re s p e c ts , awards 

should be made on a p r ic e  b a s is ;  ( l 2 )  d i s t r i c t s  using B e s t 's  Insurance 

Guide in  sp ec ify in g  d e s ire d  c h a r a c te r i s t ic s  should re q u ire  no t le s s  

th a n  an "A+AAA" r a t in g ;  (13) d i s t r i c t s  should seek th e  e lim in a tio n  of 

hazards; (14) checking th e  concurrency o f  a l l  p o l ic ie s  should be the  

jo in t  r e s p o n s ib i l i ty  o f  school busin ess  o f f i c i a l s  and insu rance  rep re ­

s e n ta t iv e s ;  and ( 15) d i s t r i c t s  should m ain tain  a  re g u la r  f i r e  p revention  

in sp e c tio n  program .1

l l b i d . , pp . 355-89.
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In 1965, V iles^  conducted ano ther study  dealing  with property  

Insurance experiences on a s ta te - b y - s ta te  and n a tio n a l b a s is  fo r  th e  

U. S, O ffice  of E ducation. The in v e s t ig a t io n  covered th e  fiv e -y e a r 

p e rio d  1948-1952 and th e  lo s s  r a t io  was determ ined fo r  each s ta te  from 

th e  d a ta  obtained from th e  v arious S ta te  Departments o f Education.

This was th e  f i r s t  f iv e -y e a r  pe rio d  a f t e r  a change in  insurance c la s s i ­

f ic a t io n  was made which p laced  pub lic  schools in  a c la ss  con tain ing  only 

ed u ca tio n a l in s t i tu t io n s .  I t  determ ined th a t  th e  premium-loss r a t io  

fo r  th e  n a tio n  as a whole and fo r a l l  types o f  insurance companies was 

35*3 p e r  c e n t. For th e  s ta t e  of L ouisiana th e  premium-loss r a t io  was 

54.7  p e r  c e n t, th e  fo u rth  h ig h est prem ium -loss r a t i o  o f a l l  s ta te s  in  

th e  n a tio n  fo r  th e  f iv e -y e a r  p e rio d .

In  h is  s tu d y , V ile s  reveiwed th e  f iv e  s ta t e s  m aintaining s ta t e  

in su rance  funds f o r  pub lic  school p ro p e rty . The p re sen ta tio n  was a 

fa c tu a l  an a ly sis  and was no t in tended  to  be e i th e r  c r i t i c a l  o r compli­

m entary. He made no judgments as to  th e  p o te n t ia l  o f a s ta t e  program, 

bu t recommended th a t  more s tu d ie s  be conducted in  th e  area  o f pub lic  

school insurance .

S tud ies Made on th e  S ta te  Level

One of th e  e a r ly  s tu d ie s  on which a re p o r t  i s  a v a ila b le  was 

conducted by M e l c h i o r 3  in  192$. He made an in te n s iv e  in v e s tig a tio n

^Nelson E. V ile s , School P roperty  Experiences on th e  S ta te  
L ev e l, U. S. Department o f H ealth , Education and W elfare B u lle tin , 1956 
No. 7 (Washington, D. C .: U. S . Government P r in t in g  O ffice , 1956).

2 lb id . , p . 21.

3w illiam  T. M elchior, In su rin g  P ub lic  School P ro p erty , C ontri­
b u tio n s  t o  Education No. 168 (New York: Teachers C ollege, Columbia
U n iv e rs ity , 192$).
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o f insu rance  p ra c tic e s  in  school d i s t r i c t s  in  the  s t a t e  o f New York, as 

w ell as a  g enera l in v e s t ig a tio n  dealing  w ith  g en era l insurance proce­

dures in  th e  c i t i e s  o f th e  United S ta te s .

Among th e  fin d in g s  o f th i s  study  were: ( l )  p r a c t ic a l ly  a l l

school d i s t r i c t s  c a r r ie d  f i r e  in su rance ; (2) use o f  non-com bustible ma­

t e r i a l s  fo r  e x te r io r  w a ll does not in su re  the  s a fe ty  o f  the  bu ild ing  

from f i r e ;  (3) school a u th o r i t ie s  made th e  a p p ra isa ls  o f  p roperty  in  

66 per cen t o f  th e  d i s t r i c t s  and th ese  were mostly u n s c ie n tif ic  and in ­

ac c u ra te ; (4) 66 p e r cen t o f  th e  b u ild in g s  were in su red  under a co- 

in su rance  p la n ; (5) th e  th re e -y e a r  term  p o lic y  was used by 92.1 per 

cen t o f  th e  d i s t r i c t s ;  (6) th e  r a t io  o f indem nity c o lle c te d  to  premium 

c o s ts  was 35.62 per c e n t, which means t h a t  fo r  every d o l la r  pa id  to  in ­

surance companies as premiums on pub lic  school p ro p e rty , 64.38 cen ts  

were re ta in e d  by th e  insurance com panies.^

S te inhauer^  conducted a study in  1939 which confined i t s e l f  to  

P ennsy lvan ia . School D is t r ic t s  o f  th a t  s t a t e  rep o rted  spending 

$9 ,275,227  fo r  f i r e  p ro te c tio n  fo r  th e  y e a rs  1924-35» In  re tu rn , they  

re ce iv ed , in  payment fo r  f i r e  lo s s e s , a t o t a l  o f  33,328,721, or 35.8  

c en ts  fo r  every d o l la r  expended. I t  was S te in h a u e r 's  co n ten tio n  th a t  

h is  d a ta  p resen ted  o b jec tiv e  evidence to  prove th a t  school d i s t r i c t s  o f  

th e  s ta t e  could and should organize and o p era te  a co -o p e ra tiv e  in su r­

ance a s s o c ia tio n . This a s so c ia tio n  must o pera te  upon sound insurance 

p r in c ip le s .

l l b i d . ,  pp. 171-80.

^M ilton H. S te in h au er, "F ire  Insurance on P ub lic  School Prop­
e r ty  in  Pennsylvania” (unpublished Ph.D. d is s e r ta t io n .  U n iv ers ity  o f  
Pennsy lvan ia, 1939) as rep o rted  by Paul C oiy, op. c i t .



20

The f in a n c ia l  a b i l i t y  o f such an a sso c ia tio n  (o f  d i s t r i c t s ) ,  as 

measured by th e  amount of premiums expended fo r  f i r e  p ro te c tio n , i s  more 

than  s u f f ic ie n t  to  w ithstand  th e  average annual lo s s  and th e  p o ss ib le  

d e v ia tio n  from t h i s  average, accord ing  to  S te in h au e r, He o ffe re d  th re e  

a l te r n a t iv e  p o s s ib i l i t i e s  d i r e c t ly  re la te d  to  t h i s  evidence. They were:

1. S e lf - in su r in g  by d i s t r i c t s ,

2 , A S ta te  Insurance Fund.

3» An a s so c ia tio n  o f  pub lic  school d i s t r i c t s  in  an insurance

o rg a n iz a tio n  commonly known as a  mutual o rg a n iz a tio n .

Due to  th e  fa c t  th a t  i n  only th e  v ery  la rg e s t  d i s t r i c t s  o f  th e

s ta t e  were th e  numbers o f p ie c e s  o f  p ro p e rty  g re a t enough and s c a tte re d  

enough to  co n sid e r s e lf - in su ra n c e  and th a t  he had doubts th a t  th e  s ta te  

l e g is la tu r e  would pass l e g i s la t io n  au th o riz in g  a s ta t e  insu rance  fund, 

S te inhauer recommended th a t  th e  schools organ ize a mutual in su rance  

a s so c ia tio n  to  be known as th e  P ub lic  School Mutual Insurance Company 

o f  Pennsylatania. ̂

Finchum,2 in  1953t re p o rte d  h is  study o f  th e  insurance  p rac­

t i c e s  and procedures o f th e  school boards i n  Tennessee. He made an ex­

h au stiv e  exam ination o f th e  le g a l  requirem ents fo r  school p ro te c tio n , 

th e  e x ten t to  which ad m in is tra to rs  a c tu a lly  f u l f i l l e d  t h e i r  re s p o n s ib il­

i t i e s  in  t h i s  connection , d e fin e d  c e r ta in  p ra c t ic e s  and in d ic a te d  fac­

to r s  n ecessary  f o r  an adequate insu rance  program. The fin d in g s  o f  

Finchum in c lu d ed : ( l )  Tennessee n e ith e r  re q u ire s  nor fo rb id s  lo c a l

l lb id . , pp. 103-07.

^Ralph N. Finchum, "A Study o f th e  Insurance P ra c tic e s  and Pro­
cedures o f  Tennessee Public School Boards” (unpublished Ed.D. d is s e r ta ­
t io n ,  U n iv e rs ity  o f  Tennessee, 1953).
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boards to  in su re  school p ro p e rty ; (2 ) le g a l  r e s t r i c t i o n  bars  th e  pur­

chase o f in su rance  from mutual in su ran ce  a sso c ia tio n s  whose p o l ic ie s  

have c lau se s  p e rm ittin g  u n lim ited  assessm en ts; (3) about 2 per cen t o f  

the  school boards c a r r ie d  no f i r e  in su ran ce , o f  th e  re p o rtin g  d i s t r i c t s  

only 35 to  40 p er cent coverage was c a r r ie d ,  and approxim ately 26 p e r  

cent d id  not c a r ry  insurance  on b u ild in g s  c o n te n t; (4) th e  extended 

coverage c lau se  was u t i l i z e d  on only  59 per c en t o f th e  in su red  b u ild ­

in g s , and wind and h a i l  coverage on only  7 p e r  c en t o f th e se  s t r u c tu r e s .^

Finchum recommended th a t  th e  s ta t e  o f  Tennessee should con­

s id e r  th e  use o f a  s t a t e  fund f o r  in su r in g  schoo l p roperty  and encour­

aged th e  s ta t e  l e g is la tu r e  to  enact a p p ro p ria te  laws which would pro­

v ide th e  s t ru c tu re  fo r  s e t t in g  up such a  program . In h is  e x p lo ra tio n  

and d iscu ss io n  o f a s ta t e  fund f o r  in su ran ce , he poin ted  ou t t h a t ,  r e ­

g ard less  o f th e  form o f  management used in  such funds, th e  im portant 

fa c to rs  invo lved  a re  m ain ta in ing  economies in  m anagerial and a c q u is i­

t io n  c o s ts  and p rov id ing  adequate re se rv e s  to  meet any lo s s  th a t  might 

occur.

Hanson^ p resen ted  a study  fo r  th e  N a tio n a l A ssociation  o f In ­

surance Agents in  1953 in  which he r e la te d  arguments ag a in s t s t a t e -  

operated insu rance  programs. He h e ld  th a t  such se lf - in su ra n c e  p lans 

were u n d e s irab le , unsound, and an in v asio n  o f  p iû v a te  e n te rp r is e .

In  1958 M ills^  made a  study  o f th e  school p roperty  insu rance  in

l l b i d . . pp. 343-45.

^George S . Hanson, S ta te  and M unicipal S e lf-In su ran ce  (New 
York: N ational A sso c ia tio n  o f  Insurance  A gents, 1954).

^Hugh L. M ills , "A Study o f  Public  School Insurance in  Arkan­
sas" (unpublished Ed.D, d i s s e r ta t io n .  U n iv e rs ity  o f Arkansas, 1958).
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Arkansas. The purposes o f  th e  study  were: ( l )  to  provide background

inform ation  in  th e  a rea  o f  p ro p e rty  in su ran ce ; (2) to  id e n tify  c e r ta in  

ad m in is tra tiv e  p ra c tic e s  and procedures which a re  being  used by p ub lic  

school ad m in is tra to rs  and schoo l boards in  th e  lo c a l  school d i s t r i c t s  

o f  Arkansas w ith  re sp ec t to  th e  o p e ra tio n  o f f i r e  in su rance  programs 

covering b u ild in g s  and c o n te n ts  in  th e se  d i s t r i c t s ;  (3 ) to  in d ic a te  

what are b e lie v ed  to  be sound in su ran ce  p ra c t ic e s ;  and (4) to  submit a 

proposed guide by which A rkansas school d i s t r i c t s  might improve th e  

e ffe c tiv e n e s s  o f  t h e i r  p ro p e r ty  in su ran ce  program s.

Some o f the  s ig n i f ic a n t  f in d in g s  o f th e  s tudy  were: ( l )  most 

o f  the  d i s t r i c t s  had t h e i r  p ro p e rty  in su re d  w ith  s to ck  companies; (2) 

th a t  70.5 p e r cen t o f th e  d i s t r i c t s  re p o r tin g  had no re g u la r  a p p ra isa l 

o f  va lues; (3) approxim ately 60 p er cen t o f  th e  d i s t r i c t s  d id  no t use 

th e  coinsurance c lau se ; (4) th e  percen tage  o f in su re d  value to  t ru e  

value  was re p o rte d  as being 40 to  80 p e r cent o f  th e  t r u e  va lue; (5) 

th e  re tu rn s  in d ic a te d  th a t  th e  p ra c t ic e s  o f  th e  North C en tra l Accred­

i t e d  Schools were b e t te r  th a n  th e  p ra c t ic e s  o f  th e  o th e r  schools in  the  

s t a t e . 1

M i l l 's  conclusions w ere: ( l )  s ta t e  in su ran ce  p lans in  f iv e

s ta t e s  have proven s u c c e ss fu l;  (2 ) p re sen t in su ran ce  r a t e s  in  Arkansas 

were ex cessive ; (3) a d m in is tra tiv e  p ra c t ic e s  v a r ie d  g re a tly  w ith no 

attem pt a t  s ta n d a rd iz a tio n ; (4 )  school d i s t r i c t  p ro p e rty  was under­

in su red ; (5) no adequate le g a l  b a s is  fo r  th e  in su r in g  o f public  school 

p ro p e rty  has been e s ta b lis h e d  in  A rkansas. He recommended th a t :  ( l )  

th e  Arkansas Department o f  E ducation  should (a )  ta k e  th e  lead  in

l l b i d . , pp. 204-05.
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up-grading th e  q u a lity  o f  lo c a l  insurance  programs, (b) re q u ire  annual 

insurance re p o r ts  from school d i s t r i c t s ,  (c ) provide c o n su lta tiv e  s e r ­

v ic e s , and (d) re q u ire  th a t  b e t te r  insurance  reco rd s  be k ep t; (2) lo c a l  

school d i s t r i c t s  should s tren g th en  th e i r  in su rance  programs in  accord­

ance w ith  accep ted  c r i t e r i a ;  and (3) a f e a s i b i l i t y  s tuc^  should be made 

o f a s t a t e  in su rance  p lan  fo r  A rkansas.1

B rent^ s tu d ied  th e  insurance p ra c tic e s  o f  2?2 school d i s t r i c t s  

in  Oklahoma to  determ ine how th e se  p ra c tic e s  might be m odified to  pro­

v ide  g r e a te r  p ro te c tio n  and economy. P ra c tic e s  were compared w ith th e  

c r i t e r i a  fo r  an id e a l  school d i s t r i c t  in su ran ce  program and p ra c t ic e s .

His conclusions w ere: ( l )  th e  in su ran ce  a f f a i r s  o f  school

d i s t r i c t s  were poorly  managed due to  a la ck  o f  s u f f ic ie n t  knowledge and 

adequate tim e; (2) school d i s t r i c t  o f f i c i a l s  were overly  concerned w ith  

m ain tain ing  th e  good w i l l  o f  lo c a l  insurance  agen ts to  th e  detrim ent o f 

th e  school d i s t r i c t s ;  (3 ) th e re  was a  la ck  o f  f req u e n t, p ro p erly  con­

ducted school d i s t r i c t ,  f i r e  p reven tion  in sp e c tio n s ; and (4) in  g en e ra l, 

la rg e r  school d i s t r i c t s  tended  to  conform to  th e  c r i t e r i a  fo r  an adequate 

insu rance  program, than  d id  sm alle r d i s t r i c t s .  Brent suggested th e  f o l ­

lowing m o d ifica tio n s ; ( l )  a p p ra isa ls  o f  p ro p e rty  value  should  be made 

a t  le a s t  once every  two y e a rs ;  (2) an o b je c tiv e  method should be adopted 

fo r  the  s e le c t io n  o f  in su ran ce  agen ts , companies, and th e  d is t r ib u t io n  

o f b u siness  to  ag en ts ; (3) lo c a l  d i s t r i c t s  and th e  s ta te  should provide 

in -s e rv ic e  t r a in in g  to  ad m in is tra to rs  charged w ith  th e  re s p o n s ib i l i ty  o f 

managing d i s t r i c t  in su ran ce  programs; (4) schools should remove as many

I f b id . , pp. 206-08.

^B ren t, op. c i t .
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f i r e  hazards as p r a c t ic a l  through  minor a l te rn a t io n s  and b e t te r  house­

keeping; (5) school d i s t r i c t s  u s in g  coinsurance must m aintain  th e  re ­

qu ired  amount o f  in su rance ; and (6) a s ta te  program o f  school insurance  

should be in a u g u ra ted .!

M o n g e r ,2 in  1961, com pleted a d e ta i le d  study o f th e  f iv e  s ta te  

s e lf - in su ra n c e  p lans now o p e ra tin g . The purpose o f  t h i s  study was to  

id e n t i fy  th e  p r in c ip le s ,  p r a c t ic e s ,  and p o lic ie s  c h a r a c te r is t ic  o f th e  

f iv e  s t a t e  p ro p e rty  insu rance  fund p lans in  o rder to  form ulate a pro­

posed p ro p e rty  insurance  fund p la n  fo r  Oklahoma.

He concluded th a t  h is  proposed p ro p erty  insu rance  p lan  fo r  th e  

pu b lic  schools o f  Oklahoma should  be su ccess fu l, basin g  h is  conclusion  

on th e  su cc e ss fu l ex istence  o f s t a t e  funds, th e  opin ions o f s p e c ia l i s t s ,  

and th e  fin d in g s  and conclusions o f a consu lting  a c tu a ry . The program, 

i f  adopted and th e  fund e s ta b lis h e d , would allow  th e  s ta t e  to  provide 

adequate p ro te c tio n  of i t s  p u b lic  school p ro p e r tie s  ag a in s t lo s s  w hile 

reducing th e  in su rance  premium r a te s  as much as $850,000 annually .

Monger recommended t h a t  th e  proposed OT o \s  y  insurance  p lan  

should be s tu d ied  fu r th e r  and adopted as a  part . ” e school code o f 

Oklahoma. A fte r th e  adoption  o f  t h i s  p lan  and estab lishm en t o f  th e  

s ta t e  fund, continuous c o n s id e ra tio n  should be g iven  to  the  ex tension  

o f th e  ty p es  o f  coverage a v a ila b le  through th e  fund.^

A study o f  th e  f i r e  insu rance  on pub lic  school b u ild in g s  in

! jb id . ,  pp. 189-97.

^Monger, op. c i t .

3 I b i d . ) pp . 159-60.
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F lo r id a  was made by Cory^ in  1962 fo r  th e  purposes o f examining th e  

r e la t io n s h ip s  between premiums paid  fo r  f i r e  and extended coverage in ­

surance and lo s se s  su sta in ed  by th e  p u b lic  schools o f F lo r id a  and de­

te rm in in g  th e  f e a s i b i l i t y  o f  e s ta b lis h in g  a s e lf - in su ra n c e  program fo r  

th e  F lo r id a  p u b lic  schoo ls. The d a ta  on premiums p a id , lo s se s  su sta in ed  

and c o s t - lo s s  r a t io s  fo r  1940-1961 were assembled and analyzed . The 

h is to ry  o f  s e lf - in su ra n c e  on pub lic  p ro p erty  was developed.

From th e  c o lle c tio n  and a n a ly s is  o f th e  d a ta  th e  fo llow ing 

f in d in g s  re s u lte d :

1. F ire  insurance on a l l  school b u ild in g s  over th re e  c la s s ­

rooms i s  req u ired  by s ta tu te .

2. No un iform ity  o f  method fo r  ob ta in ing  insu rance  e x is ts  in  

th e  F lo r id a  school system . T h irty  p e r cen t o f  th e  co u n tie s  use b idding 

to  secu re  t h e i r  in su rance .

3. F lo r id a 's  school boards expended $13,345,417 fo r  f i r e  and 

extended coverage insurance premiums fo r  th e  21-year p e r io d , 1940-1961, 

and re c e iv e d  b e n e f its  to ta l in g  $3,254,094, which r e s u l t s  in  a  24.37 p er 

cent c o s t- lo s s  r a t io .

4 . The c o s t- lo s s  r a t io  f o r  th e  10-year p e rio d  1951-1961 was

17.6 p e r  cent fo r  th e  p u b lic  schools as compared w ith  th e  t o t a l  o f  a l l  

F lo r id a  p ro p e rty  in su red  by a l l  in su ran ce  companies c o s t- lo s s  r a t io  o f  

35 p e r  cen t fo r  th e  same p eriod .

5. The p u b lic  schools a re  paying excessive  premium ra te s  fo r  

t h e i r  f i r e  and extended coverage in su ran ce .

6. Public  school b u ild in g s  in  F lo r id a  are  a p re fe rre d  r is k  and

^Cory, op. c i t .
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should be p laced  in  a sep a ra te  c l a s s i f i c a t io n .

7 . A s e lf - in su ra n c e  program i s  f e a s ib le  w ith a l l  p re req u i­

s i t e s  s a t i s f i a b l e ,

8 . A s e lf - in su ra n c e  program would p rov ide  a more complete con­

tinuous in su ran ce  coverage and a t  a low er c o s t ,  th a n  th e  p re sen t manner 

o f in su rance  a p p lic a tio n .

9 . The m ajo rity  o f  F lo r id a 's  county su p e rin ten d en ts  favo r a 

s e lf - in s u ra n c e  program fo r  th e  F lo r id a  p u b lic  sch o o ls .^

Cory recommended t h a t  th e  F lo r id a  S ta te  Department o f  Education 

i n s t i t u t e  th e  n ecessary  proceedings fo r  th e  p re p a ra tio n  o f recommended 

le g i s la t io n  which would even tua te  in  th e  estab lish m en t o f  s e lf - in s u ra n c e  

program, p ro p e rly  o rganized  and p ro te c te d , fo r  th e  p u b lic  schools o f  

F lo r id a .

In  1964, C leveland^ completed a study  o f  f i r e  insu rance  p rac ­

t i c e s  in  South Dakota independent school d i s t r i c t s .  The study inc luded

( 1) a survey and a n a ly s is  o f  th e  p re sen t f i r e  in su ran ce  p ra c tic e s  in  

South Dakota independent schoo l d i s t r i c t s ,  (2) an a n a ly s is  o f  e x is t in g  

s ta t e  s e lf - in s u ra n c e  programs fo r  p u b lic  sch o o ls , and (3 ) th e  formula­

t io n  o f recommendations fo r  p o ss ib le  improvements in  school f i r e  in s u r ­

ance programs in  South Dakota, w ith  sp e c ia l  a t te n t io n  g iven  to  th e  fea ­

s i b i l i t y  o f a s t a t e  s e lf - in su ra n c e  p la n . The survey  and a n a ly s is  were 

based upon a  random sample o f t h i r t y - f iv e  independent school d i s t r i c t s .

Among th e  major f in d in g s  o f  th e  study  were th e  fo llow ing :

1. The a d m in is tra tio n  o f th e  f i r e  in su ran ce  program in  South

I f b id . , pp. 94- 7 . 

^C leveland , op. c i t .
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Dakota i s  f re q u e n tly  a  ra th e r  unorganized a c t i v i t y ,  w ith  no person being 

given th e  d e f in i te  r e s p o n s ib i l i ty  fo r  p lann ing  and execu ting  th e  program,

2 . The c o s t- lo s s  r a t i o  fo r  th e  p e rio d  1957-62 was 36.97 per

c e n t.

3* Very few school d i s t r i c t s  use an independent a p p ra ise r  fo r  

in su ran ce  purposes.

4 . The P ub lic  and I n s i t i t u t i o n a l  P ro p erty  Plan (PIPP) fo r  in ­

surance has gained wide acceptance in  South Dsikota.

5. The m a jo rity  o f  school a d m in is tra to rs  in  South Dakota fa ­

vored a  s ta t e  in su ran ce  p lan .

6 . There i s  a  need in  South Dakota fo r  le a d e rsh ip  and a s s i s t ­

ance from th e  Department o f Public  I n s t ru c t io n  in  p lann ing  and admin­

i s t e r in g  th e  f i r e  in su rance  program.

7 . On th e  b a s is  o f th e  c o s t- lo s s  r a t i o  f o r  th e  f iv e  school 

f i s c a l  y ea rs  from 1957 to  1962, th e  hy p o th esis  th a t  a s ta t e  insurance 

p lan  would be a f in a n c ia l  sav ings to  South Dakota school d i s t r i c t s  ap­

p ea rs  t o  be te n a b le .1

C leveland recommended th a t  th e  Department o f  P ublic  In s tru c tio n  

should  provide le a d e rsh ip  by ( l )  p rov id ing  an in su ran ce  c o n su lta n t, (2) 

p u b lish in g  a school p ro p e rty  in su ran ce  handbook, (3) i n i t i a t i n g  a c tio n  

tow ard securing  a  se p a ra te  c la s s i f i c a t io n  fo r  school b u ild in g s  fo r  f i r e  

in su rance  and r a te  making purposes, and (4 ) re v is in g  th e  s u p e r in te n d e n t 's  

and c l e r k 's  annual re p o r t  form to  in c lu d e  in fo rm atio n  fo r  a con tinu ing  

study  o f  c o s t- lo s s  r a t i o s  on school d i s t r i c t  p ro p e rty .

^ Ib id ., pp. 241-44.
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Underwood^ made a study in  1966 fo r  th e  purpose o f developing 

a school insurance handbook fo r Ind iana pub lic  schools which was to  be 

used as an a id  to  school board members and school ad m in is tra to rs  in  

understanding b asic  school in su rance  concep ts. The handbook was a lso  

to  serve as an a id  in  developing sound in su rance  programs in  Indiana 

sch o o ls .

Major fin d in g s  were: ( l )  th e re  a re  no s ta tu te s  in  Indiana

which s p e c if ic a l ly  a u th o riz e  school d i s t r i c t s  to  purchase v a rio u s  types 

o f insurance p o l ic ie s  and to  pay f o r  such p o l ic ie s  out o f school funds;

(2) th e re  is  no law in  Ind iana t h a t  p ro h ib i ts  school d i s t r i c t s  from in ­

su rin g  with mutual in su rance  companies; (3) school d i s t r i c t s  have favor­

ab le  lo s s  r a t io s  and a re  p re fe rre d  r i s k s ;  (4) f iv e  s ta t e s —Alabama,

North Dakota, North C aro lin a , South C aro lin a , and W isconsin—have s ta t e  

insurance  funds th a t  have provided f i r e  insu rance  a t  a f in a n c ia l  sav­

ings t o  the  school d i s t r i c t s  o f th o se  s ta t e s ;  (5 ) th e  m a jo rity  o f  school 

d i s t r i c t s '  f i r e  insurance  programs a re  no t e f f i c i e n t ly  and econom ically 

adm inistered  to  th e  p o in t th a t  th e  g re a te s t  amount o f  b e n e f i t  i s  derived  

from each d o l la r  sp en t,^

An in q u iry  in to  I l l i n o i s  school d i s t r i c t  insurance  coverages, 

p ra c t ic e s ,  and experiences was made by Stone^ in  196?. A fu r th e r  study 

was made of th e  f iv e  s ta t e  in su rance  funds which in su re  school p roperty  

in  th e  s ta te s  o f  Alabama, North C aro lin a , North Dakota, South C aro lin a , 

and W isconsin, This in form ation  was syn thesized  w ith  th e  I l l i n o i s  study

^Underwood, op. c i t . 

2 lb id , , pp. 237-39. 

^Stone, op. c i t .
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and c r i t e r i a  developed in  th e  ev en t an I l l i n o i s  S ta te  Fund was d e te r ­

mined to  be fe a s ib le  and econom ically b e n e f ic ia l to  th e  c i t iz e n s  o f  the  

s ta t e .

I t  was found th a t ;^

1. Each S ta te  Insurance Fund op era tes  d if f e r e n t ly , y e t each 

has e f fe c te d  savings fo r  th e  s t a t e  tax p ay er.

2 . M otivations and d e te r re n ts  to  Fund estab lishm ent and main­

tenance e x is t  in  th e  a reas o f lo s s e s ,  expense and governmental re g u la ­

t io n .  M otivations would outweigh th e  d e te r re n ts  to  a Fund in cep tio n  

provided th e  Fund was m o n o p o lis tic , well-managed, and safeguarded 

through an adequate i n i t i a l  s t a t e  a p p ro p ria tio n , re se rv e s , and r e in ­

surance .

3 . Other s ta t e  s tu d ie s  have in d ic a ted  th a t schools should have 

been t r e a te d  as p re fe rre d  r i s k  b u t were no t being tre a te d  as such,

4 . Insurance in d u s try  in n o v a tio n s  have had a marked e f f e c t  in  

th e  re d u c tio n  of p ro p erty  in su ran ce  c o s ts  to  I l l i n o i s  schools.

5. I l l i n o i s  Public  School insurance  p ra c tic e s  a re  freq u e n tly  

in e f f i c i e n t  and coverages a re  in  some cases inadequate fo r  the  p ro te c ­

t io n  o f tax p ay e rs ' i n t e r e s t s .

6 . Public school in s u re r s ,  in  th e  aggregate , a re  enjoying a 

g re a te r  th an  "reasonab le" amount o f p r o f i t .

7 . An I l l i n o i s  S ta te  School Insurance Fund would be both fe a ­

s ib le  and econom ically d e s ir a b le .

8 . An I l l i n o i s  S ta te  School Insurance Fund could save th e  

pub lic  schoo ls from 117 to  150 m ill io n  d o lla rs  during the  next f i f t e e n

l lb id . .  pp. 174-76.
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y e a rs .

A study to  develop, analyze and ev a lu a te  a s ta t e  f i r e  in su r­

ance p lan  fo r  p u b lic  school systems in  West V irg in ia  was made by Hadley^ 

in  1968. Severa l p re lim in a ry  conclusions were drawn from the  s tudy .

Some of th e  most im portan t o f th ese  a re : ( l )  school b u ild in g s  u su a lly

q u a lify  as p re fe rre d  r is k s  when compared to  s im ila r ly  constructed  

b u ild in g s ; (2) school f i r e  in su rance  as o ffe red  by s ta te s  cu rre n tly  op­

e ra tin g  a program i s  le s s  expensive than  comparable commercial in s u r­

ance; and (3) th e  b a s ic  assum ptions of f i r e  insu rance  p re re q u is i te s  are 

f u l f i l l e d  vrtien th e  s t a t e  i s  used  as the  in su ra b le  base because th e  

number o f  r is k s  a re  la rg e  and a t  th e  same tim e th e  r i s k  i s  spread over 

a la rg e  geograph ica l a re a . The f in a l  conclusion  drawn was th a t  p u b lic  

school d i s t r i c t s  in  West V irg in ia  could fe a s ib ly  and p ro f i ta b ly  i n i t i ­

a te  and implement a  co o p era tiv e  s ta t e  f i r e  in su rance  program.

In  summary, th e  l i t e r a t u r e  suggests t h a t  school d i s t r i c t s  a re  

concerned about h igh  in su ran ce  co sts  and re v e a ls  th a t  s t a t e  insurance  

programs have some p o te n t ia l  f o r  reducing th e se  c o s ts . Even though 

th e re  has been g e n e ra l agreement among in v e s t ig a to r s  th a t  s ta te  s e l f -  

insurance p lans can provide adequate coverage a t  le s s  c o s t ,  i t  s t i l l  

cannot be concluded th a t  such p lans would th e re fo re  be su ccessfu l in  

a l l  s t a t e s .  The p re se n t s tu d y  develops two a l te rn a te  p lan s  fo r  s t a t e  

se lf - in su ra n c e  f o r  th e  p u b lic  schools o f L ouisiana and compares them 

w ith th e  p re se n tly  o p e ra tin g  commercial coverage. I t  w i l l  hopefu lly  

provide a d d itio n a l evidence to  support th e  p o s it io n  th a t  s ta t e  s e l f -  

insurance p lans should  be more widely adopted.

^Hadley, op. c i t .



CHAPTER I I I

GOVERNMENTAL PROPERTY INSURANCE PLANS 

The growing concern over th e  excessive  c o s ts  o f  p ro p e rty  in ­

surance has le d  t o  th e  adoption  o f  a p lan  o f  s e lf - in su ra n c e  by some 

governm ental u n i t s .  The concept th a t  in su rance  coverage should  be ca r­

r ie d  on by p ro fe s s io n a l, p rivate ly-ow ned r i s k  and p ro fit-m ak in g  i n s t i ­

tu t io n s  has been g iv in g  way to  th e  development o f  govemment^sponsored 

in su ran ce  program s.!

Governmental p ro p erty  insurance p lan s  a re  o f  two ty p e s :  emer­

gency re se rv e  funds and s e lf - in s u ra n c e  p la n s . Emergency re s e rv e  funds 

invo lve  th e  advance a p p ro p ria tio n  by th e  governing u n i t  o f  funds which 

may be used t o  r e s to r e  o r re p la c e  damaged o r  destroyed  p ro p e r ty . The 

a p p ro p ria tio n  i s  designed t o  b u i ld  up over a  p e rio d  o f  tim e a fund o f 

s u f f ic ie n t  s iz e  to  pay fo r  a l l  lo s se s  which might occur. A s e l f -  

in su rance  p lan  d i f f e r s  from emergency re se rv e  funds in  th a t  e s ta b lish e d  

in su ran ce  p r in c ip le s  u n d e rlie  t h e i r  o p e ra tio n . They charge s p e c if ie d  

premiums, b u ild  up re se rv e s  and a re  not dependent on y e a r ly  a p p ro p r ia tio n s . ^

S ta te  Programs o f Insurance 

Since ed u ca tio n  i s  a s t a t e  fu n c tio n , i t  seems c o n s is te n t  fo r

! Frank Lang, Government Insurance in  th e  U nited S ta te s  (New 
York: 1950), p . i .

^ I b i d . , p .  72 .
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s t a t e  to  assume th e  r i s k  fo r  lo s s  o f  school p ro p e rty . However, only 

f iv e  s t a t e s  have s ta tew id e  pub lic  school in su ran ce : Alabama, North

C aro lin a , North D akota, South C aro lin a , and W isconsin. A ll th e  s t a t e  

in su rance  p lans have good re c o rd s , and s u b s ta n tia l  sav ings have been 

re p o rte d  in  th e  c o s t o f  in su rance  to  school d i s t r i c t s .  With expanding 

s t a t e  a s s is ta n c e  fo r  c a p i t a l  o u tla y , more in t e r e s t  in  s t a t e  in su ran ce  

w i l l  p robably  be g en e ra ted . The main o b s tac le  to  such  p lan s  i s  th e  

o p p o sitio n  o f  in su ran ce  companies, fo r  school in su rance  i s  a  v ery  p ro f­

i t a b le  b u s in e ss . I t  appears th a t  th e re  i s  no good argument a g a in s t 

s t a t e  in su ran ce  as f a r  as school d i s t r i c t s  a re  concerned.^

Only one s ta te -o p e ra te d  program, t h a t  o f  N orth  C aro lin a , i s  

l im ite d  to  p u b lic  e lem entary  and secondary sch o o ls . The o th e r  s t a t e -  

op era ted  programs re p o rte d  here do include p u b lic  schoo l p ro p e r t ie s  to ­

g e th er w ith  o th e r  s t a t e  owned p ro p e rty .

For background in fo rm atio n  concerning governm ental p ro p e rty  

in su rance  funds, an exam ination o f  th e se  s t a t e  in su ran ce  funds w i l l  be 

made. The d a ta  in c lu d ed  i n  th e se  s ta te -o p e ra te d  programs summaries 

were developed from s t a t e  law s, annual and o th e r r e p o r ts  p repared  by 

th e  s ta te  program d i r e c to r s ,  and by correspondence w ith  th e  d i r e c to r s  

o f  th e  s t a t e  program s.

Alabama

The Alabama S ta te  Insurance program covering  p u b lic  elem entary  

and secondary schoo ls i s  a  p a r t o f  an o v e ra ll S ta te  Insurance  Fund pro­

gram covering  public-ow ned p ro p e r tie s  o f a l l  ty p e s  th roughout th e  s t a t e .

^Calvin G rie d e r, Thruman M. P ie rc e , and W illiam  E v e re tt 
R osensteng le, P ub lic  School A dm inistra tion  (New York: The Ronald P ress
Company, 196I ) ,  p . $67.
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Public school p a r t ic ip a t io n  i s  v o lu n ta ry .

The Fund was e s ta b lish e d  in  1923 and amended in  1949 and 1957»

The scope o f  coverage in c lu d es  lo s s  f o r  f i r e ,  l ig h tn in g , windstorm, and

h a i l ,  o r  f i r e  and a l l  the  p e r i l s  u s u a lly  inc luded  under extended cover­

age, on b u ild in g s  and c o n te n ts .1

The program i s  a c tu a lly  a  s e lf -su p p o r tin g  s ta te  insu rance  com­

pany program which i s  defined  by law and superv ised  by th e  S ta te .  The

S ta te  accep ts  no f in a n c ia l  r e s p o n s ib i l i ty  except through the a v a i l a b i l i ty  

o f a $100,000 s t a t e  ap p ro p ria tio n  to  se rv e  as an emergency fund— a f te r  

th e  earned su rp lu s  has been exhausted.

The S ta te  Insurance Fund i s  handled as one d iv is io n  of th e  

Department o f Finance and m ain tains an o f f ic e  s t a f f  composed of a  man­

ag er, f i e l d  in sp e c to rs , and a c e n tr a l  o f f ic e  s t a f f .  O perating expenses 

a re  lim ite d  by law  to  th a t  amount ap p ro p ria ted  by th e  le g i s la tu r e ,  and 

a l l  such expend itu res s h a l l  be lim ite d  to  6 per cen t o f th e  premiums.2 

The fund d i r e c to r  makes an o f f i c i a l  annual re p o r t  and in  a d d itio n  makes 

freq u en t p ro g ress  re p o r ts  to  th e  d i r e c to r  of f in an ce .

A ppra isa ls  a re  req u ired  f o r  a l l  b u ild in g s  covered by th e  S ta te  

Insurance Fund a c tin g  fo r  the  Department o f F inance. The fund o f f i c i a l s  

u t i l i z e  th e  S ta te  Department o f  Education and th e  S ta te  B uilding Com­

m ission d a ta  on co n s tru c tio n  c o s ts  as needed in  checking b u ild in g  v a l­

u e s . Should th e  d ire c to rs  and owners n o t agree on the  values o f th e  

b u ild in g  i t  i s  p o s s ib le  to  appoin t a t h i r d  person to  serve  as an

^S ta te  Insurance Fund, S ta te  Insu rance  Fund of Alabama, Re­
p r in t  from Code o f  Alabama 1940, 1955» and 1957 supplements (C h a r lo tte s -  
v i l l e .  V a.: The Michie Company, 1958), p .  3»

2lb ld . , p . 6.
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a r b i t r a to r .

In su red  bu ild in g s  are  in sp ec ted  annually  and copies of th e se  

re p o r ts  a re  f i l e d  w ith the  owners and th e  S ta te  Department of Educa­

t io n .  These in sp ec tio n s  a re  fo r  th e  purpose o f reduction  o f th e  r i s k .  

The f i e ld  s t a f f  men are  appointed as Deputy S ta te  F ire  M arshals and are  

de legated  th e  a u th o r ity  to  condemn hazardous schools.

The r a te s  used in  the  S ta te  Fund a re  promulgated by th e  Ala­

bama In sp e c tio n  and Rating Bureau, and th e se  promulgated ra te s  a re  then 

d iscounted  40 p er cen t to  a r r iv e  a t  th e  r a t e  to  be charged th e  s ta t e  

f a c i l i t y .

R einsurance p ra c tic e s  a re  used to  d is t r ib u te  th e  r i s k .  This 

arrangem ent p ro v ides fo r  "quota share"  o r p a r t ic ip a t in g  insurance on an 

item  to  item  b a s is .  The amount of in su ran ce  re ta in e d  by th e  S ta te  In­

surance Fund and th e  amount of re in su ran ce  purchased on each item  i s  

determ ined by th e  management of the  S ta te  Insurance Fund. In  ad d itio n  

to  th i s  p a r t ic ip a t in g  re in su ran ce , th e  exposure of the  S ta te  Fund w ith 

re sp ec t to  th e  p e r i l s  of extended coverage a re  fu r th e r  p ro tec ted  by ca­

ta s tro p h e  re in su ra n ce  arranged w ith London based and c e r ta in  o th e r com­

panies in  an amount of approxim ately S4,C)00,000 to  apply to  th a t  p o rtio n  

o f any s in g le  lo s s  in  excess of $500, 000.1

At th e  end of i t s  45th y e a r , th e  Alabama Insurance Fund had a 

reserv e  of $8,832,969*72. Most of t h i s  was in v ested  in  s ta te  and fed­

e r a l  bonds. The o p era ting  expenses were l e s s  th an  the  re tu rn s  from the  

investm en ts. R ates were 40 per cent l e s s  th an  commercial r a te s  and fund

1L e t te r  from Thomas B. Weston, Manager, S ta te  Insurance Fund, 
Montgomery, Alabama, dated June 9, 1969*
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re se rv e s  were growing every y e a r . l  S teady growth was a n tic ip a te d  as 

r e f le c te d  in  th e  annual re p o r ts .

North C aro lina

The North C arolina  S ta te  In su ran ce  Program fo r  Public  School 

B uild ings was developed as a school in su ran ce  program and i s  n o t a p a r t  

of an o v e r-a ll  s t a t e  government in su ran ce  system , as a re  th e  o th e r ex­

i s t i n g  s ta te  insu rance  p lans th a t  in c lu d e  th e  p u b lic  sch o o ls . I t  i s  

adm in istered  by a d iv is io n  under th e  S ta te  Board of Education. I t  was 

s e t  up in  1949 by a u th o r iz a tio n  o f th e  1949 G eneral Assembly p rim a rily  

because f i r e  in su rance  r a te s  were to  be in c re a se d  by a f l a t  25 p e r cen t 

on p u b lic  schools in  North C arolina as o f  June 1 , 1948.2

In  e s ta b lis h in g  th e  program i n  1949» th e  s ta te  g ran ted  $50,000 

to  cover a d m in is tra tio n  expenses fo r  th e  f i r s t  two y e a rs , a f t e r  which 

th e  program was to  be e n t i r e ly  s e lf - s u p p o r t in g . The General Assembly 

a u th o rized  a t r a n s f e r  o f  $2,000,000 from a s t a t e  l i t e r a r y  fund to  e s tab ­

l i s h  a working re se rv e  f o r  t h i s  in su ran ce  fu n d . According to  Mr. 

Winborne th e  $2,000,000 loan  from th e  s t a t e  l i t e r a r y  fund has been com­

p le te ly  rep a id  and th e  fund i s  no lo n g e r in d e b te d .3

This program i s  a c tu a lly  a s ta te -w id e  o p tio n a l school coopera­

t iv e  insurance endeavor. The S ta te  assumes no f in a n c ia l  o b lig a tio n s  

fo r  lo s s e s .  The o f f i c i a l s  in  charge o f th e  program are  expected to

^S ta te  Insurance Fund, F o r ty - f i f th  Annual R eport, Department 
of F inance, D ire c to r o f Finance, Montgomery, A la . : Skinner P r in tin g  
Company, September 30, 1968), p . 7»

^ L e tte r  from Thomas B. Winborne, D ire c to r , D iv ision  o f In su r­
ance, North C aro lina Board of Education, d a ted  June 4 , 1969.

3 lb id .
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keep th e  program sa fe  and make i t  s e lf -su p p o rtin g  w ith in  the  l im i t s  s e t  

by th e  S ta te  L e g is la tu re . O perating expenses a re  l im ite d  to  10 per cen t 

o f  th e  premiums c o lle c te d . Expenses to  da te  have been below th is  

f i g u r e .1

In  1969 i t  was estim ated  th a t  th e  Fund covered about 65 p er 

cen t o f th e  school p ro p erty  of the ' S ta te .  The p a r t ic ip a t in g  u n i ts  may 

in su re  f o r  e i th e r  100 p er cent o r  75 per cen t o f th e  in su ra b le  v a lu e ; 

however a l l  th e  u n i ts  carry  100 p er cen t coverage. Though no t encour­

aged, th e  school board may ca rry  o th e r coverage on th e  same p ro p e rty . 

Local coverage fo r  each d i s t r i c t  i s  w ritte n  on a s p e c i f ic  p o licy  sched­

u le  attachm ent based upon weighted average r a t e s .  S ince th e  s ta t e  fund 

u ses  a low r a t e  i t  does no t apply  a coinsurance r a t e  red u c tio n , n e i th e r  

does i t  w rite  long-term  p o l ic ie s .2

The North C aro lina  school p ro p e rty  in su ra n ce  p la n  has a r e in ­

surance c o n tra c t  which in su res  th e  excess of i t s  l i a b i l i t y  above $200,000 

f o r  each and every lo c a t io n , and each and every l o s s ,  w ith  a $2,000,000 

l i m i t .  This p o licy  works s im ila r ly  to  a  d e d u c tib le  autom obile p o lic y ; 

th e  Fund assumes th e  f i r s t  $200,000 l i a b i l i t y  and th e  re in su ran ce  tak es  

over from th a t  p o in t o n . 3

Each b u ild in g  i s  in spec ted  once a year b e fo re  renewal o f th e  

p o lic y . The Board checKs b u ild in g  va lu es  and w ith  lo c a l  o f f i c i a l s  es­

ta b l is h e s  in su ra b le  v a lu e s . In su rab le  value i s  replacem ent co st l e s s  

d e p re c ia tio n  and a lso  le s s  5 per cent f o r  s o -c a l le d  non-consumables such

l lb id .

2 lb id .

3lbid.
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as  fo u n d a tio n s .

On Ju ly  1, 1949» th e  D iv is io n  of Insu rance  began i t s  o p e ra tio n  

w ith  base r a t e s  o f 68 p er cen t o f th e  Bureau r a te s  in  e f fe c t  i n  May, 

1948.^ When th e  re se rv e  o f th e  Fund reaches th e  sum of 5 per cen t of 

th e  t o t a l  in su ran ce  in  fo rc e , th en  annually  th e r e a f te r  th e  S ta te  Board 

o f Education s h a l l  p ro p o r tio n a te ly  decrease  th e  premiums on in su ran ce  

to  an amount which w ill  be s u f f ic ie n t  to  m ain ta in  th e  re se rv e  a t  5 per 

cen t of th e  t o t a l  in su rance  in  fo rc e .  In  th e  event in  th e  judgment o f 

th e  S ta te  Board of Education th e  income from th e  investm ents o f th e  r e ­

se rv es  a re  s u f f ic ie n t  to  m ain ta in  th e  same a t  5 p e r  cent o f th e  t o t a l  

in su ran ce  in  fo rc e , no premiums s h a l l  be charged f o r  th e  in su in g  y e a r , 

provided  th a t  no b u ild in g  o r p ro p e rty  in su re d  s h a l l  cease to  pay premi­

ums u n t i l  fiV e annual payments o f premiums have been made.

S ince p a r t ic ip a t io n  in  th e  S ta te  Fund i s  o p tio n a l. Fund o f f i ­

c i a l s  d id  n o t expect an im m ediate, ra p id  and e x ten s iv e  growth o f th e  

program. However, a very  ra p id  growth has tak en  p lace  w ith a t o t a l  in ­

surance in  fo rc e  as of June 30, 1968 of $521,894,900.3

Since th e  estab lishm en t o f th i s  s t a t e  in su rance  program, th e  

schoo ls have p a id  in to  th e  Fund $8,992,950.68  in  premiums and have r e ­

ceived  in  claim s a t o t a l  o f $5 ,491,033.16 . The lo s s - r a t i o  to  earned 

premiums v a r ie d  from a low of 14.82 per cen t in  1952 to  a high o f 141.81 

p e r cen t in  1966. To d a te  th e  Fund has experienced  a  lo s s - r a t io  o f

iN orth  C arolina S ta te  Insurance Fund, "Rate H is to ry " , B u lle t in ,  
North C aro lina (1956), p . 2 .

^North C arolina S ta tu e s , A r tic le s  l 6 .  S ec tio n  2.

^ P ub lic  School Insurance Fund Statem ent o f Comparative Data 
1950 to  1968, Thomas B. Winborne, D ire c to r  o f  th e  D iv is io n  of In su ran ce . 
R aleigh , North C aro lina , 1968.
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6 l.0 6  per cen t and a n e t accumulated p r o f i t  o f  $4,043,267.62.1

' One o f th e  g re a te s t  b e n e f its  of th e  Fund i s  th a t  o f a f i r e  in ­

sp ec tio n  s e rv ic e . The Fund i s  in te re s te d  in  th e  d i s t r i c t s  rep lac in g  

destroyed  s t ru c tu re s  as ra p id ly  as p o ss ib le , b u t th e  Fund, through a

h igh ly  e f fe c t iv e  in sp e c tio n  se rv ic e , undertakes to  p revent f i r e s  

2occurring .'^

North Dakota

The N orth Dakota p u b lic  school b u ild in g  in su rance  program i s  

p a r t  o f  th e  t o t a l  s ta t e  insu rance  program covering  s t a t e ,  county and 

m unicipal b u ild in g s , a l l  of which a re  in  th e  same c la s s i f ic a t io n  as 

p u b lic  sch o o ls . A ll p u b lic  b u ild in g s  in  in co rp o ra ted  v i l la g e s  o r c i t i e s  

must be in su red  under th e  Fund and p u b lic  b u ild in g s  such as ru r a l  

schools o u ts id e  o f  in co rp o ra ted  a reas  may be o p tio n a lly  covered. The 

Fund was e s ta b lis h e d  in  1919 w ith  no ap p ro p ria tio n  fo r  i t s  o p era tio n  o r 

m aintenance, however a l l  proven claim s of lo s s  by f i r e ,  windstorm, and 

r e la te d  damage have been paid  l ib e r a l ly  and p rom ptly .3

The S ta te  F ire  and Tornado Fund i s  under th e  d ire c t io n  o f the  

Commissioner o f Insurance  who i s  au thorized  by law to  in su re  not more 

than  90 p er cen t o f th e  approved in su ra b le  v a lu e , w ith  a r b i t r a t io n  pro­

vided i f  th e re  i s  no agreement upon v a lu e . The Commissioner n o t i f ie s  

th e  boards of premiums due by r i s k  c l a s s i f i c a t io n .  A r i s k  considered 

hazardous may be re fu se d . Assessment i s  made on a percentage b a s is  in

l lb id .

^Winborne, l e t t e r .

3Frank A lbers , Commissioner, S ta te  F i r e  and Tornado Fund—Law 
and H is to ry , 1963, B u lle tin , North Dakota, pp. 2 -4 .
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r e la t io n  to  th e  bureau  r a te  and may not exceed th e  bureau r a t e .  Hates 

have v a rie d  g re a t ly  over th e  l i f e t im e  o f  th e  Fund. This i s  due prim ar­

i l y  to  changes in  th e  requirem ents fo r  th e  Fund i n i t i a t e d  by th e  le g is ­

la tu r e .  Rates have v a r ie d  from 50 p e r cent o f th e  bureau r a te  to  free  

in su rance .^

Reinsurance in  th e  North Dakota system was provided fo r  in  the 

o r ig in a l  a c t  o f  1919. This a c t  provided th a t  any s in g le  r i s k  o f over 

$100,000 should be re in su re d  w ith  a r e l ia b le  company. In  1943, le g is la ­

t io n  was passed to  c an c e l a l l  e x is t in g  re in su ra n ce , leav in g  th e  Fund to  

c a rry  a l l  r i s k s  w ith  re in su ran ce  p ro v is io n s  made f o r  c a ta s tro p h e . This 

provided fo r  in su rin g  th e  Fund ag a in s t lo ss  in  excess o f $500,000 a r is ­

in g  from a s in g le  c a ta s tro p h e , up to  an annual t o t a l  o f $25 , 000 , 000 .^

The cu sto d ian  o f  th e  Fund i s  th e  S ta te  T reasu re r who handles 

insurance  funds w ith  th e  same o p e ra tio n a l procedure as a re  used w ith 

o th e r s ta t e  funds. Investm ents in c lude  c e r t i f i c a t e s  o f d ep o sit and 

fe d e ra l  and s t a t e  bonds. Legal l im its  a re  p laced  upon th e  amount to  

be in v ested  in  m unicipal bonds

A ll p o l ic ie s  in su red  by th e  Fund a re  f o r  tw o-year term s a t  

1.75 tim es the  annual r a t e .  The S ta te  Insurance Fund pays th e  F ire  

U nderw riters In sp e c tio n  Bureau, an independent agency, fo r  r i s k  r a t in g .  

A ll p o lic ie s  cover f i r e ,  wind an d /o r extended coverage w ith  th e  u sual 

coinsurance red u c tio n s  apply ing  when coinsurance p o l ic ie s  a re  w r it te n .

^Ib id .

^ L e tte r  from H. John Loerch, Manager, S ta te  F ire  and Tornado 
Fund, Insurance Departm ent, dated  June 11, 1969.

^A lbers , op. c i t . ,  p . 5.
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Most of the  co insurance i s  80 per cent but up to  90 per cen t may be 

w ritte n . Premiums a re  due every odd y ear on August 1, w ith s ix ty  days 

g race , A p en a lty  o f 6 per cen t p e r annum i s  le v ie d  f o r  non-payment 

w ith in  th a t  t im e .l

Though th e  Fund i s  s e lf -su p p o rtin g , o p e ra tin g  expenses a re  

app ropria ted  b ie n n ia l ly  by th e  le g is la tu r e  and l a t e r  recharged to  th e  

Fund, O perating expenses inc lude  employees’ s a l a r i e s ,  ra tin g  c o s ts ,  

r is k  in sp ec tio n  and o th e r m iscellaneous c o s ts .  O perating c o s ts  have 

averaged le s s  th an  10 per cen t of gross income s in ce  th e  in c ep tio n  of 

the  Fund,2

The Fund had 911 p o lic ie s  in  e f fe c t  as o f June 30, 1968, w ith

a t o t a l  r i s k  of $305,163,759. The ne t premium income was S I ,100,575.39.

Losses were p a id  to ta l in g  $865,046,50, Extended coverage lo s se s  equaled 

$251,538,99» This y ie ld e d  a percentage o f lo s se s  to  n e t premiums of 

101,4 per c e n t ,3

South Carolina

The f ir s t  s ta te  to  estab lish  a plan of self-insurance on public

property was South Carolina in  1900, This plan -included state build­

ings, in stitu tio n s, county buildings, and a l l  public buildings including 

contents,^

l l b id ,

2 lb id ,

3B ien n ia l Report o f th e  F ire  and Tornado Fund of th e  S ta te  of 
North Dakota, 1968, Commissioner o f Insu rance , Bismarch. North Dakota, 
p , 3.

^Lang, op, c i t . ,  p , 72,
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The program i s  under th e  d ire c t io n  of one u n i t  of th e  D iv ision  

o f S inking Funds and P roperty  of th e  S ta te  Budget and C ontrol Board.

In  1936, r e v is io n  in  th e  law made Fund coverage mandatory f o r  a l l  pub lic  

b u ild in g s  and c o n te n ts , and th e  law s p e c i f ic a l ly  mentioned a l l  pub lic  

school b u ild in g s . I t  a lso  au tho rized  th e  Fund o f f i c i a l s  to  cancel o r 

reduce coverage on b u ild in g s  th a t  a re  no lo n g er u se fu l fo r  school pur­

poses o r which d e te r io ra te  to  an u n in su rab le  co n d itio n .

S p e c ia l agen ts o f the  D iv is io n  cai'ry  out in sp e c tio n s  and ap­

p ra is e  th e  in su re d  b u ild in g s  an n u ally . C la s s if ic a t io n  of b u ild in g s  

does n o t fo llo w  in su rance  ra t in g  bureau c la s s e s .  In s te a d , by a ru lin g  

o f th e  D iv is io n , a l l  p ro p e rtie s  a re  ra te d  as  75 per cen t in su ra b le  o r 

80-95 p er c en t in s u ra b le . The in su ra b le  v a lu e  of any b u ild in g  or prop­

e r ty  i s  th e  a c tu a l  c o s t o f the  b u ild in g  and con ten t le s s  d e p re c ia tio n . 

Any p ro p e rty  which i s  g iven a T r ip le  "A” r a t in g  i s  in su red  a t  80-95 p er 

c e n t. Should a  disagreem ent a r i s e ,  th re e  a p p ra ise rs  a re  consu lted  to  

re so lv e  th e  c o n f l i c t . !

The r a t e  of premiums i s  s e t  by th e  D iv is io n  o f S inking Funds.

In  no case i s  th e  r a te  to  exceed th e  commercial r a t e .  When th e  Fund

equals 5 p e r c en t of th e  in su rance  in  fo rc e , no premiums w i l l  be

charged, p rov ided  a t  l e a s t  f iv e  annual payments have been made. P re-

iTiiums a re  p a id  upon demand to  th e  S ta te  Budget Board. F ive per cent 

i n t e r e s t  p e r annum i s  th e  penalty  fo r  f a i lu r e  to  pay premiums on tim e. 

Premium charges in c lu d e  eng ineering  and in sp e c tio n  s e rv ic e s .

The law  in  South C arolina provides f o r  re in su ra n ce . In  th e  

prim ary s t a t e  o f development, re in su ran ce  was w ith a commercial company

I v i l e s ,  op. c i t . , p . 47-
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but a f t e r  two la rg e  lo s se s  were su s ta in e d , th e  company can ce lled  th e  

p o lic y . The S ta te  th e n  e s ta b lish e d  a Reinsurance S inking Fund, The 

procedure was to  d e p o sit premiums o f $180,000 p er y ea r from th e  in su r­

ance fund to  th e  re in su ran ce  fund . This fund was in  essence a  s a fe ty  

valve fo r  th e  Reinsurance Sinking Fund, A ll o f  th e  a s s e ts  o f  t h i s  fund 

were in  cash and bonds. At th e  p re sen t tim e re in su ran ce  i s  once again  

p laced  w ith  a  commercial company,^

The in su ran ce  in  fo rc e , over $1,017»000,000, i s  p ro te c te d  by a 

re se rv e  exceeding $23,000,000 in  th e  Insurance S inking Fund, F u rth e r 

p ro te c tio n  i s  a ffo rd e d  through re in su ran ce  o f  f i r e  and extended cover­

age lo s se s  i n  excess o f  $150,000; and b o i le r  coverage i s  re in su re d  in  

i t s  e n t i r e ty ,^

The same re p o r t  l i s t s  $495,780,964 o f  insu rance  in  e f f e c t  on 

p u b lic  school p ro p e r ty . This re p re se n ts  over h a l f  o f  th e  t o t a l  in su r­

ance in su red  by th e  Sinking Fund, F ire  lo s s e s  and extended coverages 

paid  to  p u b lic  schoo l systems amounted to  $563,728,37 fo r  th e  y e a r 1967 

to  1968,3

W isconsin

The S ta te  Insurance Fund was c re a te d  by th e  L e g is la tu re  o f 

1903 fo r  th e  purpose o f  in su rin g  uniform ly a l l  s t a t e  p ro p erty  a t  90 per 

cent o f  i t s  a c tu a l  v a lu e  on a mandatory b a s is .  G enerally  p ro p e rty  i s

^Report o f th e  S ta te  Budget and C ontro l Board, D iv ision  o f 
G eneral S e rv ices  to  th e  G eneral Assembly o f South C aro lina , June 30, 
1968 (Columbia; S ta te  Budget and C ontro l Board, 1968), p . 9 ,

2 lb id , , p , 10,

3I b i d , , p , 14.
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in su red  fo r  p e r i l s  o f  f i r e  and l ig h tn in g , extended coverage, and van­

dalism  and m alic ious m isch ie f .

S ta te  fund coverage was extended by the  L e g is la tu re  in  1911 to  

inc lude  p ro p erty  o f  c o u n tie s  on an o p tio n a l b a s is  and in  1933 th e  cover­

age was fu r th e r  ex tended to  cover th e  p ro p e rty  o f  tow ns, c i t i e s ,  v i l la g e s ,  

school d i s t r i c t s ,  and l ib r a r y  boards, a lso  on an o p tio n a l b a s is .^

Since 1934 th e  r a te s  fo r  coverage in  th e  fund have been 50 per 

c en t o f th e  r a te s  p u b lish ed  ty  the  F ire  Insurance R ating  Bureau. The 

Fund i s  a su b sc rib e r  t o  th e  se rv ice s  o f  t h i s  o rg an iza tio n  and q u a r te r ly  

fe e s  are  p a id  fo r  t h i s  s e rv ic e .^

In  1961 a  law  was passed which provided th a t  when th e  su rp lu s 

o f  th e  S ta te  Insurance  Fund exceeds $5,000,000 a t  th e  end o f  any c a l­

endar y e a r , th e  Commissioner o f  Insurance was to  d isco n tin u e  th e  co l­

le c t io n  of premiums on s ta t e  p ro p erty  and p ro p erty  f o r  which th e  s ta t e  

i s  l ia b le .^  This amount was reduced to  $2,000,000 in  196?.^ Since 

J u ly  1, 1961, premiums have n o t been c o lle c te d  on s t a t e  p ro p e rty , but 

lo s se s  a re  pa id  as u s u a l .

R eceip ts o f  th e  fund are  deposited  w ith  th e  S ta te  T reasu rer 

and in v ested  accord ing  to  law by th e  S ta te  o f  W isconsin Investm ent 

Board. Losses and expenses o f  the  fund a re  c e r t i f i e d  to  th e  Bureau o f

Finance and payment i s  made in  the  manner u sual to  a l l  s t a t e  b u s in ess .

^General In fo rm ation  on th e  S ta te  Insurance Fund su p p lied  by 
th e  Commissioner o f  In su ran ce , S ta te  o f  W isconsin.

Z ib id .

E s ta te  o f W isconsin, Laws o f  1961, Chapter 191.

E s ta te  o f W isconsin, Laws o f 196?, Chapter 209.
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A ll expenses of the  fund in c lu d in g  s a la r ie s ,  o f f ic e  r e n t ,  su p p lie s , and 

postage a re  paid  out of the  S ta te  Insurance Fund.

Withdrawls of su rp lus have been made by a c tio n  of th e  Legis­

la tu r e .  E ffe c tiv e  Ju ly  1, 1955, S5 ,000,000^ was tr a n s fe r re d  to  th e  

gen era l fund and Chapter 224, Laws of 1963, t ra n s fe r re d  33,500,000 from 

th e  S ta te  Insurance Fund to  th e  genera l fund . Chapter 209, Laws of 

1967, t r a n s fe r re d  $3,000,000 from the  S ta te  Insurance  Fund to  the  gen­

e r a l  fund.

Chapter 325 of the  Laws o f 1959 ap p ro p ria ted  $1,700,000 as a 

lo an  from th e  S ta te  Insurance Fund to  be used ex c lu s iv e ly  f o r  land  pur­

chases, f o r  p lan s  and s p e c if ic a t io n s , and fo r  equipping of d i s t r i c t  

s t a t e  o f f ic e  b u ild in g s . A repayment fe a tu re  of th e  law prov ides fo r  

annual payments to  th e  S ta te  Insurance Fund of o n e -tw en tie th  of th e  

amount t r a n s fe r r e d .  Such payments are now being made. P resen t balance  

o u ts tan d in g  i s  $978,750. There i s  a p ro v is io n  in  th e  law th a t  i f  the  

a v a ila b le  ba lances in  the  S ta te  Insurance Fund a re  in s u f f ic ie n t  to  meet 

claim s f o r  lo s s e s ,  the  whole amount of th e  lo an , o r any p a r t  th e re o f , 

s h a l l  be payable im m ediately.

The Fund has been w ritin g  coverage fo r  n o n -s ta te  r i s k s —coun­

t i e s ,  c i t i e s ,  school d i s t r i c t s —under th e  Public and I n s t i tu t io n a l  Prop­

e r ty  Form s in ce  the  in tro d u c tio n  o f th is  program in to  th e  s t a t e  in  

October o f I960. Package p o lic ie s  which in c lu d e  l i a b i l i t y  coverage a re  

no t a v a ila b le  in  th e  Fund.2

I s t a t e  o f W isconsin, Laws of 1955, Chapter 385.

^G eneral Inform ation on th e  S ta te  Insu rance  Fund supp lied  by 
th e  Commissioner of Insurance, S ta te  o f W isconsin.
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Earned premiums fo r  th e  y ear ending December 31» 1968, paid 

e n t i r e ly  by governmental u n its  o th e r  than th e  s t a t e —c o u n tie s , c i t i e s ,  

and school d i s t r i c t s —were $533,757.09. Losses on s t a t e  p roperty  

amounted to  $253,814.12 and on o th e r than  s t a t e  p ro p e rty  $249,670.80 

was in cu rred . Expenses in cu rred  were $72,036.35. The lo s s  r a t io  on 

a l l  p e r i l s  was 94.3 per cen t and th e  expense r a t i o  was 13.5 per c en t. 

Insurance in  fo rce  as o f  December 31» 1968, on s ta t e  p ro p e rty  was 

$1 , 016 , 652,318, on o th e r than  s t a t e  p ro p erty  $970,583,664.^

To p ro te c t the  rem aining su rp lus o f  th e  Fund, a f te r  t r a n s f e r  

o f $3,000,000 by Chapter 209, Laws o f 1967, th e  Commissioner o f  Insu r­

ance was au tho rized  w ith  th e  consent o f th e  Governor t o  purchase such 

re in su ran ce  as was n ecessary  to  p ro te c t th e  su rp lu s  o f  th e  Fund or to  

p ro p erly  d is t r ib u te  the  r i s k .  There i s  ap p ro p ria ted  from th e  general 

fund a sum s u f f ic ie n t  f o r  th e  purchase o f  such re in su ran ce  as i s  au­

th o r iz e d . The re in su ran ce  agreement was en te red  in to  fo r  a term  o f one 

y e a r from August, 1968, to  August, 1969. The agreement provides fo r  

$3,000,000 o f coverage w ith  a d ed u c tib le  o f  $2,000,000 on any one lo s s  

o r  in  th e  aggregate during th e  term  of th e  agreement w ith  lo s se s  o f 

le s s  than  $5,000 excluded. C onsideration  i s  being given to  re insu rance  

o f  r is k s  in  excess o f  $5,000,000 on an in d iv id u a l b a s is .^

City School D istr ic ts  Programs of Self-insurance

S e lf- in su ran ce  i s  not new to  schools fo r  many c i ty  school sys­

tems have been s e lf - in s u r in g  fo r  y e a rs . School d i s t r i c t s  which are

^Ibid.

Z ib id .
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la rg e  enough and of s u f f ic ie n t  s iz e  to  spread  th e  r i s k  and i f  th ey  a re  

f in a n c ia l ly  ab le  to  bear th e  burden should s e r io u s ly  consider s e l f -  

in su ran ce . S e lf- in su ran ce  can save th e  school d i s t r i c t s  from 30 to  50 

p e r c en t o f  th e i r  in su rance  premium c o sts  p lu s  earn  fo r  them in t e r e s t  

on th e i r  re se rv e  fu n d .l

Four types of s e lf - in s u ra n c e  p lans o f c i ty  schools have been 

id e n t i f i e d :

1 . S e lf  Assumption o r b ear th e  burden p la n . Under t h i s  p lan  

th e  school d i s t r i c t  c a r r ie s  no insu rance  on i t s  p roperty  or hazards, 

and s e ts  up no funded re s e rv e s . New York C ity  has operated  under th is  

p lan  f o r  many y ears  and found i t  v ery  econom ical.

2 . P a r t i a l  Insurance P lan . Under t h i s  p lan  only the  most 

hazardous r is k s  a re  in su re d . F ire  r e s i s t i v e  and f i r e  proof b u ild in g s  

a re  no t in su re d .

3 . Reserve Fund P lan . Under t h i s  p lan  in s te a d  of paying pre­

miums to  an insurance  company th e  school d i s t r i c t  y e a rly  s e ts  a s id e  or 

a p p ro p ria te s  a sum of money to  be p laced  in  a cum ulative reserv e  fund 

o u t o f which lo sse s  a re  p a id  as th ey  occur. The u su a l technique to  go 

to  a f u l l  re se rv e  p lan  i s  to  work up to  i t  by f i r s t  a d ed u ctib le  p lan , 

then  a  p a r t i a l  re se rv e  p la n , and f in a l ly  a f u l l  re se rv e  p lan .

4 . D eductible P lan . Under th i s  p lan  th e  school determ ines 

how la rg e  a  lo s s  i t  can absorb from i t s  c u rre n t budget funds or by 

sp e c ia l a p p ro p ria tio n . In  essence , th e  school d i s t r i c t  i s  buying excess 

in su rance  and in su rin g  a g a in s t  c a ta s tro p h ic  lo s s e s .  The small lo s se s  are

^Robert W. S chaerer, S e lf  Insurance (Chicago: A ssoc ia tion  of
School Business O ff ic ia ls  o f th e  U nited S ta te s  and Canada, 1965), p . 384.
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absorbed by th e  schoo l d i s t r i c t . ^

Among the c i t i e s  th a t  have s e lf - in s u re d  t h e i r  p ro p e r tie s  a re  

Albany, B altim ore, B oston, Chicago, C in c in n a ti , C leveland , Columbus, 

Gary, Montgomery County-M aryland, Milwaukee, P h ilad e lp h ia , Providence, 

San A ntonio, S e a t t le ,  S t .  Louis, and W orchester.^

Montgomery County-Maryland

The Montgomery County-Board o f  Education f i r e  insurance p lan  

re p re se n ts  a jo in t  v en tu re  between th e  lo c a l  government and th e  school 

system . The plan  i s  designed to  p ro te c t  th e  lo c a l government and th e  

school board a g a in s t th e  hazard o f  f i r e  and extended coverage; t h i s  to  

be accom plished by purchasing  commercial insurance  coverage w ith a 

$100,000 d ed u c tib le  c la u se ; a t  th e  same tim e e s ta b lis h in g  a cash re se rv e  

fund.

The p ro v is io n  f o r  payment o f f i r e  lo sse s  is  as fo llow s;

1. Less th a n  $500. The re sp o n s ib le  governing body s h a l l  r e ­

p a i r  th e  damage and charge such expense to  i t s  m aintenance account. No 

claim  s h a l l  be made a g a in s t  th e  insu rance  fund fo r  lo s s e s  o f $500 or 

l e s s .

2 . More th an  $500, but not in  excess o f  th e  amount in  th e  in ­

surance re se rv e  fund . The re sp o n sib le  governing body s h a l l  r e p a ir  th e  

damage and make a claim  a g a in s t th e  in su ran ce  fund f o r  th e  f u l l  c o s t o f 

such r e p a ir  le s s  $500.

3 . More th a n  th e  amount in  th e  insurance cash  re se rv e  fund but 

not in  excess of $100,000. The re sp o n s ib le  governing body s h a ll  r e p a ir

llb id ., p. 386. 2Ibid. ,  p. 387.
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th e  damage and make a claim  fo r  the  f u l l  c o s t o f such r e p a ir  a g a in s t 

th e  s e lf - in su ra n c e  fund. The Committee s h a l l  arrange to  is su e  c e r t i f ­

ic a te s  o f  in d eb ted n ess , as provided by an a c t  o f th e  County C ouncil, 

in  such amount to  pay th e  d if fe re n c e  between th e  claim s and th e  amount 

in  th e  insu rance  re se rv e  fund.

4 . More th an  $100,000. The re sp o n s ib le  governing body s h a l l  

r e p a ir  th e  damage and make a claim  fo r  th e  f u l l  co st o f  such re p a ir  

a g a in s t th e  s e lf - in s u ra n c e  fund. The Committee s h a l l  make claim  a g a in s t 

commercial in su rance  company f o r  such p o r tio n  o f th e  lo s s  in  excess o f 

$100,000. The rem aining $100,000 to  be provided from th e  insurance  

fund.^

In  1953 th e  County Council passed  an a c t a u th o riz in g  Montgomery 

County, M aryland, to  is s u e  c e r t i f i c a t e s  o f indeb tedness, in  an amount 

no t exceeding $500,000 o u ts tan d in g  a t  any one tim e, to  cover th e  c o s t o f 

re c o n s tru c tin g , re p la c in g  o r  re p a ir in g  p ro p e rty  o f th e  County, and /o r 

th e  Board o f  E ducation , damaged or d estroyed  by f i r e  and o th e r  co n tin ­

g en c ie s . I t  has no t been necessary  to  use t h i s  a u th o r i ty .^

Annual ap p ro p ria tio n s  a re  made s u f f ic ie n t  to  purchase commer­

c i a l  in su rance  on a f u l l  coverage r a te  fo r  newly acqu ired  lo c a t io n s .

This amount i s  t r a n s fe r r e d  to  th e  fund. The commercial in su rance  a c tu ­

a l ly  purchased i s  $100,000 d ed u c tib le  which co st co n sid erab ly  le s s  th an  

th e  amount a p p ro p ria te d . The d if fe re n c e  remained in  th e  fund . For 

1963, $113,000 was a p p ro p ria ted  and $41,000 paid  a commercial c a r r i e r . 3

^Brian M. Benson, S e lf  Insurance (Chicago; A ssoc ia tion  o f 
School B usiness O f f ic ia ls  o f  th e  U nited S ta te s  and Canada, 1965) ,  
p . 374.

Z ibid ., p. 375 . 3 lb id ., p. 376.
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Whenever th e  t o t a l  book value o f cash and s e c u r i t i e s  held by 

th e  T rustees o f  th e  Insurance Fund s h a l l  equal o r exceed $500,000 on 

th e  f i r s t  day o f a  f i s c a l  y ea r th e re  s h a l l  be pa id  to  th e  appropria­

t io n  a u th o r ity  as a  d iv idend  a sum equal t o  8^ p e r cen t o f  th e  Reserve 

fo r  F ire  Losses o f  th e  Insurance Fund.

The method o f  s e le c tin g  th e  excess in su ran ce  c a r r i e r  i s  by 

pub lic  com petitive  b id  w ith advice  from an independent insu rance  con­

s u l ta n t .  Com petitive bidding  e lim in a te s  th e  q u estio n  o f fav o ritism  to  

any a g en t, b roker, o r company.

During th e  e leven  y ear p eriod  o f 1953-1964 th e re  was a t o t a l  

o f  $186, 550.46 lo s se s  p a id  o f  which th e  Insurance Fund p a id  $136,708.78 

and commercial in su ran ce  companies $49,841.68 . I t  was estim ated  th a t  

during  t h i s  p e rio d  t h a t  th e  Montgomery C ounty 's lo c a l  government and 

school system saved approxim ately  $222,558.14 by u s in g  th e  $100,000 de­

d u c tib le  w ith re se rv e  fund p la n . l

S e a t t le  School D is t r ic t  No. 1

In  1914 th e  S e a t t le  School D is t r ic t  No. 1 d isco n tin u ed  th e  

p ra c tic e  o f  purchasing  f i r e  insu rance  and se t a sid e  by a  bookkeeping 

procedure $100,000 in  th e  annual budget f o r  f i r e  lo s s e s .  This allowed 

th e  D is t r ic t  to  pay lo s s e s  out o f  th e  G eneral Fund in  case  o f  lo s s .

This procedure was con tinued  u n t i l  1931 when l e g i s la t i o n  was enacted 

au th o riz in g  a school d i s t r i c t  to  e s ta b l is h  a sep a ra te  Insurance Fund 

fo r  f i r e  lo s s e s .  Through a ta x  levy  $84,000 was c o l le c te d  fo r  th e  fund 

and l a t e r  in  1937 and in  1948 t r a n s f e r s  from th e  G eneral Fund to ta l in g

l lb id ., p. 378.
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$350,000 were made. Thus, $434,000 was p laced in  th e  fund. The money 

has been con tinuously  in v ested  in  U. S. S e c u r itie s  so th a t  th e  p re sen t 

fund in c lu d in g  accrued  in te r e s t  t o t a l s  $866,434.1

F ire  lo s se s  fo r  th e  50-year period  o f 1914 to  1964 were only 

$93, 867 . By comparison the  d i s t r i c t  would have paid  out an estim ated  

$1,480,000 in  premiums fo r  $50,000 d ed u ctib le  insurance during th e  f i f t y

y e a r s .2

A monthly f i r e  in sp e c tio n  i s  follow ed and a l l  item s o r condi­

t io n s  found which cou ld  in  any manner be conductive toward a f i r e  o r 

acc id en t a re  noted f o r  immediate c o rre c tio n . This monthly in sp ec tio n  

i s  augmented by a  s e p a ra te  p e rio d ic  jo in t  in sp ec tio n  w ith a c i t y  f i r e  

departm ent o f f i c i a l .

The o f f i c i a l s  o f  th e  S e a t t le  School D is t r i c t  r e a l iz e  th a t  t h e i r  

in su rance  experience has been extrem ely fo rtu n a te  and they  a re  studying  

th e  a d v is a b i l i ty  o f pu rchasing  re in su ran ce  fo r  p ro te c tio n  ag a in s t m ajor 

f i r e  lo s s e s .  However, t h e i r  b a s ic  in su rance  p lan  w il l  continue to  be 

a  s e lf - in su ra n c e  program.

Chicago Public  Schools

Chicago has follow ed th e  No Insurance P lan fo r p ro p erty  damage 

r is k s  fo r  many y e a r s . The school system c a r r ie s  no insu rance , s e ts  up no 

re s e rv e s , and pays f o r  lo s se s  in c u rre d  out o f cu rre n t revenues.

A review  o f  th e  f i r e  lo s s  h is to ry  fo r  th e  Chicago Public

^Frank M, Brock, S e a tt le  Looks a t S e lf  Insurance (Chicago; 
A sso c ia tio n  o f  School B usinw e O f f ic ia ls  o f th e  United S ta te s  and 
Canada, 1965), p .  379.

^ Ib id .
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Schools was made in  1962, covering a 21-year p e rio d , showed a  t o t a l  o f  

$1 , 630,542 fo r  f i r e  lo s s e s .  The average annual lo s s  fo r  th e  21-year 

period  was $77,645» The t o t a l  value o f  b u ild in g s  and equipment as o f 

December 31, 196l was $497,995,888. I t  was noted  th a t  to  in su re  a l l  

pub lic  schools a g a in s t  lo s s  by f i r e  and extended coverage would have 

co st approxim ately  $750,000 p e r annum, whereas th e  average annual f i r e  

lo s s  du ring  th e  2 1 -y ear p e rio d  was on ly  $77,645»^

As a p a r t  o f  a t o t a l  p lan o f  school b u ild in g  m odernization and 

r e h a b i l i t a t io n ,  Chicago has a llo c a te d  s u b s ta n t ia l  sums to  long-range 

f i r e  p rev en tio n  program s. For example, expend itu res fo r  rep lac in g  

wooden s ta irw a y s , removing o f wooden w ain sco tin g , and prov id ing  m etal 

sash a d jo in in g  f i r e  escap es , over a p e rio d  o f 11 y e a rs , t o t a l s  $1,843,774. 

In  1958, a c i ty  o rd inance was enacted which re q u ired  th e  in s ta l l a t io n  

o f  autom atic s p r in k le r  system s in  schoo ls  o f  o rd in a ry  co n s tru c tio n  o f 

two o r more s to r i e s  in  h e ig h t. The system was in s ta l l e d  a t  a t o t a l  

co st o f  $4 , 033 , 577. Compliance w ith t h i s  ordinance re s u lte d  in  a sub­

s t a n t i a l  re d u c tio n  in  th e  r i s k  o f t o t a l  o r m ajor lo s se s  due to  f i r e  in  

th ose  b u ild in g s  where g r e a te s t  v u ln e ra b i l i ty  to  f i r e  lo s s  e x is te d .^

Chicago makes p e rio d ic  t e s t s  and surveys o f  r e la t iv e  co s ts  o f 

in su rance  fo r  v a r io u s  ty p es  o f  coverages, inasmuch as th e re  a re  danger­

ous p i t f a l l s  in  making assum ptions on th e  b a s is  o f p a s t experience 

on ly . The school o f f i c i a l s  o f  Chicago a re  aware of th e  fa c t  th a t  th e  

d e c is io n  o f  a school d i s t r i c t  to  be a s e l f - in s u r e r  should be p re d ic a te d

^Edwin A. L ed ere r, E valuation  o f  No Insurance P lan  (Chicago: 
A sso c ia tio n  o f  School B usiness O f f ic ia ls  o f th e  United S ta te s  and 
Canada, 1965), p . 381.

Z ib id . , p . 382.
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on fa c tu a l knowledge r a th e r  th an  on educated g uesses. This knowledge 

must be secured by c a re fu l d e te rm in a tio n  o f th e  comparative co sts  o f 

th e  types o f  p ro te c t io n  r e q u ir e d .1

Arguments For and A gainst S ta te  Insurance Funds

There has been much co n troversy  reg a rd in g  s ta te  governm ents' 

programs f o r  s e l f - in s u r in g  t h e i r  b u ild in g s  and contents ag a in s t th e  

r i s k  of p h y s ica l lo s s .  I t  was found, from th e  l i t e r a t u r e  which was 

examined on the  s u b je c t, t h a t  au th o rs  were e i th e r  extrem ely c r i t i c a l  or 

h igh ly  commendatory o f the  p r in c ip le  of s t a t e  in su ran ce . Some of th e  

g en era l arguments f o r  and a g a in s t  s ta t e  in su ran ce  programs a re  p re sen ted  

i n  the  fo llow ing  paragraphs o f th e  s tu d y .

Arguments Favoring S ta te  In su ran ce  Funds

HolyZ in  g iv in g  some advantages o f a  s t a t e  s e lf - in su ra n c e  p lan  

re p o rte d  th a t  school p ro p e rty  i s  l e s s  o f a f i r e  r i s k  than  most o th e r 

ty p es  o f b u ild in g s  f o r  th e se  re a so n s : ( l )  educa tion  programs in c lu d e

on ly  a few a c t i v i t i e s  o f a f i r e  hazard  n a tu re ; (2) schools have a  low er 

occupancy r a t i o  th an  most b u ild in g s  used f o r  o th e r  purposes; and (3) 

schools re p re se n t a  s e p a ra tio n  of r i s k s  as th ey  a re  geographica lly  

s c a t te re d .

In  a s tudy  covering  th e  p o s s ib i l i ty  o f s ta t e  p ro p erty  in su ran ce  

f o r  the schools of Kentucky, G r u e l l e 3  s ta te d  th a t  the  estab lishm en t o f

l lb id . . p .  3 8 3 .

^T. C. Holy, " Is  Your F ire  Insurance Too Costly?" Nation * s 
S choo ls, XXXII (November, 1 9 4 3 ) ,  p p .  4 3 - 4 4 .

^0 . P. G ru e lle , S ta te  Insurance o f P u b lic  School P roperty  i n  
Kentucky, B u lle t in  No. 3  (L exington, K ty .: U n iv e rs ity  o f  Kentucky,
1 9 3 9 ) ,  p .  9 2 .
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a s t a t e  in su ran ce  p lan  fo r  pub lic  school p ro p e rty  and co n ten ts  would 

ten d  to  e lim in a te  th e  com petition  of th e  in su ran ce  companies fo r  th e  

p u b lic  school in su ran ce  business and would r e l ie v e  th e  school adm inis­

t r a t i o n  o f  th e  r e s p o n s ib i l i ty  and embarrassment o f  having to  decide 

which o f  th e  competing agen ts  o r companies should w rite  th e  school p o l­

i c i e s .  He fu r th e r  s ta te d  th a t  th e  p ro p r ie ty  o f  th e  estab lishm ent o f 

s t a t e  in su rance  funds i s  not a q u estion  s in ce  education  i s  acknowledged 

to  be a fu n c tio n  o f th e  s t a t e .

M ills  l i s t e d  th e  fo llow ing arguments favoring  s t a t e  insu rance

funds;

1. The s t a t e  can e f f e c t  a  s u b s ta n tia l  sav ing  s in ce  commercial com­
pan ies  must b ear th e  expense o f a g e n t’s commissions, a d v e r tis ­
in g , and o th e r r e la te d  expenses.

2 . Premiums p a id  in to  a  s ta t e  insu rance  fund which a re  in v ested  
w i l l ,  a f t e r  a fund has been o p e ra tin g  over a p e rio d  o f y e a r s , 
p rov ide a su rp lu s  which w il l  be s u f f ic ie n t  to  g re a t ly  reduce 
premium c o s ts  o r  remove them e n t i r e ly .

3 . By in su rin g  w ith  a  s ta t e  fund, a d d itio n a l savings may be e f ­
fe c te d  on in su ran ce  o f  public  b u ild in g s  s in ce  most public  
b u ild in g s , due to  f i r e - r e s i s t i v e  c o n s tru c tio n , a re  l ik e ly  to  
have a low er lo s s  r a t i o  th an  o th e r  ty p es  o f  p ro p e rty .

4 . P ub lic  p ro p e rty  th a t  i s  re q u ire d  by s ta tu to ry  p ro v is io n  to  p a r­
t i c i p a t e  in  a s t a t e  fund u su a lly  i s  th e reb y  re q u ire d  to  provide 
adequate coverage ag a in s t lo s s  by f i r e  and o th e r hazards, 
whereas i f  t h i s  insurance coverage were l e f t  fo r  n e g o tia tio n  
w ith  commercial insurance a g en ts , th e  p ro p e rty  may not be in ­
sured  in  th e  p roper amount.

5 . %  a rran g in g  fo r  an adequate i n i t i a l  a p p ro p ria tio n , sound man­
agement o f  th e  s t a t e  fund, to g e th e r  w ith  adequate re in su ra n ce , 
th e  Fund w i l l  be ab le  to  w ith stan d  f i r e  lo s se s  w ithou t addi­
t io n a l  l e g i s l a t i v e  a p p ro p ria tio n s .

6 . There i s  l i t t l e  cause fo r  concern reg ard in g  p o ss ib le  misappro­
p r ia t io n  o r d iv e rs io n  o f  s ta t e  in su rance  funds i f  l e g is la t io n  
c re a tin g  such funds i s  p ro p erly  d ra f te d  and th e  o f f i c i a l s  ad­
m in is te r in g  them a re  p ro p erly  bonded.^

In  a  d e ta i le d  s tudy  o f  the  f iv e  s ta t e  s e lf - in s u ra n c e  p lans now 

o p e ra tin g . Monger noted th e se  advantages; ( l )  th e  schools in  th e

V iills , op. c i t . ,  pp. 163- 64 .
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aelf-in sx irance  programs covered in  th e  study  pay sm aller in su rance  p re ­

miums than  those  deemed necessa ry  by commercial insurance companies;

(2) th e  co st o f  insurance  in  th e  s ta te  programs have v a ried  from f re e  

insurance  to  60 per cen t o f  th e  commercial r a te s  w ith 50 p er c en t being 

th e  ty p ic a l  sav ings; (3) a d m in is tra tiv e  c o s ts  o f  th e  s ta te  programs 

appear to  average 6 to  8 p e r  cen t o f th e  premium income; (4 ) th e  ex is ­

t in g  s t a t e  p lans a re  p ro te c tin g  th e  investm ents o f  pub lic  funds as  w e ll 

as p ro te c tin g  th e  economic v a lu es  o f  th e  school p ro p erty  from lo s s ,^

Arguments A gainst S ta te  Insurance  Funds 

In try in g  to  determ ine i f  s ta te  in su ran ce  programs were p rac­

t ic a b le ,  Beyer^ c i te d  th e  fo llow ing  as u n d e rs ira b le  fa c to rs :  ( l )  w ith

a s t a t e  fund, a fundam ental p r in c ip le  o f f i r e  insurance  un d erw ritin g  

must be d is reg ard ed , th e  p r in c ip le  o f s e le c t in g  r i s k s ,  a l l  s t a t e  b u ild ­

ings must be inc luded ; (2 ) fo r  th e  s ta te  to  e n te r  a l in e  o f  p r iv a te  

business th a t  i s  hon estly  and f a i r l y  conducted i s  b a s ic a lly  wrong fo r  

any American governing body; (3) a fund cannot be c rea ted  to  tak e  care  

o f a t o t a l  lo s s  on the  most v a lu ab le  u n its  s in ce  i t  lacks th e  proper 

spread o f  r is k s  to  p ro te c t from shock lo s s e s ;  (4) experiences w ith  s ta t e  

insurance funds have been f a r  from s a t i s f a c to iy  in  many in s ta n c e s ; (5) 

th e  le g is la tu r e  o f a s t a t e  can d i r e c t  th e  re se rv e s  o f  the  fund in to  

o ther channels.

Some o f th e  arguments advanced by opponents o f s e lf - in su ra n c e  

p lans a re  l i s t e d  by Hanson as fo llow s:

lon ger , op. c i t . ,  pp. 57-59.

^W alter F. Beyer, "The P r a c t ic a b i l i ty  o f  S ta te  Insurance Funds," 
American School Board J o u rn a l, LXXXIII (September, 1931)» pp. 48, 116-19,
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1. S e lf- in su ran ce  funds provide no guaran tee  th a t  insurance c o s ts  
would be reduced, s in ce  t h e i r  l im ite d  o p e ra tio n s  could no t ex­
pec t to  r e a l iz e  th e  com petitive economies o f  th e  v a s t in su r­
ance companies,

2 . A s e lf - in su ra n c e  fund which is  confined  to  a s t a t e  or munici­
p a l i ty  la ck s  a p roper number and sp read  o f  r i s k s  in  o rd er to
p ro te c t  th e  fund a g a in s t la rg e  lo s s e s .

3 . Whether o r n o t, o r ju s t  when, th e  tim e w i l l  a r r iv e  when a 
s t a t e  insurance fund would have been e s ta b lis h e d  o f  s u f f ic ie n t  
s iz e  as no t to  re q u ire  fu r th e r  premium payments o r reduced 
premiums i s  p ro b lem atica l. This would depend upon lo s se s  su­
s ta in e d  and th e  o v e r -a l l  ad m in is tra tio n  o f th e  s ta te  fund.

4 . The presence  o f  la rg e  " id le ” funds in v i te s  d iv e rs io n  to  o th e r
p u b lic  purposes, th u s  reducing th e  a b i l i t y  o f th e  fund to  fu r­
n ish  p ro te c tio n .

5. Even where a sound se lf - in su ra n c e  program i s  s e t  up, th e re  i s  
no guaran tee  th a t  subsequent ad m in is tra tio n s  w i l l  continue per­
io d ic  increm ents necessary  to  m ain ta in  th e  soundness o f th e  
program .1

S tr ic k le r ^  l i s t s  th e  fo llow ing as m ajor c r i t ic is m  o f s ta te  

s e lf - in su ra n c c  programs: ( l )  th e  economies ach ievab le  through avoiding

payment o f  commercial in su rance  premiums a re  much le s s  th an  commonly 

supposed; (2) th e  in su reds a re  denied the  b e n e f i ts  o f c e r ta in  se rv ice s  

th a t  accompany commercial insurance  re la t io n s h ip s ;  (3) u ltim a te  c o l­

lap se  o f th e  system looms from th e  e v e n tu a lity  o f  th e  v ery  la rg e  lo s s ;  

(4) s e lf - in s u ra n c e  p lans f a i l  to  in co rp o ra te  such b asic  insurance oper­

a t io n a l  p r in c ip le s  as adequate se le c tio n  and r a t in g  and proper number 

and spread  o f  r i s k s ;  (5) s e lf - in su ra n c e  c o n s t i tu te s  an in v asio n  o f  gov­

ernment o f  a f i e ld  o f p r iv a te  e n te rp r is e , and such in v asio n  i s  co n tra ry  

to  pub lic  p o lic y  and d e te rim en ta l to  the p u b lic  w e lfa re .

In  summary, the  s e lf - in su ra n c e  programs o f th e  f iv e  s ta te s  

which a re  c u r re n tly  opera ting  s ta t e  insurance  funds and those  o f s e v e ra l

% anson, op. c i t . ,  pp. 13-14.

^ L este r B. S t r ic k le r ,  " In  Defense o f  S e lf-In su ran ce  fo r  S ta te  
P ro p e rty ,"  (C o rv a ll is , Oregon: Oregon S ta te  U n iv e rs ity , 1968, mimeo­
graphed) .
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la rg e  c i ty  school d i s t r i c t s  appear to  be p rov id ing  adequate insurance 

p ro te c tio n  fo r  t h e i r  p u b lic  school p ro p e rty  a t  a  more economical ra te  

than  could  have been provided through commercial in su ran ce  companies. 

Opinion concerning s t a t e  in su rance  funds a re  d iv id e d , w ith  some w rite rs  

extrem ely c r i t i c a l  and o th e rs  s tro n g ly  su p p o rtiv e .



CHAPTER IV

PREMIÜM-LOSS RATIO FOR LOUISIANA'S PUBLIC SCHOOLS

The r a t i o  o f f i r e  lo s s  claim s rece iv ed  to  premium payments made 

i s  known as th e  prem ium -loss r a t i o .  This lo s s  r a t i o  i s  very  im portan t 

as  i t  a f f e c t s  th e  r a te s  fo r  school p ro p e rty  f i r e  in su ran ce . In su rance  

a u th o r i t ie s  have s ta te d  t h a t  so long as th e  lo s s  r a t i o  does not exceed 

50 p er c en t th e  in su rance  companies can do a p r o f i ta b le  b u s in ess .^

Commercial companies inc lude  p u b lic  sch o o ls  w ith a l l  educa­

t io n a l  i n s t i t u t i o n s  to  a r r iv e  a t  th e  prem ium -loss r a t i o .  T herefo re , the  

only way i t  has been p o s s ib le  to  c a lc u la te  th e  premium-loss r a t i o  f o r  

p u b lic  schoo ls  has been to  o b ta in  th e  d a ta  from th e  public  schools them­

se lv e s .

S tu d ie s  concerning th e  premium-loss r a t i o  fo r  pub lic  schoo ls 

have been made by w r i te r s  o f  d is s e r ta t io n s  and ty  th e  members o f th e  

A ssoc ia tion  o f  School B usiness O f f ic ia ls  o f  th e  U nited S ta te s  and Canada, 

and o th e rs . From th e se  s tu d ie s  th e re  i s  an overwhelming amount o f e v i­

dence th a t  th e  f i r e  in su ran ce  premium-loss r a t i o  f o r  public schools i s  

w e ll below th e  50 p e r c en t which th e  insu rance  in d u s try  says i t  must have 

in  order to  make a p r o f i t .  The e a r ly  s tu d ie s  o f  M elchior in  New York

^Finchum, op. c i t . , p . 276.

^Stephen J .  Knezevich and John Guy Fowlkes, Business Management 
o f  Local School Systems (New York: Harper and B ro th e rs , P u b lish e rs , I960).
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S ta te ^  and S te inhauer in  P ennsy lvan ia ,^  among o th e r s ,  po in t out how 

l i t t l e  o f th e  school premium d o l la r  paid  to  companies was ever re tu rn e d  

to  schoo ls to  cover lo s s e s .

A summary o f f iv e  nation-w ide s tu d ie s  o f th e  f i r e  in su ran ce  

premium-loss r a t i o  f o r  p u b lic  schools i s  given in  Table 1. The A ssocia­

t io n  of School B usiness O f f ic ia ls  of th e  United S ta te s  and Canada^ made 

th re e  of th e se  s tu d ie s  and sponsored th e  fo u r th  by Salmon.^ The f i f t h  

was made by V iles5  f o r  th e  U nited S ta te s  O ffice  o f  Education. The 

A sso c ia tio n  o f School B usiness O ff ic ia ls  in v e s t ig a to r s  obtained  th e  

d a ta  f o r  t h e i r  s tu d ie s  d i r e c t ly  from school d i s t r i c t s .  The d a ta  in ­

cluded in  V i le s ' study was ob ta ined  from th e  S ta te  Departments o f  Edu­

c a tio n  o f th e  v a rio u s  s t a t e s .

The f i r e  prem ium -loss r a t io  f o r  a l l  schoo ls  over th e  n a tio n  in  

th e  f iv e  s tu d ie s  ranged from only 26.9  to  35*3 p e r cen t o f t o t a l  p re ­

miums p a id , as  shown in  Table 1. I t  might be no ted  th a t  th e  premium- 

lo s s  r a t i o  f o r  L ou isiana  p u b lic  schools in  th e se  same f iv e  s tu d ie s  

ranged from 13*54 to  84.65  p e r  cen t w ith  i t s  prem ium -loss r a t io  be ing  

below the  n a tio n a l average in  only  the  1931 to  1937 survey. The f i r e  

lo s s - r a t io  f o r  L ou isiana  p u b lic  schools has been h igh  when compared 

w ith the  n a tio n a l mean f i r e  lo s s  r a t i o s  fo r  p u b lic  schools according  to  

th e  s tu d ie s  re p o r te d  in  Table 1 ,

^M elchior, op. c i t .  ^ s te in h a u e r , op. c i t .

^N ationa l A sso c ia tio n  of P u b lic  School B usiness O f f ic ia ls ,  
Insurance P ra c tic e s  and E xperiences in  C ity  School D is t r i c t s ;  An I n v e s t i ­
g a tio n  of Insu rance  P r a c t ic e s . A ssoc ia tion  o f School Business O f f ic ia ls  
of th e  United S ta te s  and Canada, Insurance Committee Report on School 
F ire  In su ran ce , 1938-45.

^Salmon, op. c i t . ^V ile s , op. c i t .
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TABLE 1

FIRE INSURANCE AND EXTENDED COVERAGE PREMIUM-LOSS RATIOS 
FOR PUBLIC SCHOOLS OF THE UNITED STATES AND CANADA 

AS REPOfiTED IN FIVE STUDIES

S ta te
Three Surveys by th e  ASBÔ Salmon*) VilesC

1921-30 1931-37 1938-45 1946-55 1948-53

Alabama 30.45 16.61 5.86 20.50
A rizona 34.23 .00 .00 43.07 38.0
Arkansas 25.74 74.40 — .00 43.0
C a lifo rn ia 24.81 44.79 19.55 41.27 25.2
Colorado 14.08 1.35 13.78 1.06 45.6
C onnecticu t 14.60 4 .20 - 11.91 31.2

Delaware 8.30 38.53 _e
F lo r id a — — .72 19.47 19.7
Georgia — 65.76 96.21 3 .16 28.0
Idaho — .00 2.83 20.35 29.5
I l l i n o i s 65.96 45.67 45.77 46.77 32.6
Ind iana 7.20 18.34 31.26 25.92 19.3

Iowa 30.59 46.51 .35 8.49 28.9
Kansas — .00 8.27 43 .38 45.6
K entucty .00 11.03 .00 32.88 45.5
L ouisiana 78.48 13.54 42.46 84.65 54.7
Maine 90.44 1.57 .53 — 13.5
Maryland — 184.90 3 .77 10.16 34 .2

M assachusetts 43.56 10.38 5.44 33 .4
M ichigan 17.76 3.13 5.86 20.01 26 .0
M innesota 5.49 12.49 14.49 29.13 16.5
M iss is s ip p i — — — — 45 .0
M issouri 27.78 10.95 7.24 3 .8 8 3 5 . 7^
Montana 63.59 2.35 .00 .00

Nebraska 1.59 8.86 37.82 54.24 3 0 .0
Nevada — — — — 19.6
New Hampshire - .00 — — _e
New Je rse y 4.97 1.95 14=60 25 .50 24 .8
New Mexico .00 .00 .00 64.07 32 .9
New York 33.92 38.88 10.67 24.01 47 .2

North C aro lin a 15.05 144.39 8.99 .00 3 3 .3 ^
North Dakota — 31.02 — — _d
Ohio 28.17 13.05 37.58 52.16 25 .8
Oklahoma 2.34 24.73 .00 12.85 59.4
Oregon 170.81 120.08 106.76 24 .24 27 .0
Pennsylvania 20.68 5.63 76.13 42.47 46 .6
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TABLE I— Continued

S ta te

Three Surveys by th e  ASBO& Salmon^ VilesC

1921-30 1931-37 1 9 3 8 - 4 5 1946-55 1 9 4 8 - 5 3

Rhode Is la n d . 0 0 4 3 . 2
South C aro lina — - — — _d
South Dakota 16.99 1 . 7 4 — — 53 .1
Tennessee 7 .6 4 2 . 8 9 - — 5 6 .3
Texas 19.21 15 .09 1 3 .3 7 29 .30 5 5 . 6
Utah - 5 .5 0 7 . 8 $ 49 .52 1 1 . 0

Vermont . 0 0 12 .5
V irg in ia — - - 8 . 5 9 4 6 .4
Washington 61.67 4 1 . 7 4 1 3 .4 7 51.92 3 4 . 4
West V irg in ia .34 5 .0 2 5 . 0 8 . 0 0 2 3 .2
W isconsin - .4 6 . 8 9 1 1 . 6 7 2 6 . 3 ?
Tifyoming . 0 0 1 4 . 1 1 - - 7 . 6

Canada 1 9 . 0 8 - 106 .79 2 1 . 0 4 -

A ll S ta te s  and 
Canada T o tal 2 8 . 7 0 2 6 .9 0 3 1 . 9 0 29.53 3 5 .3

^A ssocia tion  o f Public School B usiness O f f ic ia ls ,  Insurance 
Committee Report on School F ire  Insu rance , 1938-45t pp . 39-49.

^Salmon, "F ire  Insurance P r in c ip le s  and P ra c tic e s ,"  p . 2 6 l.

c y i le s ,  op . c i t . ,  p . 21.

d s ta te  opera ted  program.

®Data f o r  th ese  s ta te s  not a v a ila b le  to  S ta te  Department o f 
Education O f f i c ia l s .

^P art o f  insurance c a rr ie d  in  s t a t e  opera ted  program.

Premium payments by th e  p u b lic  schoo ls o f  Louisiana f o r  f i r e  

and extended coverage insu rance , payments rece iv ed  t>y the  p u b lic  schools 

from commercial companies fo r  in su red  p ro p e rty  lo s se s , and premium-loss 

r a t io s  experienced  by the  pub lic  schools from th e  1948-49 f i s c a l  y ea r 

to  th e  1967-68 f i s c a l  year a re  rep o rted  in  Table 2 . The data  concerning
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TABLE 2

PEEMIUM-LOSS RATIO FOR FIRE INSURANCE AND EXTENDED COVERAGE 
COMPUTED ON ALL LOUISIANA SCHOOL DISTRICTS AS REPORTED 

TO THE LOUISIANA STATE DEPARTMENT OF EDUCATION FOR 
A TWENTY-YEAR PERIOD, 1949-1968, INCLUSIVE

Year Premiums Paid& Loss Payments 
Received^ R atio

1948-49 S 665,781.85 $ 227 , 293.50 34.14
1949-50 819,841.71 69,626.89 8.49
1950-51 995,140.17 352 , 888.77 35.46
1951-52 1,085,505.11 465 , 509.55 42.88
1952-53 1,188,311.22 261 , 447.64 22.00

1953-54 1,397,734.57 433,717.38 31.03
1954-55 1,476,483.97 377 , 247.51 25.55
1955-56 1 ,327 , 755.63 143, 236.57 10.79
1956-57 1 ,309 , 927.85 237 , 069.24 18.10
1957-58 1,370,626.64 1,620,514.00 118.28

1958-59 1 ,440 , 746.22 492 , 733.30 34.20
1959-60 1 , 638 , 766.65 593,649.66 36.23
1960-61 1,804,935.60 474,462.51 26.29
1961-62 1,754,434.26 454 , 965.30 25.93
1962-63 1 , 748 , 243.95 545,399.16 31.20

1965-64 1 , 848 , 461.44 728, 463.52 39.41
1964-65 2 , 174, 049.95 899, 222.61 41.36
1965—66 2,027,355.87 828,444.81 40.86
1966-67 2 , 693, 275.34 6 , 563, 857.16 243.71
1967-68 3 ,086,758.67 675,887.63 22.00

T o ta l $3 1 , 854 , 136.67 $16,445 , 636.71 51.65

3-As re p o rte d  by th e  S ta te  Department o f  Education in  th e  Annual 
Report f o r  each schoo l se ss io n .

premiums p a id  and lo s s  payments rece iv ed  was ob ta ined  from th e  appro­

p r ia te  Annual Report which was p repared  ty  th e  S ta te  Department o f  Edu­

ca tio n  o f  L ou isiana .

The premium payments over t h i s  20-year p e rio d  which provided
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fo r  f i r e  and extended coverage in su rance  amounted to  $31,854,136.67, 

w hile lo s s  payments due to  f i r e  and extended coverage were $16,445,636.71, 

The prem ium -loss r a t io  f o r  th i s  20-year p e rio d  was $1.65 p er cen t which 

i s  comparable w ith  th e  premium-loss r a t i o  f o r  L ouisiana in  V iles* s tu d y .

The prem ium -loss r a t io s  ranged from a low o f  8.49 per cen t fo r  

th e  f i s c a l  y e a r  1948-49 to  a high o f  243*71 p e r c en t fo r  th e  f i s c a l  

y ea r 1966-67. The u n u su a lly  high lo s s  r a t i o  fo r  th e  1966-67 y ea r was 

due la rg e ly  t o  th e  w ide-sp read  damage to  p u b lic  schoo l b u ild in g s  in  

th e  sou thern  p o rtio n  o f  th e  s ta te  by H urricane B etsy . Only one o th e r 

y e a r , 1957-$8, was th e  prem ium -loss r a t i o  h ig h e r th an  100 per cen t and 

th a t  was th e  y e a r  th a t  H urricane Audrey h i t  th e  c o a s t o f L ouisiana.

In  T able 3 a re  ta b u la te d  th e  in su ran ce  premiums p a id , lo s s  pay­

ments re c e iv e d , and th e  premium-loss r a t i o s ,  by in d iv id u a l school d is ­

t r i c t s  fo r  th e  20 -year p e r io d . The school d i s t r i c t s  a re  grouped by th e  

Public  S erv ice  Commission D is t r ic t s  in  which th e y  re s id e .

The prem ium -loss r a t io s  o f  th e  in d iv id u a l school d i s t r i c t s  fo r  

th e  20-year p e r io d  ranged from a low o f  1 .00  p e r c en t fo r  th e  West 

F e lic ia n a  P a rish  School D is t r i c t  t o  a high o f  230.44 per cen t fo r  th e  

Plaquemines P a r is h  School D is t r i c t .  There were n ine  school d i s t r i c t s  

whose prem ium -loss r a t i o s  fo r  th e  20-year p e rio d  were g re a te r  than  100 

per c e n t. With th e  ex cep tio n  o f th e  Monroe C ity  School D is t r i c t ,  a l l  

su s ta in e d  co n sid e rab le  damage to  school p ro p e rty  from e i th e r  H urricane 

Audrey in  1957 o r  H urricane Betsy i n  1966.

From f u r th e r  a n a ly s is  o f th e  f i r e  lo s s  and extended coverage 

experience  o f  th e  school d i s t r i c t s  over th e  20 -year p e r io d , i t  may be 

seen from Table 3 th a t  every  school d i s t r i c t  in  th e  s t a t e  o f  Louisiana
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TABLB 3

PREMIUM-LOSS RATIOS FOR FIRE INSURANCE AND EXTENDED COVERAGE 
FOR PUBLIC SCHOOL DISTRICTS OF LOUISIANA FOR A 

TWENTY-YEAR PERIOD, 1949-1968, INCLUSIVE

School D i s t r i c t Premium Paid^ Loss Payments 
Received^ R atio

F i r s t Public S e rv ice  Commission D is t r ic t

J e f fe r s o n $1,332,077.24 $1,754,887.97 131.74
O rleans 2 ,674 ,497 .17 711, 761.07 26.61
Plaquem ines 477,276.84 1,099,820.56 230.44
S t .  Bernard 389,683.44 727, 353.99 186.65
S t .  C harles 431,894.22 343,977.22 79.64
S t .  James 126,579.55 152, 693.98 120.63
S t .  Johns 118,134.02 258,425.71 218.76

T o ta l $5 ,550,142.48 $5 , 048, 920.50 90.97

Second Public  S erv ice  Commission D is t r i c t

A cadia $ 608,700.20 122,800.59 20.17
A llen 343,045.35 64,381.01 18.77
A scension 289,538.81 125, 553.16 43.36
Assumption 268,397.36 149, 101.52 55.55
A voyelles 386,743.16 181,097.16 46.83
B eauregard 433,142.27 268,333.42 61.95

C alca sieu 1,194,809.03 466 ,318.45 39.03
Cameron 347,195.97 781,255.06 225.02
E a s t Baton Rouge 1 ,491 ,948.88 899,690.18 60.30
E a s t F e lic ia n a 257,858.39 116, 378.47 45.13
E vangeline 388,326.59 643,795.28 165.79
I b e r ia 352 , 614.31 71,058.78 20.15

I b e r v i l l e 547, 405.22 157,210.58 28.72
J e f fe r s o n  Davis 594, 906.20 106,189.27 17.85
L a fa y e tte 642, 826.04 275 , 548.92 42.87
Lafourche 671,908.13 910,317.56 135.48
L iv in g sto n 295 , 713.81 194, 175.37 65.66
P o in te  Coupee 194, 148.40 21,373.09 11.01

S t .  Helena 161, 666.34 115,708.73 71.16
S t .  Landry 663, 364.84 141, 176.46 21.28
S t .  M artin 206 , 442.98 14, 259.06 6.91
S t .  Mary 496 , 097.16 29,889.33 6.02
S t .  Tammony 634, 548.16 222, 239.90 35.02
Tangipahoa 709, 645.62 422 ,956.30 54.95
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table 3—Continued

School D is t r i c t Premium Paid* Loss Payments 
Received® R atio

Terrebonne $ 671,807.17 $ 247, 541.91 36.85
Verm ilion 297,201.01 52,429.22 17.64
Washington 385,220.53 170,574.78 44.28
West Baton Rouge 263, 502.35 137, 143.75 52.05
West F e lic ia n a 121,480.23 1 , 215.39 1.00
C ity  o f  Bogalusa 218,138.79 23,648.57 10.84

T o ta l

Third

«14,198,343.30 $7,133,361.2? 

Public  S erv ice Commission D is t r ic t

50.24

B ie n v ille $ 398,507.44 $ 96, 246.61 24.15
B ossier 609,361.51 234, 156.28 38.43
Caddo 1 , 120,309.30 216, 783.73 19.35
Caldwell 153,943.99 2 , 910.63 1.89
Catahoula 183,971.66 7 , 013.69 3.81
C laiborne 276,089.08 61,828.34 22.39

Concordia 290 , 530.44 75 , 223.78 25.89
DeSoto 381,522.11 132. 022.28 34.60
E ast C a r ro ll 215,045.11 134, 240.07 62.42
F ran k lin 344 , 503.20 42 , 883.05 12.45
Grant 336 , 579.68 166, 542.68 49.48
Jackson 266,709.16 139, 226.09 52.20

LaSalle 226 , 152.60 39 , 243.65 17.35
Lincoln 440,539.95 56, 780.46 12.89
Madison 243, 648.73 20,820.13 8.55
Morehouse 617,901.16 190,380.55 30.81
N atch itoches 516,261.98 177, 936.02 34.47
Ouachita 1 ,069 , 974.45 544,901.2k 50.93

Rapides 1 , 139, 769.16 630, 283.96 55.30
Red R iver 119,829.22 25 , 193.10 21.02
Richland 367 ,203.66 208, 141.63 56.68
Sabine 329 , 722.99 140, 283.06 42.55
Tensas 172,053.59 39 , 711.17

61, 823.16
23.08

Union 246, 815.73 25.05

Vernon 509,323.13 93,864.81 18.43
Webster 644, 148.26 76,479.15 11.87
West C a r ro ll 338,179.84 333,928.87 98.74
Winn 245,571.89 12,465.92 5.08
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TABLE 3—Continued

School D is t r ic t Premium Paid& Lo*s Payments 
Received® R atio

C ity  o f Monroe S 301 ,481 , 8? $ 302,040.83 100.19

T otal $12,105,650.89 $ 4 ,263,354.94 35.22

S ta te  T o ta l $31,854,136,6? $16,445, 636.71 51.65

®As re p o rte d  by th e  S ta te  Department o f E ducation in  th e  Annual 
Report fo r  each f i s c a l  y e a r ,

rep o rted  having su s ta in e d  lo s s e s .  However, s ix  school d i s t r i c t s  in  

Louisiana su s ta in e d  damage* o f  le s s  than  one y e a r 's  annual premium.

A lso, t h i r t y - f iv e  school d i s t r i c t s ,  which i s  over 50 p e r cen t o f th e  

t o t a l  school d i s t r i c t s  in  L o u isian a , had t o t a l  lo s se s  o f  le s s  than  f iv e  

y e a r s ' premium fo r  th e  20-y e a r  p e rio d .

The composite prem ium -loss r a t io  o f th e  th re e  p u b lic  se rv ic e  

commission d i s t r i c t s  a re  shown in  Table 3» The prem ium -loss r a t io  o f  

th e  F i r s t  P ub lic  S erv ice  Commission D is t r ic t  o f  90.97 p e r cen t as com­

pared  to  th e  premium-loss r a t i o  o f 35.54 per cen t o f  th e  T hird  P ub lic  

S erv ice Commission D is t r i c t  g iv es  an in d ic a tio n  o f th e  e x ten t to  which 

the  hu rrican e  damage c o n tr ib u te s  to  th e  premium-loss r a t i o  o f  th e  s t a t e  

as a whole. The F i r s t  Pub lic  Serv ice  Commission D is t r i c t  i s  composed 

o f th e  seven p a rish e s  along th e  co ast near th e  mouth o f  th e  M iss is s ip p i 

R iv er, The school d i s t r i c t s  i n  t h i s  pub lic  se rv ice  d i s t r i c t  have r e ­

ceived  more damage to  school p ro p e rty  from hu rrican es  th a n  th e  school 

d i s t r i c t s  in  e i th e r  o f  th e  o th e r  two public  se rv ice  d i s t r i c t s .  The 

T hird  Public  Serv ice  Commission D is t r ic t  i s  composed o f  th e  p a rish e s  in
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North L ouisiana where v i r t u a l ly  no damage to  school p ro p erty  has ev er 

been su s ta in e d  from h u rr ic a n e s . The school d i s t r i c t s  i n  th e  Second 

Public S erv ice  Commission D is t r i c t ,  which had a composite premium-loss 

r a t io  o f 50.24  p e r c e n t ,  a re  about eq u a lly  d iv ided  in  number as to  

those which have receiv ed  s u b s ta n tia l  damage to  school p ro p erty  from 

hu rrican es  and th o se  which have sub sta in ed  l i t t l e  o r  no damage from 

h u rr ica n e s .

In  summary, du ring  th e  20-year p e rio d  o f  1948-49 to  1967-68 

f i s c a l  y e a r , th e  s ix ty - s ix  school d i s t r i c t s  o f  L ou isiana  made premium 

payments f o r  p ro p e rty  insu rance  in  th e  amount o f  *31 , 854 , 136.67 and 

were paid  *16,445,636.71 in  indem nities w ith  a  prem ium -loss r a t io  o f  

51.65 per c e n t .  When th i s  premium-loss r a t i o  o f  51.65 p e r  cen t i s  com­

pared w ith  th e  e s ta b lis h e d  standard  o f  50 p e r  c e n t, as p rev io u s ly  g iven  

in  t h i s  c h a p te r , we must conclude th a t  th e  in su rance  c o s ts  charged by 

commercial companies have n o t been ex cessive  fo r  th e  p u b lic  school 

d i s t r i c t s  o f  L ou isiana  as  has been re p o rte d  in  e a r l i e r  s tu d ie s  fo r  

o th e r s t a t e s .



CHAPTER V

PRESENTATION OF CRITERIA, DEVELOPMENT OF STATE PLANS 

AND COMPARATIVE ANALYSIS 

Since t h i s  study  was concerned w ith  th e  com parative a n a ly s is  

of a l te rn a te  p lan s  f o r  securing  p ro te c t io n  of p ro p e rty  of school d is ­

t r i c t s  of L o u isian a , i t  was f i r s t  n ece ssa ry  to  develop a l te rn a te  p lans 

to  th e  p resen t commercial insurance coverage. Two a l te rn a te  p lan s  were 

p ro je c te d : a S ta te -o p e ra te d  Insurance Fund and a S ta te  S e lf- in su ra n c e

Reserve Fund. I t  was a ls o  necessary  to  develop or id e n tify  c r i t e r i a  

f o r  comparing th e  th re e  p lan s  of in su ran ce  coverage.

A review  of l i t e r a t u r e  re v e a le d  t h a t  th e  c r i t e r i a  f o r  th e  suc­

c e s s fu l  o p e ra tio n  of a s t a t e  in su rance  fund  as developed by Stone^ were 

comprehensive and w ell s u i te d  f o r  use  in  t h i s  p re se n t s tudy . S to n e’s 

c r i t e r i a  were developed a f t e r  a d e ta i le d  s tu d y  o f th e  f iv e  S ta te  In su r­

ance Funds and were v a lid a te d  by subm ission to  th e  D irec to rs  of th e  

f iv e  S ta te  In su rance  Funds. References from o th e r  w rite rs  which support 

or re in fo rc e  S to n e ’s c r i t e r i a  a re  c i te d  where a p p ro p ria te .

S ta te  Fund C r i te r ia  

The C rite r io n  o f F in a n c ia l  C apacity 

The c r i t e r io n  o f f in a n c ia l  c ap a c ity  p e r ta in s  to  th e  w illin g n e ss

Is to n e , op. c i t .
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and a b i l i t y  o f a s t a t e  to  r e ta in  lo s s e s .  This c r i t e r io n  has im plica­

tio n s  fo r  n ecessary  i n i t i a l  s ta t e  a p p ro p ria tio n s  and long-range school 

d i s t r i c t  o r s t a t e  payment c a p a b ili ty  and w illin g n e ss  to  such a Fund.

Not only  must th e re  be i n i t i a l  c ap a c ity  fo r  Fund e s ta b l is h ­

ment, th e re  must a lso  be con tinu ing  cap ac ity  f o r  Fund maintenance.

Both th e  i n i t i a l  and continuing  p a r t ic ip a t io n  of schools in  a Fund 

should be h igh  to  in su re  con tinu ing  cap ac ity  o f th e  Fund. Such p a r t ic ­

ip a t io n  could only  be achieved through Fund a t t r a c t iv e n e s s ,  i f  p a r t i c i ­

p a tio n  were o p tio n a l, or through mandatory p a r t ic ip a t io n  by law .

The C rite r io n  o f C atastrophe P ro te c tio n

Except in  unusual c ircum stances, a S ta te  Fund insurance  pro­

gram must have c a ta s tro p h e  p ro te c tio n . I t  i s  probably  ad v isab le  th a t  a 

S ta te  Fund, a t  l e a s t  i n i t i a l l y ,  re in s u re  some of i t s  r is k s  in  o rd e r to  

allow  i t  to  m ain ta in  low er re se rv e s .

Due to  th e  high p o te n tia l  r i s k  of sev e re  damage from h u rrican es  

along th e  c o a s ta l  reg io n  of L ou isiana , any S ta te  Insurance Fund f o r  th e  

p ro te c tio n  o f  school p ro p erty  in  L ouisiana must pay c a re fu l a t te n t io n  

to  t h i s  c r i t e r io n .  The f i s c a l  year of 1966-6? showed lo s s  payments to  

L ouisiana schoo l d i s t r i c t s  of $6 ,563 ,857 .16 . Without ca tas tro p h e  pro­

te c t io n  one severe  h u rrican e  could u se  up a s iz a b le  re se rv e  and might 

put a S ta te  Insurance  Fund in  d ire  f in a n c ia l  s t r a i t s .

G enera lly  re in su ran ce  can be purchased jja th re e  types: pro­

r a t a ,  excess o f lo s s  (d e d u c tib le ) , and c a ta s tro p h e . I t  must be s ta te d  

th a t  f o r  a S ta te  Fund, th e  re in su ran ce  must be " ta ilo r-m ad e"  or se rio u s  

tro u b le  could  r e s u l t  from over-exposure.^

l lb id . , p. 99.
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The C rite r io n  o f R isk  Spread

The c r i t e r io n  o f  r i s k  spread  r e f e r s  to  th e  adequacy o f the  

Fund's exposure d i s t r ib u t io n .  This c r i t e r io n  g ives r i s e  to  th e  re ­

quirem ents o f  mass, homogeneity, and independence o f  Fund in su red  r i s k s .  

In th e o ry , th e re  must be s u f f ic ie n t ly  la rg e  numbers o f  exposure u n i t s ,  

w ith  each u n i t  p o ssess in g  the  same degree o f  exposure to  lo s s .  I f  lo s s  

occurs to  one u n i t ,  i t  should no t occur from th e  same cause to  ano ther 

u n i t .

According to  Linn and Joyner:

The number o f r i s k s  to  be covered should be s u f f ic ie n t ly  la rg e  
to  p e rm it th e  o rd e r ly  working o f  th e  law o f av erag es. An in s u f f i ­
c ie n t  number o f  r i s k s  means a  la ck  o f sp read  o f  r i s k .  R isks should 
be p h y s ic a lly  independent o f  one an o th er to  avo id  a ca tas tro p h e  o r 
g en era l c o n f la g ra tio n ,^

The law o f la rg e  numbers i s  d e fin ed  by A ngell a s:

The g re a te r  th e  number o f  exposure u n i t s ,  th e  n earer th e  ac tu a l 
r e s u l t s  w i l l  approach th e  u n d erly ing  p ro b a b i l i ty .^

By independence, we r e f e r  to  u n i t s  being  so d i s t in c t  from each 

o th e r th a t  th e  occurrence o f lo s s  to  one u n i t  should no t change th e  

p ro b a b il i ty  o f  lo s s  to  an o th er. In  p ra c t ic e  th e  p r in c ip le  o f  indepen­

dency i s  nev er com pletely  a tta in e d , bu t th e  F und 's  concern should be in  

the  e lim in a tio n  o f th e  in c a lc u la b le  c a ta s tro p h ic  hazard  which may cause

lo s s  to  s e v e ra l  o r a l l  th e  u n its  because o f  t h e i r  in ter-dependence .

These p r in c ip le s  would seem to  fav o r mandatory S ta te  Fund cov­

erage fo r  schoo ls  and im ply th e  need fo r  re in su ra n c e .

^Linn and Jo y n er, op. c i t . ,  p . 74.

^Frank J .  A ngell, Insurance P r in c ip le s  and P ra c tic e s  (New
York: The Ronald P ress  Company, 1959)» p . 63.
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The C rite r io n  o f  Reserving 

The c r i t e r io n  o f re serv in g  r e f e r s  to  th e  s e t t in g  a s id e  o f funds 

in  o rder to  have adequate funds av a ilab le  when they  a re  needed. An 

abrupt change from commercial insurance to  a S ta te  Fund should only be 

made i f  s u f f ic ie n t  re se rv e  has been developed fo r  la rg e  and unexpected 

lo sse s .

The S ta te  Funds which are  p re se n tly  o p e ra tin g  determ ine th e  

amount o f  re se rv e  fund which should be s e t  a sid e  by a t  le a s t  th re e  

d if f e r e n t  methods: ( l )  a c e r ta in  re se rv e  maximum amount i s  s t ip u la te d

by law, (2) a re se rv e  i s  s e t  a s id e  in  r e la t io n  to  th e  la r g e s t  in d iv id u a l 

r i s k ,  and (3 ) a  re se rv e  i s  s e t  aside in  r e la t io n  to  th e  n e t r i s k .  Which­

ever method i s  used , th e  f i n a l  t e s t  i s  i n  th e  re se rv e  adequacy. The 

reserv e  fund should  be adequate to  absorb a  la rg e  lo s s  w ithou t bank­

ru p tin g  th e  Fund.

The C r i te r io n  o f In v io la b i l i ty  

The re se rv e  funds must be r e s t r i c t e d  and used only fo r  payment 

o f lo s s e s .  A seem ingly id le  insurance re se rv e  fund could  be a source 

o f tem pta tion  to  o th e r governmental agencies seeking re a d ily  a v a ila b le  

money fo r  o th e r  pu rposes. Tampering and t r a n s fe r s  from the  Fund should 

be p ro h ib ited  by law .^

L e g is la tiv e  mandate p ro te c tin g  th e  Fund from " ra id in g "  from 

a l l  q u a r te rs ,  no m a tte r how ju s t  the  cause , would need be o b ta in ed .

This s ta tem en t i s  made w ith  f u l l  r e a l iz a t io n  th a t  one le g is la tu r e  i s  

no t bound by a c ts  o f  a p rev ious l e g is la tu r e .

% nezevich and Fowlkes, op. c i t . ,  p . 277.
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The C rite r io n  o f Serv ice  P rov isions 

The p ro v is io n  of e f f i c i e n t  and. sp e c ia liz e d  se rv ic e s  of many 

types by a Fund to  school d i s t r i c t s  would be e s s e n t ia l .  Im p lic i t  in  

t h i s  c r i te r io n  are  th e  needs f o r  Fund p ro v is io n  fo r  rap id  and e f f ic ie n t  

claim s a d ju s tin g  s e rv ic e s , a s s is ta n c e  in  the  p lann ing  of school d i s t r i c t  

in su rance  programs inc lud ing  in su ra b le  va lue  d e te rm in a tio n , a s s is ta n c e  

in  p lanning  new b u ild in g s , and o v e r - a l l  lo s s  p rev en tion  s e rv ic e s .

The C r i te r io n  o f Cost 

The c r i te r io n  o f co st to  th e  s t a t e  and i t s  schools i s  th e  p re­

eminent c r i te r io n  to  which a l l  o th e r  S ta te  Fund c r i t e r i a  a re  re la te d .^  

The i n i t i a l  and con tinu ing  co st o f  a S ta te  Fund should be w ith in  the  

f in a n c ia l  c ap ac ity  of th e  s ta t e  and i t s  schoo ls . The premiums charged 

schoo ls  in  the  aggregate  should be le s s  th an  th a t  'charged f o r  compa­

ra b le  in d iv id u a l in su ran ce .

Any amount of premium re d u c tio n  would depend on ( l )  th e  lo ss  

experiences of the sch o o ls , (2) fa v o ra b le  p h y s ica l c h a r a c te r i s t ic s  of 

t h e i r  exposure u n i t s ,  (3) expense sav ings r e s u l t in g  from grouping , ( t )  

c e r ta in  ta x  and a c q u is it io n  b e n e f i t s ,  (5) any added economies of Fund 

o p e ra tio n , and (6) some com bination o f th e se  f a c to r s .2

A S ta te  School Insurance Fund must b e n e f it  econom ically the 

p u b lic  schools o f th e  s t a t e ,  hence th e  taxpayers  of the  s t a t e ,  fo r  i t s  

e x is ten c e  to  be j u s t i f i a b l e .  I t  i s  assumed th a t  d i r e c t  co st b e n e f it  

could produce in d ir e c t  b e n e f it  to  th e  sch o o ls ' edu ca tio n a l programs.

^Stone, op. c i t . ,  p . 92.

^ Ib id .
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According to  Johns and Morphet:

I t  i s  agreed th a t  i t  i s  a d e s ira b le  o b je c tiv e  of school b u s i­
ness a d m in is tra tio n  to  purchase th e  maximum amount of needed pro­
te c t io n  a t  the  minimum c o s t, th en  the  p ro v is io n  fo r  s ta te  in su r­
ance i s  sound p u b lic  p o licy .^

P ro jec ted  Programs of S ta te  Insu rance  f o r  Louisiana

Guide l in e s  fo r  two programs f o r  s t a t e  insu rance  in  Louisiana 

were developed from th e  c r i t e r i a  and from th e  s tudy  of th e  s ta t e  p lans 

now in  o p e ra tio n . The guide l in e s  a re  no t to  be considered  as s ta tu ­

to ry  m odels, but r a th e r  s k e le ta l  frameworks around which e f fe c t iv e  

s ta tu te s  may be w r i t t e n .

A S ta te -o p e ra te d  Insurance Fund

Guide Lines

1 . The S ta te  o f Louisiana s h a l l  in s u re  p u b lic  school d i s t r i c t

p roperty  a g a in s t lo s s  by f i r e ,  and in c lu d in g  extended coverage.

2 . The Fund s h a l l  be adm in istered  by a d iv is io n  under th e

S ta te  Department of Education.

3 . There s h a l l  be an i n i t i a l  re se rv e  fund of th re e  m illio n  

d o lla rs  ap p ro p ria ted  by th e  le g i s la tu r e  from th e  g en era l fund of th e  

s t a t e .  This ap p ro p ria tio n  i s  in  th e  form o f  a lo an  to  be rep a id  to  the  

g en era l fund of the  s t a t e  in  th re e  in s ta llm e n ts  of one m illio n  d o lla rs  

each when th e  re se rv e  fund s h a l l  have accum ulated one m illio n  d o lla r s  

in  excess of the  o r ig in a l  th re e  m illio n  d o lla r s  ap p ro p ria ted .

1 . School d i s t r i c t s  s h a l l  pay annual premiums a t  th e  r a te  de­

term ined by the  Insurance D iv ision  o f th e  S ta te  Department of Education,

iRoe L. Johns and Edgar L. Morphet, F inancing  th e  Public  Schools 
(Englewood C l i f f s ,  N. J . : P re n tic e -H a ll, I n c . ,  I9 6 0 ), p. 522.
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which in  no case s h a l l  exceed 80 p e r cen t o f  th e  c u rre n t ra te s  e s tab ­

l is h e d  by th e  L ouisiana R ating  Bureau, These r a te s  s h a l l  be ad ju sted  

from tim e to  tim e to  provide in su rance  fo r  th e  lo c a l  school d i s t r i c t s  

a t  th e  low est c o s t p o s s ib le ,

5 , A re in su ran ce  c o n tra c t  s h a l l  be purchased which in su re s  

th e  excess o f i t s  l i a b i l i t y  above $200,000 fo r  each and every lo c a tio n , 

and each and every c a ta s tro p h e  in  which lo s s  i s  s u f fe re d ,

6 , The Fund s h a l l  be mandatory fo r  every p u b lic  school d is ­

t r i c t  in  th e  s ta t e  o f  L o u isian a ,

7 , The D iv ision  o f Insurance o f  th e  S ta te  Department o f Edu­

c a tio n  s h a l l  provide fo r  in sp e c tio n  o f  b u ild in g s  a t  l e a s t  once every 

two y e a rs . Local a u th o r i t ie s  s h a l l  be re q u ire d  to  comply w ith th e  rec­

ommendations o f th e  S ta te  Department o f E ducation ,

8 , Local school d i s t r i c t s  s h a l l  an n ually  fu rn ish  complete in ­

v e n to rie s  o f b u ild in g s  and c o n ten ts  w ith  an e s tim a te  o f  cu rren t rep lace ­

ment v a lu e s ,

9 , The sum o f $75,000 p e r y ea r s h a l l  be ap p ro p ria ted  ty  the  

L e g is la tu re  fo r  a d m in is tra tiv e  c o s ts  fo r  th e  f i r s t  two years o f  opera­

t io n ,  T h e re a fte r  th e  c o s t o f  o p e ra tio n  s h a l l  be borne by th e  Fund and 

s h a l l  be lim ite d  to  10 p e r c en t o f  th e  premium w r i t te n  in  each y e a r .

10, A ll premiums and earn ings th a t  a re  no t needed fo r  th e  pay­

ment o f  lo s se s  o r a d m in is tra tiv e  c o s ts  in  a p a r t i c u la r  year s h a ll  be 

in v es ted  in  accordance w ith  s ta tu to r y  p ro v is io n s  o f  th e  s t a t e .  No p a rt 

o f  the  in su rance  fund may be used fo r  any purpose o th e r  than th e  payment 

o f  lo sse s  and a d m in is tra tiv e  c o s ts ,

11, A ll lo s s  ad justm en ts s h a l l  be made by th e  D irec to r o f  th e



74

D iv ision  o f  Insurance o r h is  a g e n t. In  case  o f  disagreem ent between 

th e  D irec to r o f  Insurance and th e  school d i s t r i c t ,  a th i r d  person s h a l l  

determ ine th e  lo s s .  I n a b i l i ty  to  agree upon a th i r d  person s h a ll  cause 

th e  Governor o f  th e  s t a t e  t o  appoint a  t h i r d  person , whose d ec is io n  

s h a l l  be b in d in g .

12. A ll premiums must be paid  w ith in  s ix ty  days o f  e f fe c t iv e  

d a te . D elinquent premiums s h a l l  be deducted from s ta t e  funds due th e  

school d i s t r i c t .

13 . P o lic ie s  s h a l l  be w rit te n  fo r  p e rio d s  o f  f iv e  years  w ith  

f iv e  equal premium payments to  be made an n u a lly . A ll p o lic ie s  s h a l l  be 

w r it te n  f o r  100 p e r cen t o f th e  in su ra b le  value o f  th e  p ro p e rty .

14 . In  th e  event t h a t  lo s se s  exceed th e  re se rv e  fund during  

any one y e a r , th e  p lan  s h a l l  p rovide fo r  advance o f  monies from th e  

g en era l fund o f  th e  S ta te  to  b rin g  the  re se rv e  fund to  $3,000,000. Such 

advance payments s h a l l  be rep ay ab le  to  th e  g en era l fund o f  th e  S ta te  in  

th e  same manner as th e  o r ig in a l  loan  o f  $3 ,000,000.

15 . The D iv ision  o f  Insurance  o f  th e  S ta te  Department o f  Edu­

c a tio n  s h a l l  employ w e ll- tr a in e d , experienced , and competent personnel 

who s h a ll  be re sp o n sib le  fo r  p rov id ing  ra p id  and e f f ic ie n t  claim  a d ju s t­

ing  s e rv ic e s , a s s i s t in g  in  p lan n in g  new b u ild in g s , and provid ing  over­

a l l  lo s s  p rev en tio n  s e rv ic e s .

16 . The D iv ision  o f  Insurance o f  th e  S ta te  Department o f  Edu­

c a tio n  s h a l l  be empowered to  adopt ru le s  and re g u la tio n s  necessary  fo r  

th e  e f f ic ie n t  o p e ra tio n  o f th e  Fund.
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A S ta te  S e lf- in su ran c e  Reserve Fund

Guide Lines

1. The S ta te  o f  L ouisiana s h a l l  in su re  p ub lic  school d i s t r i c t  

p ro p e rty  ag a in s t lo s s  by f i r e ,  and in c lu d in g  extended coverage a t  100 

p er cen t o f in s u ra b le  va lue .

2. The Fund s h a ll  be ad m in is tered  by a  d iv is io n  under th e  

S ta te  Department o f  Education.

3 . There s h a l l  be an i n i t i a l  re se rv e  fund o f th re e  m illio n  

d o l la r s  a p p ro p ria ted  by the  l e g is la tu r e  from th e  g enera l fund o f  th e  

S ta te .  This a p p ro p ria tio n  i s  in  th e  form o f  a  lo an  to  be re p a id  in  

th re e  in s ta llm e n ts  o f  one m illio n  d o l la r s  each when th e  re se rv e  fund 

s h a l l  have accum ulated one m illio n  d o l la r s  in  excess o f th e  o r ig in a l 

th re e  m illio n  d o l la r s  ap p ro p ria ted .

4c The sum o f two d o l la r s  per average d a ily  membership o f  th e  

p u p ils  in  th e  p u b lic  schools o f  L ouisiana s h a l l  be ap p ro p ria ted  ty  the  

S ta te  L e g is la tu re  each y ear to  th e  S ta te  S e lf- in su ran c e  Reserve Fund to  

cover lo s s  payments and annual a d m in is tra tiv e  c o s ts .  When th e  re se rv e  

o f th e  Fund reach es  th e  sum o f  5 p e r cen t o f  th e  t o t a l  in su rance  in  

fo rc e , then  an n u a lly  th e re a f te r  th e  le g i s la tu r e  s h a l l  p ro p o rtio n a te ly  

decrease  th e  payment p e r average d a ily  membership t o  an amount which 

w il l  be s u f f ic ie n t  to  main+ain th e  re se rv e  a t  5 p e r cent o f th e  t o t a l  

in su rance  in  fo rc e .

5. A d m in is tra tiv e  c o s ts  s h a l l  be lim ited  to  10 p e r cent o f 

th e  combined annual a p p ro p ria tio n  and earn in g s  o f  th e  p lan .

6. A re in su ran ce  c o n tra c t s h a l l  be purchased which in su res  

th e  excess o f  i t s  l i a b i l i t y  above 1200,000 fo r  each and every  lo c a tio n .
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and each and every ca tas tro p h e  in  which lo s s  i s  su ffe re d . As th e  r e ­

serve  fund in c re a se s  th e  need fo r  re in su ran ce  s h a ll  be re ev a lu a ted ,

7, The Fund s h a l l  be mandatory fo r  every p u b lic  school d is ­

t r i c t  in  th e  S ta te  o f L ouisiana.

8, The D ivision  o f  Insurance o f  th e  S ta te  Department o f  Loui­

s ian a  s h a l l  p rov ide fo r  in sp ec tio n  o f b u ild in g s  a t  l e a s t  once i n  every 

two y e a rs . Local a u th o r i t ie s  a re  re q u ire d  to  comply w ith  th e  recommen­

d a tio n s  o f th e  S ta te  Department o f E ducation ,

9 , Local school d i s t r i c t s  s h a l l  annually  fu rn ish  complete in­

v e n to r ie s  o f  b u ild in g s  and con ten ts  w ith  an estim ate  o f  c u rre n t rep lace ­

ment v a lu e s ,

10, A ll lo s s  adjustm ents s h a l l  be made by th e  D ire c to r  of th e  

D iv is io n  o f  Insurance o r h is  agen t. In  case  o f disagreem ent between 

the  D ire c to r  o f  Insurance and th e  school d i s t r i c t ,  a t h i r d  person s h a l l  

determ ine th e  lo s s .  I n a b i l i ty  to  agree upon a th i r d  person  s h a l l  cause 

th e  Governor to  appoint a th i r d  person, whose d e c is io n  s h a l l  be b in d in g ,

11, A ll ap p ro p ria tio n s  and earn in g s  th a t  a re  not needed in  a 

g iven year f o r  payment o f lo s se s  or ad m in is tra tiv e  c o s ts  s h a l l  be in ­

v e s te d  in  accordance w ith s ta tu to ry  p ro v is io n s  o f th e  S ta te .  No p a r t

o f th e  in su ran ce  fund may be used fo r  any purpose o th e r  than  th e  payment 

o f lo s s e s  and a d m in is tra tiv e  c o s ts .

12, In  th e  event th a t  lo sse s  exceed th e  re se rv e  fund during  

any one y e a r , th e  p lan  s h a ll  provide fo r  advance o f monies from the  

genera l fund o f  th e  S ta te  to  b ring  th e  re se rv e  fund to  $3*000,000. Such 

advance payments s h a ll  be repayable to  th e  g en era l fund o f th e  S ta te  in  

the  same manner as th e  o r ig in a l  loan o f $3,000,000.
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13. The D iv is io n  o f  Insurance o f th e  S ta te  Department o f Edu­

c a tio n  s h a l l  employ w e ll- tra in e d , experienced , and competent personnel 

who s h a l l  be re sp o n sib le  fo r  p rov id ing  ra p id  and e f f i c i e n t  claim  a d ju s t­

ing  s e rv ic e s , a s s i s t in g  in  p lann ing  new b u ild in g s , and p rov id ing  over­

a l l  lo s s  p reven tion  s e rv ic e s ,

14. The D iv ision  o f  Insurance o f  th e  S ta te  Department o f Edu­

c a tio n  s h a ll  be empowered t o  adopt ru le s  and re g u la tio n s  necessa ry  fo r  

e f f ic ie n t  o p e ra tio n  o f  th e  Fund.

A Comparative A nalysis o f Three Methods 

o f  Securing P ro te c tio n

The com parative a n a ly s is  o f th re e  d i f f e r e n t  methods o f secu r­

ing  p ro te c tio n  o f  p ro p erty  f o r  p u b lic  school d i s t r i c t s  o f L ouisiana— 

commercial in su ran ce , s ta te -o p e ra te d  in su ran ce  fund, and s t a t e  s e l f -  

insu rance  reserv e  fund—was based on th e  fo llow ing  id e n t i f i e d  c r i t e r i a  

c a te g o r ie s : ( l )  f in a n c ia l  c a p a c ity , (2 ) c a ta s tro p h e  p ro te c t io n , (3 )

r i s k  spread , (4) re se rv in g , (5) in v io la b i l i t y ,  (6) s e rv ic e  p ro v is io n s , 

and (7 ) c o s t .

Category o f F in an c ia l Capacity

F in an c ia l cap ac ity  p e r ta in s  t o  th e  w illin g n ess  and a b i l i t y  o f  

a s ta t e  o r  company to  r e ta in  o r pay fo r  lo s se s  su s ta in e d . There i s  no 

question  concerning th e  a b i l i t y  and w illin g n e ss  o f  commercial companies 

to  provide in su rance  p ro te c tio n  on th e  pub lic  school p ro p e rty  o f L ou isi­

ana. They have been p rov id ing  t h i s  p ro te c tio n  fo r  many y ears  and have 

never g iven any in d ic a tio n  o f  not w ishing t o  con tinue to  do so in  th e  

fu tu re .

The a b i l i t y  and w illin g n e ss  o f  th e  S ta te  o f  L ouisiana to  provide
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p ro te c t io n  fo r  i t s  pub lic  school p ro p e rty  through a s t a t e  insurance 

p lan  can be b e s t a ssessed  by making com parisons between L ouisiana and 

th e  f iv e  s ta te s  p re se n tly  o p e ra tin g  s t a t e  p lan s  s u c c e ss fu lly , w ith r e ­

sp ec t to  f a c to r s  which can be considered  in d ic a to r s  o f w illin g n ess  and 

a b i l i t y .

A b ility  to  pay f o r  insu rance  lo s s e s  may be sa id  to  be re la te d  

to  s iz e  o f  pop u la tio n  and per c a p ita  income. W illingness may be judged 

on th e  b a s is  o f th e  degree of e f f o r t  now being  made to  support govern­

m ental s e rv ic e s , as  in d ic a te d  by per c a p i ta  t o t a l  g en era l revenue and 

p er p u p il expenditu res f o r  p u b lic  ed u ca tio n .

As w i l l  be seen from an exam ination of Table 4 , Louisiana idien 

compared w ith  th e  f iv e  s t a t e s  which a re  p re s e n tly  o p e ra tin g  s ta t e  p lans 

ranks t h i r d  (among th e  s ix  s t a t e s ,  in c lu d in g  L ouisiana) i n  p o p u la tio n , 

fo u r th  in  per c a p ita  income, th i r d  in  p e r c a p ita  g en era l revenue o f 

s t a t e  and lo c a l governm ents, and second i n  e stim ated  p u b lic  school cur­

re n t  expend itu re  p e r  p u p il in  average d a i ly  tte n d a n ce . Only Wisconsin 

ranks h ig h er th an  L ouisiana in  a l l  fo u r  c a te g o r ie s .  North Dakota and 

North C aro lina  rank  h ig h er than  L ouisiana in  two c a te g o r ie s , bu t each 

has a low er p e r p u p il expend itu re  th an  L o u isian a . L ouisiana ranks h igher 

in  a l l  fo u r  c a te g o rie s  th an  two of th e  s t a t e s ,  Alabama and South Caro­

l i n a ,  which a re  now su c c e ss fu lly  o p e ra tin g  s t a t e  in su rance  p la n s .

I t  can be s a fe ly  concluded from th e se  comparisons th a t  th e  

S ta te  o f Louisiana would be ab le  to  p rov ide  adequate p ro te c tio n  through 

a s t a t e  in su rance  fund and th a t  th e  people  o f  th e  s t a t e  could be expected 

to  make th e  necessary  e f f o r t  to  fin an ce  th e  program provided f a c to r s  

no t r e la te d  to  f i s c a l  soundness d id  n o t in te rv e n e . A lso, th e  f a c t  th a t



TABLE 4

A COMPARISON BETWEEN LOUISIANA AND THE FIVE STATES PRESENTLY OPERATING STATE INSURANCE PLANS 
SUCCESSFULLY WITH RESPECT TO FOUR FACTORS WHICH CAN BE CONSIDERED INDICATORS 

OF WILLINGNESS AND ABILITY TO PAY FOR GOVERNMENTAL SERVICES

S ta te

E stim a tes  o f  T o ta l 
R esiden t P o p u la tio n  

J u ly  1, 1969®

P e r-C a p ita  P e rso n a l 
Income, 1968^

P e r-C a p ita  T o ta l 
G eneral Revenue o f 
A ll S ta te  and Local 

Governments, 1967-68®

E stim a te  C urren t 
E xpend itu re  fo r  
E lem entary and 

Secondary Schools 
p e r  P u p il in  ADA, 
1968-69 (R ev ised)^

Number Rank Amount Rank Amount Rank Amount Rank

L ou isiana 3 ,745 ,000 3 $2,634 4 $480.60 3 $619 2

Alabama 3 , 531,000 4 2,337 6 374.02 4 398 6

N orth C aro lin a 5 , 205,000 1 2,664 3 362.97 5 510 4

N orth Dakota 615,000 6 2 ,730 2 601.51 1 585 3

South C aro lin a 2 , 692,000 5 2 ,380 5 326.11 6 498 5

W isconsin 4 , 233,000 2 3,363 1 539.03 2 759 1

^N atio n a l E ducation  A sso c ia tio n , Rank o f  th e  S ta te s ,  1970, R esearch R eport 1970-Rl 
(W ashington, D. C .; R esearch D iv is io n , N a tio n a l E ducation  A sso c ia tio n , 1970), p . 7 .

b i b i d . ,  p . 31 . • I b id . .  p . 37 . ' i b i d . , p . 57.
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L ouisiana p u b lic  school d i s t r i c t s  spent $3,086,758.67^ fo r  p roperty  and 

extended coverage in su ran ce  out o f t o t a l  expenditu res o f $584,462,272,94" 

during  th e  f i s c a l  y e a r o f  1967-68, which was only approxim ately one 

h a l f  o f  one per cen t o f  t h e i r  t o t a l  expend itu res , fu r th e r  supports th e  

co n ten tio n  th a t  th e  S ta te  o f  L ouisiana would be ab le  to  provide adequate 

p ro te c tio n  through a s t a t e  insu rance  fund i f  th e  le g is la tu r e  were w i l l ­

ing to  pass th e  ap p ro p ria te  le g i s la t io n .

Category o f  C atastrophe P ro tec tio n

The need fo r  a  s ta te -o p e ra te d  insurance fund or a s ta te  s e l f -  

in su rance  re se rv e  fund to  p rovide ca ta s tro p h e  p ro te c tio n  has been 

s tre s s e d  p re v io u s ly . I t  was a lso  po in ted  out th a t  g en e ra lly  re in s u r­

ance can be purchased in  one o f th re e  ty p es: p ro - ra ta ,  excess o f  lo s s  

(d e d u c tib le ) , and c a ta s tro p h e .

A ll f iv e  o f  th e  s ta t e s  which p re sen tly  provide s ta t e  wide pub­

l i c  p ro p e rty  school insu rance  have been able to  purchase re in su rance  fo r  

c a ta s tro p h e  p ro te c tio n . South C a ro lin a 's  S ta te  Insurance Program has a 

re in su ran ce  co n tra c t p ro v id in g  f i r e  and extended coverage insurance w ith  

a  d e d u c tib le  o f  $150,000 p e r lo s s  occurrence.^  The North C arolina Pub­

l i c  School Insurance Fund re in su ran ce  co n tra c t in su re s  the  excess o f  i t s  

l i a b i l i t y  above $200,000 fo r  each and every lo c a t io n , each and every

^One Hundred N ineteen th  Annual Report fo r  th e  Session 1967-68, 
B u lle tin  No. IIAI (Baton Rouge, L a .: S ta te  Department o f Education o f
L o u isian a , 1969), p . 36.

^ Ib id . , p . 8.

3Report o f th e  S ta te  Budget and C ontrol Board, D iv ision  o f 
G eneral S erv ices to  th e  G eneral Assembly o f South C aro lina , June 30,
1968, op . c i t . ,  p . 9 .
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occurrence o f l o s s . l

S ince North C aro lina  was th e  only s ta te -o p e ra te d  in su ran ce  pro­

gram which was lim ite d  to  p u b lic  elem entary and secondary school prop­

e r ty ,  as c a l le d  fo r  in  t h i s  s tu d y , i t s  p lan  fo r  c a ta s tro p h e  p ro te c tio n  

was fo llow ed . A lso, Mr. Winborne, D irec to r o f th e  D iv ision  o f Insurance 

of North C aro lin a , s ta te d  th a t  i t s  p lan  o f re in su ran ce  had worked very 

s a t i s f a c to r i l y  f o r  North C a ro lin a .2

Commercial in su rance  companies have long  recognized th e  need 

f o r  c a ta s tro p h e  p ro te c tio n  and a l l  have w ell e s ta b lish e d  p lan s  o f r e in ­

surance f o r  c a ta s tro p h e  p ro te c t io n .

Category o f R isk Spread 

There i s  no q u estio n  of th e  a b i l i t y  o f commercial companies to  

provide f o r  th e  spread of t h e i r  r i s k s  because o f th e  la rg e  number of 

companies which in su re  p ro p e rty  in  L ouisiana and because most companies 

a re  no t l im ite d  in  th e i r  o p e ra tio n s  to  any one s t a t e  or reg io n .

S ince th e  proposed s ta te -o p e ra te d  in su rance  fund and th e  s ta t e  

s e lf - in s u ra n c e  i  eserve fund c a l l  fo r  mandatory Fund coverage, th e  r is k s  

would be d is t r ib u te d  th roughout th e  e n t i r e  S ta te  of L ou isiana . Such 

mandatory s t a t e  wide coverage has provided adequate homogeneity and in ­

dependence o f  r i s k  to  a ssu re  th e  success o f th e  f iv e  s ta t e  p lan s  p re s ­

e n tly  in  o p e ra tio n , and i s  deemed to  s a t i s f y  th e  category o f r i s k  spread 

in  th e  proposed s ta te  p la n s ,

1Winborne, l e t t e r .

^Winborne, te lephone in te rv iew  on A pril 24, 1970.
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Category o f Reserving 

I t  i s  d i f f i c u l t  t o  a s c e r ta in  th e  i n i t i a l  amount o f  re se rv in g  

necessary  f o r  a S ta te  Fund which i n  e f f e c t ,  i s  u n d e rw ritten  by th e  

s ta t e  which has a v a s t  re s e rv e . Once fu l ly  o p e ra tio n a l, some Funds 

a ttem pt to  work toward maintenance of a re se rv e  of approxim ately 5 p e r 

cent o f th e  t o t a l  F u n d -re ta in ed  r i s k s . 1 At Fund in c e p tio n  however, 

th i s  p r a c t ic e  i s  n o t fo llow ed . South C arolina m aintained a re se rv e  o f 

2 per cen t o f th e  F u n d -re ta in ed  r i s k s  f o r  i t s  f i r s t  tw enty years  o f 

o p e ra tio n . Alabama and North Dakota, a f t e r  many years  o f o p e ra tio n , 

c u rre n tly  have re se rv e s  of approxim ately  1.5 per cen t and 2 .0  per cen t 

o f re ta in e d  r is k s  r e s p e c t i v e l y . 2 N orth C arolina e s ta b lish e d  i t s  re se rv e  

a t  Fund in c e p tio n  i n  th e  amount o f two m illio n  d o l la r s .  A ll s t a t e  in ­

surance funds must have adequate re s e rv e s  upon which to  draw a t  in cep ­

t io n  when th e  Fund could  experience  a h igher expense and lo s s  r a t i o  th an  

would be a n tic ip a te d  a f te r  i t  was f u l l y  o p e ra tio n a l.

I t  appears th a t  an i n i t i a l  re se rv e  ap p ro p ria tio n  of th re e  m il­

l io n  d o l la r s  would be adequate when ta k in g  in  co n sid e ra tio n  th a t  a  r e in ­

surance c o n tra c t s h a l l  be purchased which in su re s  th e  excess o f i t s  

l i a b i l i t y  above $200,000 f o r  each and every lo c a t io n , and each and every  

occurrence of lo s s .

As fo r  commercial in su rance  companies, s ta t e  s ta tu te s  c o n tro l 

the  amount o f re se rv e  each company must m aintain  i f  they  do busin ess  in  

L ouisiana, and such re se rv e  have proved to  be adequate.

Is to n e , op. c i t . ,  p . 141.

Zibid.
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Category o f In v io la b i l i ty  

Only to  th e  e x te n t th a t  s ta tu te s  would mandate in v io la b i l i t y  

a t  th e  tim e o f  Fund in c e p tio n  and to  th e  ex ten t th a t  th e  taxpayers  and 

ed u ca to rs  could o f f e r  in flu en ce  to  m ain ta in  i n v io la b i l i t y ,  would t h i s  

c r i t e r io n  be met s a t i s f a c to r i l y  by a S ta te -o p e ra te d  Insurance Fund o r a 

S ta te  S e lf- in su ra n c e  Reserve Fund.

Category o f  S erv ice  P ro v isio n  

There would be a  p o s s ib i l i ty  fo r  broadened and more sp e c ia liz e d  

se rv ic e s  to  be o ffe re d  to  th e  school d i s t r i c t s  th rough  a  s p e c ia liz e d  

in s u re r  such as  a S ta te  Fund. Only t o  th e  e x te n t th a t  s e rv ic e  e f f o r t s  

were more s p e c ia liz e d  and p e rso n a lized  would th e  S ta te -o p e ra te d  In su r­

ance Fund o r th e  S ta te  S e lf- in su ra n c e  Reserve Fund o pera te  more e f fe c ­

t iv e ly  in  t h i s  a rea  th an  commercial in s u re r s .

Category o f  Cost 

Comparisons were made o f  th e  c o s ts  o f  p ro te c tin g  th e  p h y s ica l 

p ro p e rty  in  th e  p u b lic  school d i s t r i c t s  o f  L ouisiana by a l te r n a te  meth­

ods—commercial in su ran ce , s ta te -o p e ra te d  in su rance  fund, and s ta t e  

s e lf - in s u ra n c e  re se rv e  fund. T ables were co n stru c ted  showing th e  e s t i ­

mated ex p eriences o f  o p e ra tin g  a s ta te -o p e ra te d  in su ran ce  fund and a  

s ta t e  s e lf - in s u ra n c e  re se rv e  fund i f  a l l  r is k s  had been assumed during  

th e  p a s t  tw en ty -year p e rio d  o f  1949 th rough  1968. The c o s t experiences 

o f commercial in su rance  fo r  t h i s  same p erio d  were shown in  Table 2 in  

th e  p reced in g  c h a p te r .

S ta te -o p e ra te d  Insurance Fund

The estim ated  c o s t experiences o f  o p e ra tin g  a S ta te -o p e ra ted
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Insurance Fund fo r  L ouisiana i s  shown in  Table 5. Column 1 re p re se n ts  

80 p e r cent o f  th e  a c tu a l  premiums paid  by th e  school d i s t r i c t s  o f 

Louisiana as re p o rte d  in  th e  L ouisiana Annual Reports fo r  th e  f i s c a l  

years 1949 through  1968.

Column 2 i s  c a lc u la te d  as 15 per cent o f Column 1. F if te e n  

per cen t i s  th e  approxim ate r a te  o f  th e  combined a d m in is tra tiv e  c o s ts  o f 

10 per cent and re in su ran ce  c o s t o f  5 p e r cent experienced by th e  Korth 

C aro lina  Fund,^ Mr. Winborne, D ire c to r  o f  th e  D iv ision  o f  Insurance o f  

North C aro lin a , s ta te d  th a t  i t  was h is  opinion th a t  a S ta te -o p e ra ted  

Insurance Fund in  L ouisiana would be ab le  to  purchase a re in su ran ce  

c o n tra c t which in su re s  th e  excess o f  i t s  l i a b i l i t y  above $200,000 fo r  

each and every lo c a t io n , each and every occurrence o f lo s s ,  such as 

North C aro lina  u se s , a t  approxim ately  th e  same percen tage o f  th e  premium 

charged th e  schoo l d i s t r i c t s  as has been th e i r  experience in  North Caro­

l in a  even though th e re  might e x is t  a g re a te r  th r e a t  o f  damage from hur­

r ic a n es  in  L o u isian a . The b a s is  o f  h is  opinion was th a t  th e  added r i s k

would be r e f le c te d  in  th e  premium charged th e  in d iv id u a l school d i s t r i c t s
2

in  L ou isiana .

Column 3 i s  th e  a c tu a l  amount p a id  by commercial insurance  

companies to  th e  p u b lic  schoo ls  o f  L ouisiana fo r  in su red  p o rp e rty  lo s s e s .  

Column 4 i s  th e  annual increm ent from op era tio n  which i s  de­

riv ed  by s u b tra c tin g  th e  sum o f Column 2 and Column 3 from Column 1.

Column 5 i s  d e riv ed  by m u ltip ly in g  Column 6 by 5 p e r  c e n t.

^Public School Insurance Fund Statem ent o f Comparative Data 
1950 to  1968, op. c i t .

^Winborne, te lephone  in te rv iew  on A pril 24, 1970.



TABLE 5
THE ESTIMATED EXPERIENCES OF THE PROJECTED STATE-OPERATED INSURANCE FUND FOR THE PUBLIC 

SCHOOLS IN LOUISIANA, HAD SUCH A FUND BEEN IN OPERATION FROM 1949 to  1968

Annual
80# o f Adminis­ A ctual Increm ent I n te r e s t Accumula­

F is c a l Premium t r a t i v e Losses from Earned on t iv e
Year Payments Cost P aid  Out O perations Investm ents Reserve

(1) (2) (3) (4 ) (5) (6 )

1948-49 8 607,6259 8 10: , 631b 8 227,293 $ 278,701 $ 150,000 $ 3 ,428 ,701
1949-50 730 , 873a 107, 793b 69,627 553,453 171,385^ 4 , 153 , 539c
1950-51 796,112 119,417 352,889 323,806 157,677^ 3 , 635,022
1951-52 868,404 130,261 465,509 272,634 181,751 4 , 089 , 407c
1952-53 950,649 142,597 261,448 546,604 154,470d 3 ,790,481
1953-54 1,118,188 167,728 433,717 516,743 189,524 4 ,4 9 6 ,748C
1954-55 1,181,187 177,178 377,247 626,762 174,837^ 4 ,298 ,347
1955-56 1 ,062,205 159,331 143,236 759,638 214,917 5 , 272,902
1956-57 1 ,047,942 157,191 237,069 653,682 263,645 6 , 190,229
1957-58 1,096,501 164,475 1 , 620,514 -688 ,488 309,511 5 , 811,252
1958-59 1 , 152,597 172,890 492,733 486,974 290,563 6,588 ,789
1959-60 1 ,311,013 196,652 593,650 520,711 329,439 7,438 ,939
1960-61 1,443,948 216,592 474,462 752,894 371,947 8 , 563,780
1961-62 1 , 403,547 210,532 454,965 738,050 428,189 9 , 730,019
1962-63 1,398,595 209,789 545,399 643,407 486,501 10 , 859,927
1963-64 1 , 478,769 221,815 728,464 528,409 542,996 11 , 931,332
1964-65 1,739,240 260,886 899,223 579,131 596,567 13 , 107,030
1965-66 1,621,885 243,283 828,445 550,157 655,352 14 , 312,539
1966-67 2 , 154,620 323,193 6 , 563,857 - 4 , 732,430 715,627 10 , 295,736
1967-68 2 , 469,407 370,411 675,888 1 , 423,108 514,787 12 , 233,631

T o ta l 825 , 633,307 $3,853,645 $16 , 445,637 $5 , 333,946 $6,899,685 $12 , 233,631

^In c lu d es  $75,000 fo r  a d m in is tra tiv e  expense,
^ In c lu d es  re in su ra n ce  c o s t e s tim a ted  a t  'ÿio o f  

premium paym ents.

CReduced by $1 ,000,000 fo r  repayment o f  lo a n ,
•^Calculated a f t e r  th e  re se rv e  fund had been 

reduced by $1 ,000 ,000 .

COvn
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Column 6 i s  th e  accum ulative re se rv e  and was derived  by adding 

Column k and Column 5«

An exam ination o f  Table 5 re v e a ls  th a t  in  a l l  years except 

1957-58 and 1966-6?, th e  in c re a se  in  th e  accum ulative re se rv e  o f  the 

Fund was s u b s ta n tia l .  The e s tim a te d  accum ulative reserv e  a t  th e  end of 

th e  f i s c a l  year o f  1967-68 was $12,233,631. I t  should be noted th a t  

th e  accumulated re se rv e  was approxim ately  one h a lf  o f th e  t o t a l  e s t i ­

mated premium which would have been paid  by th e  school d i s t r i c t  i f  th e  

Fund had been in  o p e ra tio n  d u rin g  t h i s  tw en ty -year p e rio d . To allow  an 

added measure o f conservatism  in  th e  c a lc u la t io n , no c re d i t  was given 

f o r  re in s u re rs  claim  payments which probably would have been a substan ­

t i a l  amount, p a r t ic u la r ly  in  th e  f i s c a l  y ea rs  o f 1957-58 and 1966-6?.

I t  should be noted th a t  th e  estim ated  re se rv e  fo r  th e  S ta te -  

o pera ted  Insurance Fund was accum ulated using  a premium ra te  o f  only 

80 p er cen t o f th e  a c tu a l premiums p a id  by th e  school d i s t r i c t s  to  in ­

surance companies during  t h i s  tw en ty -year p e r io d . Had a premium ra te  

o f  100 per cent been used , th e  re se rv e  would have been in c reased  by an 

a d d it io n a l $6,220,830. I t  i s  e stim ated  th a t  th e  annual in t e r e s t  earned 

on investm ents would exceed th e  annual a d m in is tra tiv e  expense by the  

f i r s t  y e a r i f  the  Fund was s t a r t e d  w ith  an i n i t i a l  re serv e  o f $3,000,000.

Based on th e  assum ption th a t  th e  P ro jec te d  S ta te -o p e ra ted  In­

surance Fund had been e s ta b lis h e d  in  f i s c a l  y ea r 1948-49 and th a t  the  

percen tage o f premiums charged fo r  a d m in is tra tiv e  co st and th e  r a te  o f  

i n t e r e s t  on investm ents a re  r e a l i s t i c ,  th e  p u b lic  school d i s t r i c t s  o f 

Louisiana could have saved approxim ately  $18,454,461 by using th e  Pro­

je c te d  S ta te -o p e ra ted  Insurance Fund fo r  th e  p ro te c tio n  o f i t s  p u b lic
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school p ro p erty  during  th e  tw enty-year p e rio d .

S ta te  S e lf- in su ran ce  Reserve Fund

The estim ated  co st experiences o f o p e ra tin g  a S ta te  S e lf -  

in su rance  Reserve Fund fo r  Louisiana i s  shown in  Table 6 . The average 

d a ily  membership fo r th e  p u b lic  schools o f  L ouisiana was taken from the  

ap p ro p ria te  Louisiana Annual Report and i s  shown in  Column 1.

Column 2 i s  derived  by m u ltip ly in g  Column 1 by two d o l la r s .

Column 3 i s  15 per cen t o f Column 2 . F if te e n  per cent i s  the  

approxim ate r a te  of th e  combined a d m in is tra tiv e  c o s ts  o f 10 per c en t 

and re in su ran ce  cost o f  5 per cent experienced  by th e  North C aro lina  

Fund.

Column 4 i s  th e  a c tu a l  amount pa id  by commercial insurance 

companies to  th e  pub lic  schools o f L ou isiana  fo r  in su red  porperty  lo s s e s .

Column 5 i s  th e  annual increm ent from o p e ra tio n  which i s  de­

r iv e d  by su b tra c tin g  th e  sum o f Column 3 and Column 4 from Column 2 .

Column 6 i s  derived  by m u ltip ly in g  Column 7 by 5 per c e n t.

Five p e r c en t i s  the  approximate r a te  o f  in te r e s t  earned on investm ents 

by th e  N orth C aro lina  Fund.

Column 7 i s  th e  accum ulative re se rv e  and i s  derived  by adding 

Column 5 and Column o.

An exam ination o f Table 6 re v e a ls  th a t  in  a l l  years  except 

1957-58 and 1966-6?, the  in c rease  in  th e  accum ulative reserve  o f th e  

Fund was s u b s ta n t ia l .  The estim ated  accum ulative re se rv e  a t th e  end of 

th e  f i s c a l  y ea r o f 1967-68 was 812,862,621. I t  should  be noted th a t  the  

accum ulated reserv e  was approxim ately one h a l f  o f  th e  t o t a l  estim ated  

premiums which would have been paid  by th e  school d i s t r i c t s  i f  th e  Fund



TABLE 6
THE ESTIMATED EXPERIENCES OF THE PROJECTED STATE SELF-INSURANCE RESERVE FUND FOR THE PUBLIC 

SCHOOLS IN LOUISIANA, HAD SUCH A FUND BEEN IN OPERATION FROM 1949 TO 1968

Average Annual
D aily Adminis­ A ctual Increm ent I n te r e s t Accumula­

F is c a l Member­ Pi'err. urn t r a t i v e Losses from Earned on t iv e
Year sh ip Payments Cost Paid  Out O peration Investm ent Reserve

(1) (2) (3) (4 ) (5) (6) (7)

19A8-49 434,922  8 
463,992

869,844 $ 130,477 3 227,293 S 512,074 s 150,000 S 3 ,662 ,074
1949-SO 927,984 139,198 69,627 719,159 183,104^

178 , 222b
4 , 564, 437a

1950-51 475,808 951,616 142,742 352,889 455,985 4 , 198 , 644a
1951-52 491,574 983,148 147,472 465,509 370,167 159,932% 3,728 ,743
1952-53 508,478 1 ,016,956 152,543 261,448 602,965 186,437^ 4,518,145*
1953-54 528,845 1 , 057,690 158,654 433,717 465,319 175,907% 4 , 159,371
1954-55 551,799 1,103,598 165,540 377,247 560,811 207,969 4,928 ,151

6,007 ,8541955-56 574,430 1 , 148,860 172,329 143,236 833,295 246,408
1956-57 598,386 1,196,772 179,516 237,069 780,187 300,393 7,088,434
1957-58 622,716 1 , 245,432 186,815 1,620,514 - 561,897 354,422 6,880,959

7 , 834,4161958-59 648,319 1,296,638 194,496 492,733 609,409 344,048
1959-60 667,962 1 , 335,924 200,389 593,650 541,885 391,721 8 , 768,022
1960-61 683,699 1 , 367,398 205,110 474,462 687,826 438,401 9,894 ,249
1961-62 706,435 1 ,412,870 211,931 454,965 745,974 494,712 11,134,935

12,396,6981962-63 735,539 1 ,471,078 220,662 545,399 705,017
561,629

556,747
1963-64 758,878 1 , 517,756 227,663 728,464 619,835 13 , 578,162
1964-65 778,290 1 ,556,580 233,487 899,223 423,870 678,908 14,680,940
1965-66 793 ,504 1,587,008 238,051 828,445

6 , 563,857
520,512 734,047 15 , 935,499

1966-67 811,033 1 , 622,066 243,310 -5 ,1 8 5 ,1 0 1 796,775 11,547,173
1967-68 831,751 1 , 663,502 249,525 675,888 738,089 577,359 12,862,621

T o ta l 12, 666,360  325 ,332,720 *3,799,870 *16 , 445,637 *5,087,175 *7,775,347 *12,862,621

^Reduced by 81 ,000,000 fo r  repayment o f lo a n .

^ C a lcu la ted  a f t e r  th e  re se rv e  fund had been reduced by 81 ,000 ,000 .

g
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had been in  o p e ra tio n  during  t h i s  tw enty-year p e r io d . To allow  an added 

measure o f conservatism  to  th e  c a lc u la tio n , no c r e d i t  was given fo r r e ­

in s u re rs  claim  payments which probably  would have been a  s u b s ta n tia l  

amount, p a r t ic u la r ly  in  th e  f i s c a l  years  of 1957-58 and 1966-67.

The estim ated  t o t a l  premium payments o f $25,332,720 (Table 6, 

Column 2) used fo r  th e  P ro jec te d  S ta te  S e lf- in su ran c e  Reserve Fund i s  

$6 , 521, 416.67  l e s s  than  th e  t o t a l  a c tu a l premiums p a id  by school d is ­

t r i c t s  during  t h i s  tw en ty -year p e rio d  of $31,854,136.67 as rep o rted  in  

Table 2 , I t  was e stim ated  th a t  th e  annual i n t e r e s t  earned on in v e s t­

ments would exceed th e  annual ad m in is tra tiv e  expense by the  f i r s t  year 

i f  th e  Fund was s ta r te d  w ith  an i n i t i a l  re se rv e  o f  $3 ,000,000.

Based on th e  assum ption th a t  the  P ro jec te d  S ta te  S e lf- in su ran ce  

Reserve Fund had been e s ta b lis h e d  in  th e  f i s c a l  y ea r 1948-49 and th a t  

th e  percentage o f  premiums charged fo r  a d m in is tra tiv e  c o s t and th e  r a te  

o f in t e r e s t  on investm ents a re  r e a l i s t i c ,  th e  p u b lic  school d i s t r i c t s  

o f L ouisiana could  have saved approxim ately $19,384*038 by using  the 

P ro jec ted  S ta te  S e lf- in su ra n c e  Reserve Fund fo r  th e  p ro te c tio n  o f  i t s  

pub lic  school p ro p e rty  d u ring  th e  tw enty-year p e rio d .

B a s ic a lly , th e  on ly  d if fe re n c e s  between th e  two proposed pro­

grams o f  s ta t e  insu rance  were in  th e  mode and th e  amount of premium 

payments. The amount o f premium payments in  each case  were s e t  a t  a 

r a te  which would provide s u f f ic ie n t  funds fo r  th e  su c c e ss fu l o p era tion  

o f th e  fund. A sm all sav ings in  th e  a d m in is tra tiv e  c o s ts  to  th e  S ta te  

S e lf- in su ran c e  Reserve Fund might be r e a l iz e d , p rov id ing  the l e g is la ­

tu re  ap p ro p ria ted  money d i r e c t ly  to  th e  insurance  fund r a th e r  than 

sending i t  t o  th e  school d i s t r i c t s  which in  tu r n  would pay t h e i r  p a rt
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to  th e  S ta te -o p e ra te d  Insurance Fund. However, d i r e c t  approp ria tions 

from th e  le g i s la tu r e  to  th e  insurance fund might cause the  in d iv id u a l 

school d i s t r i c t s  to  be l e s s  concerned w ith  p rev en tin g  and reducing 

lo s s e s .

Summary

In summary, in  term s o f th e  c r i t e r i a  o f  f in a n c ia l  cap ac ity , 

c a ta s tro p h e  p ro te c t io n , r i s k  spread , re se rv in g , i n v i o l a b i l i t y , and se r­

v ice  p ro v is io n s , i t  has been shown th a t  e i th e r  o f  th e  proposed programs 

o f s t a t e  in su ran ce  would provide in su rance  p ro te c t io n  fo r  th e  public 

schools o f L ouisiana as adequately  as commercial com panies. F urther, 

i t  has been shown th a t  th e  public  school d i s t r i c t s  o f  Louisiana could 

r e a l iz e  a s ig n i f ic a n t  sav ings by th e  estab lish m en t o f  e i th e r  o f th e  

p ro je c te d  s ta t e  in su ran ce  p la n s . No s ig n if ic a n t  advantage was estab ­

l is h e d  between th e  proposed S ta te -o p e ra ted  Insu rance  Fund and th e  S ta te  

S e lf- in su ran ce  R eserve Fund.



CHAPTER VI

SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 

Summary

This study was concerned with a com parative an a ly s is  o f a l t e r ­

nate p lan s  o f insurance coverage fo r th e  p ro te c tio n  o f p h y s ica l p ro p erty  

in  th e  p u b lic  school d i s t r i c t s  o f L ouisiana. More s p e c i f ic a l ly ,  i t  ( l )  

examined p re se n t c o s t, (2) id e n t i f ie d  c r i t e r i a  f o r  s a t i s fa c to ry  s ta t e  

insurance programs, (3) developed a l te rn a te  p lans fo r  prov id ing  in s u r­

ance coverage based on th e se  c r i t e r i a ,  (4) compared th e  p lans on b a s is  

o f the  c r i t e r i a ,  and (5) drew conclusions and developed recommendations 

fo r  improving physica l p ro p erty  insurance programs fo r  th e  pub lic  school 

d i s t r i c t s  of L ouisiana.

The d a ta  fo r  t h i s  re sea rch  were obtained  from; ( l )  a review  

of th e  a v a ila b le  l i t e r a tu r e  in  th e  f i e ld  of in su rance  as i t  r e l a t e s  to  

pub lic  sch o o ls ; (2) reviews of th e  fiv e  s ta t e  programs c u rre n tly  opera­

tin g  in  Alabama, North C aro lina , North Dakota, South C aro lina , and Wis­

consin; (3) in fo rm ation  as rep o rted  in  th e  L ouisiana S ta te  Department o f 

Education annual re p o r ts ;  and (4) inform ation  a v a ila b le  from th e  L o u isi­

ana S ta te  Insurance Commissioner's o f f ic e .

A review  of l i t e r a t u r e  revealed  th a t  th e  c r i t e r i a  fo r  th e  suc­

c e s s fu l o p e ra tio n  of a s t a t e  insurance fund as developed by Stone were 

comprehensive and well s u ite d  fo r  use in  t h i s  p re sen t s tu d y . Guide

91
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l in e s  fo r  two programs f o r  s ta t e  insu rance  in  L ouisiana—a S ta te -  

opera ted  Insu rance  Fund and a S ta te  S e lf- in su ran ce  Reserve Fund—were 

developed from th e  c r i t e r i a  and from th e  study o f  th e  s ta t e  plans now 

in  o p e ra tio n . A com parative a n a ly s is  was made between th e  two p ro je c t­

ed p lans fo r  s t a t e  insu rance  and commercial in su ran ce  on th e  bases of 

id e n t i f ie d  c r i t e r i a  under the fo llow ing  c a te g o r ie s : ( l )  f in a n c ia l  ca­

p a c ity ; (2) c a ta s tro p h e  p ro te c tio n ; (3 ) r i s k  sp read ; (4) re se rv in g ; ( 5 ) 

in v io la b i l i t y ;  (6) s e rv ic e  p ro v is io n ; and (?) c o s t .

The c r i t e r io n  o f cost was su b jec ted  to  f u r th e r  a n a ly s is .

Tables were co n s tru c ted  showing ( l )  the  co st experiences of commercial 

in su rance  coverage, (2) th e  estim ated  c o s t experiences o f o p era ting  a 

s ta te -o p e ra te d  in su ran ce  fund, and (3) th e  e stim ated  c o s t experiences 

o f o pera ting  a s ta t e  s e lf - in su ra n c e  re se rv e  fund; f o r  th e  pub lic  school 

d i s t r i c t s  o f L ouisiana during th e  p a s t tw en ty -year p e rio d  o f 1949 

through 1968. Conclusions p e rta in in g  to  th e  c r i t e r io n  of co st were 

drawn from a com parative a n a ly s is  o f th e  in fo rm atio n  p resen ted  in  th e  

ta b le s .

Conclusions

1. The study o f the  h is to ry  o f governm ental in su rance  pro­

grams rev ea led  th a t  Alabama, North C aro lina , North Dakota, South 

C aro lin a , W isconsin, and sev e ra l la rg e  c i ty  school d i s t r i c t s  are now 

o p e ra tin g  s e lf - in s u ra n c e  programs. I t  was shown th a t  th e se  programs 

have provided adequate insurance  p ro te c tio n  fo r  t h e i r  p u b lic  school 

p ro p e rty  more econom ically than i t  could have been provided through 

commercial in su ran ce  companies.

2 . The c o s ts  o f  p roperty  in su rance  to  th e  p u b lic  schools in
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th e  f iv e  s t a t e s  o p e ra tin g  s ta te  in su rance  p la n s  have v a r ie d  from " f r e e ” 

insu rance  t o  60 p e r  cen t o f commercial r a t e s .  A 50 p er cen t sav ings 

has been th e  ty p ic a l  eaqperience. The a d m in is tra tiv e  c o s ts  of th e  s t a t e  

programs were approxim ately  6 to  S per cen t o f  th e  premium income. Mon­

ey to  e s ta b l i s h  a  re se rv e  has been ap p ro p ria ted  by th e  s ta t e  l e g is la tu r e  

in  most c a se s .

3 . O pinions concerning s t a t e  insu rance  funds were d iv id ed , 

w ith some w r i te r s  extrem ely c r i t i c a l  and o th e r  s tro n g ly  su p p o rtiv e .

4 . An a n a ly s is  o f the premiiun-loss r a t i o  ejqjerience o f th e  

L ouisiana p u b lic  schoo ls from 1949 through 1968 in d ic a te d  th a t  th e  

r a te s  charged th e  p u b lic  school d i s t r i c t s  by commercial in su rance  com- 

panies have been e q u ita b le  when ompared to  e s ta b lis h e d  s tan d a rd s .

5. The high premium-lc= 3 r a t io s  o f  schoo l d i s t r i c t s  lo c a te d  

in  th e  c o a s ta l  re g io n  o f Louisiana r e f le c te d  th e  w ide-spread  damage to  

pub lic  school b u ild in g s  by hu rrican es  in  th e  y e a rs  o f 1957 and 1966 and 

gave an in d ic a t io n  of th e  ex ten t to  which h u rr ic a n  damage co n trib u ted  

to  th e  prem ium -loss r a t i o  o f the s t a t e  as a w hole.

6 . I t  was shown th a t  e i th e r  o f th e  p ro je c te d  programs o f s t a t e  

insu rance  would p rov ide  insurance p ro te c tio n  f o r  th e  p u b lic  schools of 

L ouisiana as ad eq u a te ly  as commercial in su ran ce  companies. F u rth e r , i t  

was shown th a t  th e  p u b lic  school d i s t r i c t s  o f  L ouisiana could r e a l iz e  a 

s ig n if ic a n t  sav in g s  by th e  estab lishm ent of e i th e r  o f th e  p ro jec ted  

s ta te  in su ran ce  p la n s .

7. The p re re q u is i te s  f o r  th e  o p e ra tio n  o f a  su ccess fu l s ta t e  

program o f in su ra n ce  were shown to  be p re sen t in  th e  S ta te  o f L ou isiana . 

The f in d in g s  o f  t h i s  study  w arranted th e  recommendation th a t  one o f th e  

two p ro je c te d  p la n s  f o r  s ta t e  insurance be e s ta b lis h e d  fo r  th e  p ro te c tio n
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of th e  p h y s ica l p ro p e rty  o f the p u b lic  sch o o ls  of L ouisiana.

Recommendations

1. S tep s  should  be taken  by a p p ro p ria te  governmental agencies 

to  p repare l e g i s l a t i o n  based on th e  f in d in g s  o f t h i s  study to  implement 

one of th e  two p ro je c te d  s ta t e  insu rance  p la n s , and to  work fo r  i t s  

adoption.

2. A fte r  th e  adoption o f a p lan  f o r  s ta t e  in su rance  on p u b lic  

school p ro p e rty , co n s id e ra tio n  should be g iven  to  th e  ex tension  of the  

types of coverage a v a ila b le  through th e  Fund to  such a reas  as  l i a b i l i t y  

in su ran ce , workmen's compensation in su ran ce , v e h ic le  in su ran ce , crime 

coverage, f lo o d  in su ra n ce , and h o sp ita l-m e d ic a l in su ran ce .

3. S ince th e  Louisiana S ta te  Department of Education does no t 

have anyone on i t s  s t a f f  to  provide c o n su lta tiv e  se rv ic e  on in su ran ce  

problems to  lo c a l  school d i s t r i c t s ,  i t  should employ an in su rance  spe­

c i a l i s t  to  ad v ise  lo c a l  school boards and to  conduct re sea rch .

4. F in a l ly ,  i t  i s  recommended th a t  f u r th e r  s tu d ie s  be con­

ducted to :

a .  Determine the  f e a s i b i l i t y  o f in co rp o ra tin g  o th e r  a reas  

o f  p u b lic  school in su ran ce  such as  l i a b i l i t y  in su ran ce , 

workmen's compensation in su ra n ce , v e h ic le  in su ran ce , 

crim e coverage, f lo o d  in su ra n ce , and h o sp ita l-m ed ica l 

in su ran ce  in to  th e  s t a t e  in su ran ce  program of L ou isiana .

b . Determine th e  f e a s i b i l i t y  and d e s i r a b i l i ty  o f e s ta b l is h ­

in g  s t a t e  insurance p lans in  o th e r  s ta t e s ,  p a r t ic u la r  

i n  th o se  no t exposed to  major c a ta s tro p h ic  r i s k s  such 

as  h u rr ic a n e s .
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c . Develop and t e s t  p lans f o r  p ro te c tin g  p u b lic  school 

p ro p erty  o th e r th an  those  which have been tre a te d  in  

t h i s  or o th e r s tu d ie s , o r which a re  now in  o p e ra tio n .

d . In v e s tig a te  th e  ro le  o f th e  O ffice  o f th e  S ta te  In su r­

ance Commissioner in  th e  re sp e c tiv e  s t a t e s  in  assu rin g  

th a t  p u b lic  p ro p erty  i s  adequately  and econom ically 

p ro te c ted  from lo s s  from f i r e  and o th e r major r i s k s .
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