A STUDY OF THE FIRE INSURANCE ON PUBLIC
' SCHOOL BUILDINGS IN FLORIDA*

Paul Cory
Tallahassee

Title XV, Section 237.07, Florida Statutes provides that:

Insuring School Property.--The County Board shall keepall
school buildings of a school plant consisting of four or more
classrooms insured against loss or damage by fire. School
property in the county may be insured in such amount and with
such kinds of insurance as will give proper protection; provided,
that it shall be the duty of each county board to arrange insurance
on a five-year plan.

The act failed to provide procedural requirements for the procurement of
the mandatory protection. This lack produced many problems, recognized
by the State Department of Education, of such extent that a competent
professional insurance consultant was secured on a permanent basis to
advise all the counties on this subject.

This investigation, accomplished with the complete cooperation of
the State Department of Education, is to study the relationship between
the premiums paid by county school boards in Florida for fire and extended
coverage insurance on public school buildings and losses recovered
thereon. The secondary purpose will be to determine the feasibility of
establishing a self-insurance program for Florida's public schools.
Answers to the following questions will be sought:

1. What has been the cost-loss ratio for fire énd extended
coverage insurance in the public schools of Florida for the
past 21 years?

*Data for this article were taken from Paul Cory, "A Study of the
Fire Insurance onPublic School Buildings in Florida" (Unpublished doctoral
dissertation, Florida State Unlversity, 1962).
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2. Howdoesthe cost-loss ratiofor fire and extended coverage
insurance on public school buildings for the 21-year period
compare with the cost-loss ratio with all commercial and
private property in Florida for the same period?

3. What would be the financial advantages, if any, in the
establishment of a self-insurance program for fire and
extended coverage for the public schools in the State of
Florida?

This study is lmited to the consideration of the fire and extended
insurance coverage on the buildings and contents of the public schools
of the sixty-seven counties of Florida for the fiscal years 1940-194] to
1960-1961, inclusive.

Procedure

The germane literature was reviewed and summarized. The history of
self-insurance on public property in Florida was developed. Data for the
analysis of premiums paid for fire and extended coverage on all public
school bulldings in Florida and the loss recoveries forthe years 1940-1961
were extracted from the records, on file in the State Department of Educa-~
tion, submitted annually by the county superintendents to the State
Superintendent of Public Instruction. Other data, such as the number of
school buildings and the cost thereof, are from the Biennial Reports of
the State Superintendent of Public Instruction. Sources of other data are
indicated,

Results

Twenty-two studies pertinent to the subject were reviewed.l—22

These studies indicated that:

1.  School properties are preferred risks.

2. Generally, fire insurance rates on school property are too
high and should be reduced.

3. Five states andat least forty-nine city districts have func-
- tloning, economical and efficient self-insurance programs.
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4. Considerable savings have been made by those utilizing
self~insurance.

5. Cost-loss ratios, for schools, ranged from below 20% to
28.9%.

6. Insurance costs can be materially reduced by good house-
keeping, adequate records and efficient management.

7. Insurance can be secured atless cost from mutual Insurance
companies than from stock companies.

8. Legislatures have displayed unfavorable attitudes toward
passage of school self-insurance legislation.

9. There isa strong antipathy to seli-insurance on the part of
the organized insurance industry.

10. There is an increasing interest in and understanding of
the economy and efficlency of self-insurance by school
administrators.

11. There is little uniformity in methods of insuring school
properties.

12. Municipalities, with somewhat lower loss ratios on property
insured than schools, are considered to be preferred risks,
and are beginning to utilize self-insurance, as a means
of combating high commercial rates, with considerable
success,

The history of self-insurance on public property in Florida began in
1917 with the legislative creation of the "State Fire Insurance Fund."
This act did not include public school buildings. However, in 1925 the
first attempt to secure legislative approval of self-insurance for public
school property was made b% Colin English, Superintendent of Public
Instruction for Lee County, 4 which was unsuccessful. Subsequent
attempts have been made in 1937, 1951, 1959, and 1961, to no avail.

It may be seen, from Table 1, that the investment in school property
in Florida has increased $631,000,000 since 1950, and that the average
annual increase for the last ten years has been at the $50,000,000 level.
It may also be seen that for the last five years the average annual increase
is $60,000,000.
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Table 1

Number, Construction, and Cost of School Property
for Years 1940-1961

Type of Building Per Cent of Original Cost

Year No. of Bldgs. Brick  of School
Bldgs. Frame Brick Concrete ;.4 Concrete Property
1940-41 2,569 1,676 564 329 35 $84,417,084
1941-42 2,562 1,664 568 330 35 87,030,098
1942-43 2,575 1,668 574 333 35 88,502,881
1943-44 2,570 1,662 573 335 35 89,232,874
1844-45 2,564 1,654 574 336 36 90,045,382
1945-46 2,560 1,650 573 337 36 91,188,787
1946-47 2,583 1,665 579 345 36 94,672,233
1947-48 2,633 1,683 589 361 36 102,543,472
1948-49 2,651 1,633 602 416 38 120, 167,319
1949-50 2,710 1,643 610 457 39.3 145,398, 167
1850-51 2,728 1,639 624 465 40 165,396,345
1951-52 2,782 1,628 658 496 41.4 198,804, 166
1952-53 2,818 1,624 668 526 42.3 223,882,900
1953-54 2,833 1,618 679 536 42.9 259,964, 155
1954-55 2,900 1,609 722 569 44.5 310,898,392
1955-56 2,950 1,597 753 600 45.8 367,094,621
1956~57 3,084 1,586 826 672 48.6 424,594,059
1957-58 3,216 1,564 903 749 51.4 489,054, 346
1958-59 3,324 1,540 973 811 53.7 564,659,738
1959-60 3,427 1,511 1,045 871 55.9 641,466,963
1960-61 3,554 1,478 1,135 941 58.4 715,146,222

In Tables 2 and 3, the computed insurable values of public school
buildings and school equipment are presented. The total computed in-
surable value of school buildings and contents equals $435,932,748,
which is within approximately ten per cent of the actual insured values as
reported by the county superintendents ($488,400,000).
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'I‘able_ 3

School Equipment--Cost, Depreciation and Insurable Value

1952-1961

Year Depreciation
Ended Cost Annual Rate In\s,uiable Accn:trrglt.lali;\tive

June 30 10% atue

1952 $ 3,203,187 $ 3,043,028 § 160, 159 $ 160, 159
1953 3,318,229 2,820,494 497,735 657,894
1954 3,496,335 2,622,251 874,084 1,531,987
1955 4,882,190 3,173,423 1,708,767 3,240,745
1956 5,749,966 3,162,481 2,587,485 5,828,230
1957 6,252,022 2,813,409 3,438,613 9,266,843
1958 5,734,819 1,807, 168 3,827,651 13,094,494
1959 7,060,963 1,765,240 5,295,723 18,390,217
- 1960 7,466,746 1,120,012 6,346,734 24,736,951
1961 8,406,820 420,341 7,986,479 32,723,430

§55,571,277 522,847,847

In Table 4, the total amount of premiums paid, the loss recoveries
and the cost-loss ratio are shown for each county in Florida. The payment
of premiums by the 67 Florida county school boards for fire and extended
coverage insurance for the 21-yearperiod totaled $13,345,417. Thelosses
sustained over the same period brought a return onpremiums of $3,254,094
for a cost-loss ratio of 24.37%.

The table shows that 30 counties have sustained less than a 10%
loss over the 21 years. The table also shows 19 that have less than a 5%
loss {with two having no losses); 7 with less than 1% loss; 4 with losses
less than 3%. These 30 county boards expended $2,692,608 in premiums
with a loss recovery of only $186,536 and a cost-loss ratio of 5. 05%.

Table 5 1s a consolidated statement of the premiums paid, losses
incurred and cost-loss ratios, by years, for all Florida county school
boards which shows that in only one year (1948) did losses exceed 100%
(of premiums paid) and in three vyears (1951-52, 1954-55, and 1958-59)
losses were less than 10%.
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Table 5

Premiums Paid for Fire and Extended Coverage Insurance and
Payments Recelved for Losses 1940-1941 through 1960-196l
with Cost-Loss Ratios for All Counties

Insurance Payments

Fiscal Premiums Recelved Cost-Loss

Year Paid for Insured Ratios

Losses
ey (2) (3}
1940-41 $ 206,346 $ 155,065 75. 14%
194 1-42 246,223 109,948 44,65
1942-43 249,176 86,983 34,90
1943-44 255, 168 44,369 17.38
1944-45 265, 186 37,586 14, 17
1945-46 ' 265,132 75,950 28.64
1946-47 317,409 96,808 30.49
1947-48 392,291 444,691 113,35
1948-49 522,944 162,099 30.99
1949-50 637,777 224,713 35.23
1950-51 788,674 291,116 36.91
195 1-52 836, 195 42,324 5.06
1852-53 889,085 203,643 22.90
1953-54 880,961 216,557 24.58
1954-55 875,426 39,461 4,50
1955-~56 997,823 491,240 49,23
1956-57 876,021 103,938 11,86
1957-58 713,437 73,342 10.28
1958-59 1,369,484 113,180 8.26
1959-60 956, 160 148,233 23.57
1960-61 808,793 190,477 23.57
Total $13,345,417 $ 3,254,094 24.37%

Table 6 presents in tabular form a comparison between all fire and
extended coverage insurance costs and losses written in the State of

Flortda and public school costs and losses for the 10-year period, 1951-
1961.
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By application of Bests' Formula
found that the profit on school premiums (for the 10 years) was 37.4% and
on the total statewlde business was 19% or approximately two times as

25

great on public school business.

A 95.5% returnon a short questionnaire to each county superintendent

elicited the following reactions:

1.

2.

19 counties (30%) award their fire insurance on bids.

52 counties (81%) consider their present practice satis-
factory.

da.

18 counties utilize an employee part-time to care for
insurance matters.

1 county employs a full-time employee to manage its
insurance program.

40 superintendents favor self-insurance.

16 superintendents do not favor self;insurance.

3 superintendents are unsure.

5 superintendents did not respond to the question,

14 superintendents favor mandatory participation in a
self-insurance program if such be effected.

26 superintendents favor permissive participation in a
self-insurance program if such be effected.

19 counties use a single blanket policy for their fire and

extended coverage Insurance protection.

6 counties utilize 2 policies,
3 counties utilize 3 policies.
4 counties utilize 4 policies.
12 counties utilize 5 policies.
2 counties utilize 6 policies.
2 countles utilize 7 policies.
2 counties utilize B policies.
4 counties utilize 10 policies,
9 counties utilize over 10 policies,
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; Three computations are shown, for hypothetical self-insurance funds,
a in Tables 7, 8, and 9. Table 7 indicates what would have been in a fund
' now (conservatively estimated) had such a fund been placed in operation
o in 1940 based on actual premiums paid and losses sustained. Table 8
forecasts, on a basis of 80% payment of present premium rates for the
period, what can be ina self-insurance fund if one is establishedin 1962.
5 Table 9 also forecasts on similar grounds except that the premium rate is
| | reduced to 70% after five years and to 60% after 10 years of operation.

ll " All of the projections indicated an annual savings to the taxpayers in
|’! excess of $500,000 if a self-insurance plan is enacted.

Findings

j . 1. Fire insurance on all school buildings of over three class-
I rooms is required by statute,

2. No uniformity of method for obtaining insurance obtains in

the Florida school system, Thirty per cent of the counties
| use bidding to secure their insurance; 13 counties have 10
. policles or more, with one county using 110 policies, to
l : cover their insurance needs.

‘. 3. The insurable value of Florida school property is approxi-
i mately $450, 000, 000.

4. At the close of the fiscal year 1960-61, Florida had a total
Investment of $715,000,000 in its school plant, the aver-

age annual increase for the last five years belng over
$60, 000, 000.

5. Florida's school boards expended $13,345,417 for fire and
extended coverage insurance premiums for the 21-year pe-
riod, 1940-1961, and received benefits totaling $3,254, 094.
The cost-loss ratio of 24.37% is comparable to the ex-
periences reported in the studies reviewed.

6. The cost-loss ratio for 1951-1961 for the public schools
was 17, 6% compared with the ratio of 36. 0% for the state as
awhole, and, while the schools' fire and extended coverage
insurance totaled only 1. 6% of the total premiums written for

this class in the state, its losses were only ,79% of the
total losses,
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7.

10.

11,

12,

13.

14,

The data show that 30 counties, 45% of the state, had
cost-loss ratios below 10% and only 25, or 37%, had cost-
loss ratios in excess of 25%. Two counties recelved no

benefits and only two counties recelved more in benefits
than premiums paid.

The percentage of fire-resistant buildings has risen from

35% in 1951 to 58.4% but premium rates do not reflect this
change,

The cost of fire and extended coverage insurance to the
public schools 1s excessive and therefore discriminatory.

Public school buildings in Florida are a preferred risk and

should be placed in a separate classification with rates
based on actual experience.

A comparison of all fire and extended coverage insurance
premiums paid to all insurance underwriters doing business
In Florida and losses paid by them with school premiums

paid and loss recoveries for the same type of insurance
revealed the following: ‘

a. For the 10-year period, 1951-1961, the all state

cost-loss ratiowas 451.1% with the public school
loss ratio being 17.5%.

b. The insurance industry net profit for the 10-year
perlodwas--on all state 14% and on public school
insurance 37.4%.

€. The insurance industry net profit for the Zl-year
period on public school insurance was 31.1%.

Insurance costs to the county school boards can be materi-
ally reduced through cooperative action.

The public schools of Florida would not benefit by being
included in the State Fire Insurance Fund. Participation in
this “Fund" would provide no financial relief to the school
boards; on the contrary, they would lose their present right
to accept the lowest bidder for their insurance,

The data are sufficient to warrant the recommendations of
a state self-insurance program for Florida's public schools.
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15.

16.

17.

18.

19,

20.

A self-insurance program is feasible and would be superior
in every consideration to the present manner of handling
fire insurance in Florida's schools.

All the prerequisites for a self-insurance program are
satisfiable.

A self -insurance program would provide a more complete
continuous insurance coverage and at a lower cost than the
present manner of insurance application.

The majority of county superintendents favor a seli-
insurance program for the Florida public schools.

Thirty-five per cent of those favoring a self-insurance
program prefer a mandatory participationwith 65% indicating
a preference for permissive participation.

Hypothetical self-insurance plans were developed based
on 80% of commercial premium rates which gave an initial
20% reduction in premium; also one was developed with a
base of 80% commercial rate for the first five years, 70%
for the next five years and 60% for the last five years of
the 15~year plan. With the reduction in premiums, the
accumulation in the Reserve amounted to $14,000,000 and
$12,000,000 respectively. These estimations projected
annual savings to the school boards of at least $500,000
annually.
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