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I n t r o d u c e d :  3/ 3 / 7 2
R e f e r r e d :  R e s o u r c e s  and
F i n a n c e

BY THE RESOURCES COMMITTEE IN THE HOUSE BY REQUEST
HOUSE BILL NO. 718

IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTH LEGISLATURE -  SECOND SESSION

A BILL
For an Act e n t i t l e d :  "An Act c r e a t i n g  the Commission on the Conference o f

the Law o f  tne S e a . "
BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

s Sec t ion  1 .  INTENT. I t  i s  the i n t e n t  o f  t h i s  Act t o  e s t a b l i s h  a commis­
sion f o r  the development o f  a s t a t e  p o l i c y  on resou rces  in  the c o a s t a l  marine 
environment v i t a l  to A la ska ,  i n t e r n a t i o n a l  f i s h e r y  r i g h t s ,  and the law o f  the 
sea as i t  r e l a t e s  tc bo th .  In  implement ing t h i s  p o l i c y  i t  i s  intended tha t  
e f f o r t s  be made to  assure  t h a t  Alaskan I n t e r e s t s  be rep re sen ted  a t  a l l  Law o f  
she Sea Confe rences ,  and t h a t  b e fo r e  any Confe rence ,  the p o l i c i e s  fo rmu la ted  
ee coo rd ina ted  with Canada and o th e r  i n t e r e s t e d  c o a s t a l  s t a t e s .

# Sec. 2.  AS 44 .19  i s  amended by adding new sec t ion s  to  r ead :
ARTICLE 9G.

Sec. 4 4 . 1 9 . 7 8 9 -  CREATION. There i s  c rea ted  in  the O f f i c e  o f  the
Governor the Commission on the Conference o f  the Law o f  the Sea.

Sec. 4 4 . 1 9 . 7 9 1 .  COMPOSITION. The Commission on the Conference 
o f  the Law o f  the Sea i s  composed o f  the f o l l ow in g  p e r s o n s :

( 1 )  a member o f  the House o f  Rep resen ta t ives  appointed by 
the Speaker o f  the House;

( 2 )  a member o f  the Senate appointed by the P re s id en t  o f  the
Sena te ;

( 3 )  the d i r e c t o r  o f  i n t e r n a t i o n a l  f i s h e r i e s  t o  se rve as 
execu t ive  s e c r e t a r y  o f  the commission;

( 4 )  f o u r  members t o  be appointed by the gove rno r .
Sec. 4 4 . 1 9 . 7 9 3 .  TERMS OF MEMBERSHIP AND COMPENSATION. ( a )  The

- 1 -  HB 718 am



term o f  o f f i c e  o f  each e l e c t e d  member o f  the commission does not s u rv iv e  
h is  r e s i g n a t i o n  o r  remova l .  Appointed members se rve  f o r  o v e r l a pp ing  
s i x - y e a r  te rms .  The f i r s t  members appoin ted se rve  as f o l l o w s :  one
member f o r  one y e a r ,  two members f o r  two y e a r s ,  and two members f o r  
f o u r  y e a r s .

( b )  Members r e c e i v e  no s a l a r y ,  but a re  e n t i t l e d  to  pe r  diem and 
t r a v e l  expenses au tho r i zed  by lav/ f o r  o th e r  boards and commissions.

Sec. 4 4 . 1 9 - 7 9 5 .  MEETINGS. The commission s h a l l  meet a t  l e a s t  
tv/ice a y e a r ,  and s h a l l  submit a w r i t t e n  r e p o r t  to  the l e g i s l a t u r e  on 
February 1 o f  each yea r .

Sec. 4 4 . 1 9 . 7 9 7 .  DUTIES. The d u t i e s  o f  the Commission on the 
Conference o f  the Law o f  the Sea i n c lu d e ,  but a re not l im i t e d  t o ,

( 1 )  g a th e r ing ,  a n a l y z i n g ,  and compi l ing  bas ic  data  on 
re sou rces  found i n  the sea o r  i n  the seabed o f f  the coas t  o f  A laska ;

( 2 )  deve lop ing  a s t a t e  p o s i t i o n  on
(A) the management, h a rv e s t  o r  u t i l i z a t i o n ,  and con­

s e r v a t i o n  o f  the v a r i o u s  r e sou rce s  in  the marine environment v i t a l  
t o  A laska ,  i n c lud ing  but not l im i t e d  t o ,  m in e r a l s ,  o i l  and gas ,  
and f i s h  and s h e l l f i s h ;  and

(B) the ex ten t  o f  the maximum l im i t s  o f  j u r i s d i c t i o n ,  
i n c lud ing  the t e r r i t o r i a l  l i m i t s ,  most a p p rop r i a t e  f o r  the s t a t e ;

( 3 )  a c t i v e l y  working t o  assu re  th a t  adequate and f a i r  
r e p r e s e n t a t i o n  i s  given to Alaska in  the Conference on the Law o f  the 
Sea in  1973 > and at  a l l  subsequent con fe rence s ,  and tha t  permanent 
con fe rence adv is o r s  from Alaska a re  appoin ted by the U.S .  S ta te  Depa r t ­
ment .

Sec. 4 4 . 1 9 . 7 9 9 -  POWERS OF THE COMMISSION. The commission may
( 1 )  employ necessary p e r s onne l ,  I n c lu d in g  an execu t ive

d i r e c t o r ;
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( 2 )  ho ld  hea r ings  tnroughout the s t a t e  to  c o l l e c t  da ta  
r e l a t e d  t o  i t s  du t i e s  in  sec .  797 o f  t h i s  ch ap te r ;

( 3 )  s o l i c i t  and ob ta in  the s e rv ic e s  o f  o th e r  s t a t e  d ep a r t ­
ments and agencies in  c o l l e c t i n g  and compi l ing data  necessa ry  to
c a r r y  out i t s  du t i e s  under sec .  797 o f  t h i s  ch ap te r ;

( 4 )  seek the coope ra t ion  o f  and en t e r  i n t o  agreements with
o th e r  c o a s t a l  s t a t e s  f o r  the wise development and c on se rv a t i on  o f  
marine r e s o u r c e s ;

( 5 )  r e c e iv e  and expend g ran ts  and a p p r o p r i a t i o n s  from 
p r i v a t e  and governmenta l sources f o r  the purpose o f  c a r r y i n g  out i t s  
d u t i e s  under sec .  797 o f  t h i s  chapte r .

-3 - HB 718 a m
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The Legis lature of the State of Alaska
FI S C A L  NOTE

Second Session - Seventh State Legis l a t u r e

I. R E Q U E S T
Bi l l  I d e n t i f i c a t i o n  _______________________________________________________
Title: Facilities for saie'water and hygenic sewage and solid waste disposal
R e q u e s t e d  by: Chairman, House MWE Committee________Date: April IS, 197*2
R e t u r n  D a t e  R e q u e s t e d :  April 19, 1972________________________________ ____________
A g e n c y : Environmental Conservation________P r o g r a m : Water and Air Quality Control

II. F I S C A L  D E T A I L
B u d g e t  R e q u e s t  U n i t ( s )  A f f e c t e d :
A. E X P E N D I T U R E S :  ( T h o u s a n d s  of  d o l l a r s )

O B J E C T F Y  72 F Y  73 F Y  7l' F Y  75 F Y  76 F Y  77
100 P E R S O N A L  S E R V I C E S 98 269 96 96 96
200 T R A V E L 1.7 50 24 14 14
TOO C O N T R A C T U A L 70 100 0 0 0
400 C O M M O D I T I E S 15 60 135 135 135
500 E Q U I P M E N T 5 10 5 5 5
600 L A N D  & S T R U C T U R E S 1.000 3.00 0 0 0 0
700 GRANTS. CLAIMS, ETC.

T O T A L 1,155 5,489 260 250 250

B. FUNDING: ( T h o u s a n d s  o f  d o l l a r s )

G E N E R A L  F U N D 155 489 260 250 250
F E D E R A L  F U N D S
O T H E R 1,000 3,000 0 0 0

C. POSITIONS:

P E R M A N E N T / T E M P O R A R Y / 5.5/0 16.5/0 12/0 12/0 12/5
M A N  M O N T H S  (P./T.) / 66/ 0 j. . 14 4 / l .  - 144/n _I_44../6 ..

III. A N A L Y S I S  (See F i s c a l  N o t e  P r e p a r a t i o n  I n s t r u c t i o n s ,  S e c t i o n  III) 

Assumptions: Staffing and construction season limitations will permit construction
of three facilities during the summer and fall of 1973, with an additional nine 
facilities from the remaining $2 million of present authorization, plus an addi­
tional $1 million included in SB 277 in 1974; hopefully, an average of three facil­
ities can be constructed for each $1 million, plus an overhead of approximately 
12$ initially, not including the cost of local operator plus assistance with fuel 
costs and maintenance.

Code 100 includes office staff and engineering personnel to plan and design projects 
as well as native aides to operate. Code 300 includes rental of office space in 
Juneau, Anchorage, and Fairbanks; plan reproduction; telephone and communications; 
etc. Code 400 includes estimate of $5,000 per village for fuel oil and other opera­
ting supplies for the facility. Code 500 includes local office equipment. After 
FY 1974, continuing costs are attributable to operation and maintenance. In addi­
tion to State subsidy of projects under Code 400,.it is assumed that average vil­
lage could pay half of total subsidy, or about $20,000 per year per village.

V. DATE: „ /  /  P R E P A R E D  B Y : J  _  ^  ^  ^

? / /  J i ~  4

Original: Legislative Finance
c c : Budget and Management

Prime Sponsor (First Legis lator Nahied)
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I n t r o d u c e d :  3/ 3 / 7 2
R e f e r r e d :  H e a l t h , W e l f a r e  &
E d u c a t i o n  and F i n a n c e

BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE GOVERNOR

HOUSE BILL NO. 719
IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTH LEGISLATURE -  SECOND SESSION 
A BILL

For an Act e n t i t l e d :  "An Act r e l a t i n g  t o  f a c i l i t i e s  f o r  s a fe  water and
hyg ien ic  sewage and s o l i d  waste d i s p o s a l  i n  v i l l a g e s . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Sec t ion  1. AS 4 6 . 0 7 . 0 1 0  i s  amended t o  read :

Sec. 4 6 . 0 7 . 0 1 0 .  STATEMENT OF PURPOSE. I t  i s  the purpose o f  t h i s  
chapter to  e s t a b l i s h  a program designed t o  p rov ide  sa fe  water  and the 
c o l l e c t i o n ,  t r a n s p o r t a t i o n ,  s t o r a g e ,  p ro ce ss ing ,  and u l t im a te  d i s p o s a l  
o f  sewage and s o l i d  wastes [HYGIENIC SEWAGE DISPOSAL FACILITIES] in  
v i l l a g e s  in  the s t a t e  in  a manner which p r o t e c t s  and enhances the pub l ic  
h ea l th  and w e l f a r e ,  the n a t u r a l  env i ronment , and the i n d u s t r i a l  and 
economic s ta tu s  o f  the c i t i z e n s  o f  the v i l l a g e s  and the s t a t e .  This 
purpose w i l l  be c a r r i e d  out through the development o f  p lans  and p ro ­
p o s a l s ,  the a u t h o r i z a t i o n  and c on s t ru c t ion  o f  f a c i l i t i e s ,  the i n s t i ­
t u t i o n  and op e ra t io n  o f  f a c i l i t i e s  and s e r v i c e s ,  and the conduct o f  
r e l a t e d  educa t iona l  and i n f o rm a t i o n a l  a c t i v i t i e s .

* Sec. 2. AS 4 6 . 0 7 . 0 2 0  i s  amended to read :
Sec. 4 6 . 0 7 . 0 2 0 .  PROVISION OF FACILITIES. The; commissioner s h a l l  

i n s t i t u t e  and c a r r y  out a program to  p rov ide  f o r  [THE INSTALLATION OF 
SUCH] s a fe  water and the c o l l e c t i o n ,  t r a n s p o r t a t i o n ,  s to r a g e ,  p rocess ing 
and u l t im a te  d i s p o s a l  o f  sewage and s o l i d  wastes [HYGIENIC SEWAGE 
DISPOSAL FACILITIES] i n  v i l l a g e s  in  the s t a t e  [AS ARE NECESSARY] to  
assure th a t  these e s s e n t i a l  f a c i l i t i e s  and s e rv ic e s  w i l l  be a v a i l a b l e
[THERE WILL BE AT LEAST ONE FACILITY FOR SAFE WATER AND HYGIENIC SEWAGE 
DISPOSAL] in  each v i l l a g e .

-1 - H B  719
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* Sec. 3. AS 4 6 . 0 7 . 0 3 0  i s  amended t o  re ad :
Sec. 4 6 . 0 7 . 0 3 0 .  NATURE AND LOCATION OF FACILITIES. ( a )  A 

f a c i l i t y  o r  s e rv i c e  cons t ruc ted  o r  e s t a b l i s h e d  under a u t h o r i t y  o f  t h i s  
chapter  s h a l l  be c o n s t i t u t e d  and opera ted  as a pub l i c  u t i l i t y ,  s h a l l  be 
a v a i l a b l e  f o r  use by the p ub l i c^  and s h a l l  be designed and i n s t i t u t e d  
in  such a manner as to  as su re  yea r - round  op e ra t io n  and use on an 
econom ica l ly  f e a s i b l e  b a s i s . Fac i l i t i e s  and s e r v ic e s  p rov ided in  
accordance with t h i s  chapte r  s h a l l  be deve loped and opera ted as an 
I n t e g r a l  p a r t  o f  f a c i l i t i e s  and s e r v ic e s  meeting the t o t a l  pub l i c  
h e a l t h  and w e l f a r e ,  env i ronmenta l  p r o t e c t i o n ,  I n d u s t r i a l  deve lopment,  
and economic needs o f  the community. The f a c i l i t y  o r  s e r v i c e  s h a l l  be 
compat ib le  with c l im a t i c  and o th e r  p h y s ic a l  c ond i t i o n s  p r e v a i l i n g  at  
the s i t e  and s h a l l  i n c l u d e [ , ]  a t  a minimum, a source o f  s a fe  [CLEAN] 
wate r ,  such as w e l l  with pumping f a c i l i t i e s  o r  u t i l i z a t i o n  o r  su r face  
water t r e a t e d  so i t  i s  s a fe  and h e a l t h f u l  f o r  use ,  shower bath f a c i ­
l i t i e s ,  an adequate means o f  hyg ien ic  sewage d i s p o s a l ,  a p p rop r i a t e  means
f o r  s o l i d  waste management, and f a c i l i t i e s  f o r  the washing o f  c l o t h e s .  
The b u i ld in g  housing the f a c i l i t y  o r  s e rv i c e  s h a l l  a l s o  c o n ta in ,  i f  the 
commissioner determines i t  t o  be f e a s i b l e  and app rop r ia t e  s u i t a b l e  
qua r t e r s  t o  be used as a community h ea l th  s e rv ic e  o f f i c e .

(b) The l o c a t i o n  o f  f a c i l i t i e s  and s e r v ic e s  p rov ided [A FACILITY 
CONSTRUCTED] under t h i s  chap te r  s h a l l  be determined by the commissioner 
a f t e r  c o n su l t a t i o n  with a p p rop r i a t e  pub l i c  and p r i v a t e  agenc ies [THE 
GOVERNING BODY OF THE VILLAGE IN WHICH THE FACILITY IS  LOCATED, AS 
WELL AS WITH APPROPRIATE PUBLIC AGENCIES, INCLUDING BUT NOT LIMITED TO 
THE ALASKA STATE HOUSING AUTHORITY AND THE FEDERAL FIELD COMMITTEE FOR 
DEVELOPMENT PLANNING IN ALASKA]. The aim o f  the c o n su l t a t i o n  i s  to  
achieve maximum co o rd in a t i o n  in  pub l i c  development p lans  and a c t i v i t i e s  
a f f e c t i n g  the community [ IN ]  which the f a c i l i t y  i s  t o  s e rv e .  The
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commissioner s h a l l  assume le ad e r s h ip  In  c o o rd in a t i on  o f  a l l  r e sou rces  
f o r  p lann ing ,  deve lopment,  c o n s t ru c t i o n ,  o p e r a t i o n ,  and r .aintenance o f  
f a c i l i t i e s  and s e rv ic e s  provided under t h i s  chap te r .

* Sec. 4. AS 4 6 . 0 7 . 0 4 0  i s  r epea led  and re -enac ted  to  read :
Sec. 4 6 . 0 7 . 0 4 0 .  PLANNING, FINANCING, CONSTRUCTION AND OPERATION 

OF FACILITIES AND SERVICES. ( a )  The commissioner s h a l l  p rov ide  f o r  
the c on s t ru c t i o n  0 f a c i l i t i e s  and implementat ion o f  s e rv ic e s  under 
t h i s  chap te r ,  and i s  au tho r i z ed  t o :

( 1 )  en te r  i n t o  c on t ra c t s  and agreements,  r e c e iv e  and expend 
funds ,  and o therw ise take such a c t i o n  as he cons ide rs  necessary t o  
e f f i c i e n t l y  coo rd ina te  and u t i l i z e  pub l i c  and p r i v a t e  funds and o the r  
re sou rces  in  implementat ion o f  the purposes o f  t h i s  chap te r ;

( 2 )  employ pe rsonne l  and en te r  d i r e c t l y  i n t o  p lann ing ,  
des ign ,  c on s t ru c t i o n  and ope ra t ion  o f  f a c i l i t i e s  and s e rv ic e s  o r  t o  
c on t ra c t  with an i n d i v i d u a l ,  g roup , o r  pub l i c  o r  p r i v a t e  e n t i t y  t o  
accompl ish the purposes o f  t h i s  chap te r ;

( 3 )  f in ance  f u n c t i o n s ,  s e r v i c e s ,  and f a c i l i t i e s  and program 
adm in i s t r a t i o n ;

( 4 )  a cq u i r e ,  own, and t r a n s f e r  ownerhip, in  the name o f  the 
s t a t e ,  r e a l  p r o p e r t y ,  machinery , v e h i c l e s ,  g e n e r a t o r s ,  i n c i n e r a t o r s , 
hea t ing  p l a n t s ,  and o th e r  equipment and supp l ie s  necessary f o r  the 
purposes o f  t h i s  chap te r ;

( 5 )  p repare  s p e c i f i c a t i o n s  and s tandaras f o r  f a c i l i t i e s  and 
se rv ic e s  and to  p rov ide  f o r  maintenance and ope ra t ion  o f  the f a c i l i t i e s  
and s e rv ic e s  in  con fo rm ity  with e s ta b l i s h ed  s p e c i f i c a t i o n s  and 
s tandards ;

( 6 )  take whatever a c t i on  i s  necessary to  r e l a t e  and i n t e g r a t e  
the f a c i l i t i e s  and s e rv ic e s  f o r  s a fe  wate r ,  and the c o l l e c t i o n ,  t r a n s ­
p o r t a t i o n ,  s to r a g e ,  p rocess ing  and u l t im a te  d i s p o s a l  o f  sewage and

- 3 -  H3 719
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s o l i d  wastes with o th e r  energy ,  u t i l i t y ,  and r e l a t e d  f a c i l i t i e s  and 
s e r v i c e s  in  a v i l l a g e ;

( 7 )  r e q u i r e  and promote among v i l l a g e s  and s t a t e  agenc ies ,  
j o i n t  p lann ing ,  fu nd ing ,  o p e r a t i o n ,  suppo r t ,  and maintenance o f  
r e l a t e d  energy and env i ronmenta l  management f a c i l i t i e s  and s e r v ic e s  in 
the i n t e r e s t  o f  a ch iev ing  maximum se rv ic e  e f f i c i e n c y  and economy 
w i th in  the purposes o f  t h i s  chap te r .

(b )  No c o n t r i b u t i o n  toward the cos t  o f  the c o n s t ru c t i o n  o f  a 
f a c i l i t y  cons t ruc ted  under p r o v i s i o n s  o f  t h i s  chapte r  may be requ i red  
f rom i t s  u se rs  but a r e a sonab le  charge s h a l l  be made f o r  use o f  
f a c i l i t i e s  and s e r v i c e s  t o  assu re  continued maintenance and op e r a t io n .

( c )  In  the c o n s t r u c t i o n  o f  a f a c i l i t y  o r  es tab l i shment o f  a 
s e r v i c e  under t h i s  chap te r ,  workmen from the v i l l a g e  in  which the 
f a c i l i t y  I s  being cons t ruc ted  o r  the s e rv ic e  i s  being operated s h a l l  
be u t i l i z e d  to  the maximum exten t  f e a s i b l e .

* Sec. 5. AS 4 6 . 0 7 . 0 5 0 ( a )  i s  amended t o  re ad :
Sec . 4 6 . 0 7 . 0 5 0 .  RESPONSIBILITY OF THE LOCAL GOVERNING BODY 

[OPERATION OP FACIL IT IES] .  ( a )  I t  i s  the r e s p o n s i b i l i t y  o f  a r e c i p i e n t
[THE] v i l l a g e , borough, s e rv i c e  a r e a ,  community o r  c i t y  governing body 
to ma in ta in  and ope ra te  the f a c i l i t i e s  and s e rv ic e s  in accordance with 
e s t a b l i s n e d  s tandards  and s p e c i f i c a t i o n s .  Upon [SAFE WATER AND HYGIENIC 
SEWAGE DISPOSAL FACILITY, AND UPON] completion o f  the f a c i l i t y  and upon 
community demonst ra t ion  o f  a o l i l t y  t o  ope ra te  ana main ta in  tne 
f a c i l i t i e s  and s e r v i c e s ,  the commissioner s h a l l  execute the necessary 
t r a n s f e r s  o f  t i t l e  t o  v e s t  complete ownership o f  the f a c i l i t y  in  the 
ap p r o p r i a t e  l o c a l  govern ing body. The commissioner may not cons t ruc t  a 
f a c i l i t y  un less  ne f i r s t  r e c e i v e s  s a t i s f a c t o r y  assurances from the l o c a l
[VILLAGE] govern ing  body th a t  i t  w i l l ,  upon complet ion o f  a f a c i l i t y ,  
accept ownership and r e s p o n s i b i l i t y  f o r  the op e ra t io n  and maintenance o f
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the f a c i l i t y .
* Sec. 6. AS ^ 6 . 0 7 • 0 5 0 (b )  i s  amended t o  re ad :

(b )  Whenever the commissioner determ ines th a t  the l o c a l  [VILLAGE] 
governing body does not have s u f f i c i e n t  f i n a n c i a l  r e sou rc e s  t o  ope ra te  
and ma in ta in  necessa ry  f a c i l i t i e s  and s e r v i c e s ,  [THE FACILITY,]  the 
commissioner may make g ra n t s  t o  tne l o c a l  govern ing body from funds 
app rop r ia ted  s p e c i f i c a l l y  f o r  t h i s  purpose i n  amounts which, when 
combined with o th e r  f i n a n c i a l  a s s i s t a n c e  a v a i l a b l e  t o  i t ,  w i l l  enable 
the l o c a l  govern ing body t o  ope ra te  and ma in ta in  the f a c i l i t y .

s Sec. 7 .  AS 4 6 , 0 7 . 0 5 0 ( c )  i s  r ep ea led  and re -enac ted  t o  re ad :
( c )  When nece ssa ry ,  the commissioner may r e q u i r e  the c r e a t i o n  o f  

a n o n p r o f i t  c o r p o r a t i o n  i n  a v i l l a g e  and may c on t ra c t  with th a t  c o r ­
p o r a t i o n  in  o rd e r  to  c a r r y  out the purposes o f  t h i s  chap te r .  The 
con t ra c t  s h a l l  p rov ide  tha t  i f  the  c on t r a c t in g  e n t i t y  o r  p a r t  o f  i t  i s  
subsequent ly in co rp o ra ted  as a c i t y  the  c on t ra c t  s h a l l  t e rm ina te  when 
the succeeding c i t y  o r  c i t i e s  can s a t i s f a c t o r i l y  p rov id e  the u t i l i t y  
fun c t i o n s  and s e rv ic e s  p rov ided under t h i s  chap te r .

* Sec. 8. AS 4 6 . 0 7 . 0 6 0  i s  amended to  re ad :
Sec. 4 6 . 0 7 . 0 6 0 .  EDUCATIONAL AND INFORMATIONAL PROGRAM. The 

commissioner s h a l l  conduct ,  o r  a r range t o  have conducted , i n  eacn 
v i l l a g e  where th e re  i s  l o c a ted  a f a c i l i t y  o r  s e rv i c e  p rov ided pursuant
t o  the p r o v i s i o n s  o f  t h i s  c h ap te r ,  [SAFE WATER AND HYGIENIC SEWAGE 
DISPOSAL FACILITY, ]  an a p p rop r i a t e  e d uca t i on a l  and i n f o rm a t i o n a l  progran 
designed to  f a m i l i a r i z e  the use rs  o f  the f a c i l i t y  o r  s e rv ic e  o f  
[RESIDENTS OF THE VILLAGE AS TO] the h e a l t h  and o the r  advantages to  be 
achieved by the u t i l i z a t i o n  o f  the f a c i l i t y  o r  s e r v i c e .

* Sec. 9. AS 4 6 . 0 7 - 0 7 0  i s  amended t o  r e ad :
Sec. 4 6 . 0 7 . 0 7 0 .  ECONOMY OF ADMINISTRATION. In  o r d e r  t o  prevent 

d u p l i c a t i o n  o f  e f f o r t  and t o  promote; economy o f  a dm in i s t r a t i o n ,  the
- 5 -  HB 719
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commissioner s h a l l ,  t o  the maximum exten t  f e a s i b l e ,  u t i l i z e  e x i s t i n g  
governmental [THE] f a c i l i t i e s  and s e rv ic e s  [OP APPROPRIATE ■PUBLIC] 
o r  p r i v a t e  a g enc ie s , and may encourage coope ra t iv e  a c t i o n  among 
v i l l a g e s  t o  form e n t i t i e s  o r  o r g a n i z a t i o n s ,  in  the adm in i s t r a t i o n  o f  
the p ro v i s i o n s  o f  t h i s  chapte r .  

s Sec. 10 .  AS 1 |6 .07 .080 i s  amended to  read :
Sec. 4 6 . 0 7 . 0 3 0 .  DEFINITIONS. I n  t h i s  chapter

( 1 )  "commissioner" means the  commissioner o f  env i ronmenta l  
c on se rva t ion  [HEALTH AND SOCIAL SERVICES];

( 2 )  " v i l l a g e "  means an in co rpo ra ted  o r  un inco rpo ra ted  
community which has between 25 and 600 people r e s i d in g  w i th in  a t h r e e -  
mi le  [TWO-MILE] r ad iu s  [ ,  OR A FOURTH CLASS CITY]j_

( 3 )  " s a f e  water f a c i l i t i e s "  means f a c i l i t i e s  and s e r v ic e s  
which supply water which complies with the A laska Water Qua l i t y  
c r i t e r i a  f o r  d r in k ing  and inc ludes  the p l a n t ,  equipment, and s e rv ic e s  
necessary f o r  the procurement, t r ea tmen t ,  s to r a g e ,  and d i s t r i b u t i o n  o f  
the water .

HB 719 -6-



I, the undersigned, an employee o f the State o f Alaska, do hereby certify 

that the microfilm images on this m icroform are accurate reproductions 

o f the original records o f the State o f Alaska as accumulated during the 

regular course o f  business, and that it is the established policy and practice 

o f  this State to microfilm its records and to dispose o f the original records 

after microfilm reproductions have been made.

J k m f ’ Q ,  h ]± l L 8 3
U  Signature o f Camera Operator Date

02-619 (RKV 8/78)



n A c t  - . . • s t a b iA ah in r  a s e l f - i n s u r a n c e  f u n d ,  p r o v i d i n g  f o r  3 t a  a a n i i h i s t r  a u ?.01 
7 p r o v . ’ . d l n r  an  e f f e c t i v e  d a t e . '

Committee Report
H O U S E  O F  R E P R E S E N T A T I V E S

i j / ' V t a  " " ' '7

D a t e
Mr .  S p e a k e r

The C om m i t t e e  on ?.• : : A.* OR h a s  had  7 3 3
u n d e r  c o n s i d e r a t i o n .  A m a j o r i t y  o f  t h e  members o f  t h e  C om m i t t e e

, - / ~ 7  recommends i t  do p a s s
/ ~ 7  recommends i t  do n o t  p a s s
/ ~ 7  recommends i t  do p a s s  w i t h  a t t a c h e d  am e n d m en t ( s )
/ ~ 7  recommends i t  be r e p l a c e d  w i t h  CS f o r __________________________and  t h a t

CS f o r  ____________________________  do p a s s
/ ~ 7  ( a n d )  recommends i t  be r e f e r r e d  t o  t h e  __________________________________

c om m i t t e e  1I » •

/  /  r e p o r t s  i t  b a c k  w i t h o u t  r e c om m en d a t i o n
/ ~ 7  ( o t h e r )  ’ ~ ■ ■ ■__1_________  1 _________________________

MEMBERS SIGNING THE MAJORITY REPORT:

MEMBERS NOT CONCURRING IN  THE MAJORITY REPORT:

A - - / L / - A .’ ecommends :
.. ■ _______________ recommends/

recommends

V ‘  C_ t  ‘—  - -

r e c om m end s :

recommends: v ) . , /. y /
CHAIRMAN



I

2

3

4

5

6

7

8

9

10

11

. 2

13

14

15

16

17

18

19

2 0

21

2 2

23

24

25

26

27

28

29

Introduced: 3/15/72Referred: Commerce andFinance

B Y  T H E  R U L E S  C O M M I T T E E  B Y
I N  T H E  H O U S E  R E Q U E S T  O F  T H E  G O V E R N O R

H O U S E  B I L L  N O .  7 3 3  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

S E V E N T H  L E G I S L A T U R E  -  S E C O N D  S E S S I O N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  e s t a b l i s h i n g  a  s e l f - i n s u r a n c e  f u n d ,  p r o v i d i n g

f o r  i t s  a d m i n i s t r a t i o n ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e

d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1 .  A S  4 4 . 2 1 . 0 2 0  i s  a m e n d e  j  b y  a d d i n g  a  n e w  p a r a g r a p h  t o  r e a d :

( 1 1 )  a d m i n i s t e r  t h e  s t a t e  s e l f - i n s u r a n c e  f u n d .

*  S e c .  2 .  A S  4 4 . 2 1  i s  a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  t o  r e a d :

S e c .  * 1 4 . 2 1 . 1 5 0 .  S E L F - I N S U R A N C E  F U N D .  ( a )  T h e r e  i s  e s t a b l i s h e d  a

s t a t e  s e l f - i n s u r a n c e  f u n d ,  a d m i n i s t e r e d  b y  t h e  D e p a r t m e n t  o f  A d m i n i s t r a ­

t i o n .  T h e  f u n d  c o n s i s t s  o f

( 1 )  a p p r o p r i a t i o n s ;

( 2 )  d a m a g e s ,  s e t t l e m e n t s ,  o r  o t h e r  a m o u n t s  w h i c h  m a y  b e  

r e c e i v e d  b y  t h e  s t a t e  a s  a  r e s u l t  o f  c l a i m s  t o  w h i c h  t h e  s t a t e  i s  a  

p a r t y  a n d  w h i c h  t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  c o n s i d e r s  p r o p e r  t o  

a p p l y  t o  p u r p o s e s  o f  t h e  f u n d ;

( 3 )  I n t e r e s t ;

( 4 )  r e s e r v e s  f o r  u n p a i d  l o s s e s ,  l i a b i l i t i e s ,  a n d  a d m i n i s t r a ­

t i v e  e x p e n s e s .

( b )  T h e  s e l f - i n s u r a n c e  f u n d  s h a l l  b e  a p p l i e d  t o  i n s u r e  t h e  s t a t e  

a g a i n s t  p o t e n t i a l  l o s s e s  a n d  l i a b i l i t i e s  w h i c h  a r e  t h e  c u s t o m a r y  s u b j e c t  

o f  i n s u r a n c e  c o n t r a c t s  a n d  f o r  s e t t l e m e n t  a n d  d e f e n s e  o f  c l a i m s  f o r  

t h e s e  l i a b i l i t i e s .  S p e c i f i c  . a r e a s  t o  w h i c h  t h e  f u n d  m a y  b e  a p p l i e d  

i n c l u d e  b u t  a r e  n o t  l i m i t e d  t o  w o r k m e n ' s  c o m p e n s a t i o n  c l a i m s ,  c l a i m s  

a g a i n s t  t h e  s t a t e  u n d e r  A S  0 9 - 5 0 . 2 5 0  -  3 0 0 ,  a n d  p r o p e r t y  d a m a g e  o r  l o s s .
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T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  m a y  d e t e r m i n e  w h i c h  p o t e n t i a l  l o s s e s  

a n d  l i a b i l i t i e s  a r e  t o  b e  c o v e r e d  b y  t h e  f u n d .

( c )  T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  s h a l l  c o n t r a c t  w i t h  t h e  

a t t o r n e y  g e n e r a l  f o r  l e g a l  d e f e n s e  a n d  r e l a t e d  s e r v i c e s  f o r  l i a b i l i t i e s  

c o v e r e d  b y  t h e  f u n d .

*  S e c .  3 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 7 2 .
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Aprl I f j  1972 HOUSE JOURNAL

The  S p e a k e r  s t a t e d  t h a t  w i t h o u t  o b j e c t i o n ,  t h e  r e a d i n g  o f  HfJ 
t h e  Commerce C o m m it t e e  r e p o r t  on HOUSE B IL L  NO. 733 w ou ld  733 
be  w a i v e d  and i t  w o u ld  a p p e a r  i n  t h e  J o u r n a l .  T h e r e  b e i n g  
no o b j e c t i o n ,  t h e  r e p o r t  a p p e a r s  a s  f o l l o w s :

" HOUSE B I L L  NO. 733

T h i s  b i l l ,  w h ic h  w o u ld  e s t a b l i s h  a r e v o l v i n g  S t a t e  s e l f -  
i n s u r a n c e  fu n d ,  w i l l  p r o v i d e  t h e  means w h e r e b y  t h e  S t a t e  
may fu n d  c e r t a i n  r i s k s  o f  a c c i d e n t a l  l o s s  a s  an a l t e r n a t i v e  
t o  t h e  c u s t o m a r y  m ethod  o f  t r a n s f e r r i n g  su ch  r i s k s  t o  a 
c o m m e r c i a l  i n s u r a n c e  c a r r i e r .  I n  t h e  l o n g  ru n  i t  w i l l  n o t  
g e n e r a l l y  p r o v e  e c o n o m i c a l l y  f e a s i b l e  t o  p u r c h a s e  in s u r a n c e  
t o  fu n d  c e r t a i n  r i s k s  o r  l o s s e s  w h ic h  o c c u r  w i t h  r e a s o n a b l y  
p r e d i c t a b l e  f r e q u e n c y .  R i s k s  w h ic h  may be  a p p r o p r i a t e  
s u b j e c t s  f o r  s e l f - i n s u r a n c e  i n c l u d e  l i a b i l i t y  u n d e r  t h e  
A l a s k a  W ork m en 's  C o m p e n s a t io n  A c t ,  l i a b i l i t y  f o r  c l a i m s  
b r o u g h t  a g a i n s t  t h e  S t a t e  u n d e r  AS 0 9 - 5 0 . 2 5 0 - 3 0 0 ,  and 
c e r t a i n  t y p e s  o f  r i s k s  I n v o l v i n g  p o t e n t i a l  l o s s  o f  damage 
t o  p r o p e r t y .

The  D e p a r tm e n t  o f  A d m i n i s t r a t i o n  w o u ld :
-  a d m i n i s t e r  t h e  s e l f - i n s u r a n c e  fu n d

d e t e r m i n e  a p p r o p r i a t e  p r o g r a m s  o f  e x c e s s  in s :  r a n e e  in  
t h o s e  c a s e s  w h e re  c o m p l e t e  s e l f - i n s u r a n c e  w o u ld  e: p o s e  th e  
S t a t e  t o  l o s s e s  t h e  m a g n i t u d e  o f  w h ic h  w o u ld  c a u s e  b u d g e t a r y  
d i s l o c a t i o n ,  and

p r o v i d e  f o r  t h e  d e f e n s e ,  a d ju s t m e n t  and s e t t l e m e n t  o f  
a l l  s e l f - i n s u r e d  l o s s e s  and c l a i m s .

In  e v a l u a t i n g  t h e  e c o n o m ic  f e a s i b i l i t y  o f  s e l f - i n s u r a n c e ,  
e a c h  r i s k  o f  l o s s  w o u ld  be  t h o r o u g h l y  e v a l u a t e d  and i t s  
p o t e n t i a l  m a g n i t u d e  m e a s u r e d .

The  3 e l f - l n s u r a n c e  fu n d  w o u ld  be  a c o n t i n u i n g ,  r e v o l v i n g  
fu n d  t o  p r o v i d e  f o r  t h e  c o n t i n u i t y  o f  d e s i r a b l e  ; e l f -  
I n s u r a n c e  p r o g r a m C s )  o v e r  a p e r i o d  o f  y e a r s .  The  f u n d i n g  
o f  t h e  p r o g ra m  w o u ld  be  b a s e d  on i n f o r m e d  p r o j e c t i o n s  o f  
a n t i c i p a t e d  l e s s e s  and e x p e n s e s .  The d i f f e r e n c e  b e tw e e n  
fu n d  a p p r o p r i a t i o n s  and  o t h e r  a s s e t s  and  a c t u a l  l o s s e s  
p a i d  a n d / o r  r e s e r v e d  r e m a in s  I  t h e  fu n d .

The  fu n d  i s  n e e d e d  t o  r o u n d  o i ‘ a p r o p o s e d  R i s k  Management 
P r o g ra m .  The a r t  o f  m a n a g i l g  o n e ' s  r i s k  i s  d o n e  b y  i d e n t i ­
f y i n g  t h e  r i s k ,  a t t e m p t i n g  v o  r e d u c e  i t  t h r o u g h  co m p reh e n ­
s i v e  s a f e t y  p r a c t i c e s ,  and  p r o v i d i n g  f o r  l o s s e s .  Premiums 
ca n  be  r e d u c e d  and  t a x  d o l l a r s  s a v e d  b y  d i m i n i s h i n g  h id d e n  
a c c i d e n t  c o s t s  su ch  as  l o s s  o f  e f f i c i e n c y ,  s u b s t i t u t i n g  o r  
r e p l a c i n g  e m p l o y e e s  d u r i n g  t h e i r  c o n v a l e s c e n c e ,  e m p l o y e r ' s  
t im e  i n  f i l l i n g  o u t  a c c i d e n t  f o r m s ,  e t c .

S h o u ld  t h e  s e l f - i n s u r a n c e  fu n d  be  a p p r o v e d ,  t h e  S t a t e  w ou ld  
e s t a b l i s h  an O f f i c e  o f  R i s k  M a n a gem en t .  The  o f f i c e  w i l l  b e  
v e s t e d  w i t h  t h e  r e s p o n s i b i l i t y  f o r  s a f e t y  e n g i n e e r i n g ,  r i s k  
i d e n t i f i c a t i o n ,  r i s k  a b a t e m e n t ,  c l a i m  h a n d l i n g  and p l a c e m e n t  
o f  i n s u r a n c e  a t  l e v e l s  a b o v e  s e l f - a s s u m e d  r i s k .

R i s k  management i s  a s  i m p o r t a n t  a f u n c t i o n  a s  any  o t h e r  
a r e a  o f  m an agem en t .  T o  s e t  u p ,  m a i n t a i n ,  and  o p e r a t e  a 
c o m p r e h e n s i v e  R i s k  M anagem ent  P r o g r a m ,  a s e l f - i n s u r a n c e  
fu n d  must be  e s t a b l i s h e d .  By d o i n g  s o  c o n s i d e r a b l e  t a x  
d o l l a r s  c a n  be  s a v e d ,
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/'’ r a n k  P e r a t r o v l c h

H e l e n  F i s c h e r "

HCR T h e  H e a l t h ,  W e l f a r e  and E d u c a t i o n  C o m m it t e e  h a s  had HOUSE
18 CONCURRENT RESOLUTION NO. 18 ( r e l a t i n g  t o  a s t u d y  o f  s e c ­

o n d a r y  e d u c a t i o n  p o l i c i e s  and p r o g r a m s  i n  A l a s k a )  u n d e r  
c o n s i d e r a t i o n  and a  m a j o r i t y  o f  t h e  members o f  t h e  Commit­
t e e  r ecom m ends  i t  d o  p a s s  w i t h  t h e  f o l l o w i n g  am endm en t:

amendm ent N o .  1 b y  t h e  H e a l t h ,  W e l f a r e  and E d u c a t i o n  Com­
m i t t e e :

P a g e  1 ,  l i n e  2 7 :  A f t e r  " i n s u r e "  d e l e t e  t h e  r e ­
m a in d e r  o f  l i n e  2 7 .  D e l e t e  
a l l  o f  l i n e  2 8 .  On l i n e  29 
d e l e t e  t h r o u g h  " o f " .  L i n e s  
2 7 -2 9  s h o u ld  r e a d :  " E i g h t h
L e g i s l a t u r e ,  F i r s t  S e s s i o n ,  
t o  i n s u r e  maximum e d u c a t i o n a l  
o p p o r t u n i t i e s  a t  t h e  s e c o n d a r y  
l e v e l . "

The  r e p o r t  was s i g n e d  b y  M r s .  C h a n c e ,  C h a i rm a n ,  and c o n c u r ­
r e d  I n  by  C h a n c e ,  N a u g h t o n ,  W h i t t a k e r ,  M o o re  and  M o s e s .
N o t  c o n c u r r i n g  was S p e c k i n g  who recom m ends do  n o t  p a s s .

HOUSE CONCURRENT RESOLUTION NO. 18 . i r e f e r r e d  t o  t h e  
F in a n c e  C o m m i t t e e .

HB Th e  H e a l t h ,  W e l f a r e  and E d u c a t i o n  C o m m it t e e  h a s  had  HOUSE 
709 B I L L  NO. 709 ( r e l a t i n g  t o  t h e  t e r m s  o f  o f f i c e  o f  members 

o f  s c h o o l  b o a r d s )  u n d e r  c o n s i d e r a t i o n  and  a m a j o r i t y  o f  
t h e  m em bers o f  t h e  C o m m it t e e  recom m ends  i t  do  p a s s .  The  
r e p o r t  was s i g n e d  b y  M rs .  C h a n c e ,  C h a i rm a n ,  and c o n c u r r e d  
i n  b y  C h a n c e ,  N a u g h t o n ,  S p e c k i n g ,  W h i t t a k e r ,  C o l l e t t a  and 
M o o r e .



The L e g i s l a t u r e  o f  the  S t a t e  o f  A la ska
FISCAL NOTE

Second S e s s io n  -  Seventh S t a t e  L e g i s l a t u r e

B i l l  I d e n t i f i c a t i o n :  / / #  - / 3  3  " ( 2 m  t i c /  sty  A / a  ^  :<<*/{■-

T i t l e  : ^ L/1 s / / l 1 f  CJ  / 2 . > u l —uLzi— rSi -A//'./ , ,i,ts/ - "R e q u e s t e d  b y : /  f37 T < :  //-, J,in. f,  „ - 7/Vr e _________ D a t e : V / y / y Z -
R e t u r n  D a t e  R e q u e s t e d :  y  / / V  __________________
A g e n c y : A y ? / . ___^  /  , 4- / 4/, -(r rX-b'nM  P r o g r a m : ^  ̂ M *> tr a  /  f ~

I .  REQUEST

I I .  F I S C A L  D E T A I L
B u d g e t  R e q u e s t  U n i t ( s )  A f f e c t e d :
A .  E X P E N D I T U R E S : ( T h o u s a n d s  o f  d o l l a r s )

O B J E C T F Y  72 F Y  7 3 F Y  74 F Y  75 F Y  76 F Y  7 7
1 0 0  P E R S O N A L  S E R V I C E S
2 0 0  T R A V E L
3 0 0  C O N T R A C T U A L
4 0 0  C O M M O D I T I E S
5 0 0  E Q U I P M E N T
6 0 0  LAND &  S T R U C T U R E S
7 0 0  G R A N T S ,  C L A I M S ,  E T C .

T O T A L

B .  F U N D I N G : ( T h o u s a n d s  o f  d o l l a r s )

G E N E R A L  FUND
F E D E R A L  FUNDS
OT HE R

C .  P O S I T I O N S :

P E R M A N E N T / T E M P O R A R Y / / / / / /MAN MONTHS ( P . / T . ) . .  / .  / / .  . . / . .  /  . /

I I I .  A N A L Y S I S  ( S e e  F i s c a l  N o t e  P r e p a r a t i o n  I n s t r u c t i o n s ,  S e c t i o n  I I I )  
See A t t a c h e d

I V .  A T T A C H M E N T S

V .  D A T E : t f w H - P R E P A R E D

O r i g i n a l :  L e g i s l a t i v e  F inance
cc : Budget and Management

Prime Sponso r ( F i r s t  L e g i s l a t e N a m e d )



F I S C A L  h ' P T l .

l i e :  H o u s e  B i l l  H o .  7 3 3  -  A n  A c t  e s t a b l i s h i n g  a  A I T - i n s u r a n c e  I T i n d .

T h i s  B i l l . w h i c h  w o u l d  e s t a b l i s h  a  r e v o l v i n g  .3 t o  t o  s e l l - i n s u r a n c e  f u n d ,  
w i l l  p r o v i d e  t h e  m o a n s  w h e r e b y  t h e  S t a t e  m a y  f u n d  c e r t a i n  r i s k s  o f  a c c i d e n t a l  
l o s s  a s  a n  a l t e r n a t i v e  t o  t h e  c u s t o m a r y  m e t h o d  o l  t r a n s f e r r i n g  s u c h  r i s k s  t o  
a  c o m m e r c i a l  i n s u r a n c e  c a r r i e r .  I n  L h v  l o n g  r u n  i t  w i l l  n e t  g e n e r a l l y  p r o v e  
e c o n o m i c a l l y  f e a s i b l e  t o  p u r c h a s e  i n s u r a n c e  t o  f u n d  c e r t a i n  r i s k s  o r  l o s s e s  
w h i c h  o c c u r  w i t h  r e a s o n a b l y  p r e d i c t a b l e  f r e q u e n c y .  R i s k s  w h i c h  m a y  b o  a p p r o ­
p r i a t e  s u b j e c t s  f o r  s e l f - i n s u r a n c e  i n c l u d e  l i a b i l i t y  u n d e r  t h a  A l a s k a  W o r k m e n ' s  
C o n i m s a t i o i i  A c t .  l i a b i l i t y  f o r  c l a i m s  b r o u g h t  a g a i n s t  t h e  S t a t e  u n d e r  A S  0 9 .  
5 0 . 2 A 0 - - 3 0 0 ,  a n d  c e r t a i n  t y p e s  o f  r i s k s  i n v o l v i n g  p o t e n t i a l  l o s s  o f  o r  d a m a g e  
t o  p r o p e r t y .

T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  w o u l d

-  a d m i n i s t e r  t h e  s e l f - i n s u r a n c e  f u n d
-  d e t e r m i n e  a p p r o p r i a t e  p r o g r a m s  o f  e x c e s s  

i n s u r a n c e  i n  t h o s e  c a s e s  w h e r e  c o m p l e t e  s e l f -  
i n s u r a n c e  w o u l d  e x p o s e  t h e  S t a t e  t o  l o s s e s  t h e  
m a g n i t u d e  o f  w h i c h  w o u l d  c a u s e  b u d g e t a r y  d i s ­
l o c a t i o n ,  a n d

-  p r o v i d e  f o r  t h e  d e f e n s e ,  a d j u s t m e n t  a n d  s e t t l e ­
m e n t  o f  a l l  s e l f - i n s u r e d  l o s s e s  a n d  c l a i m s .

I n  e v a l u a t i n g  t h e  e c o n o m i c  f e a s i b i l i t y  o f  s e l f - i n s u r a n c e ,  e a c h  r i s k  o f  
l o s s  w o u l d  b e  t h o r o u g h l y  e v a l u a t e d  a n d  i t s  p o t e n t i a l  m a g n i t u d e  m e a s u r e d .

T h e  s e l f - i n s u r a n c e  f u n d  w o u l d  b e  a  c o n t i n u i n g ,  r e v o l v i n g  f u n d  t o  p r o v i d e  
f o r  t h e  c o n t i n u i t y  o f  d e s i r a b l e  s e l f - i n s u r a n c e  p r o g r a m ( s )  o v e r  a  p e r i o d  o f  
y e a r s .  T h e  f u n d i n g  o f  t h e  p r o g r a m  w o u l d  b e  b a s e d  o n  i n f o r m e d  p r o j e c t i o n s  o f  
a n t i c i p a t e d  l o s s e s  a n d  e x p e n s e s .  T h e  d i f f e r e n c e  b e t w e e n  f u n d  a p p r o p r i a t i o n s  
a n d  o t h e r  a s s e t s  a n d  a c t u a l  l o s s e s  p a i d  a n d / o r  r e s e r v e d  r e m a i n s  i n  t h e  f u n d .

T h e  f u n d  i s  n e e d e d  t o  r o u n d  o u t  a  p r o p o s e d  R i s k  M a n a g e m e n t  P r o g r a m .  T h e  
a r c  o f  m a n a g i n g  o n e ' s  r i s k  i s  d e n e  b y  i d e n t i f y i n g  t h e  r i s k ,  a t t e m p t i n g  t o  r e ­
d u c e  i t  t h r o u g h  c o m p r e h e n s i v e ' a f e t y  p r a c t i c e s ,  a n d  p r o v i d i n g  f o r  l o s s e s .  P r e m i u m s  
c a n  b e  r e d u c e d  a n d  t a x  d o l l a r s  s a v e d  b y  d i m i n i s h i n g  h i d d e n  a c c i d e n t  c o s t s  s u c h  
a s  l o s s  o f  e f f i c i e n c y ,  s u b s t i t u t i n g  o r  r e p l a c i n g  e m p l o y e e s  d u r i n g  t h e i r  c o n v a -  
l e s c e n s e ,  e m p l o y e r ' s  t i m e  i n  f i l l i n g  o u t  a c c i d e n t  f o r m s ,  e t c .

S h o u l d  t h e  s e l f - i n s u r a n c e  f u n d  b e  a p p r o v e d ,  t h e  S t a t e  w o u l d  e s t a b l i s h  a n  
O f f i c e  o f  R i s k  M a n a g e m e n t .  T h e  o f f i c e  w i l l  b e  v e s t e d  w i t h  t h e  r e s p o n s i b i l i t y  
f o r  s a f e t y  e n g i n e e r i n g ,  r i s k  i d e n t i f i c a t i o n ,  r i s k  a b a t e m e n t ,  c l a i m  h a n d l i n g  a n d  
p l a c e m e n t  o f  i n s u r a n c e  a t  l e v e l s  a b o v e  s e l f - a s s u m e d  r i s k .

I t  i s  i m p o s s i b l e  a t  t h i s  p o i n t  t o  e s t i m a t e  t h e  d o l l a r  s a v i n g s  w h i c h  t h e  s t a t e  
w i l l  a p p r e c i a t e  s h o u l d  a  S e l f - I n s u r a n c e / R i s k  M a n a g e m e n t  p r o g r a m  b e  i m p l e m e n t e d .
H e  a r e  p o s i t i v e ,  h o w e v e r ,  t h a t  s a v i n g s  w i l l  b e  a p p r e c i a b l e :

W h y  i t  i s  d i f f i c u l t  t o  p i n  d o w n  e x a c t  d o l l a r  s a v i n g s :

"  M a r k e t  C o n d i t i o n s  -  I f  w o  p r o j e c t  c o s t s  n o w  a n d  m a r k e t  g o e s  u p ,  w e  
c o u l d  n o t  s h o w  e x a c t  s a v i n g s .

-  R e s e r v e  a n d  F u n d  I n v e s t m e n t s  -  W e  c ! o  n o t  k n o w  w h a t  o u r  c l a i m s  w i l l  
b e ,  t h e r e f o r e ,  c a n n o t  d e t e r m i n e  h o w  m u c h  i n t e r e s t  w e  c a n  r e a l i z e

e o r i t ' d

April I'K 1972



f r o m  i n v e s t m e n t s ,  a I s o  w o  d o  n o t  k n o w  w h a t  i n t e r e s t  r a t e s  w i l l  h e .

-  k o s a  ] ' i c  v e n t  i o n  -  A  v i a b l e  l o s s  p r e v e n t  i o n  p r o g r a m  w i l l  r e d u c e  l o s s e s
s u i i n e t | i u  i i t  l . y  r e d u c i n g  p r e m i u m s  a n d  c l a i m s  c o s t s .  W e  c a n n o t  s a y  h o w  
m u c h .  A n o t h e r  p o i n t  w h i c h ,  i s  a n  i n t a n g i b l e ,  b u t  i m p o r t a n t ,  i s  l o s s  
o f  e m p l o y e e ' s  t i m e  e t c .  i f  i n j u r e d .

-  C l a i m s  H a n d l i n g  -  T h e r e  a r e  s e v e r a l  a l t e r n a t i v e s  t o  c l a i m s  h a n d l i n g .

1 .  B y  t h e  S t a t e

2 .  B y  a  S e r v i c i n g  C o m p a n y

3 .  B y  a n  I n s u r a n c e  C o m p a n y

e a c h  w o u l d  h a v e  d i f f e r e n t  c o s t  p r o j e c t i o n s

I t  m i g h t  b e  w e l l  t o  n o t e  t h a t  t h e  s t a t e  i s  p r e s e n t l y  n o n - i n s u r e d  o n  F i r e
a n d  P e r s o n a l  P r o p e r t y .  T h e  F i r e  P o l i c y  i s  a t  $ 1 0 0 , 0 0 0  d e d u c t i b l e  p e r  o c c u r r e n c e  
a n d  a n  a g g r e g a t e  s t o p  l o s s  o f  $ 2 5 0 , 0 0 0 .  P e r s o n a l  P r o p e r t y  i s  t o t a l l y  s e l f - a s s u m e d .  
T h e  p r o b l e m  i s  t h e r e  i s  n o t  a  f u n d  t o  c o v e r  t h e s e  l o s s e s .  M o n i e s  w o u l d  h a v e  t o  
c o m e  f r o m  o p e r a t i n g  b u d g e t s  o r  v i a  s u p p l e m e n t a l  a p p r o p r i a t i o n .

R i s k  m a n a g e m e n t :  i s  a £ .  i m p o r t a n t  a  f u n c t i o n  a s  a n y  o t h e r  a r e a  o f  m a n a g e m e n t  .
T o  s e t  u p ,  m a i n t a i n ,  a n d  o p e r a t e  a  c o m p r e h e n s i v e  R i s k  M a n a g e m e n t  P r o g r a m ,  a  s e l f -  
i n s u r a n c e  f u n d  m u s t  b e  e s t a b l i s h e d .  B y  d o i n g  s o  c o n s i d e r a b l e  t a x  d o l l a r s  c a n  b e  
s a v e d .

W e  w o u l d  a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  d i s c u s s  s u b j e c t  l e g i s l a t i o n  w i t h  y o u  
i n  m o r e  d e t a i l .  1 i :  t h i s  s e e m s  a p p r o p r i a t e ,  p l e a s e  g i v e  u s  a  c a l l .



SCHEDULE IV

WORKMEN'S CO M PEN SA T IO N  AND L IAB IL ITY  E X P E R IE N C E

POLICY PERIOD
EA R N ED

PR E M IU M
INCURRED

LOSSES
LOSS NUMBER
RAT IO  O F  CLAIMS

W o r  k m e n ' s C o mpc  11 s a t  ion
8/ 1/66 to 7/1/67 $ 277,737 $ 167,644 60 . 0% 399
7/1/67 to 7/1/68 279,992 247,273 88 . 9 367
7/1/68 to 2/17/69 183, 100 369,036 201. 5 397
2/17/69 to 7/1/70 811, 931 340, 595 41. 9 724
7/1/70 to 7/1/71 440,392 430, 710 97. 8 549

$1,993, 152 $1, 555,261 77. 8% 2, 385

G e n e r a l  L i a b i l i t y
8/1/66 to 7/1/67 $ 35,684 845,2,57 2369.0% 46
7/1/67 to 7/1 /6S 69,282 85, 396 123. 2 17
7/1/68 to 2/17/69 44,352 76,807 173. 1 47
2/17/69 to 7/1/70 132, 142 186,657 141. 3 25*
7/1/70 to 7/1/71 124, 955 106,789 85. 4 20

. $ 406, 415 $1,300 ,906 320. 1% J 55

Auto  L ia b i l i t y
8/1/66 to 7/1/67 $ 66 ,557 $ 13,875 2 0 . 8% 38
7/1/67 to 7/1/68 55, 907 50, 390 5 :’ 1 63
7/1/68 to 2/17/69 39,997 26, 821 67. 0 46
2/17/69 to 7/1/70 142,218 36,286 25. 5 100*
7/1/70 to 7/1/71 309,579 168,547 54. 4 108

$ 614, 258 $ 295,919 48. 1% 355

^ E s t im a t e d  - c om b in e d au to  and  g e n e r a l  l i a b i l i t y  c l a im s  t o t a l e d  125

C om b in e d  G e n e r a l  and
Au to  L i a b i l i t y

8/1/66 to 7/1/67 $ 102,241 $ 859,132 840.3% 84
7/1/67 to 7/1/68 125, 189 135, 786 108. 5 80
7/1/68 to 2/17/69 84, 349 103,628 122. 8 93
2/17/69 to 7/1/70 , 274,360 222,943 81.2 125
7/1/70 to 7/1/71 434,534 275, 336 63. 3 128

$1, 020, 673 $1, 596, 825 156. 4% 510

C om b in e d  W o rk m e n ' s
C om p e n s a t i o n  & L i a b i l i t y

8/1/66 to 7/1/67 $ 379,978 $1,026,776 270. 2% 423
7/1/67 to 7/1/68 405, 181 383,059 94. 5 456
7/1/68 to 2/17/69 267,449 472,664 176.7 • 490
2/17/69 to 7/1/70 1, 086, 291 563,541 51.8 849
7/1/70 to 7/1/71 874, 926 706,046 80. 6 677

$3, 013, 925 $3, 152,086 104. 5% 2, 895

7/1/68 to 7/1/71 $2 , 22S , 666 $1, 742, 251 78. 1% 2,016
W a r r e n , M c V e i g h  8 :  A s s o c i a t e s
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W / . r r e n ,  M c V e i g h  8 c  a s s o c i a t e s

R I S K  M A N A G E M E N T  C O N S U L T A N T S  

S S O  0 '  A C H  S T R E E T .  S A N  F R A N C I S C O .  C A L I F O R N I A  0 4 1 0 0  .  T E L E P H O N E  ( 4 1 S )  D O S . 4 6 7 7

Sta te  of A l a s k a  
D e p a r tm e n t  of A dm in i s t r a t i o n  
D iv i s ion  of Supply 
Juneau ,  A l a s k a

Gen t lemen :

As a u t h o r i z e d  by s e r v i c e  c o n t r a c t ,  t h i s  r e p o r t  d e t a i l s  the  r e s u l t s  of 
an aud i t  o f  the S ta te  of  A l a s k a ' s  i n s u r a n c e  and r i s k  m an a g em en t  
a c t i v i t i e s .  The s tudy em p h a s i z e s  the  n e e d  fo r  a m o r e  log ic a l  and 
c o n s i s t e n t  po l i cy  with r e g a r d  to r i s k  r e t e n t i o n ,  f o rm a t i o n  of  a r i s k  
m an a g em en t  o r g a n i z a t i o n  fo r  im p ro v e d  a dm in i s t r a t i o n ,  and  a b e t t e r  
d e s ig n ed  i n s u r a n c e  p r o g r a m .

Some of the  a c t i v i t i e s  t ak en  in the  p e r f o rm a n c e  of th i s  aud i t  w e r e :

I n t e r v i ew s  of S ta te  m an ag em en t  p e r s o n n e l  in v a r i o u s  
d e p a r tm e n t s ,  the  s e r v i c in g  ag en t s  and  c e r t a i n  u n d e rw r i t e r s

A n a ly s i s  of p a s t  p r e m i u m  and l o s s  h i s t o r y

De ta i l e d  s tudy of  e a ch  p r o p e r t y  and l i a b i l i t y  i n s u r a n c e  po l i cy

Rev iew  o f  s e l e c t e d  lega l  c o n t r a c t s

P h y s i c a l  i n s p e c t i o n s  of m a j o r  bu i ld ing s  in Ju n e au

Much t im e  was  spen t  wi th  M r s .  D o ro th y  E v an s  and M r .  H owa rd  
A n d e r s o n  in deve lop ing  i n fo rm a t io n  n e c e s s a r y  to p ro du c e  t h i s  
r e p o r t .  We a r e  g r a t e f u l  fo r  the a s s i s t a n c e  g iven  by t h e s e  m o s t  
c o o p e r a t i v e  and know ledgeab le  p eop le .
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i t  h a s  b e en  a p l e a s u r e  w o rk ing  on th i s  a s s i g n m e n t  and we look f o rw a rd  
to a s s i s t i n g  the  S ta t e  in im p l em en t i n g  the r e c o m m en d a t i o n s  m a d e  in 
th i s  r e p o r t .

R e s p e c t f u l l y  s u bm i t t e d ,

WARREN, McV£IGH & ASSOCIATES

By
C. C. G r i f f i n ,/ ^ RTCU
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To ta l  r i s k  c o s t s  fo r  the  S ta te  of  A l a s k a  a r e  now su b s t a n t i a l  and a r e  i n ­

c r e a s i n g  a t  an a c c e l e r a t i n g  pac e .  P r e s e n t  r i s k  c o s t s  m ay  be s u m m a r i z e d ,  

a s  fol lows:

U n in s u r e d  l o s s e s ,  wh ich  wi l l  e x c e e d  $500,000 annua l ly ,

E x p e n d i t u r e s  fo r  l o s s  p r e v e n t i o n  e f f o r t s ,  wh ich  a r e  p r e s e n t l y  

m i n im a l .

I n s u r a n c e  p r e m i u m s  wh ich  now e x c e e d  $3 m i l l i o n  annua l ly ,

C o s t s  of a d m in i s t r a t i o n ,  wh ich  in the  a b s e n c e  of a r i s k  m a n a g em e n t  

o r g a n i z a t i o n  a r e  r e l a t i v e l y  i n s i g n i f i c a n t .

We be l i eve  t h e s e  c o s t s  c an  be c o n t r o l l e d  and  b rough t  into b a l a n c e  with 

r e s u l t a n t  annua l  s a v ing s  in the  h igh six f i g u r e s .

T h i s  s tudy  h a s  d eve lop ed  m any  r e c o m m e n d a t i o n s  wh ich  a r e  found t h r o u g h ­

out ou r  r e p o r t .  T h e s e  r e c o m m e n d a t i o n s  c a l l  fo r  im p r o v e m e n t s  in the  

fo l lowing b r o a d  a r e a s :

(1) B e t t e r  p r o t e c t i o n  a g a i n s t  c a t a s t r o p h i c  l o s s e s

(2) M o r e  e f f e c t iv e  a d m i n i s t r a t i o n

(3) L ow e r  c o s t s

With r e g a r d  to b e t t e r  p r o t e c t i o n ,  it is im p o r t a n t  to i n c r e a s e  c e r t a i n  po l icy  

l im i t s  and to p u r c h a s e  a dd i t i o n a l  c o v e r a g e  fo r  s i g n i f i c a n t  r i s k s  p r e s e n t l y  

u n i n s u r e d .  Of p a r t i c u l a r  im p o r t a n c e  is the  n e e d  to i n c r e a s e  th e  pub l ic  

em p l o y e e s  b l anke t  bond l im i t  to  a t  l e a s t  $2 m i l l i o n  and  to a r r a n g e  a b r o a d

SUMMARY AND RECOMMENDATIONS

W a r r e n .  M c V e i g h  8 c A s s o c i a t e s
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e x c e s s  l i ab i l i ty  p r o g r a m  with a l im i t  of $50 m i l l ion  o r  m o r e .  Spec i f ic  

im p r o v em e n t s  in po l icy  c o v e r a g e  a r e  l i s t e d  below.

To e f fe c t i v e ly  a d m in i s t e r  an e f f i c ien t  r i s k  m an ag em en t  p r o g r a m ,  the  

S ta te  shou ld  f o rm  and s t a f f  a s e p a r a t e  D iv is ion  of R i s k  M an ag em en t  r e p o r t ­

ing d i r e c t l y  to the C o m m i s s i o n e r  of A dm in i s t r a t i o n .

Sub s tan t i a l  r e d u c t i o n s  in c o s t  can  r e s u l t  by (1) the  expanded  r e t e n t i o n  of 

r i s k  and (2) the  r em a r k e t i n g  o r  r e s t r u c t u r i n g  of c e r t a i n  i n s u r a n c e  

p r o g r a m s .  We have se t  f o r th  in Sec t ion  II of th i s  r e p o r t  the  a p p r o a c h e s  

which s e e m  m o s t  p r om i s i n g ,  but it is no t p o s s ib l e  to  out l ine p r e c i s e l y  

the  exac t  f o rm  tha t  the S t a t e ' s  i n s u r a n c e  and r i s k  r e t e n t i o n  p r o g r a m  wil l 

t a k e  unt i l  the  i n s u r a n c e  m a r k e t p l a c e  is t h o rough ly  t e s t e d  fo r  the  a v a i l a b i l i t y  

and c o s t  of e x c e s s  i n s u r a n c e .  Although co s t  s av ing s  canno t  be p inpo in ted  

unti l t h i s  is done, we e s t im a t e  th a t  annual  s av ing s  shou ld e x c e e d  $250, 000.

A c o n s i d e r a b l e  amoun t  of t im e  will be n e eded  to a c c om p l i s h  r e m a r k e t i n g  

and r e s t r u c t u r i n g  of  the e n t i r e  p r o g r a m .  Du r ing  th i s  p e r i o d  o f  t im e ,  

t h e r e  will be a need  fo r  con t inued  gu idance  and  help, which m a y  be  a c h i e v ed  

by use  of W a r r e n ,  McVeigh & A s s o c i a t e s  on a r e t a i n e r  b a s i s .

Spec i f ic  m a j o r  r e c om m en d a t i o n s  a r e  a s  fol lows:

D i s c u s s e d  
on p age s

1) The  c r i t i c a l  n eed  fo r  a S ta te  l o s s  c o n t r o l  e n g in e e r

is d i s c u s s e d  on p ag e s  17-25

W a r r e n , M c V e i g h  G  A s s o c i a t e s



Discus sed
on pages

~) The  S ta te  shou ld  e s t a b l i s h  a  t o l e r a b l e  l im i t  of 

a c c e p t a b l e  l o s s .  T h e  fo l lowing am oun t s  a r e  

r e c om m en d e d :  $250, 00C per any  s ing le  o c c u r r e n c e ,  o r

$1, 000, 000 fo r  any  f i s c a l  y e a r  w h e r e  p r o b ab i l i t y  e x i s t s  

of  m o r e  than  one l o s s  in s am e  y e a r .

3) B e c a u s e  of i ts  p r e s e n t  h igh co s t ,  e f f o r t s  shou ld  be 

t a k en  to r e m a r k e t  the  S t a t e ' s  p r o p e r t y  r i s k  r e t e n t i o n  

and i n s u r a n c e  p r o g r a m .  V a r i o u s  a p p r o a c h e s  for  the 

s t r u c t u r i n g  of an im p r o v e d  p r o g r a m  a r e  d i s c u s s e d  on 

p a g e s

4) Se l f  - in su rance  funding and  e x c e s s  i n s u r a n c e  shou ld  be 

a r r a n g e d  to c o v e r  a l l  t y p e s  of p r o p e r t y ,  and not

j u s t  bu i ld ings,

5) V a r i o u s  u n i n s u r e d  p e r i l s  a r e  d i s c u s s e d  on p age s

6) The  S ta te  shou ld p u r c h a s e  a pub l ic  em p lo y e e s  f a i t h ­

ful p e r f o rm a n c e  bond w i th  a l im i t  no l e s s  than

$2 m i l l ion .  C o n s i d e r a t i o n  shou ld  be g iven  to a  bond 

l im i t  of $10 m i l l i on ,  o r  h ig h e r ,  if p r e m i u m  co s t  is 

r e a s o n a b l e .

7) A p r o p e r l y  d e s i g n e d  w o r k m e n ' s  c om p en s a t i o n  and 

l i a b i l i t y  p r o g r a m ,  i n c o r p o r a t i n g  e l e m e n t s  of self- 

i n s u r a n c e  and e x c e s s  c a t a s t r o p h e  in s u r a n c e ,  can

r e s u l t  in s u b s t a n t i a l  s a v in g s .  A p p r o p r i a t e  p r o p o s a l s  
W a r r e n .  M c V e i g h  Qt A s s o c i a t e s
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36-43

44

44-46

47



D i s c u s s e d  
on p a g e s

and quo ta t ion s  shou ld  be o b ta in ed  f r o m  i n s u r a n c e

c om p an i e s  and independen t  s e r v i c e  f i r m s .  48-53

8) Th e  s i z e  o f  a s e l f- i n s u r a n c e  fund f o r  w o rkm en ' s  

c om p en s a t i o n  and l i a b i l i t y  r i s k s  shou ld  be  b a s e d

on c u r r e n t  p r e m i u m  r a t e s .  54-57

9) A b l anke t  l im i t  o f  $50 m i l l i o n  p e r  o c c u r r e n c e  is 

r e c o m m en d e d  fo r  a i r p o r t  l i a b i l i t y  i n s u r a n c e  with 

r e s p e c t  to all  a i r p o r t s  e x c ep t  A n ch o r a g e  and 

F a i r b a n k s ,  w h e r e  a l im i t  of $100 m i l l i o n  is needed,

b e c a u s e  of Boe ing  747 t r a f f i c .  57-58

10) A i r c r a f t  l i a b i l i t y  i n s u r a n c e  shou ld  be b ro adened ,  

shou ld  app ly  to  both owned and non-owned a i r c r a f t  

and the  l im i t  of  l i a b i l i t y  shou ld  be i n c r e a s e d  to $50 

m i l l i o n  p e r  o c c u r r e n c e ,  u n d e r  a c om b in a t i o n  of

p r im a r y  and e x c e s s  l i a b i l i t y  i n s u r a n c e  c o n t r a c t s .  58-59

11) A b r o a d  b lanke t  e x c e s s  l i a b i l i t y  i n s u r a n c e  p r o g r a m  

is r e c o m m en d e d  to  c o v e r  the  S t a t e  a g a in s t  a ll  

l i ab i l i t y ,  m a r i n e  and  non-m a r i n e ,  to a l im i t  of

a t  l e a s t  $50 m i l l i o n  p e r  o c c u r r e n c e .  59-60

12) With r e g a r d  to  the  F i s h  & G am e  v e s s e l  f lee t ,  hu l l  & 

m a c h i n e r y  i n s u r a n c e  shou ld  be d i s c o n t i n u ed  on all

v e s s e l s  e x c ep t  the  R e so lu t i o n ,  Mon tague  & K i t t iwake .  63

W a r r e n , M c V e i g h  a  A s s o c i a t e s



1 3 )  " I n c r e a s e d  v a l u e "  h u l l  &  m a c h i n e r y  c o v e r a g e  s h o u l d  

b e  c o n s i d e r e d  f o r  t h e  m o r e  i m p o r t a n t  f e r r y  v e s s e l s ,  

a s  c u r r e n t  a m o u n t s  o f  i n s u r a n c e  a r e  s u b s t a n t i a l l y  

l e s s  t h a n  r e p l a c e m e n t  c o s t .

1 4 )  P r e m i u m  i n d i c a t i o n  s h o u l d  b e  r e q u e s t e d  f r o m  t h e  b r o k e r  

f o r  " l o s s  o f  r e v e n u e s "  c o v e r a g e  o n  l a r g e  f e r r y  v e s s e l s .

1 5 )  L i a b i l i t y  c o v e r a g e  i s  n e e d e d  f o r  n o n - o w n e d  v e s s e l s .

1 6 )  A l t h o u g h  i t  r e p r e s e n t s  a n  e x t r e m e l y  r e m o t e  l o s s  

p o s s i b i l i t y ,  w a r  r i s k s  i n s u r a n c e  s h o u l d  b e  c o n s i d e r e d  

f o r  t h e  f e r r y  f l e e t .

1 7 )  A  d e d u c t i b l e  o f  a t  l e a s t  $ 1 0 0 ,  0 0 0  p e r  o c c u r r e n c e  i s  r e ­

c o m m e n d e d  f o r  t h e  f e r r y  f l e e t  i n s u r a n c e .

1 8 )  T h e  S t a t e  s h o u l d  f o r m  a  s e p a r a t e  D i v i s i o n  o f  R i s k  

M a n a g e m e n t ,  r e p o r t i n g  d i r e c t l y  t o  t h e  C o m m i s s i o n e r  

o f  A d m i n i s t r a t i o n .

1 9 )  T h e  S t a t e  s h o u l d  a d o p t  a  w r i t t e n  s t a t e m e n t  o f  p o l i c y  

w i t h  r e g a r d  t o  r i s k s  o f  a c c i d e n t a l  l o s s .

2 0 )  D e v e l o p m e n t  o f  a n  i n s u r a n c e  m a n u a l  i s  r e c o m m e n d e d .

2 1 )  R e v i s e d  s t a n d a r d s  f o r  i n s u r a n c e  c e r t i f i c a t e s  a r e  

r e c o m m e n d e d .

2 2 )  L e g a l  c o n t r a c t s ,  e s p e c i a l l y  l e a s e s ,  s h o u l d  b e  r e v i e w e d  

b y  t h e  r i s k  m a n a g e r .

W a r r e n ,  M c V e i g h  6 c A s s o c i a t e s

Discussed
on pages

6 4 - 6 5

6 5  

6 5  -  6 6

6 6 - 6 7

6 7 - 6 8

6 9 - 7 1

7 1 - 7 4

7 7 - 7 8

7 8 - 8 4  

8 4 - 8 8
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2 3 )  P u r c h a s e  o f  i n s u r a n c e  b y  c o m p e t i t i v e  b i d d i n g  i s  

d e s i r a b l e  o n l y  f o r  t h o s e  t y p e s  o f  i n s u r a n c e  w h e r e

t h e r e  i s  a n  o p e n  a n d  c o m p e t i t i v e  m a r k e t .  C o m ­

p e t i t i v e  b i d d i n g  o n c e  e v e r y  6  y e a r s  i s  r e c o m m e n d e d ;  

u n l e s s  m o r e  f r e q u e n t  b i d d i n g  i s  j u s t i f i e d  b y  d i s ­

s a t i s f a c t i o n  w i t h  t h e  i n s u r e r .

2 4 )  T h e  i n s u r a n c e  p r o d u c e r ' s  r e m u n e r a t i o n  s h o u l d  b e  

b a s e d  o n  a  f e e  f o r  s e r v i c e s ,  r a t h e r  t h a n  c o m m i s s i o n s .

2 5 )  A  c o m p l e t e  t a b u l a t i o n  o f  a l l  p e r s o n a l  p r o p e r t y  v a l u e s  

b y  l o c a t i o n  s h o u l d  b e  m a d e .

2 6 )  A  p r o f e s s i o n a l  p r o p e r t y  e n g i n e e r i n g  s u r v e y  s h o u l d  

b e  m a d e  o f  m a j o r  l o c a t i o n s  t o  d e t e r m i n e  w i t h  p r e ­

c i s i o n  t h e  m a x i m u m  p o s s i b l e  l o s s  p o t e n t i a l s .

2 7 )  B u s i n e s s  i n t e r r u p t i o n  e x p o s u r e s  s h o u l d  b e  a n a l y z e d  

a t  m a j o r  r e v e n u e  p r o d u c i n g  f a c i l i t i e s .

2 8 )  S e v e r a l  t e c h n i c a l  r e c o m m e n d a t i o n s  w i t h  r e g a r d  t o  t h e  

p r e s e n t  b l a n k e t  p r o p e r t y  i n s u r a n c e  a p p e a r  o n  p a g e s

2 9 )  T h e  r a t i o n a l e  f o r  a  h i g h  e m p l o y e e  f i d e l i t y  b o n d  l i m i t  

i s  g i v e n  o n  p a g e s

3 0 )  R e c o m m e n d a t i o n s  f o r  m o d i f i c a t i o n s  t o  t h e  s t a n d a r d  

f a i t h f u l  p e r f o r m a n c e  b o n d  f o r m  a r e  s e t  f o r t h  o n  p a g e s

3 1 )  A  d e t a i l e d  s u r v e y  s h o u l d  b e  m a d e  t o  d e t e r m i n e

W a r r e n ,  M c V e i g h  8 i  A s s o c i a t e s

Discussed
on pages

8 8 - 9 0

9 0

9 4

9 5

9 5

9 6 - 9 3

1 0 3 - 1 0 5

107-108
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m oney  fit s e c u r i t i e s  expos-, r e s  at  e a ch  lo c a t io n  and the 

p r o t e c t i o n  (safes,  e tc .  ) a f fo rd e d  such  p r o p e r t y .

32) Non-employee  f o r g e r y  is not a h igh ly  s ign i f i c an t  r i s k  

and would a p p e a r  to be w i th in  the  S t a t e ' s  r i s k - r e t e n t i o n  

c a p a b i l i t i e s .

33) With r e s p e c t  to th e  s t o r a g e  fit d i s t r i b u t i o n  of F e d e r a l  food 

s t am p s ,  the c o n t r a c t  with L oom is  A r m o r e d  C a r  S e r v i c e s  

shou ld  be r e v i ew e d  to c o n f i rm  th a t  L o om is  is e n t i r e l y  

r e s p o n s i b l e  fo r  s t am p s  while in t h e i r  p o s s e s s i o n .  L o om is  

shou ld  be r e q u i r e d  to f u rn i s h  c e r t i f i c a t e s  ev id enc ing  

ad equ a t e  i n s u r a n c e .

34) With r e g a r d  to  the  p r e s e n t  ALPAC  " r e t e n t i o n  p l a n "  for 

w o rkm e n ' s  c om p e n s a t i o n  fit l i a b i l i t y  i n s u r a n c e ,  t h e  S ta te  

shou ld  d e t e rm i n e  co s t  to  l im i t  ind iv idua l  l o s s e s  wh ich  

e n t e r  into p r e m i u m  c a l c u l a t i o n s .  It is  r e c o m m e n d e d  th a t  

the  r e t e n t i o n  leve l  be no l e s s  than  $100, 000 p e r  o c c u r r e n c e  

no r  m o r e  th an  $250, 000.

35) V a r i o u s  t e c h n i c a l  r e c o m m en d a t i o n s  with r e g a r d  to the 

p r e s e n t  ALPAC  i n s u r a n c e  p r o g r a m  a p p e a r  on page s

36) T h e  po l i ce  p r o f e s s i o n a l  l i ab i l i ty  po l icy  shou ld  be d i s c o n ­

t inued .  T h i s  r i s k  shou ld  be t r e a t e d  in the  s am e  m a n n e r  

a s  o th e r  l i a b i l i t y  r i s k s .

Discussed on
pages

1 0 9 - 1 1 0

1 1 0

1 1 0 - 1 1 1

1 2 2

123-125

124

W a r r e n ,  M c V e i g h  Qc A s s o c i a t e s



1 0

37) The po te n t i a l  h a n g a r k e e p e r  's l i a b i l i t y  e x p o s u r e  at 

S ta te  a i r p o r t s ,  shou ld  be tho rough ly  i n v e s t i g a t e d  

and a n a ly z ed .  T h e  l eg a l  l i a b i l i t y  r i s k  shou ld  be 

c l e a r l y  i d en t i f i e d  and th e  m a x im u m  p o s s ib l e  l o s s  

p o t e n t i a l  shou ld be d e t e rm in e d .

38) C u r r e n t  a i r p o r t  l i a b i l i t y  i n s u r a n c e  l im i t s  a r e  

in adequa te .

39) T e c h n i c a l  r e c o m m e n d a t i o n s  with r e g a r d  to the n eed  

fo r  im p r o v e d  a i r p o r t  l i a b i l i t y  i n s u r a n c e  cond i t ion s  

a p p e a r  on p a g e s

40) C o v e r a g e  unde r  the  c u r r e n t  a i r c r a f t  l i ab i l i ty  po l i c y  shou ld  

be im m ed i a t e l y  i n c r e a s e d  to $20 m i l l i o n  p e r  o c c u r r e n c e .  

When the  e x c e s s  l i a b i l i t y  p r o g r a m  is c om p le t e d ,  c o v e r a g e  

fo r  t h i s  r i s k  would be inc luded  to  a l im i t  of $50 m i l l ion ,

41) Non-owned a i r c r a f t  l i a b i l i t y  c o v e r a g e  shou ld  be 

p u r c h a s e d .
i

42) With r e g a r d  to the  c u r r e n t  po l i cy  c o v e r in g  owned a i r ­

c r a f t ,  m any  t e c h n i c a l  c h ang e s  in c o v e r a g e  a r e  r e c o m ­

m end ed  on p a g e s

43) "Spec ia l  h a z a r d "  p e r s o n a l  a c c id e n t  i n s u r a n c e  shou ld  

be d i s c on t in u ed .  Fund ing  of t h i s  r i s k  c an  b e s t  be 

a c c o m p l i s h e d  by  t r e a t i n g  it a s  a  w o rkm en ' s

c om p e n s a t i o n  r i s k .
W a r r e n , M c V e i g h  &  A s s o c i a t e s

Discussed on
pages
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133

133
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44) R e c om m en d a t i o n s  wi th  r e g a r d  to p e r s o n a l  a c c id en t  

i n s u r a n c e  fo r  s p e c i a l  o f f i c e r s  of the Dept, of Pub l ic

Sa fe ty  a p p e a r  on page  136-137

45) T h e r e  a r e  s om e  a p p a r e n t  c o n f l i c t s  o r  r e d u n d a n c i e s  in 

c o v e r a g e  b e tw een  the  ALPA C  w o rkm e n ' s  c om p en s a t i o n  

po l icy  and  th e  P  & I c o v e r a g e  a f fo rd ed  by the  f e r r y

f lee t  m a r i n e  i n s u r a n c e  po l icy .  144-145

Discussed
on pages

W a r r e n ,  M c V e i g h  8 e  A s s o c i a t e s
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SUMMARY - CURRENT INSURANCE

CHART
NO. DESCR IPT ION OF COVERAGE

«o» P R O PE R T Y  INSURANCE

A B lanke t  P r o p e r t y  I n s u r a n c e
wrtJ B P r o p e r t y  I n s u r a n c e  - A l a s k a  F e r r y  T e rm i n a l

C P r o p e r t y  I n s u r a n c e  - C om pu t e r
D Schedu led  P r o p e r t y  F l o a t e r  - S ta te  Museum

tiff
CR IM E INSURANCE (BONDS)

E Pub l ic  E m p lo y e e s  B lanke t  Bond
F Pub l ic  Off ic ia l  Schedu le  Bond (F ish  & Game)
G Pub l ic  Off icia l  Schedu le  Bond (Motor Vehic le)
H S ta tu to ry  Bonds

# LIABILITY INSURANCE

I W o rkm en ' s  C om pen s a t i o n
J C o m p r e h e n s i v e  Auto fk G en e r a l  L iab i l i ty

— K P r o f e s s i o n a l  M a lp r a c t i c e  L iab i l i t y
L Po l i c e  P r o f e s s i o n a l  L i a b i l i t y
M A i r p o r t  L i a b i l i t y

tctv N A i r c r a f t  L i a b i l i t y
O Spec ia l  H a z a r d  - P e r s o n a l  Acc iden t  I n s u r a n c e

(40
P P e r s o n a l  A cc id en t  - Spec ia l  P o l i c e  O f f i c e r s

MARINE INSURANCE
CM? Q A la sk a  S ta te  F e r r i e s  - Hu l l/P&I

R E x c e s s  P r o t e c t i o n  &c Indem n i ty  (Wicke rsham)
S Dept, of F i s h  & G am e  - Hull &c M ach in e r y
T Dept, of F i s h  & G am e  - P r o t e c t i o n  & Indemn i t

tat/ To ta l

ANNUAL
PREMIUM

$ 7 8 3 , 7 0 0  
1 , 9 7 4  
1 ,  6 9 1  

1 8 5

2 , 9 4 7  
2 ,  3 9 9  

7 7 7  
1 , 9 5 0

5 8 8 , 4 8 6  
5 0 7 ,  1 3 9  

3 6 , 8 0 6  
1 0 , 4 6 1  

3 1 2 , 5 5 0  
4 ,  3 4 6  

2 4 , 7 3 8  
4 ,  6 7 0

7 8 4 , 2 0 8  
1 7 0  

3 7 , 3 0 5  
1 1 , 3 0 0

$3,117,802

W a r r e n ,  M c V e i g h  6 c A s s o c i a t e s
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T h e  t e r m ,  " r i s k  m a n a g e m e n t , "  i s  o f  r a t h e r  r e c e n t  o r i g i n .  E s s e n t i a l l y ,  

i t  r e f e r s  t o  a l l  m a n a g e m e n t  a c t i v i t i e s  d i r e c t e d  t o w a r d  c o n t r o l  o f  a n d  

p r o t e c t i o n  a g a i n s t  r i s k s  o f  a c c i d e n t a l  l o s s .  A l t h o u g h  a  r e l a t i v e l y  n e v /  

c o n c e p t ,  r i s k  m a n a g e m e n t  i s  n o w  r e c o g n i z e d  a s  a  v i t a l  p h a s e  o f  g e n e r a l  

m a n a g e m e n t .

I n  t h e  p a s t ,  d e c i s i o n s  w i t h  r e g a r d  t o  r i s k  a n d  i n s u r a n c e  w e r e  m a d e  a l m o s t  

e n t i r e l y  w i t h i n  t h e  f r a m e w o r k  o f  t h e  c o v e r a g e s  a v a i l a b l e  w i t h i n  t h e  

i n s u r a n c e  m a r k e t p l a c e .  T h e  i n s u r a n c e  b u y i n g  f u n c t i o n  w i t h i n  b u s i n e s s  

f i r m s  a n d  g o v e r n m e n t a l  b o d i e s  w a s  g e n e r a l l y  a s s i g n e d  t o  a  p e r s o n  o f  l o w  

r a n k  w i t h  n o  s p e c i a l i z e d  k n o w l e d g e  o f  i n s u r a n c e  o r  r i s k  a n a l y s i s .  O f t e n  

s u c h  u n s k i l l e d  i n s u r a n c e  b u y e r s  w e r e  a l r e a d y  o v e r b u r d e n e d  w i t h  w o r k  i n  

o t h e r  a r e a s .  E x p e r t i s e  w a s  c o n c e n t r a t e d  i n  t h e  h a n d s  o f  i n s u r e r s  a n d  

t h e i r  i n t e r m e d i a r i e s ,  w i t h  t h e  b u y e r  l i s t e n i n g  t o  t h e i r  a d v i c e  a n d  p r o m o ­

t i o n a l  e f f o r t s ,  s e l e c t i n g  t h o s e  i n s u r a n c e  c o v e r a g e s  t h a t  s e e m e d  m o s t  

a p p r o p r i a t e .  T h e  r e s u l t  w a s  v e r y  o f t e n  o v e r i n s u r a n c e ,  u n d e r i n s u r a n c e ,  

g a p s  a n d  r e d u n d a n c i e s  i n  c o v e r a g e ,  a n d  e x c e s s i v e  p r e m i u m s .

T o d a y ,  m a n y  o p t i o n s  a r e  a v a i l a b l e  f o r  t h e  c o n t r o l  o f  r i s k .  T h e  c o n c e p t  

a n d  t e c h n i q u e s  o f  r i s k  m a n a g e m e n t  h a v e  b e e n  d e v e l o p e d  a n d  r e f i n e d  s o  

t h a t  m a n a g e m e n t  n o w  i s  i n  a  m u c h  b e t t e r  p o s i t i o n  t o  m a k e  b a s i c  d e c i s i o n s  

w i t h  r e g a r d  t o  t h e  n e e d s  o f  t h e  o r g a n i z a t i o n ,

I - RISK MANAGEMENT

A. General

W a r r e n ,  M c V e i g h  8 t  A s s o c i a t e s



T h e  e n l i g h t e n e d  r i s k  m a n a g e r  f o l l o w s  a  s e q u e n c e  o f  s t e p s  i n  h i s  e f f o r t s  

t o  c o n t r o l  a n d  m i n i m i z e  t h e  t o t a l  c o s t s  o f  r i s .  T h e  f i r s t  s t e p  i n v o l v e s  

i d e n t i f i c a t i o n  a n d  m e a s u r e n u  r u  o f  a l l  r i s k s  o f  ^ c c i d ^ n t a l  l o s s ,  W h e n  t h i s  

i s  a c c o m p l i s h e d ,  t h e  r i s k  m a i  ’ g e r  m u s t  t h e n  w e i g h  t h e  a d v a n t a g e s  a n d  

d i s a d v a n t a g e s  o f  v a r i o u s  r i s k  t r e a t m e n t  a l t e r n a t i v e s  t o  d e t e r m i n e  w h i c h  

i s  l e a s t  c o s t l y ,  b e a r i n g  i n  m i n d  t h a t  n o  a c t i o n  s h o u l d  b e  t a k e n  w h i c h  w i l l  

d i s t u r b  t h e  f i n a n c i a l  i n t e g r i t y  o f  t h e  o r g a n i z a t i o n .  T e x t b o o k s  c a t e g o r i z e  

t h e s e  r i s k  t r e a t m e n t  a l t e r n a t i v e s  i n  s e v e r a l  w a y s ,  b u t  b r i e f l y  t h e y  c o n s i s t  o f

-  A b a t e m e n t , w h i c h  i n v o l v e s  t h e  r e d u c t i o n  o r  e l i m i n a t i o n  o f  r i s k ,

-  R e t e n t i o n ,  w h i c h  i n v o l v e s  t h e  a b s o r b i n g  o f  l o s s  c o s t s  a s  o p e r a t i n g  

e x p e n s e s  w h e r e  p o s s i b l e ,

-  T r a n s f e r ,  w h e r e  t h e  c o s t s  o f  t h o s e  r i s k s  w h i c h  c a n n o t  b e  a s s u m e d  

a r e  s h i f t e d  t o  a n o t h e r  p a r t y ,  u s u a l l y  ( b u t  n o t  a l w a y s )  a  c o m m e r c i a l  

i n s u r a n c e  c a r r i e r .

I t  i s  n o t  b y  a c c i d e n t  t h a t  r i s k  t r a n s f e r  i s  m e n t i o n e d  l a s t  i n  t h i s  p a t t e r n e d  

s e q u e n c e  o f  s t e p s .  I t  i s  a  c a r d i n a l  p r i n c i p l e  o f  r i s k  m a n a g e m e n t  t h a t  t h e  

p u r c h a s e  o f  i n s u r a n c e  s h o u l d  b e  r e s o r t e d  t o  o n l y  w h e n  o t h e r  m e t h o d s  o f  

r i s k  t r e a t m e n t  h a v e  b e e n  t h o r o u g h l y  c o n s i d e r e d  a n d  i m p l e m e n t e d  t o  t h e  e x t e n t  

f e a s i b l e .  T h e  r a t i o n a l e  f o r  t h i s  s t a t e m e n t  i s  t h a t ,  i n  g e n e r a l ,  i t  i s  m o r e  

c o s t l y  t o  t r a n s f e r  a  r i s k  t o  a n  i n s u r a n c e  c a r r i e r  t h a n  i t  i s  t o  r e t a i n  t h e  

r i s k  w i t h i n  t h e  o r g a n i z a t i o n ' s  o w n  f i n a n c i a l  s t r u c t u r e .
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B .  R i s k  I d e n t i f i c a t i o n  a n d  M e a s u r e m e n t

T h e  f i r s t  a n d  m o s t  f u n d a m e n t a l  s t e p s  i n  t h e  r i s k  m a n a g e m e n t  p r o c e s s  a r e  t o

-  i d e n t i f y  t h e  r i s k s  o f  a c c i d e n t a l  l o s s  t o  w h i c h  t h e  o r g a n i z a t i o n  i s  

e x p o s e d ,  a n d

-  m e a s u r e  t h e  m a g n i t u d e  o f  s u c h  r i s k s .

B e c a u s e  o f  t h e  s i z e  o f  t h e  S t a t e  o f  A l a s k a  a n d  t h e  c o m p l e x i t y  o f  i t s  a c t i v i ­

t i e s ,  i d e n t i f i c a t i o n  a n d  m e a s u r e m e n t  o f  r i s k  i s  a n  e n o r m o u s ,  n e v e r - e n d i n g  

j o b  a n d  o n e  w h i c h  h a s  b e e n  n e g l e c t e d ,  p o s s i b l y  b e c a u s e  o f  i t s  d i f f i c u l t y ,  a n d  

m a n a g e m e n t  l a c k  o f  a w a r e n e s s  o f  i t s  i m p o r t a n c e .

I n  t h e  p a s t ,  t e c h n i q u e s  u s e d  b y  t h e  S t a t e  f o r  t h e  a n a l y s i s  o f  r i s k  w e r e  p r i ­

m a r i l y  t h o s e  w h i c h  e v o l v e d  t h r o u g h  a c t i v i t i e s  o f  t h e  i n s u r e r s  a n d  t h e i r  

i n t e r m e d i a r i e s .  E m p h a s i s  l i a s  b e e n  g i v e n  a l m o s t  e n t i r e l y  t o  t h o s e  r i s k s  

f o r  w h i c h  c o n v e n t i o n a l  i n s u r a n c e  i s  a v a i l a b l e .  I t  s h o u l d  b e  p o i n t e d  o u t ,  

h o w e v e r ,  t h a t  t h e  S t a t e  ( l i k e  a n y  l a r g e  o r g a n i z a t i o n )  i s  e x p o s e d  t o  m a n y  

r i s k s  d i f f i c u l t  o r  i m p o s s i b l e  t o  t r e a t  b y  i n s u r a n c e ,  s u c h  a s

-  f l o o d  a n d  t i d a l  w a v e

-  e a r t h q u a k e  a n d  l a n d  m o v e m e n t

-  w a r  a n d  n u c l e a r  p e r i l s

-  p o l l u t i o n  a n d  c o n t a m i n a t i o n

S u c h  r i s k s  m u s t  b e  r e c o g n i z e d  a n d  a  c a r e f u l  p l a n  o f  l o s s  f u n d i n g  o r  o t h e r  

r i s k  t r e a t m e n t  d e v e l o p e d .

N o  r i s k  m a n a g e r  e v e r  c l - a r l y  i d e n t i f i e d  h i s  o r g a n i z a t i o n ' s  r i s k s  b y  s i t t i n g

b e h i n d  h i s  d e s k .  T h e  r i s k  m a n a g e r  m u s t  b e  p r e p a r e d  t o  p e r s o n a l l y  i n s p e c t
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e a c h  m a j o r  l o c a t i o n  a n d  a c t i v i t y  i n  o r d e r  t o  d e t e r m i n e  t h e  t r u e  n a t u r e  o f  

a l l  r i s k s  t o  w h i c h  t h e  o r g a n i z a t i o n  i s  e x p o s e d .  P e r s o n a l  c o n t a c t  w i t h  k e y  

o p e r a t i n g  a n d  a d m i n i s t r a t i v e  p e r s o n n e l  i n  e v e r y  3 t a l e  a g e n c y  i s  i m p e r a t i v e  

i n  o r d e r  t o

-  b e t t e r  i d e n t i f y  e x p o s u r e s  c r e a t i n g  r i s k

-  o p e n  u p  l i n e s  o f  c o m m u n i c a t i o n  a n d  m e a n s  o f  r e c e i v i n g  i n f o r m a t i o n  

p e r t a i n i n g  t o  r i s k ,  a n d  t o

-  e s t a b l i s h  p r o p e r  l i a i s o n  t o  p e r m i t  t h e  r i s k  m a n a g e r  t o  k e e p  a b r e a s t  o f  

c h a n g e s  i n  S t a t e  o p e r a t i o n s ,  a s  t h e y  o c c u r .
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C .  R i s k  A b a t e m e n t

A f t e r  r i s k s  o f  l o s s  h a v e  b e e n  i d e n t i f i e d  a n d  m e a s u r e d ,  d e c i s i o n s  m u s t  b e  

m a d e  a s  t o  w h a t  m e a s u r e s  s h o u l d  b e  t a k e n  t o  r e d u c e  o r  e l i m i n a t e  t h e  

f i n a n c i a l  c o n s e q u e n c e s  o f  s u c h  r i s k s ,  P r e v e n t i o n  c r  c o n t r o l  o f  l o s s e s  

s h o u l d  b e  t h e  f i r s t  c o n s i d e r a t i o n  i n  t h e  t r e a t m e n t  o f  r i s k .  T h i s  r e q u i r e s  

i n f o r m e d  j u d g m e n t s  i n  t h e  f i e l d s  o f  s a f e t y  t o  p e r s o n n e l  a n d  t h e  p u b l i c ,  

f i r e  p r o t e c t i o n  e n g i n e e r i n g ,  s e c u r i t y  a n d  f i n a n c i a l  a u d i t i n g ,  e t c .

1 .  S a f e t y

S a f e t y  t o  e m p l o y e e s  a n d  t h e  p u b l i c  i s  t h e  m o s t  i m p o r t a n t  a s p e c t  o f  

r i s k  a b a t e m e n t ,  n o t  o n l y  b e c a u s e  o f  t h e  p o s s i b i l i t i e s  f o r  s u b s t a n t i a l  

r e d u c t i o n  i n  l o s s  c o s t s ,  b u t  a l s o  b e c a u s e  o f  s o c i a l  a n d  m o r a l  o b l i g a ­

t i o n s  f o r  t h e  p r o t e c t i o n  o f  t h e  c i t i z e n r y  f r o m  t h e  c o n s e q u e n c e s  o f  

S t a t e  a c t i v i t i e s  c r e a t i n g  h a z a r d s  t o  l i f e  a n d  p r o p e r t y .

T h e  c u r r e n t  i n s u r a n c e  c a r r i e r  f o r  w o r k m e n ' s  c o m p e n s a t i o n  a n d  

l i a b i l i t y  r i s k s  h a s  i n d i c a t e d  t h a t  i t  h a s  a l l o c a t e d  2 %  o f  p r e m i u m  t o  

l o s s  p r e v e n t i o n .  S i n c e  t h e  " s t a n d a r d  p r e m i u m "  f o r  t h i s  i n s u r a n c e  

p r o g r a m  i s  $ 1 , 1 3 2 , 4 3 1 ,  t h i s  s u g g e s t s  a n  i n s u r a n c e  c o m p a n y  e x p e n d i ­

t u r e  f o r  s a f e t y  w o r k  o f  r o u g h l y  $ 2 2 ,  0 0 0 .  I n  a d d i t i o n ,  t h e  A l a s k a  

A g e n t s  A s s o c i a t i o n  h a s  a g r e e d  t o  c o n t r i b u t e  $ 1 5 ,  0 0 0  t o w a r d  f u n d i n g  

o f  t h e  s a f e t y  p r o g r a m .  T h e r e f o r e ,  a  t o t a l  e x p e n d i t u r e  o f  a p p r o x i ­

m a t e l y  $ 3 7 ,  0 0 0  h a s  b e e n  p r o m i s e d .

A t  t h e  t i m e  t h i s  r e p o r t  w a s  p r e p a r e d  t h e  p r o p o s e d  s a f e t y  p r o g r a m
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h a d  n o t  y e t  b e e n  i m p l e m e n t e d ,  b u t  c o r r e s p o n d e n c e  f r o m  t h e  c a r r i e r  

i n d i c a t e s  a n  i n t e n t i o n  t o  s t a r t  t h e  p r o g r a m  a s  q u i c k l y  a s  p o s s i b l e .

T h e  $ 3 7 ,  0 0 0  a l l o c a t e d  t o  t h i s  p r o g r a m  i s ,  o f  c o u r s e ,  m o n e y  p a i d  o u t  

b y  t h e  S t a t e  i n  t h e  f o r m  o f  p r e m i u m  d o l l a r s .  T h e  S t a t e  w o u l d  e x p e c t  

t o  r e c e i v e  f u l l  v a l u e  f o r  t h i s  e x p e n d i t u r e .  H o w e v e r ,  i t  s h o u l d  b e  

e m p h a s i z e d  t h a t  t h i s  i s  n o t  t h e  m o s t  e f f i c i e n t  m e t h o d  o f  f u n d i n g  a  

s a f e t y  p r o g r a m .  A  f a r  m o r e  e f f i c i e n t  a p p r o a c h  w o u l d  b e  f o r  t h e  

S t a t e  t o  f u n d  t h e  e n t i r e  p r o g r a m  d i r e c t l y  a n d  t o  l o o k  t o  i n s u r a n c e  

s o u r c e s  o n l y  f o r  s u p p l e m e n t a l  h e l p .

I t  i s  r e c o m m e n d e d  t h a t  t h e  S t a t e  f o r m u l a t e  e x a c t  p o l i c y  w i t h  r e g a r d  

t o  t h e  s t r u c t u r e  a n d  i m p l e m e n t a t i o n  o f  t h e  s a f e t y  p r o g r a m .  S o m e  

e s s e n t i a l  e l e m e n t s  o f  a  s o u n d  e m p l o y e e  s a f e t y  p r o g r a m  a r e :

-  T h e  a c t i v e  s u p p o r t  o f  t h e  G o v e r n o r  a n d  a l l  t o p  o f f i c i a l s  m u s t  

b e  e n l i s t e d .  A  w r i t t e n  p o l i c y ,  e n d o r s e d  b y  t h e  G o v e r n o r ,  i s  

r e c o m m e n d e d .  I f  e m p l o y e e s  s u s p e c t  t h a t  m a n a g e m e n t  h a s  o n l y  

a  s u p e r f i c i a l  i n t e r e s t  i n  t h e  s a f e t y  p r o g r a m ,  t h e i r  c o o p e r a t i o n  

w i l l  n o t  b e  e n t h u s i a s t i c .  S u p p o r t  o f  t h e  p r o g r a m  c a n  b e  d e m o n ­

s t r a t e d  b y  i s s u i n g  t o p - l e v e l  p o l i c y  s t a t e m e n t s ,  a s s i g n m e n t  o f  

c l e a r - c u t  r e s p o n s i b i l i t i e s ,  n o t i f i c a t i o n  t o  c o m m i s s i o n e r s ,  a n d  

d e p a r t m e n t  h e a d s  a n d  e t h e r  m a n a g e m e n t  p e r s o n n e l  t h a t  t h e y  

w i l l  b e  h e l d  a c c o u n t a b l e  f o r  a c c i d e n t s  w h i c h  m i g h t  n o t  h a v e  

o c c u r r e d  h a d  c e r t a i n  p o r t i o n s  o f  t h e  p r o g r a m  b e e n  e n f o r c e d ,  

a n d  t h e  d i s c i p l i n i n g  o f  e m p l o y e e s  w h o  d o  n o t  f o l l o w  p r o p e r  
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w o r k  p r o c e d u r e s .

-  A l l  m a n a g e m e n t  a n d  s u p e r v i s o r y  p e r s o n n e l  m u s t  a c t i v e l y  s u p p o r t  

a n d  p a r t i c i p a t e  i n  t h e  s a f e t y  e d u c a t i o n  p .  o g r a m ,  T h e  k e y  p e r s o n  

i n  a l l  s a f e t y  w o r k  i s  t h e  s u p e r v i s o r .  H e  i s  t h e  r e p r e s e n t a t i v e  o f  

t o p  m a n a g e m e n t  o n  t h e  s c e n e  a n d  t h e  o n l y  o n e  w i t h  a  f u l l  a w a r e ­

n e s s  o f  t h e  p h y s i c a l  a n d  p s y c h o l o g i c a l  c h a r a c t e r i s t i c s  o f  e q u i p ­

m e n t  a n d  p e r s o n n e l .  H e  m u s t  b e  f u l l y  i n f o r m e d  w i t h  r e g a r d  t o  

h i s  d u t i e s  a n d  r e s p o n s i b i l i t i e s  i n  a c h i e v i n g  t h e  S t a t e ' s  l o s s  

p r e v e n t i o n  g o a l s .  H i s  p e r f o r m a n c e  s h o u l d  b e  o b j e c t i v e l y  m e a s u r e d  

a n d  h e  s h o u l d  b e  h e l d  a c c o u n t a b l e  f o r  p e r f o r m a n c e  i n  a c c o r d a n c e  

w i t h  w r i t t e n  s t a n d a r d s .

-  S p e c i a l i s t s  m a y  b e  n e e d e d  i n  s i t u a t i o n s  w h e r e  u n u s u a l  s a f e t y  

h a z a r d s  e x i s t ,  s u c h  a s  i n  L h e  f i e l d s  o f  i n d u s t r i a l  h y g i e n e ,  r a d i o ­

a c t i v e  h a z a r d s ,  h e a r i n g  c o n s e r v a t i o n ,  a n d  e v e n  i n d u s t r i a l  p s y ­

c h o l o g y .  T h e  S t a t e  s h o u l d  n o t  h e s i t a t e  t o  u s e  s p e c i a l i s t s ,  w h e n  

n e e d e d .  T h e y  m a y  b e  a v a i l a b l e  f r o m  i n s u r a n c e  c a r r i e r s  o r  f r o m  

i n d e p e n d e n t  f i r m s .

-  I t  i s  o u r  u n d e r s t a n d i n g  t h a t  s o m e  S t a t e  d e p a r t m e n t s  n o w  g i v e  

p h y s i c a l  e x a m i n a t i o n s  t o  c e r t a i n  t y p e s  o f  e m p l o y e e s .  C o n s i d e r a ­

t i o n  s h o u l d  b e  g i v e n  t o  e x p a n s i o n  o f  t h e  p r a c t i c e  o f  r e q u i r i n g  

p r e - e m p l o y m e n t  p h y s i c a l  e x a m i n a t i o n s ,  p a r t i c u l a r l y  f o r  

e m p l o y m e n t  c a t e g o r i e s  r e q u i r i n g  h a z a r d o u s  o r  s t r e n u o u s  p h y s i c a l  

a c t i v i t y .  E m p l o y m e n t  a p p l i c a t i o n s  s h o u l d  b e  d e s i g n e d  t o  h e l p  i n  

d e t e r m i n i n g  t h e  p r o s p e c t i v e  e m p l o y e e ' s  h e a l t h  h i s t o r y .  I n  t h i s
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r e g a r d ,  p r e v i o u s  e m p l o y e r s  s h o u l d  b e  r o u t i n e l y  q u e s t i o n e d .

A l l  o f  t h i s  c a n  g r e a t l y  h e l p  i n  u n c o v e r i n g  p r e - e x i s t i n g  p h y s i c a l  

d e f e c t s  a n d  o t h e r  p r o b l e m  a r e a s ,  s o  t h a t  e m p l o y e e s  c a n  b e  p l a c e d  

i n  j o b s  t h e y  a r e  p h y s i c a l l y  c a p a b l e  o f  h a n d l i n g .  T h i s  i s  p a r t i c u l a r  

i m p o r t a n t  w i t h  r e g a r d  t o  b a c k  i n j u r i e s ,  h e a r t  c o n d i t i o n s ,  h e a r i n g  

a n d  ( f o r  e m p l o y m e n t s  r e q u i r i n g  o p e r a t i o n  o f  v e h i c l e s )  e y e s i g h t .  

E d u c a t i o n a l  m e a s u r e s  s h o u l d  b e  p l a n n e d  o n  a  c o n t i n u i n g  b a s i s .  

S a f e t y  m e s s a g e s ,  p o s t e r s ,  i n c e n t i v e  p r o g r a m s  a n d  o t h e r  m o t i v a ­

t i o n a l  d e v i c e s  s h o u l d  b e  u s e d  t o  c o m m u n i c a t e  t h e  s a f e t y  m e s s a g e  

t o  e m p l o y e e s  a n d  t o  m o t i v a t e  t h e m  t o  i m p r o v e  t h e i r  p e r f o r m a n c e .  

T h i s  r e q u i r e s  c a r e f u l  p l a n n i n g  a n d  a  t h o r o u g h  k n o w l e d g e  o f  c o n ­

d i t i o n s  t h r o u g h o u t  t h e  o r g a n i z a t i o n .  T h i s  i s  e s p e c i a l l y  

i m p o r t a n t  f o r  n e w l y  h i r e d  w o r k e r s ,  a s  t h e y  s h o u l d  b e  g i v e n  

s a f e t y  i n s t r u c t i o n s  a t  t h e  t i m e  o f  e m p l o y m e n t .

S a f e t y  c o m m i t t e e s  a n d  r e g u l a r l y  s c h e d u l e d  e m p l o y e e  s a f e t y  

m e e t i n g s  a r e  a n  e x t r e m e l y  v a l u a b l e  a d j u n c t  t o  t h e  s a f e t y  p r o g r a m .  

C o m p u t e r i z e d  a c c i d e n t  i n f o r m a t i o n  r e p o r t s  s h o u l d  b e  d e s i g n e d  t o  

p r o v i d e  m a n a g e m e n t  w i t h  m e a n i n g f u l  i n f o r m a t i o n  o n  a  t i m e l y  

b a s i s .  T h i s  i s  c r i t i c a l  i n  p i n p o i n t i n g  p r o b l e m  a r e a s  a s  t h e y  

d e v e l o p ,  s o  t h a t  p r o m p t  c o r r e c t i v e  a c t i o n  c a n  b e  t a k e n .

D r i v e r  i m p r o v e m e n t  c l a s s e s  s h o u l d  b e  m a d e  m a n d a t o r y  f o r  

e m p l o y e e s  w h o  d r i v e  a u t o m o t i v e  v e h i c l e s  f o r  t h e  S t a t e .  A l s o  

r e c o m m e n d e d  a r e  e y e  t e s t s  f o r  s u c h  e m p l o y e e s  a n d  p e r i o d i c  

c h e c k s  o f  t h e i r  m o t o r  v e h i c l e  r e c o r d s .
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A n  e f f i c i e n t  s a f e t y  p r o g r a m  w i l l ,  o f  c o u r s e ,  c o n t a i n  m a n y  o t h e r  i m p o r ­

t a n t  e l e m e n t s ,  b u t  t h e  a b o v e  s e r v e  t o  i l l u s t r a t e  t h e  b r o a d  s c o p e  o f  

t h e  f u n c t i o n .

A s  p r e v i o u s l y  s t a t e d ,  u h e  i m p o r t a n c e  o f  t h e  s a f e t y  f u n c t i o n  s t e m s  n o t  

o n l y  f r o m  c o s t  r e d u c t i o n  c o n s i d e r a t i o n s  b u t  a l s o  f r o m  t h e  h u m a n i t a r i a n  

a s p e c t s  o f  r e d u c e d  s u f f e r i n g  a n d  l o s s  o f  f a m i l y  i n c o m e .  T h e  n e e d  f o r  

a n  e f f i c i e n t ,  w e l l  p l a n n e d  a n d  c o o r d i n a t e d  s a f e t y  p r o g r a m  i s  s o  g r e a t ,  

t h a t  w e  s t r o n g l y  r e c o m m e n d  t h e  S t a t e  h i r e  a n  e x p e r i e n c e d  l o s s  c o n t r o l  

e n g i n e e r .  T h e r e  a r e  a  n u m b e r  o f  r e a s o n s  f o r  t h i s  r e c o m m e n d a t i o n :

a .  S k i l l e d  a t t e n t i o n  t o  t h e  s t r u c t u r i n g  o f  s a f e t y  e f f o r t s  t h r o u g h o u t  a l l  

S t a t e  a g e n c i e s  a n d  a c t i v i t i e s  c a n  p l a y  a  l a r g e  p a r t  i n  r e d u c i n g  l o s s e s .

b .  W i t h o u t  c e n t r a l  d i r e c t i o n  f r o m  s o m e o n e  s k i l l e d  i n  t h e  s u b j e c t ,  a  

c o n s i d e r a b l e  a m o u n t  o f  t i m e  a n d  m o n e y  m i g h t  b e  w a s t e d .

c .  A l t h o u g h  i n s u r a n c e  c a r r i e r s  c a n  p r o v i d e  v a l u a b l e  s a f e t y  a s s i s t a n c e ,  

r e l i a n c e  s o l e l y  u p o n  i n s u r a n c e  c o m p a n y  i n s p e c t o r s  s u f f e r s  f r o m  a  

n u m b e r  o f  i m p o r t a n t  d r a w b a c k s :

-  I n s u r a n c e  c o m p a n y  i n s p e c t o r s  m u s t  n e c e s s a r i l y  b e  c o n c e r n e d  

p r i m a r i l y  w i t h  p h y s i c a l  c a u s e s  o f  l o s s  w h i c h  c a n  b e  o b j e c t i v e l y  

m e a s u r e d  a n d  m a d e  i n t o  f o r m a l  r e c o m m e n d a t i o n s .  T h e i r  a p p r o a c h  

e m p h a s i z e s  e n g i n e e r i n g  a s p e c t s  o f  s a f e t y  a s  o p p o s e d  t o  m a n a g i n g  

p e r s o n n e l  f o r  t h e  d e v e l o p m e n t  o f  s a f e  a t t i t u d e s  a n d  p r o c e d u r e s .  

T h i s  o v e r l o o k s  t h e  f a c t  t h a t  m o s t  w o r k  i n j u r i e s  a r e  r e l a t e d  n o t

t o  p h y s i c a l  c o n d i t i o n s  a n d  h a z a r d s ,  b u t  t o  t h e  w a y  p e o p l e  b e h a v e .

-  F i e l d  i n s p e c t o r s  o f  t h e  i n s u r a n c e  c o m p a n i e s  a r e  s p e c i a l i z e d
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t e c h n i c i a n s ,  t r a i n e d  t o  o b s e r v e  a n d  r e p o r t  u n s a f e  c o n d i t i o n s ,  b u t  

w i t h o u t  m a n a g e m e n t  e x p e r i e n c e  i n  r e l a t i n g  h a z a r d s  t o  o t h e r  a s p e c t s  

o f  r i s k  m a n a g e m e n t .

-  U n d e r  a  l o s s  r a t e d  i n s u r a n c e  p r o g r a m ,  t h e  i n s u r a n c e  c o m p a n y  

p r o f i t s  f r o m  a n y  i n c r e a s e  i n  l o s s e s .  T h e  c a r r i e r s  " r e t e n t i o n "  

i s  a  f a c t o r  o f  p r e m i u m ,  w h i c h  i n  t u r n  i n c r e a s e s  a s  t h e  t o t a l  

d o l l a r  a m o u n t  o f  l o s s e s  i n c r e a s e s .  T h e r e f o r e ,  t h e  i n s u r a n c e  

c o m p a n y  d o e s  n o t  h a v e  a  s t r o n g  f i n a n c i a l  i n c e n t i v e  t o  c o n t r o l  

l o s s e s .

L e g a l  r e q u i r e m e n t s  i n v o l v i n g  s a f e t y ,  s u c h  a s  p r o v i d i n g  a  " s a f e  p l a c e  

t o  w o r k ,  "  a r e  b e c o m i n g  i n c r e a s i n g l y  i m p o r t a n t  a s  p l a i n t i f f s '  

a t t o r n e y s  a r e  d i r e c t i n g  t h e i r  a t t e n t i o n  t o  w h a t  w o u l d  s e e m  t o  b e  

m i n o r  d e f i c i e n c i e s  t o  d e v e l o p  l a r g e  a w a r d s  f o r  i n j u r e d  p e r s o n s .

T h i s  t r e n d  p o i n t s  t o  t h e  n e e d  f o r  h i g h l y  s k i l l e d  a n d  e x p e r i e n c e d  

d i r e c t i o n  o f  t h e  s a f e t y  p r o g r a m ,  w h i c h  c a n  b e s t  b e  a c h i e v e d  t h r o u g h  

a  s a f e t y  d i r e c t o r  a t  a  h i g h  l e v e l  w i t h i n  t h e  S t a t e  o r g a n i z a t i o n a l  

s t r u c t u r e .

P r o f e s s i o n a l  d i r e c t i o n  o f  t h e  s a f e t y  p r o g r a m  b y  a  f u l l - t i m e  S t a t e  

e m p l o y e e  i s  a l s o  i n d i c a t e d  b y  c e r t a i n  s o m e w h a t  n e g a t i v e  a s p e c t s  

o f  s a f e t y  w o r k ,  F o r  e x a m p l e ,  a  w r i t t e n  s e t  o f  s a f e t y  r u l e s  m i g h t  

b e  d e v e l o p e d  w i t h o u t  k n o w l e d g e  o r  c a r e f u l  t h o u g h t  a s  t o  w h e t h e r  o r  

n o t  a l l  r u l e s  c a n  o r  w i l l  b e  a c t u a l l y  c a r r i e d  o u t  i n  p r a c t i c e .  T h e n ,  

i f  a n  i n j u r y  o c c u r s  w h i c h  r e s u l t s  f r o m  m a n a g e m e n t  v i o l a t i o n  o f  a
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r u l e  r e c o r d e d  i n  S a t e  s a f e t y  l i t e r a t u r e ,  a  s m a r t  p l a i n t i f f ' s  a t t o r n e y  

m a y  b e  a b l e  t o  e s t a b l i s h  t h i s  v i o l a t i o n  a s  g r o u n d  f o r  d e v e l o p i n g  

a  j u d g m e n t  a g a i n s t  t h e  S t a t e .

f .  S a f e t y  a s s i s t a n c e  c a n  b e  o b t a i n e d  f r o m  m a n y  s o u r c e s ,  s u c h  a s  

F e d e r a l  i n s p e c t o r s ,  i n s u r a n c e  c o m p a n y  p e r s o n n e l ,  i n d e p e n d e n t  

s a f e t y  c o n s u l t a n t s ,  t r a d e  a n d  p r o f e s s i o n a l  a s s o c i a t i o n s ,  e t c .

T h e s e  c a n  m o s t  e f f e c t i v e l y  b e  u t i l i z e d  a n d  c o o r d i n a t e d  b y  a  S t a t e  

s a f e t y  d i r e c t o r .

g ,  A  l a r g e  l o s s ,  w h i c h  c o u l d  h a v e  b e e n  p r e v e n t e d  b y  t h e  e x i s t e n c e  o f  

a  s a f e t y  p r o g r a m ,  m i g h t  r e s u l t  i n  p e r s o n a l  l i a b i l i t y  o f  r e s p o n s i b l e  

o f f i c i a l s .  L e g a l  a c t i o n s  a g a i n s t  p u b l i c  o f f i c i a l s ,  a l l e g i n g  f a i l u r e

t o  e x e r c i s e  p r u d e n t  c o n t r o l s  t o  c o n s e r v e  S t a t e  a s s e t s ,  a r e  p o s s i b l e .

2 .  F i r e  P r o t e c t i o n  a n d  P r o p e r t y  C o n s e r v a t i o n

T h e  p r i n c i p a l  h a z a r d  t o  p r o p e r t y  i s  f r o m  f i r e ,  a l t h o u g h  o t h e r  p e r i l s  

a r e  i m p o r t a n t ,  s u c h  ? . s  e a r t h q u a k e ,  f l o o d ,  w i n d s t o r m ,  b o i l e r  e x p l o s i o n  

a n d  i t . a n y  m i s c e l l a n e o u s  p e r i l s .

T h e  p r e s e n t  p r o p e r t y  p r o t e c t i o n  p r o g r a m  m a y  b e  s u m m a r i z e d ,  a s  

f o l l o w s :

-  T h e  D i v i s i o n  o f  B u i l d i n g s  h a s  t h e  r e s p o n s i b i l i t y  f o r  m a i n t e n a n c e  o f  

a l l  S t a t e  o w n e d  a n d  o c c u p i e d  b u i l d i n g s ,  b u t  f u n d s  h a v e  n o t  b e e n  

a v a i l a b l e  f o r  a  t r u l y  e f f e c t i v e  " p r e v e n t i v e "  m a i n t e n a n c e  p r o g r a m .

-  T h e  D i v i s i o n  o f  B u i l d i n g s  s e n d s  a  " S e l f - I n s p e c t i o n  B l a n k "  t o  e a c h

W a r r e n , M c V e i g h  £2c A s s o c i a t e s



b u i l d i n g  o c c u p a n t  e v e r y  s i x  m o n t h s .  P r e s u m a b l y  c r i t i c a l  c o n ­

d i t i o n s  s h o w n  o n  t h e s e  f o r m s  a r e  c o r r e c t e d ,  i f  f u n d s  a r e  a v a i l a b l e .

-  T h e  S t a t e  F i r e  M a r s h a l  i n s p e c t s  a l l  ' m i l d i n g s  o n  a  t w o - y e a r  b a s i s  

a n d  h i s  r e p o r t s  g o  t o  t h e  D i v i s i o n  o f  B u i l d i n g s .

-  T h e  p r e s e n t  p r o p e r t y  i n s u r e r ,  I n s u r a n c e  C o m p a n y  o f  N o r t h  

A m e r i c a ,  h a s  i n s t i t u t e d  a  p r o g r a m  f o r  i n s p e c t i o n  b y  t h e i r  e n g i n e e r s  

o f  a l l  m a j o r  p r o p e r t i e s .

-  T h e  s e r v i c i n g  a g e n t  p r o v i d e s  c o n s u l t a t i o n  t o  t h e  D i v i s i o n  o f  B u i l d i n g s  

o n  i m p o r t a n t  m a t t e r s  r e l a t i n g  t o  f i r e  p r o t e c t i o n  o n  e x i s t i n g  b u i l d ­

i n g s  t o  n e w  c o n s t r u c t i o n .

-  T h e  D e p a r t m e n t  o f  L a b o r  h a s  j u r i s d i c t i o n  o v e r  a l l  s t e a m  b o i l e r  i n ­

s p e c t i o n s  .

T h e  n e e d  f o r  f i r e  p r o t e c t i o n  a s s i s t a n c e  i s  c r i t i c a l ,  b e c a u s e

-  M a n y  o f  t h e  S t a t e ' s  b u i l d i n g s  a r e  o l d  a n d  p o o r l y  m a i n t a i n e d .

-  F i r e  p r o t e c t i o n  f a c i l i t i e s  a r e  o f t e n  i n s u f f i c i e n t  o r ,  

i n  m a n y  o u t l y i n g  a r e a s ,  a l m o s t  t o t a l l y  n o n e x i s t e n t .

-  A s i d e  f r o m  t h e  p o t e n t i a l  f o r  s e v e r e  p r o p e r t y  l o s s ,  t h e  d a n g e r  

o f  b o d i l y  i n j u r y  a n d  l o s s  o f  l i f e  i n  h o s p i t a l s ,  s c h o o l s ,  o f f i c e  

b u i l d i n g s ,  e t c .  r e p r e s e n t s  a  c r i t i c a l  r i s k .

P r e s e n t l y  t h e  S t a t e  i s  r e l y i n g  p r i n c i p a l l y  u p o n  t h e  p r o p e r t y  i n s u r e r

f o r  f i r e  p r o t e c t i o n  e x p e r t i s e .  T h i s  i s  d e s i r a b l e  t o  t h e  e x t e n t  t h e

i n s u r e r ' s  e n g i n e e r s  a r e  o f  p r o f e s s i o n a l  c a l i b e r .  T h e  h i d d e n

t h r e a t  o f  p o l i c y  c a n c e l l a t i o n  c a n  b e  q u i t e  e f f e c t i v e  i n  f o r c i n g  i m p r o v e -
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m e n t s .  O n  t h e  o t h e 1* h a n d ,  i f  u n e x p e r i e n c e d  f i e l d  m e n  a r e  u s e d ,  t h e y  

w i l l  o f t e n  f o l l o w  s t a n d a r d s  i n  t h e i r  " b o o k "  t o  a s k  f o r  p r o t e c t i o n  

e x p e n d i t u r e s ,  t h e  c o s t  o f  w h i c h  i s  n o t  j u s t i f i e d  b y  i m p r o v e m e n t s  

a c h i e v e d .  U n f o r t u n a t e l y ,  t h e  i n s u r e d  m a y  n o t  b e  i n  a  p o s i t i o n  t o  

c o n t e s t  t h e  r e c o m m e n d a t i o n s ,  s i n c e  h e  d o e s  n o t  h a v e  t h e  d e g r e e  o f  

f i r e  p r o t e c t i o n  e x p e r t i s e  p o s s e s s e d  b y  t h e  i n s u r e r .

W h e n e v e r  r e c o m m e n d a t i o n s  i n v o l v e  l a r g e  s u m s  o f  m o n e y ,  t h e  i n s u r e d  

s h o u l d  b e  r e p r e s e n t e d  b y  h i s  o w n  i n - h o u s e  o r  c o n s u l t i n g  f i r e  p r o t e c t i o n  

e n g i n e e r  t o  a c h i e v e  t h e  b a l a n c e  n e e d e d  f o r  s o u n d  d e c i s i o n s .  I t  i s  

h o p e d  t h a t ,  w h e n  t h e  S t a t e  a c q u i r e s  a  l o s s  c o n t r o l  e n g i n e e r ,  h e  w i l l  

n o t  o n l y  b e  a n  e x p e r t  s a f e t y  e n g i n e e r  b u t  w i l l  a l ~ o  h a v e  a  p r a c t i c a l  

w o r k i n g  k n o w l e d g e  o f  f i r e  p r o t e c t i o n  e n g i n e e r i n g .

3 .  S e c u r i t y

C o n t r o l  m e t h o d s  f o r  s e c u r i t y  a g a i n s t  t h e f t ,  b u r g l a r y  o r  i n t e r n a l  

e m b  ; z z l e m e n t  a r e  m o r e  d i f f i c u l t  t o  d e s i g n  a n d  i m p l e m e n t  t h a n  t h o s e  

f o r  f i - e  p r o t e c t i o n  a n d  s a f e t y ,  a l t h o u g h  p r o f e s s i o n a l  h e l p  i s  a v a i l a b l e  

i n  c e r t a i n  s p e c i f i e d  a r e a s .  A  c o m p e t e n t  r i s k  m a n a g e r  c a n  a c c o m p l i s h  

a  g r e a t  l e a l  b y  f o c u s i n g  a t t e n t i o n  o n  t h e  m o r e  i m p o r t a n t  h a z a r d s .  

T h r o u g h  h i s  k n o w l e d g e  o f  s e c u r i t y  m e a s u r e s  i n  g e n e r a l ,  a n d  h i s  b a c k ­

g r o u n d  i n  c o l l e c t i n g  l o s s  i n f o r m a t i o n  a n d  f r o m  p e r s o n a l  i n s p e c t i o n s  o f  

t h e  v a r i o i  s  l o c a t i o n s  a n d  a c t i v i t i e s ,  h e  w o u l d  b e  i n  a  p o s i t i o n  t o  g i v e  

a  b a l a n c e d  j u d g m e n t  w i t h  r e g a r d  t o  t h e  n e e d  f o r  i n s t a l l i n g  p h y s i c a l  

d e v i c e s  i ’ o  * i n t r u s i o n  p r o t e c t i o n  a n d  o t h e r  c r i m e  s a f e g u a r d s .
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W i t h  r e g a r d  t o  e m p l o y e e  c r i m e s ,  i n t e r n a l  a u d i t i n g  i s  t h e  f i r s t  l i n e  o f  

d e f e n s e ,  a n d  t h e  r i s k  m a n a g e r  o f t e n  w o r k s  c l o s e l y  w i t h  t h e  i n t e r n a l  

a u d i t o r s  i n  d e v e l o p i n g  p r o g r a m s  a n d  d e t e r m i n i n g  t h e  n e e d  f o r  

s e c u r i t y  m e a s u r e s .  T h e  r e c e n t  r e v i e w  b y - P e a t ,  M a r w i c k ,  M i t c h e l l  &

C o .  o f  t h e  s e c u r i t y  a r r a n g e m e n t s  i n  t h e  T r e a s u r y  D i v i s i o n  i s  a n  i n d i c a ­

t i o n  o f  a n  a w a r e n e s s  o n  t h e  p a r t  o f  S t a t e  f i n a n c i a l  m a n a g e m e n t  o f  t h e  

p o t e n t i a l  e m p l o y e e  c r i m e  e x p o s u r e ,

O n e  f u n c t i o n  o f  a  c o m p e t e n t  r i s k  m a n a g e r  w i t h  r e g a r d  t o  s e c u r i t y  i s  

h i s  r e s p o n s i b i l i t y  t o  d e t e r m i n e  s e n s i t i v e  l o s s  s i t u a t i o n s  t h r o u g h  r i s k  

i d e n t i f i c a t i o n  t e c h n i q u e s .  H e  m a y  t h e n  r e c o m m e n d  c o r r e c t i v e  m e a s u r e s ,  

a n d  i n  s e r i o u s  c a s e s ,  s h o u l d  h a v e  a u t h o r i t y  t o  e m p l o y  s e c u r i t y  s p e c i a l i s t s  

t o  m a k e  s p e c i a l  s t u d i e s .
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D .  R i s k  R e t e n t i o n

I .  G e n e r a l

T h e  S t a l e  o f  A l a s k a  i s  f a c e d  w i t h  t h e  p o s s i b i l i t y  o f  f i n a n c i a l  l o s s  a r i s i n g  

o u t  o f  a n  a l m o s t  i n f i n i t e  n u m b e r  o f  r i s k s .  S o m e  o f  t h e s e  r i s k s  a r e  f u n d e d  

t h r o u g h  p u r c h a s e  o f  c o n v e n t i o n a l  c o m m e r c i a l  i n s u r a n c e .  M a n y  o t h e r  

r i s k s  a r e  n o t  i n s u r e d  f o r  a  v a r i e t y  o f  r e a s o n s ,  s u c h  a s

-  u n a v a i l a b i l i t y  o f  i n s u r a n c e

-  i n s u r a n c e  p o l i c y  e x c l u s i o n s

-  i n s u f f i c i e n t  i n s u r a n c e  p o l i c y  l i m i t s

-  d e c i s i o n s  m a d e  i n  t h e  p a s t ,  t h e  r a t i o n a l e  f o r  w h i c h  i s  e i t h e r  u n k n o w n  

o r  n o w  i n  n e e d  o f  r e e v a l u a t i o n

I n h e r e n t  i n  t h e  r i s k  m a n a g e m e n t  p r o c e s s  i s  t h e  p r e c e p t  t h a t  r i s k  r e t e n t i o n  

s h o u l d  b e  a  c o n s c i o u s  a n d  w e l l  p l a n n e d  a c t .  T h e  d e c i s i o n  t o  r e t a i n  

r i s k  s h o u l d  b e  p r e c e d e d  b y  c a r e f u l  e v a l u a t i o n  o f  t h e  v a r i o u s  r i s k s  a n d  

b y  e x a m i n a t i o n  o f  t h e  o r g a n i z a t i o n ' s  c a p a c i t y  t o  s a f e t y  a b s o r b  r i s k .

A s s u m i n g  t h i s  i s  d o n e ,  r i s k  r e t e n t i o n ,  a s  a n  a l t e r n a t i v e  o r  s u p p l e m e n t  

t o  c o m m e r c i a l  i n s u r a n c e ,  o f f e r s  g r e a t  p o t e n t i a l  f o r  t h e  r e d u c t i o n  o f  t h e  

l o n g - t e r m  c o s t s  o f  a c c i d e n t a l  l o s s .  I t  c a n  b e  o n e  o f  t h e  m o s t  e f f e c t i v e  

t o o l s  a v a i l a b l e  f o r  r i s k  t r e a t m e n t .

N o n - i n s u r e d  r i s k s  m a y  b e  t r e a t e d  i n  v a r i o u s  w a y s ,  s o m e  o f  w h i c h  m a y  

b e  c a t e g o r i z e d  a s  f o l l o w s :

-  P a y m e n t  o f  l o s s e s ,  a s  t h e y  o c c u r ,  f r o m  o p e r a t i n g  f u n d s ,  i . e .  , 

e x p e n s i n g
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-  F u n d e d  r e s e r v e s

-  F e d e r a l  d i s a s t e r  a s s i s t a n c e

-  B o n d  i s s u e

-  P r o j e c t  d e f e r m e n t

-  A d d i t i o n a l  t a x  l e v y

-  R e m e d i a l  l e g i s l a t i o n

-  B o r r o w i n g  f r o m  b a n k s  o r  o t h e r  l e n d i n g  i n s t i t u t i o n s

-  N o t  r e p l a c i n g  p r o p e r t y  d e s t r o y e d .

T h e  f i r s t  t w o  m e t h o d s  o f  r i s k  t r e a t m e n t  m e n t i o n e d  a b o v e  a r e  t h o s e  

w i t h  w h i c h  t h i s  s t u d y  i s  p r i m a r i l y  c o n c e r n e d .

2 .  E x p e n s i n g

T h i s  m e t h o d  o f  r i s k  t r e a t m e n t  i n v o l v e s  t h e  p a y m e n t  o f  l o s s e s  o u t  o f  

w h a t e v e r  c u r r e n t  f u n d s  a r e  a v a i l a b l e .  T h i s  t e c h n i q u e  i s  a l s o  

r e f e r r e d  t o  a s  " s e l f - a s s u m p t i o n "  o f  l o s s e s .  U n l i k e  s e l f - i n s u r a n c e ,  

i t  d o e s  n o t  i n v o l v e  e s t a b l i s h i n g  a  c o n t i n u i n g  f u n d  o u t  o f  w h i c h  l o s s e s  

a r e  p a i d .  M a n y  s m a l l  l o s s e s  a r e  p r e s e n t l y  p a i d  f r o m  c u r r e n t  

o p e r a t i n g  f u n d s .  F o r  e x a m p l e ,  m o s t  p e r s o n a l  p r o p e r t y  ( i n c l u d i n g  

a u t o m o t i v e  e q u i p m e n t  a n d  o t h e r  m o b i l e  e q u i p m e n t )  h a s  n o t  b e e n  i n s u r e d  

s i n c e  1 9 6 2 .  T h i s  i s  u n f u n d e d  r i s k  r e t e n t i o n  a n d  a n y  l o s s e s  w o u l d  b e  

e x p e n s e d  o u t  o f  o p e r a t i n g  f u n d s .  T h e  n u m b e r  a n d  s i z e  o f  l o s s e s  

w h i c h  m a y  b e  p r u d e n t l y  h a n d l e d  i n  t h i s  m a n n e r  w i l l  v a r y  w i t h  t h e  

s i z e  o f  t h e  S t a t e  A g e n c y  m v o l v e d ,  b u t  e v e n  w i t h  s m a l l  o p e r a t i n g  u n i t s  

e x p e n s i n g  t o  a  c e r t a i n  l e v e l  i s  e c o n o m i c a l l y  f e a s i b l e .
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L a r g e  l o s s e s ,  w h i c h  c a n n o t  b e  c o m f o r t a b l y  e x p e n s e d  f r o m  c u r r e n t  

o p e r a t i n g  f u n d s ,  m u s t  b e  f u n d e d  i n  s o m e  c a r e f u l l y  p l a n n e d  m a n n e r ,  i n  

o r d e r  t o  p r e s e r v e  t h e  i n t e g r i t y  o f  t h e  b u d g e t  a n d  t o  e n s u r e  t h e  c o n ­

t i n u a n c e  o f  n e e d e d  s e r v i c e s  t o  t h e  c i t i z e n r y .  I t  i s  p r e s u m e d  t h a t  m a j o  

p r o j e c t  d e f e r m e n t ,  a d d i t i o n a l  t a x  l e v i e s ,  b o n d  i s s u e s  a n d  r e m e d i a l  

l e g i s l a t i o n  a r e  a l t e r n a t i v e s  t o  b e  u s e d  o n l y  i n  t h e  e v e n t  c a t a s t r o p h e s  

o c c u r  w h i c h

-  a r e  u n i n s u r a b l e

-  e x c e e d  t h e  f u n d i n g  c a p a c i t y  o f  t h e  S t a t e ,  a n d

-  d o  n o t  q u a l i f y  f o r  F e d e r a l  d i s a s t e r  a s s i s t a n c e .

A  S t a t e  " s e l f - i n s u r a n c e "  f u n d  w o u l d  i n v o l v e  e s t a b l i s h i n g  a  c o n t i n u i n g  

( o r  r e v o l v i n g )  r e s e r v e  f u n d .  T o  s e t  u p  s u c h  a  f u n d  w o u l d  r e q u i r e  a n  

i n i t i a l  a p p r o p r i a t i o n ,  t o  w h i c h  a d d i t i o n a l  a m o u n t s  w o u l d  b e  a d d e d  

e a c h  y e a r  i n  t h e  f o r m  o f  s e l f - i n s u r a n c e  a s s e s s m e n t s  ( c o m p a r a b l e  

t o  i n s u r a n c e  p r e m i u m s )  a g a i n s t  t h e  v a r i o u s  b u d g e t a r y  u n i t s .  A s  

l o s s e s  a r e  i n c u r r e d ,  t h e y  v / o u l d  b e  p a i d  o u t  o f  t h e  f u n d .  S u r p l u s  

f u n d s  ( i n c l u d i n g  i n t e r e s t  e a r n e d )  w o u l d  b e  c a r r i e d  f o r w a r d ,  s o  t h a t  t h e  

f u n d  w o u l d  g r o w  i n  s i z e  o v e r  a  p e r i o d  c f  y e a r s ,  u n t i l  a  p r e d e t e r m i n e d  

l i m i t  i s  r e a c h e d .

4 .  T o l e r a b l e  L o s s  L e v e l

I t  i s  r e c o m m e n d e d  t h a t  a  d e c i s i o n  b e  m a d e  a s  t o  ( h e  d e g r e e  t o  w h i c h  

t h e  S t a t e  w i l l  a c c e p t  t h e  c o s t  o f  a c c i d e n t a l  l o s s e s  w i t h o u t  p r o t e c t i o n

3. Funded Reserves
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f r o m  i n s u r a n c e .  I n  t h e  l o n g  r u n  i t  w i l l  n o t  g e n e r a l l y  p r o v e  e c o n o m i ­

c a l l y  f e a s i b l e  t o  i n s u r e  n o i l - c a t a s t r o p h i c  l o s s e s  o r  l o s s e s  w h i c h  o c c u r  

w i t h  a n y  r e a s o n a b l y  p r e d i c t a b l e  f r e q u e n c y .  T h e  e x t e n t  t o  w h i c h  a n y  

o r g a n i z a t i o n  m a y  a s s u m e  t h e  f i n a n c i a l  c o n s e q u e n c e s  o f  a c c i d e n t a l  

l o s s e s  w i t h o u t  i n s u r a n c e  m a y  b e  t e r m e d  i t s  " t o l e r a b l e  l o s s  l e v e l .  "

T h i s  l e v e l  w i l l  v a r y ,  o f  c o u r s e ,  w i t h  t h e  s i z e  o f  t h e  e n t i t y  a n d  i t s  

f i n a n c i a l  c o n d i t i o n .  I t  i s  i m p o r t a n t  t h a t  t h e  S t a t e  e s t a b l i s h  a  " t o l e r a b l e  

l o s s  l e v e l ,  "  b e c a u s e  i t  p r o v i d e s  g u i d e l i n e s  w h i c h  a r e  u s e f u l  f o r  t w o  

p u r p o s e s :

-  I t  e s t a b l i s h e s  a  f i g u r e  b e l o w  w h i c h  l o s s e s  m a y  b e  a s s u m e d  w i t h o u t  

i n s u r a n c e .  A c c o u n t i n g  p r o c e d u r e s ,  r e s e r v e s  a n d  o t h e r  a d m i n i s t r a t i v e  

t e c h n i q u e s  c a n  t h e n  b e  e s t a b l i s h e d  t o  d e a l  w i t h  l o s s e s  b e l o w  t h i s  l e v e l .

-  I t  c l e a r l y  d e l i n e a t e s  t h e  l e v e l  a b o v e  w h i c h  i n s u r a n c e  o r  o t h e r  

m e t h o d s  o f  r i s k  t r a n s f e r  a r e  n e c e s s a r y  i n  o r d e r  t o  p r e v e n t  u n d e s i r a b l e  

b u d g e t a r y  d i s l o c a t i o n s .

W h e n  m a n a g e m e n t  d o e s  n o t  e s t a b l i s h  w r i t t e n  p o l i c y  w i t h  r e g a r d  t o  a  

t o l e r a b l e  l o s s  l e v e l ,  i t  i s  n o t  u n c o m m o n  t o  f i n d  i n s u r a n c e  b e i n g  p u r c h a s e d  

f o r  l o s s e s  w h i c h  a r e  n e i t h e r  c a t a s t r o p h i c  n o r  p a r t i c u l a r l y  d i s a b l i n g  i n  

a m o u n t . I n  t h e  l o n g  r u n  t h i s  i s  u n e c o n o m i c a l .  O n  t h e  o t h e r  h a n d ,  

m a n y  • i s l e s  m a y  r e m a i n  u n i n s u r e d  a n d  u n f u n d e d ,  b e c a u s e  t h e i r  p o t e n t i a l  

i m p a c t  h a s  n o t  b e e n  r e c o g n i z e d  a n d  g a u g e d  a g a i n s t  t h e  m e a s u r i n g  p o i n t  

o f  a  f i x e d  f i g u r e .

S i n c e  i t  i n v o l v e s  m a n y  c o n s i d e r a t i o n s ,  s e l e c t i o n  o f  a  t o l e r a b l e  l o s s  
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l e v e l  i s  q u i t e  d i f f i c u l t .  A l t h o u g h  a  n u m b e r  o f  r a t h e r  r o u g h  " r u l e s  

o f  t h u m b "  h a v e  b e e n  s u g g e s t e d  i n  r i s k  m a n a g e m e n t  l i t e r a t u r e ,  t h e r e  i s  

n o  s i n g l e  s c i e n t i f i c  f o r m u l a  t h a t  w i l l  i n v a r i a b l y  p r o d u c e  a  p r e c i s e  

a m o u n t .  T h e  f i g u r e  m u s t  b e  o n e  s e l e c t e d  b y  t h e  S t a t e ' s  c h i e f  f i n a n c i a l  

o f f i c e r s ,  a f t e r  f u l l  c o n s i d e r a t i o n  o f  a l l  f a c t o r s  i n v o l v e d .

O n e  a p p r o a c h  t o  r i s k  r e t e n t i o n  c a p a b i l i t i e s ,  w h i c h  h a s  b e e n  u s e d  w i t h  

s a t i s f a c t o r y  r e s u l t s  b y  a  n u m b e r  o f  l a r g e  o r g a n i z a t i o n s ,  i s  a  f o r m u l a  

w h i c h  c o n s i d e r s  t h e  t o l e r a b l e  l o s s  l e v e l  t o  b e  g o v e r n e d  b y  t h e  m a g n i t u d e  

o f  t h e  o r g a n i z a t i o n ' s  f i n a n c i a l  a c t i v i t i e s .  T h e  s c o p e  o f  t h e  f i n a n c i a l  

t r a n s a c t i o n s  o f  t h e  S t a t e  m a y  b e  m e a s u r e d  b y  i t s  g r o s s  r e v e n u e s .  S i n c e  

a  f l u c t u a t i o n  o f  1 %  o f  g r o s s  r e v e n u e s  w o u l d  n o t  b e  c a t a s t r o p h i c ,  i t  m a y  

b e  r e a s o n a b l e  t o  a r r a n g e  f o r  a l l  a c c i d e n t a l  l o s s e s  w h i c h  i n d i v i d u a l l y  

d o  n o t  e x c e e d  a  t e n t h  o f  o n e  p e r c e n t  o f  g r o s s  r e v e n u e s  t o  b e  a b s o r b e d  

b y  t h e  S t a t e ,  w i t h o u t  i n s u r a n c e .  T h e  a s s u m p t i o n  h e r e  i s  t h a t ,  s t a t i s ­

t i c a l l y ,  l o s s e s  o f  t h i s  m a g n i t u d e  d o  n o t  o c c u r  m o r e  t h a n  a  f e w  t i m e s  

p e r  y e a r .  A c c o r d i n g  t o  t h e  d o c u m e n t  e n t i t l e d  " R e v e n u e  S o u r c e s  

1 9 7 0 - 1 9 7 6 , "  t o t a l  e s t i m a t e d  S t a t e  r e v e n u e s  f o r  F Y  1 9 7 1  a r e  $ 3 3 6 , 5 5 3 , 0 4 9 .  

O f  t h i s  a m o u n t ,  e s t i m a t e d  u n r e s t r i c t e d  g e n e r a l  f u n d  r e v e n u e s  a r e  

$ 2 C 4 ,  0 7 0 ,  1 9 3 .

A n o t h e r  f a c t o r  t o  c o n s i d e r  i s  t h e  r e l a t i v e  f l u i d i t y  o f  S t a t e  f u n d s ,  A  

p r o g r a m  o f  h i g h  r i s k  r e t e n t i o n  m a k e s  m o r e  f u n d s  a v a i l a b l e  e a c h  y e a r ,  

b u t  a  s u d d e n  f r e q u e n c y  o f  h i g h  l o s s e s  c a n  c r e a t e  a n  u n e x p e c t e d  d r a i n .  

A l t h o u g h  t h e  S t a t e  i s  p r e s e n t l y  i n  a  v e r y  s o l v e n t  p o s i t i o n ,  f i n a n c i a l
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s t a t e m e n t s  s h o w  e x p e n d i t u r e s  e x c e e d i n g  r e v e n u e s .  T h i s ,  c o u p l e d  w i t h  

t h e  d e l a y  i n  t h e  N o r t h  S l o p e  p r o j e c t ,  s u g g e s t s  c a r e f u l  f u n d i n g  o f  

r e i a i n e d  r i s k s ,  w i c i .  t h e  t e c h n i q u e  o f  e x p e n s i n g  o u t  o f  c u r r e n t  o p e r a t i n g  

f u n d s  u s e d  o n l y  f o r  r e l a t i v e l y  s m a l l  l o s s e s .

C o n s i d e r a t i o n  o f  t h e s e  f a c t o r s  l e a d s  t o  t h e  r e c o m m e n d a t i o n  t h a t  t h e  

S t a t e  o f  A l a s k a  a c c e p t  t h e  f o l l o w i n g  a m o u n t s  a s  t o l e r a b l e  l o s s  l i m i t s :

-  $ 2 5 0 , 0 0 0  p e r  a n y  s i n g l e  o c c u r r e n c e ,  o r

-  $ 1 ,  0 0 0 ,  0 0 0  f o r  a n y  f i s c a l  y e a r  w i t h  r e s p e c t  t o  a n y  t y p e s  o f  l o s s  

s u b j e c t  t o  t h e  p r o b a b i l i t y  ( o r  s t r o n g  p o s s i b i l i t y )  o f  m o r e  t h a n  o n e  

l o s s  i i a t h e  s a m e  y e a r .

A l t h o u g h  b u d g e t  c o n s i d e r a t i o n s  m a k e  i t  d e s i r a b l e  t o  e s t a b l i s h  t h e  

t o l e r a b l e  l o s s  l e v e l  a s  a n  a g g r e g a t e  a m o u n t  p e r  f i s c a l  y e a r ,  i t  s h o u l d  

b e  p o i n t e d  o u t  t h a t  a n n u a l  a g g r e g a t e  e x c e s s  i n s u r a n c e  i s  o f t e n  e x p e n s i v e  

a n d  n o t  a l w a y s  a v a i l a b l e .

I n  c o n s i d e r i n g  t h e  r e c o m m e n d e d  t o l e r a b l e  l o s s  l i m i t s ,  t h e  q u e s t i o n  

w i l l  a r i s e  a s  t o  w h e t h e r  o r  n o t  i n s u r a n c e  r a t e  c r e d i t s  w i l l  b e  a d e q u a t e  

t o  j u s t i f y  t h i s  i n c r e a s e d  p o t e n t i a l  l o s s  a s s u m p t i o n .  T h i s  q u e s t i o n  c a n n o t  

b e  a n s w e r e d  b y  s t a t i s t i c a l  a n a l y s i s  o f  p r e m i u m s  a n d  c r e d i t s .  I t  s i m p l y  

i s  n o t  p o s s i b l e  f o r  a n y o n e ,  e v e n  t h e  u n d e r w r i t e r ,  t o  d e t e r m i n e  r a t e  

c r e d i t s  w i t h  a n y  a p p r e c i a b l e  d e g r e e  o f  p r e c i s i o n .  I n  f a c t ,  i n s u r a n c e  

c o m p a n y  p r e m i u m  c r e d i t s  f o r  l a r g e  d e d u c t i b l e s  a r e  b a s e d  o n  f a c t o r s  

s u c h  a s  t h e  s t a t e  o f  t h e  m a r k e t p l a c e ,  i n t e r n a l  u n d e r w r i t i n g  c o n d i t i o n s  

a n d  t h e  d e g r e e  o f  c o m p e t i t i o n ,  r a t h e r  t h a n  a  s t a t i s t i c a l  a n a l y s i s  o f  

W a r r e n ,  M c V e i g h  &  A s s o c i a t e s



3 3

t h e  p r o b a b l e  l o s s  e x p e c t a n c y  w i t h i n  t h e  d e d u c t i b l e  r a n g e .

W e  c a n  c o n s i d e r  t h e  p r e m i u m  d o l l a r  a s  b e i n g  d i v i d e d  i n t o  t w o  p a r t s ;  

o n e  f o r  t h e  c a t a s t r o p h i c  l o s s e s  a n d  t h e  o t h e r  f o r  t h e  m o r e  f r e q u e n t  

l o s s e s .  T h e  p o r t i o n  o f  p r e m i u m  a t t r i b u t a b l e  t o  c a t a s t r o p h e  p r o t e c ­

t i o n ,  w h i c h  i s  b a s e d  o n  a  v e r y  l a r g e  s p r e a d  o f  r i s k ,  s h o u l d  b e  

a f f e c t e d  v e r y  l i t t l e  b y  t h e  i n d i v i d u a l  e x p e r i e n c e  o f  a  s i n g l e  i n s u r e d .

O n  t h e  o t h e r  h a n d ,  ' o s s e s  b e n e a t h  t h e  c a t a s t r o p h e  l e v e l  c a n  b e  c o n ­

s i d e r e d  r e l a t i v e l y  p r e d i c t a b l e  f o r  a  l a r g e  o r g a n i z a t i o n ,  a n d  s u c h  

l o s s e s  w i l l  d i r e c t l y  a f f e c t  p r e m i u m s  o v e r  a  p e r i o d  o f  y e a r s .

W i t h  r e g a r d  t o  t h e  i n s u r a n c e  c o v e r i n g  t h e  S t a t e ' s  b u i l d i n g s ,  t h e  

i n s u r a n c e  c o m p a n y  h a s  s t a t e d  t h a t  t h e  p r e m i u m  i s  b a s e d  o n  a  4 0 %  

" p e r m i s s i b l e "  l o s s  r a t i o ,  s o  i t  m a y  b e  r e a l i s t i c a l l y  a s s u m e d  t h a t  

e v e r y  $ 1  i n  l o s s e s  w i l l  c o s t  $ 2 .  5 0  i n  p r e m i u m s .  T h e  i n s u r a n c e  p l a n  

c o v e r i n g  t h e  S t a t e ' s  w o r k m e n ' s  c o m p e n s a t i o n  a n d  l i a b i l i t y  r i s k s  c o n ­

t e m p l a t e s  a  p e r m i s s i b l e  l o s s  r a t i o  o f  6 6 - 2 / 3 % ,  m e a n i n g  t h a t  e a c h  

l o s s  d o l l a r  w i l l  r e s u l t  i n  a b o u t  $ 1 .  5 0  i n  p r e m i u m  c o s t .  T h e  a c c e p t ­

a b l e  l o s s  r a t i o s  f o r  o t h e r  t y p e s  o f  i n s u r a n c e  w i l l  l i e  s o m e w h e r e  

b e t w e e n  t h e s e  f i g u r e s .
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II - RECOMMENDED PROGRAM

A .  I n s u r a n c e  a n d  R i s k  R e t e n t i o n

A n  i d e a l  i n s u r a n c e  p r o g r a m  f o r  t h e  S t a t e  o f  A l a s k a  w o u l d  c o n s i s L  o f  a  

s i n g l e  p o l i c y  c o v e r i n g  a l l  i n s u r a b l e  r i s k s  e x c e s s  o f  a  s u b s t a n t i a l  

r e t e n t i o n ,  w i t h  t h e  r e t a i n e d  r i s k s  f u n d e d  b y  a  c a r e f u l l y  d e s i g n e d  a n d  

a d m i n i s t e r e d  s e l f - i n s u r a n c e  f u n d .  B e c a u s e  o f  t h e  p r a c t i c a l i t i e s  o f  

i n s u r a n c e  m a r k e t i n g ,  s u c h  a n  i d e a l  p r o g r a m  v e r y  l i k e l y  c a n n o t  b e  

a c h i e v e d  a t  a n y  t i m e  i n  t h e  n e a r  f u t u r e ,  a l t h o u g h  i t  i s  a  d e s i r a b l e  l o n g  

r a n g e  g o a l .  A  s i n g l e  e x c e s s  p o l i c y  w o u l d  e l i m i n a t e  a n y  q u e s t i o n s  o f  g a p s  

o r  r e d u n d a n c i e s  i n  c o v e r a g e ,  s i m p l i f y  u n u s u a l  l o s s  a d j u s t m e n t s  a n d  

c o n c e n t r a t e  t h e  S t a t e ' s  b u y i n g  p o w e r .

T h e  f o l l o w i n g  d i s c u s s i o n  w i l l  c o n s i d e r  e a c h  m a j o r  c a t e g o r y  o f  r i s k  a n d  

w i l l  s e t  f o r t h  r e c o m m e n d a t i o n s  f o r  t h e  s t r u c t u r i n g  o f  a n  i n s u r a n c e  a n d  

r i s k  r e t e n t i o n  p r o g r a m ,  w h i c h  s h o u l d  a c c o m p l i s h  t h e  f o l l o w i n g  o b j e c t i v e s

-  B e t t e r  p r o t e c t i o n  a g a i n s t  c a t a s t r o p h i c  l o s s e s ,  a n d

-  L o w e r  c o s t s  o v e r  a  p e r i o d  o f  y e a r s .

1 .  P r o p e r t y  R i s k s  ( n o n - m a r i n e )

T h e  p r e s e n t  p r o p e r t y  i n s u r a n c e  p r o g r a m  i s  d e s c r i b e d  i n  S e c t i o n  I I I .  

T h e  p r i n c i p a l  c r i t i c i s m  t h a t  c a n  b e  l e v e l e d  a g a i n s t  t h i s  p r o g r a m  i s  

t h a t  v e r y  h i g h  c o s t  f a c t o r s  w o u l d  b e  d e v e l o p e d  b y  t h e  p r o p o s e d  m e t h o d  

o f  " n e g o t i a t i n g "  p r e m i u m s  a t  e a c h  a n n i v e r s a r y .  A s  s t a t e d  i n
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c o r r e s p o n d e n c e  f r o m  t h e  s e r v i c i n g  a g e n t ,  t h e  i n s u r e r  w o u l d  s e e k  t o  

m a i n t a i n ,  t h r o u g h  p r o s p e c t i v e  p r e m i u m  a d j u s t m e n t s ,  a  4 0 %  " p e r m i s s i b l e "  

l o s s  r a t i o .  T h i s  m e a n s  t h a t ,  o v e r  a  p e r i o d  o f  y e a r s ,  t h e  S t a t e  w i l l  p a y  

o u t  $ 2 .  5 0  i n  p r e m i u m s  f o r  e v e r y  $ 1 .  0 0  i n  l o s s e s  c o l l e c t e d .

O v e r  a  p e r i o d  o f  t i m e ,  u n d e r  t h i s  p l a n ,  t h e  S t a t e  w i l l  p a y  f o r  a l l  o f  i t s  

n o n - c a t a s t r o p h i c  l o s s e s .  A  c a t a s t r o p h i c  l o s s  p r e s u m a b l y  w o u l d  n o t  

r e s u l t  i n  p r e m i u m  i n c r e a s e .  T h e  p r o b l e m  i s  t h a t  t h e r e  i s  n o  i n f o r m a t i o n  

i n  t h e  f i l e s  t o  c l e a r l y  i n d i c a t e  a t  w h a t  p o i n t  i n  s i z e  a  l o s s  b e c o m e s  

c a t a s t r o p h i c ,  a n d  t h e r e f o r e  n o t  s u b j e c t  t o  p r o s p e c t i v e  l o s s  r a t i n g .

W e  s u g g e s t  t h a t  t h e  S t a t e  w i l l  b e  l o s s  r a t e d  u p  t o  a n  a m o u n t  a s  h i g h  a s  

$ 1  m i l l i o n  p e r  o c c u r r e n c e .  T h i s  a s s u m p t i o n  i s  b a s e d  o n  v a r i o u s  f a c t o r s ,

s u c h  a s

-  T h e  t y p e  o f  p r o p e r t y  i n s u r e d  a n d  i t s  p h y s i c a l  c o n d i t i o n

-  T h e  d e g r e e  o f  f i r e  p r o t e c t i o n  a f f o r d e d  ( o r  l a c k i n g )

-  T h e  S t a t e ' s  p r o p e r t y  l o s s  e x p e r i e n c e

-  T h e  c u r r e n t  r a t h e r  d i f f i c u l t  p r o p e r t y  i n s u r a n c e  m a r k e t

A l t h o u g h  t h e  p r e s e n t  p l a n  d o e s  h a v e  a s  a n  a d v a n t a g e  t h e  f a c t  t h a t  

t h e  p r e m i u m  i n  a n y  s i n g l e  f i s c a l  y e a r  i s  a  p r e c i s e  a m o u n t  t h a t  m a y  b e  

b u d g e t e d ,  t h e  h i g h  p r e m i u m  c o s t  f a c t o r s  m a k e  i t  i m p e r a t i v e  t h a t  

a l t e r n a t i v e  a p p r o a c h e s  b e  i n v e s t i g a t e d .  S o m e  o f  t h e s e  a p p r o a c h e s

m a y  b e :
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a .  A n  i n c r e a s e  i n  t h e  d e d u c t i b l e  t o  $ 2 5 0 ,  0 0 0  w i l l  r e s u l t  i n  s o m e  

i m m e d i a t e  p r e m i u m  s a v i n g s ,  a l t h o u g h  t h e  p r e m i u m  c r e d i t  f o r  a  

d e d u c t i b l e  o f  t h i s  s i z e  w i l l  p r o b a b l y  n o t  s e e m  c o m m e n s u r a t e  w i t h  

t h e  a d d i t i o n a l  r i s k s  a s s u m e d ,  N e v e r t h e l e s s ,  a  d e d u c t i b l e  o f  t h i  s  

s i z e  s h o u l d  b e  c o n s i d e r e d  b e c a u s e

-  B a s e d  o n  p a s t  e x p e r i e n c e ,  i t  w o u l d  e l i m i n a t e  f r o m  t h e  i n s u r a n c e  

p l a n  a l l  l o s s e s  w h i c h  c a n  b e  e x p e c t e d  t o  o c c u r  w i t h  r e l a t i v e  

f r e q u e n c y

-  I t  i s  n o t  p r o f i t a b l e  f o r  t h e  S t a t e  t o  t r a d e  d o l l a r s  w i t h  u n d e r w r i t e r s  

a t  t h e  r a t i o  o f  $ 2 .  5 0  t o  $ 1 .  0 0

I t  i s  s u g g e s t e d  t h a t  t h e  p r e s e n t  i n s u r e r  b e  a s k e d  t c  i n d i c a t e  t h e  

p r e m i u m  c r e d i t  a v a i l a b l e  f o r  a  d e d u c t i b l e  o f  $ 2 5 0 ,  0 0 0  p e r  o c c u r r e n c e ,  

s e p a r a t e l y ,  a n d  a l s o  c o u p l e d  w i t h  " a g g r e g a t e  d e d u c t i b l e  s t o p  l o s s e s "  

o f  $ 5 0 0 ,  0 0 0 ,  $ 7 5 0 , 0 0 0 ,  a n d  $ 1 ,  0 0 0 ,  0 0 0 .

b .  T h e  p r e s e n t  i n s u r e r  s h o u l d  a l s o  b e  a s k e d  w h e t h e r  i t  i s  w i l l i n g  

t o  f o r m a l i z e  t h e i r  l o s s  r a t i n g  p l a n ,  b y  s e t t i n g  f o r t h  i n  w r i t i n g  a l l  

o f  t h e  v a r i o u s  c o s t  e l e m e n t s .  T h i s  i s  o n e  o f  t h e  r e c o m m e n d a t i o n s  

m a d e  i n  S e c t i o n  I I I  o f  t h i s  r e p o r t .  U n d e r  t h e  p r e s e n t  a r r a n g e m e n t  

t h e r e  i s  o n e  p a r t i c u l a r  e l e m e n t  o f  u n c e r t a i n t y  ( o r  r i s k )  f r o m  t h e  

v i e w p o i n t  o f  t h e  i n s u r e r  t h a t  s h o u l d  b e  c o n s i d e r e d .  I t  i s  p o s s i b l e  

f o r  t h e  S t a t e  t o  d i s c o n t i n u e  t h e  p r o g r a m  a t  a n y  t i m e  a n d ,  i f  t h i s

i s  d o n e  i m m e d i a t e l y  a t  t h e  e n d  o f  a  p o l i c y  y e a r  i n  w h i c h  h e a v y  

l o s s e s  w e r e  i n c u r r e d ,  t h e  i n s u r e r  w o u l d  n o t  b e  a b l e  t o  r e c o u p  

i t s  l o s s e s  b y  m e a n s  o f  r e n e w a l  p r e m i u m  a d j u s t m e n t .
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I f  L h i s  c l e m e n t  o f  r i s k  c a n  b e  e l i m i n a t e d ,  i t  i s  p r o b a b l e  t h a t  c o s t s  

c a n  b e  r e d u c e d .  T h i s  w o u l d  i n v o l v e  a  l o n g  t e r m  p r i m a r y  l o s s  

r a t i n g  p l a n  w i t h  a l l  c o s t  f a c t o r s  c l e a r l y  i d e n t i f i e d  p l u s  a  c h a r g e  

f o r  e x c e s s  i n s u r a n c e  o r  r e i n s u r a n c e .  T h i s  s h o u l d  b e  i n v e s t i g a t e d ,  

a s  a  l o n g  t e r m  c o n t r a c t u a l  a r r a n g e m e n t  s u c h  a s  t h i s  c o u l d  c o m b i n e  

e l e m e n t s  o f  s e l f - i n s u r a n c e  w i t h  t r u e  c a t a s t r o p h e  p r o t e c t i o n ,  a t  

l o w e r  c o s t s  t h a n  t h e  p r e s e n t  a r r a n g e m e n t .

c .  A n o t h e r  a l t e r n a t i v e  i s  t o  p u r c h a s e  e x c e s s  i n s u r a n c e  a b o v e  a  

s u b s t a n t i a l  r e t e n t i o n  l e v e l .  I t  i s  p r o b a b l e  t h a t ,  f o r  t h e  S t a t e  o f  

A l a s k a ,  a  s t a b l e  a n d  a t t r a c t i v e l y  p r i c e d  e x c e s s  p r o p e r t y  i n s u r a n c e  

p r o g r a m  w o u l d  i n v o l v e  a  r e t e n t i o n  o f  a s  h i g h  a s  $ 1  m i l l i o n  p e r  

o c c u r r e n c e .  T h i s  i s  a  v e r y  h i g h  r i s k  r e t e n t i o n  l e v e l ,  y e t  w e  

b e l i e v e  a l l  l o s s e s  o c c u r r i n g  b e n e a t h  t h i s  l e v e l  w i l l  u l t i m a t e l y  b e  

r e p a i d  t o  t h e  i n s u r e r  u n d e r  t h e  p r e s e n t  i n s u r a n c e  a r r a n g e m e n t  

b y  m e a n s  o f  p r o s p e c t i v e  p r e m i u m  a d j u s t m e n t s .

O b v i o u s l y ,  w i t h  a  $ 1  m i l l i o n  p e r  o c c u r r e n c e  r e t e n t i o n  t h e r e  i s  t h e  

p r o b l e m  o f  a g g r e g a t e  l o s s  f l u c t u a t i o n s .  P a s t  l o s s  e x p e r i e n c e  i s  

n o t  h i g h l y  c r e d i b l e .  T h e  f r e q u e n c y  o f  l o s s e s  i s  s u c h  t h a t  l o s s  

e x p e r i e n c e  f o r  a  s i n g l e  f i s c a l  y e a r  i s  n o t  p r e d i c t a b l e .  T h e r e f o r e ,  

o r d e r l y  b u d g e t i n g  a n d  c o s t  a l l o c a t i o n  d i c t a t e  t h a t  a  f o r m a l  p l a n  b e  

a r r a n g e d  f o r  t h e  f u n d i n g  o f  l o s s e s  a s s u m e d  u n d e r  a n  e x c e s s  

p r o g r a m  s u c h  a s  t h i s .  F u n d i n g  m a y  t a k e  v a r i o u s  f o r m s :

W a r r e n ,  M c V e i g h  8 t  A s s o c i a t e s
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i .  A  S t a t e  p r o p e r t y  s e l f - i n s u r a n c e  f u n d  c a n  b e  e s t a b l i s h e d .  

B e c a u s e  o f  t h e  h i g h  l e v e l  o f  r i s k  r e t e n t i o n ,  t h i s  w o u l d  r e q u i r e  

a  s u b s t a n t i a l  i n i t i a l  a p p r o p r i a t i o n .  A n  a m o u n t  o f  a t  l e a s t  

$ 5 ,  0 0 0 ,  0 0 0  w o u l d  b e  n e e d e d ,  a l t h o u g h  t h i s  n e e d  n o t  a l l  b e  i n  

t h e  f o r m  o f  c a s h .  A  s t a n d - b y  l o a n  a g r e e m e n t  f r o m  a  b a n k  o r  

o t h e r  f i n a n c i a l  i n s t i t u t i o n ,  o r  e v e n  f r o m  a n o t h e r  S t a t e  a g e n c y ,  

w o u l d  p r o v i d e  a s s u r a n c e  t h a t  f u n d s  w o u l d  b e  a v a i l a b l e  i n  t h e  

e v e n t  t h e y  a r e  n e e d e d .  T h e  u s e  o f  s u c h  a  l o a n  a g r e e m e n t  w o u l d  

a c c o m p l i s h  c h r o n o l o g i c a l  s t a b i l i z a t i o n  o f  l o s s  c o s t s ,  a s  a n y  

l o a n  a c t u a l l y  m a d e  w o u l d  b e  r e p a i d  o v e r  a  p e r i o d  o f  y e a r s .

I f  s u c h  a  l o a n  a g r e e m e n t  c o u l d  b e  a r r a n g e d  i n  a n  a m o u n t  o f  $ 4  

m i l l i o n  o r  m o r e ,  t h e  i n i t i a l  c a s h  l o s s  f u n d  c o u l d  b e  e s t a b l i s h e d  

a t  s o m e  m o r e ,  r e a s o n a b l e  f i g u r e ,  s u c h  a s  $ 1  m i l l i o n .

I t  w o u l d  s t i l l  b e  r e m o t e l y  c o n c e i v a b l e  t h a t  a  s e r i e s  o f  l a r g e  

l o s s e s  c o u l d  o c c u r  i n  a  s i n g l e  f i s c a l  y e a r  t h a t  w o u l d  t o t a l  i n  

t h e  a g g r e g a t e  m o r e  t h a n  $ 5  m i l l i o n .  A l t h o u g h  t h i s  i s  s t a t i s ­

t i c a l l y  e x t r e m e l y  i m p r o b a b l e ,  a b s o l u t e  s e c u r i t y  a g a i n s t  t h e  

p o s s i b i l i t y  o f  s u c h  a n  o c c u r r e n c e  m i g h t  b e  a c h i e v e d  b y  p u r c h a s e  

o f  " a g g r e g a t e  e x c e s s "  i n s u r a n c e .  T h i s  m a y  o r  m a y  n o t  b e  

a v a i l a b l e ,  a s  t h e  m a r k e t  f o r  a g g r e g a t e  e x c e s s  i n s u r a n c e  i s  

l i m i t e d ,

A  p r o p e r t y  s e l f - i n s u r a n c e  f u n d  s h o u l d  b e  s e t  u p  a s  a n  i n v i o l a t e  

r e v o l v i n g  f u n d  s o  t h a t  e x c e s s  f u n d s  w o u l d  b e  c a r r i e d  o v e r  f r o m  

W a r r e n .  M c V e i g h  S c  A s s o c i a t e s



y e a r  t o  y e a r .  A s s u m i n g  r e a s o n a b l y  g o o d  l o s s  e x p e r i e n c e ,  

t h e  f u n d  c o u l d  b e  e x p e c t e d  t o  g r o w  i n  s i z e  o v e r  a  p e r i o d  o f  y e a r s  

u n t i l  a  p r e d e t e r m i n e d  l i m i t  i n  s i z e  i s  r e a c h e d .

i i .  A n o t h e r ,  a n d  p e r h a p s  m o r e  a t t r a c t i v e ,  a p p r o a c h  t o  t h e  f u n d i n g  

o f  a s s u m e d  l o s s e s ,  i n v o l v e s  u s e  o f  a  d e v i c e  o r  c o n c e p t  k n o w n  

b y  m a n y  n a m e s ,  s u c h  a s

-  F u n d e d  r e t r o s p e c t i v e  r a t i n g  p l a n

-  F u n d e d  l o s s  r a t i n g  p l a n

-  C h r o n o l o g i c a l  s t a b i l i z a t i o n  p l a n

-  S p r e a d - l o s s  p l a n

O f  t h e  v a r i o u s  n a m e s  g i v e n  t o  t h i s  c o n c e p t ,  w e  p r e f e r  " s p r e a d -  

l o s s  p l a n "  a n d  w i l l  u s e  t h i s  t e r m  i n  t h e  f o l l o w i n g  d i s c u s s i o n .

U n d e r  s u c h  a  p l a n ,  t h e  S t a t e  a n d  a n  i n s u r a n c e  c o m p a n y  w o u l d  

e n t e r  i n t o  a  l o n g  t e r m  c o n t r a c t u a l  a g r e e m e n t  -  3  t o  1 0  y e a r s .

A n  i n s u r a n c e  p o ’ i c y  w o u l d  b e  i s s u e d  c o v e r i n g  a l l  r i s k s  f o r  w h i c h  

f u n d i n g  i s  d e s i r e d .  T h e  p o l i c y  l i m i t  o f  l i a b i l i t y  w o u l d  b e  s e t  a t  

t h e  i n s u r e d ' s  r e t e n t i o n  l e v e l ,  i n  t h i s  c a s e  $ 1  m i l l i o n .  T h e  i n i t i a l  

p r e m i u m  w o u l d  b e  a n  a m o u n t  l a r g e  e n o u g h  t o  c o v e r  a l l  l o s s e s  

o v e r  a  p e r i o d  o f  t i m e .

F o r  t h e  p u r p o s e  o f  t h i s  d i s c u s s i o n ,  w e  w i l l  a s s u m e  a n  a n n u a l  

p r e m i u m  o f  $ 1  m i l l i o n .  T h i s  w o u l d  b e  r e f e r r e d  t o  a s  a  d e p o s i t  

p r e m i u m .  T h e  i n s u r a n c e  c o m p a n y  w o u l d  r e t a i n  a  s m a l l  p o r t i o n
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o f  t h i s  p r e m i u m  t o  c o v e r  i t s  o v e r h e a d  c o s t s  a n d  p r o f i t .  T h i s  

r e t e n t i o n  c o u l d  r a n g e  f r o m  1 %  t o  1 0 %  o f  t h e  d e p o s i t  p r e m i u m .

T h e  i n s u r e r  w o u l d  a g r e e  t o  p a y  a l l  l o s s e s  u p  t o  t h e  l i m i t  o f  t h e  

p o l i c y .  W h e n  a g g r e g a t e  l o s s e s  i n  a n y  o n e  y e a r  e x c e e d  n e t  

p r e m i u m  ( d e p o s i t  p r e m i u m  l e s s  e x p e n s e s ) ,  t h e  i n s u r e d  w o u l d  

e i t h e r  p a y  a n  a d d i t i o n a l  p r e m i u m  o r  c o u l d  e x e r c i s e  t h e  o p t i o n  

o f  p a y i n g  t h e  e x c e s s  l o s s  b a c k  t o  t h e  i n s u r e r  i n  a n n u a l  i n s t a l l ­

m e n t s  o v e r  a  p e r i o d  o f  y e a r s .  T h i s  w o u l d  i n v o l v e  a n  i n t e r e s t  

c h a r g e  a p p r o x i m a t e l y  e q u a l  t o  o r  s l i g h t l y  h i g h e r  t h a n  t h e  p r i m e  

r a t e .

I f  t h e  i n s u r e d ' s  l o s s  e x p e r i e n c e  i s  g o o d ,  a  f u n d  w i l l  b e  b u i l t  u p  

b y  m e a n s  o f  t h e  n e t  p r e m i u m s  p a i d  i n  e x c e s s  o f  l o s s e s .  T h i s  

w o u l d  b e  r e t u r n a b l e  t o  t h e  i n s u r e d  e i t h e r  a t  t h e  e n d  o f  t h e  

c o n t r a c t  p e r i o d  o r  a t  a n y  t i m e  w h e n  e x c e s s  f u n d s  e x c e e d  a  p r e ­

d e t e r m i n e d  a m o u n t .  V e r y  o f t e n  i t  c a n  b e  a r r a n g e d  s o  t h a t  t h e  

i n s u r e d  w i l l  r e c e i v e  s o m e  i n t e r e s t  o n  s u c h  e x c e s s  f u n d s .

E s s e n t i a l l y ,  a s p r e a d - l o s s  p l a n  w i l l  a c c o m p l i s h  t h e  f o l l o w i n g :

P r o v i d e  a n  o r d e r l y  m e t h o d  f o r  b u i l d i n g  u p  l o s s  r e s e r v e  

f u n d s

P r o v i d e  a  m e a n s  w h e r e b y  t h e  f i n a n c i a l  i m p a c t  o f  l a r g e  

l o s s e s  d o e s  n o t  f a l l  e n t i r e l y  i n  a  s i n g l e  f i s c a l  y e a r  b y  

s p r e a d i n g  t h e i r  c o s t  o v e r  a  p e r i o d  o f  y e a r s
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M a k e s  i t  p o s s i b l e  t o  c h r o n o l o g i c a l l y  s t a b i l i z e  t h e  f i n a n c i a l  

i m p a c t  o f  a n y  t y p e  o f  l o s s ,  w h e t h e r  i n s u r a b l e  o r  n o t  

P r o v i d e s  a  m e t h o d  o f  f u n d i n g  l o s s e s ,  w h i c h  i s  l e s s  c o s t l y  

t h a n  i n s u r a n c e ,  s i n c e  t h e  i n s u r a n c e  c o m p a n y  a s s u m e s  n o  

r i s k .

O n e  a d v a n t a g e  t h i s  t y p e  o f  p l a n  h a s  u v e r  a  s e l f - i n s u r a n c e  f u n d  

i s  t h a t  t h e  r i s k s  t r e a t e d  u n d e r  a  s p r e a d - l o s s  p l a n  a r e  c l e a r l y  

d e s c r i b e d  i n  a n  i n s u r a n c e  p o l i c y .  N o r m a l l y ,  t h e  m o r e  f o r m a l  

t h e  p l a n  f o r  f u n d i n g  p r i m a r y  l o s s e s ,  t h e  e a s i e r  i t  i s  t o  e c o n o m i c a l l y  

p l a c e  t h e  e x c e s s  i n s u r a n c e .  E x c e s s  u n d e r w r i t e r s  l i k e  t o  k n o w  

t h a t  t h e r e  i s  e i t h e r  a n  i n s u r e d  p l a n  b e n e a t h  t h e m ,  o r  t h a t  t h e  

s e l f - i n s u r a n c e  p l a n  h a s  c l e a r l y  d e f i n e d  p a r a m e t e r s .  T h e  l e a s t  

d e s i r a b l e  f o r m a t  t o  e x c e s s  u n d e r w r i t e r s  i s  w h e r e  t h e  i n s u r e d ' s  

r e t e n t i o n  t a k e s  t h e  f o r m  o f  a  l a r g e  d e d u c t i b l e .

A n o t h e r  a d v a n t a g e  o f  a  p l a n  s u c h  a s  t h i s  i s  t h a t  i t  w o u l d  a v o i d  

t h e  d a n g e r  o f  l e g i s l a t i v e  d i v e r s i o n  o f  l o s s  r e s e r v e  f u n d s  f o r  o t h e r

p u r p o s e s .

E x c e s s  i n s u r a n c e  o v e r  l a r g e  r e t e n t i o n s  i .  g e n e r a l l y  p l a c e d  o n  

a  l a y e r e d  b a s i s ,  j s  t h e r e  i s  l i t t l e  m a r k e t  f o r  q u o t a  s h a r e  e x c e s s  

l i m i t s  c o v e r a g e .  A l s o ,  t h e  l a y e r e d  e x c e s s  a p p r o a c h  h a s  t h e  

a d v a n t a g e  t h a t  p r e m i u m s  m a y  b e  n e g o t i a t e d  o n  t h e  b a s i s  o f  o n l y  

t h o s e  v a l u e s  e x p o s e d  w i t h i n  a  g i v e n  l a y e r ,  w h i c h  c a n  r e s u l t  i n

s u b s t a n t i a l  e c o n o m i e s ,  A  p o s s i b l e  d i s a d v a n t a g e  i s  t h a t  t h e  t o t a l  
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o f  m o r e  t h a n  $ 1 0 0 ,  0 0 0  m i g h t  b e  r e a l i z e d .

A  r e v i e w  o f  t h e  S t a t e ' s  b u i l d i n g  l o s s  r e c o r d  f o r  t h e  p a s t  f i v e  e a r s

( S c h e d u l e  I I )  w i l l  i l l u s t r a t e  t h e  h i g h  c o s t  o f  t h e  ' - u r r e n t  p r o g r a m .

I f  t h e  p r e s e n t  i n s u r a n c e  p o l i c y  h a d  b e e n  i n  e f f e c t  d u r i n g  t h i s  p e r i o d ,

o n l y  t w o  l o s s e s  w o u l d  h a v e  e x c e e d e d  t h e  $ 1 0 0 ,  0 0 0  d e d u c t i b l e :

A m o u n t  A m o u n t  A b o v e
L o c a t i o n  D a t e  o f  L o s s  D e d u c t i b l e

C i r c l e  S c h o o l  5 / 8 / 6 8  $ 1 1  1 , 8 5 2  $  1 1 , 8 5 2

M e t U k a t i a  2 / 2 0 / 7 0  3 2 5 , 1 2 7  2 2 5 ,  1 2 7
S c h o o l  $ 2 3 6 , 9 7 9

A l t h o u g h  $ 2 3 6 ,  9 7 9  i n  l o s s e s  v / o u l d  h a v e  b e e n  c o l l e c t e d ,  a  t o t a l  f i v e  

y e a r  p r e m i u m  o f  $ 3 ,  9 1 8 ,  5 0 0  w o u l d  h a v e  b e e n  p a i d  ( $ 7 8 3 ,  7 0 0  X  5 ) .  

C l e a r l y ,  e v e r y  e f f o r t  s h o u l d  b e  t a k e n  t o  f i n d  a  l e s s  c o s t l y  m e t h o d  

f o r  t h e  f u n d i n g  o f  p r o p e r t y  l o s s e s .

B o t h  d o m e s t i c  a n d  L o n d o n  m a r k e t s  s h o u l d  b e  t e s t e d  f o r  t h e  a v a i l a b i l i t y  

a n d  c o s t  o f  e x c e s s  i n s u r a n c e .  I n  a d d i t i o n ,  i t  s h o u l d  b e  d e t e r m i n e d  

h o w  m u c h  p r e m i u m  c r e d i t  t h e  p r e s e n t  i n s u r e r  w i l l  a l l o w  f o r  a  

d e d u c t i b l e  o f  $ 1  m i l l i o n  p e r  o c c u r r e n c e .  W h e n  t h e  c o s t  o f  i n s u r a n c e  

e x c e s s  o f  $ 1  m i l l i o n  i s  d e t e r m i n e d ,  a l l  o f  t h e  v a r i o u s  m e t h o d s  o f  

f u n d i n g  l o s s e s  b e n e a t h  t h i s  l e v e l  s h o u l d  t h e n  b e  c a r e f u l l y  c o n s i d e r e d .

A l l  o f  t h e  a b o v e  d i s c u s s i o n  r e l a t e s  t o  t h e  v a r i o u s  m e t h o d s  b y  

w h i c h  p i o p e r t y  r i s k s  m a y  b e  f u n d e d .  T h e  n e x t  q u e s t i o n  i s :
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" W h a t  r i s k s  s h o u l d  b o  f u n d e d  e i t h e r  h y  i n s u r a n c e  o r  b y  o t h e r  t e c h ­

n i q u e s ? "  T h i s  q u e s t i o n  i s  c o n s i d e r e d  b e l o w  w i t h  r e g a r d  ♦-> t h e  

t y p e s  o f  p r o p e r t y  a n d  t h e  v a r i o u s  p e r i l s  t o  w h i c h  p r o p e r t y  i s  e x p o s e d .

T y p e s  o f  P r o p e r t y

T h e  p r e s e n t  i n s u r a n c e  p r o g r a m  c o v e r s  o n l y  b u i l d i n g s ,  a l t h o u g h  

c e r t a i n  m i s c e l l a n e o u s  t y p e s  o f  p e r s o n a l  p r o p e r t y  a r e  a l s o  i n s u r e d .

I t  i s  r e c o m m e n d e d  t h a t  b o t h  s e l f - i n s u r a n c e  f u n d i n g  a n d  e x c e s s  

i n s u r a n c e  b e  a r r a n g e d  t o  i n c l u d e  a l l  t y p e s  o f  p r o p e r t y ,  a n d  n o t  j u s t  

b u i l d i n g s .

P e r i l s

T h e  p r e s e n t  p r o g r a m  p r o v i d e s  f i r e  a n d  e x t e n d e d  c o v e r a g e  i n s u r a n c e  

a n d  c e r t a i n  r e c o m m e n d a t i o n s  a r e  m a d e  i n  S e c t i o n  I I I  f o r  i m m e d i a t e  

i m p r o v e m e n t  o f  c o v e r a g e  u n d e r  t h i s  p r o g r a m ,  p e n d i n g  d e c i s i o n s  

w i t h  r e g a r d  t o  p o s s i b l e  a l t e r n a t i v e  a r r a n g e m e n t s .

I n  a d d i t i o n  c o n s i d e r a t i o n  s h o u l d  b e  g i v e n  t o  t h e  f o l l o w i n g  p e r i l s :

-  E a r t h q u a k e . T h e  S t a t e  p r e s e n t l y  d o e s  n o t  p u r c h a s e  e a r t h q u a k e  

i n s u r a n c e .  T h i s  i s  p r o b a b l y  a n  a p p r o p r i a t e  d e c i s i o n ,  b u t  t h e  

m a t t e r  s h o u l d  a g a i n  b e  c o n s i d e r e d .  T h e  d e c i s i o n  t o  i n s u r e  o r  

n o t  s h o u l d  b e  d o c u m e n t e d  a n d  m a d e  a  p a r t  o f  w r i t t e n  r i s k  m a n ­

a g e m e n t  p o l i c y .  T h e r e  a r e  a  n u m b e r  o f  r e a s o n s  w h y  t h e  

p u r c h a s e  o f  e a r t h q u a k e  i n s u r a n c e  m a y  n o t  b e  a p p r o p r i a t e .

F i r s t ,  a d e q u a t e  a m o u n t s  o f  e a r t h q u a k e  i n s u r a n c e  m a y  n o t  b e
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a v a i l a b l e  a t  a n y  r e a s o n a b l e  c o s t .  S e c o n d ,  a n y  m a j o r  e a r t h q u a k e  

l i k e l y  r e s u l t  i n  t h e  a v a i l a b i l i t y  o f  f u n d s  u n d e r  t h e  F e d e r a '  

D i s a s t e r  R e l i e f  A c t  ( P u b l i c  L a w  9 1 - 6 0 6 ) .  I t  i s  t r u e  t h a t  t h i s  

A c t  d o e s  n o t  c o n t a i n  r i g i d  s t a n d a r d s  f o r  d e t e r m i n i n g  t h e  

p r e c i s e  s i t u a t i o n s  i n  w h i c h  F e d e r a l  f u n d s  a r e  a v a i l a b l e .  F u n d s  

a r e  m a d e  a v a i l a b l e  a t  t h e  s o l e  d i s c r e t i o n  o f  t h e  P r e s i d e n t  u p o n  

t h e  r e c o m m e n d a t i o n  o f  t h e  G o v e r n o r  o f  t h e  S t a t e  i n  w h i c h  d a m a g e  

h a s  o c c u r r e d .  A l t h o u g h  t h e  S t a t e  s h o u l d  b e  a b l e  t o  r e l y  u p o n  t h e  

r e l e a s e  o f  F e d e r a l  f u n d s  d u r i n g  p e r i o d s  o f  m a j o r  d e v a s t a t i o n ,

O n l y  t i m e  a n d  e x p e r i e n c e  u n d e r  t h e  A c t  w i l l  r e v e a l  t h e  s c o p e  o f  

t h i s  e n a c t m e n t .  S i n c e  t h i s  p e r i l  i n v o l v e s  t h e  p o s s i b i l i t y  o f  

c a t a s t r o p h i c  l o s s ,  t h e  m a r k e t  s h o u l d  b e  t e s t e d  f o r  t h e  a v a i l a b i l i t y  

a n d  c o s t  o f  e a r t h q u a k e  i n s u r a n c e ,  s o  t h a t  a n  i n f o r m e d  d e c i s i o n  

m a y  b e  m a d e  a s  r e g a r d s  r e t e n t i o n  v s .  i n s u r a n c e .

B o i l e r  a n d  m a c h i n e r y  r i s k s .  T h e  S t a t e  d o e s  n o t  p r e s e n t l y  p u r c h a s e  

i n s u r a n c e  c o v e r i n g  e x p l o s i o n  o f  p r e s s u r e  v e s s e l s ,  b r e a k d o w n  

o f  m a c h i n e r y  a n d  b u r n o u t  o f  e l e c t r i c a l  e q u i p m e n t .  S u c h  c o v e r a g e  

i s  n o t  p r o v i d e d  u n d e r  t h e  c u r r e n t  p r o p e r t y  i n s u r a n c e  p r o g r a m  

b e c a u s e  t h e s e  r i s k s  w o u l d  b e  t h e  s u b j e c t  f o r  s e p a r a t e  b o i l e r  a n d  -  

m a c h i n e r y  i n s u r a n c e  w h i c h  p r o v i d e s  n o t  o n l y  r e i m b u r s e m e n t  f o r  

l o s s  b u t  a l s o  s p e c i a l i z e d  i n s p e c t i o n  s e r v i c e s .

M a c h i n e r y  b r e a k d o w n  a n d  e l e c t r i c a l  b u r n o u t  w o u l d  s e e m  t o  b e  

r i s k s  o f  r e l a t i v e l y  l o w  l o s s  p o t e n t i a l ,  w e l l  w i t h i n  t h e  r i s k
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r e t e n t i o n  c a p a b i l i t i e s  o f  t h e  S t a t e .  S t e a m  b o i l e r  e x p l o s i o n  i s  

a r c h e r  m a t t e r ,  a s  i t  w o u l d  a p p e a r  t o  b e  a  r i s k  i n v o l v i n g  

s i g n i f i c a n t  l o s s  p o t e n t i a l .  T h e  S t a t e  o w n s  a n d  o p e r a t e s  m a n y  

s t e a m  b o i l e r s  a n d  p r e s s u r e  v e s s e l s ,  p r i m a r i l y  f o r  t h e  h e a t i n g  o f  

b u i l d i n g s .  T h e  s c o p e  o f  t h i s  a u d i t  p e r m i t t e d  p e r s o n a l  i n s p e c ­

t i o n  o f  o n l y  a  f e w  b u i l d i n g s  i n  J u n e a u ,  N e v e r t h e l e s s ,  i t  w o u l d  

a p p e a r  t h a t  v i o l e n t  e x p l o s i o n  o f  b o i l e r s ,  s u c h  a s  t h o s e  c o n t a i n e d  

i n  t h e  b a s e m e n t  o f  t h e  S t a t e  C a p i t o l ,  c o u l d  n o t  r  d e s t r o y  t h e  

b o i l e r s  b u t  w o u l d  a l s o  c a u s e  e x t e n s i v e  d a m a g e  t o  t h e  b u i l d i n g .

A  s u r v e y  s h o u l d  b e  m a d e  t o  m o r e  c l e a r l y  i d e n t i f y  a n d  m e a s u r e  

t h e  b o i l e r  e x p l o s i o n  a n d  m a c h i n e r y  r i s k s .  W i t h o u t  a  c l e a r  

p i c t u r e  o f  t h e  f u l l  e x t e n t  o f  t h e  e x p o s u r e s ,  n o  i n f o r m e d  d e c i s i o n s  

c a n  b e  m a d e  r e g a r d i n g  i n s u r a n c e  a n d  r i s k  r e t e n t i o n .

P r e s e n t  p r a c t i c e  i s  m e r e l y  u n f u n d e d  s e l f - a s s u m p t i o n  o f  a  r i s k ,  

w h i c h  c o n c e i v a b l y  c o u l d  i n v o l v e  a  l o s s  p o t e n t i a l  o f  $ 1  m i l l i o n  

o r  m o r e .  B o i l e r s  d o  n o t  b l o w  u p  v e r y  o f t e n ,  b u t  w h e n  t h e y  d o ,  

e x t e n s i v e  d a m a g e  c a n  r e s u l t .

A l l  o t h e r  r i c k s .  A f t e r  r e a r r a n g e m e n t  o r  r e m a r k e t i n g  o f  t h e  

f i r e  a n d  e x t e n d e d  c o v e r a g e  p r o g r a m ,  c o n s i d e r a t i o n  s h o u l d  b e  

g i v e n  t o  p u r c h a s e  o f  " a l l  r i s k s "  i n s u r a n c e  ( e x c l u d i n g  e a r t h q u a k e ) .  

T h i s  m a y  b e  a c c o m p l i s h e d  b y  e n d o r s e m e n t  t o  t h e  f i r e  a n d  

e x t e n d e d  c o v e r a g e  p o l i c y  o r  b y  p u r c h a s e  o f  a  s e p a r a t e  

" d i f f e r e n c e  i n  c o n d i t i o n s "  p o l i c y .  W h e t h e r  o r  n o t  p u r c h a s e

o f  s u c h  c o v e r a g e  w i l l  p r o v e  p r a c t i c a l  d e p e n d s  u p o n  i t s  p r i c e .
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4 6 - a
( t y p o g r a p h i c a l

c o r r e c t i o n )

I f  t h e  c o s t  o f  s u c h  i n s u r a n c e  r u l e s  a g a i n s t  i t s  p u r c h a s e ,  p e r i l s  

s u c h  a s  l a n d s l i d e ,  c o l l a p s e ,  f l o o d ,  t r a n s i t  r i s k s ,  w a t e r  d a m a g e ,  

t h e f t ,  e t c . ,  s h o u l d  b e  i n c o r p o r a t e d  i n t o  t h e  s a m e  s e l f - i n s u r a n c e  

( o r  s p r e a d - l o s s  p l a n )  u s e d  t o  f u n d  t h e  p r i m a r y  f i r e  a n d  e x t e n d e d  

c o v e r a g e  p e r i l s .
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2. C r im e  R i s k s

Tt i s  r e c o m m e n d e d  tha t  the  S ta te  p u r c h a s e  a public em p lo y e e s  fa ithful 

p e r f o rm a n c e  b l anke t  bond with a l im i t  no l e s s  than  $2 m i l l i on  and 

t h a t  s e r i o u s  c o n s i d e r a t i o n  be g iven to a bond l im i t  of  $10 m i l l io n  or 

h i g h e r .  T h e  r a t i o n a l e  fo r  t h i s  r e c om m en d a t i o n  is se t  f o r th  in 

Sec t io n  III.

R e c o m m en d a t i o n s  wi th r e g a r d  to non-emp loyee  c r im e  r i s k s  a l so  

a p p e a r  in S ec t i o n  III.

3. W o rk m e n ' s  C om p e n s a t i o n  and E m p lo y e r ' s  L i a b i l i t y

The  p r e s e n t  w o rk m e n ' s  c om p en s a t i o n  and em p l o y e r ' s  l i a b i l i t y  i n s u r a n c e  

p r o g r a m  h a s  th e  fo l lowing p r i n c ip a l  a dvan tage s :

The  A l a s k a  P a c i f i c  A s s u r a n c e  Company  is a d om e s t i c  A la skan  

c om pany .  It would s e e m  d e s i r a b l e  for  the S ta te  to f avo r  an 

A l a s k a n  company ,  i f  al l o t h e r  c o n s i d e r a t i o n s  a r e  equa l .

O w n e r s h i p  o f  ALPA C  was  r e c e n t l y  a c q u i r e d  by INA Co rp o r a t i o n ,  

a g e n e r a l  b u s i n e s s  ho ld ing  com pany  wh ich  a l s o  owns I n s u r a n c e  

C om pany  of  N o r th  A m e r i c a .  T h i s  i s  one of the  s t r o n g e s t  

i n s u r a n c e  u n d e rw r i t i n g  g r oup s  in the  v/crld.

The  h e a d  o ff ice  of ALPAC  is lo c a t e d  in Juneau  wh ich  should 

r e s u l t  in e x c e l l e n t  c om m un i c a t i o n s  b e tw een  the  S ta te  and 

A LPA C  p e r s o n n e l .

P r e m i u m  is d e v e lo p ed  unde r  a l o s s  r a t i n g  p lan, which is 

d e s c r i b e d  in Sec t ion  III. Such a p lan  shou ld g ive  the  u n d e rw r i t e r  
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a  s e c u r e  f e e l i n g  a b o u t  h i s  u l t i m a t e  p r o f i t a b i l i t y ,  t h e r e b y  

p r o m o t i n g  a  s t a b l e  r e l a t i o n s h i p .

T h e  f o l l o w i n g  a r e  t h e  p r i n c i p a l  d i s a d v a n t a g e s  o f  t h e  p r e s e n t  

a r r a n g e m e n t :

P r e m i u m  d e v e l o p m e n t  u n d e r  t h e  A L P A C  l o s s  r a t i n g  p l a n  w i l l  

r e s u l t  i n  p r e m i u m  p a y o u t  o f  $ 1 .  5 0  f o r  e a c h  i n c u r r e d  l o s s  d o l l a r .  

O t h e r  m e t h o d s  f o r  t h e  f u n d i n g  o f  t h e s e  l o s s e s  m a y  b e  m o r e  

e c o n o m i c a l .

T h e  l o s s  r a t i n g  p l a r .  d o e s  n o t  p r o v i d e  p r o t e c t i o n  a g a i n s t  t h e  

f i n a n c i a l  c o n s e q u e n c e s  o f  a  c a t a s t r o p h i c  l o s s .  A n y  s u c h  p l a n  

s h o u l d  c o n t a i n  a  p r o v i s i o n  f o r  l i m i t a t i o n  o f  i n d i v i d u a l  l o s s e s  t o  

s o m e  r e a s o n a b l e  a m o u n t .

I t  w o u l d  a p p e a r  t h a t  s e l f  i n s u r a n c e  i s  a  f e a s i b l e  a l t e r n a t i v e  t o  t h e  

p r e s e n t  p r o g r a m .  T h e r e  i s  n o  q u e s t i o n  t h a t  t h e  S t a t e  w i l l  p a y  i t s  

o w n  n o n - c a t a s t r o p h i c  l o s s e s  o v e r  a  p e r i o d  o f  t i m e ,  w h e t h e r  i n s u r e d  

o r  s e l f - i n s u r e d .  T h e  i m p o r t a n t  q u e s t i o n  i s :  " W h i c h  m e t h o d  w i l l  

p r o d u c e  l o w e s t  l o n g  t e r m  c o s t s ? "

A l t h o u g h  e x a c t  c o s t  c o m p a r i s o n s  c a n n o t  b e  m a d e  u n l e s s  a n d  u n t i l  

f o r m a l  s e l f  i n s u r a n c e  p r o p o s a l s  a r e  r e c e i v e d ,  i t  i s  s u g g e s t e d  t h a t  

s e l f  i n s u r a n c e  w i l l  i n  f a c t  p r o d u c e  l o w e r  l o n g  t e r m  c o s t s  t h a n  t h e  

p r e s e n t  i n s u r a n c e  a r r a n g e m e n t ,  f o r  < h e  f o l l o w i n g  r e a s o n s :

W a r r e n , M c V e i g h  S c A s s o c i a t e s



a. Lower costs. The present loss rating plan is designed to 

produce a ratio of incurred losses to earned premium of 66-2/3%. 

This means that claim handling and other expenses will be 

approximately 50% of the actual incurred losses. A well 

administered self-insured plan should be more efficient in its 

results with an expense ratio which should average about 30%

of incurred losses.

b. Utilization of increased cash flow. Another cost factor, 

which is most important, is the utility value of money 

prepaid for workmen's compensation premiums and loss 

reserves. At any time, under an insured program, the 

insurance company holds at least one year's premium in the 

form of prepaid premiums based on paid claims plus reserves 

for unpaid losses. The self-insurer retains this sum and may 

realize significant investment returns on this money. In these 

days of high interest rates, this hard-to-visualize value can be 

understood better by considering this example: for every million 

dollars of prepaid premiums or loss reserves held by the 

insurer, at an interest rate of 7.2 percent, you lose $200 per 

day.

c. Better control of claims . An intangible, but fundamental, 

aspect of a self-insured workmen's com ,ensation program is 

the psychological incentive at the operating level toward loss
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prevention. When managers of the various state agencies feel 

the impact of de'Jae ,'’ r res directly affecting th..»r biag ts, 

the result on actual losses is substantial.

A self-insurance program for workmen's compensation may be 

arranged in two ways:

a. A self-insured and self-administered program. Since the 

State presently has no experienced claim adjusting personnel, 

this would involve utilization of the services of an independent 

self-insurance service firm in the following activities:

- Full service and administration of the program by the 

service firm during the first two years.

- Consultant services in such areas as program development, 

analysis of personnel requirements, recruitment, on-the- 

job training, etc.

- Computer programming and reports to provide management 

with meaningful information on a timely basis.

- Monitoring of the operation of the program as self-administration 

becomes effective.

Conceptually, this is an "incremental" approach to a self-insured, 

self-administered workmen's compensation program. At the 

end of two years the State could be fully self-administered with 

an experienced and trained staff and an operational program.
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