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PREFACE

The 1980 Cost of Risk Survey is the hifth study conducted jointly by the Risk and Insurance Management

Society, Inc {RIMS) and Tilinghast, a Towers Pernin company {Tillinghast)  This study was previously
conducted in 1979, 1931, 1983, and 1985,

This Survey documents the total cost of risk for all participants, and also shows the cost of nsk by
industry group and financial size. Data collected was for calendar year 1989 The intent of the Survey
is 1o assist sk managers, financial executives, and others in evaluating thew organizations costs of risk
relauve 1o other organizations of the same size in the same industry. [t also provides imgortant
nformation regarding the structure of insurance programs and organizational rnisk management

functions.

A discussion on the cost of risk concept follows. The reader should be aware that Appendix A contains

sections on:

Methodology
Using the Survey
Imerpreting the Results, and

Comments on Data Reporting.

THE COST OF RISK CONCEPT

Risk management professionals continue to debate the prablem of measuring therr effectiveness in
controthing costs. In 1962, Douglas Barlow, a former President of RIMS and the reured Risk Manager
for Canada’s Massey-Ferguson Ltd,, proposed the concept of the "cost of risk” as a useful device for
reportng the results of the risk and insurance management function to senior management. 11 (s
generally agreed that the cost of risk concept is an important tool for both the practicing rnsk manager

and executive management. As defined by Barlow, cost of risk is the sum of;

e Netinsurance premiums .
1
& Unreimbursed losses (seif-insured, self-retained) -
o Fisk control and joss prevention expenses
e Admimsiralive costs
Inactdition cost of risk may nclude net cost or gain associated vaih 2 captive st ance company, etther

single patent ot assocation, f the organization participates i & coplive



Cost al risk usually refers 10 all costs associated with an organizstion’s risk management function  For
an individual organization, it provides a useful way 1o analyze these costs over ume or o compare

valious cost elements,

The admintstration of the nsk management function typically differs from one organizaton to another
For example, responsibilities, program structure, and record keeping associaled with risk management
can vary considerably. Cost of risk compansons between organizations can thereforc be less

meaningful.

In an attempl to make more meaningful compansons between organizations, the 1990 Survey was
divided into five distinct parts. (Refer to Appendix B which contains 3 copy of the 1990 Survey
questionnaire ) This approach addresses the increasingly diverse allocation of risk management

responsibilities within respondent organizations. The five parts are-

Demographic and Administrative Information
Property and Liability Insurance

Workers’ Compensation Costs

Seif-Assumed Loss Costs

Risk Control Costs.

Taken together, these five parts comprise the overall cost of nsk. However, it 1s typically difficult for
organizations to quantify nisk control costs since activiues can be dispersed throughout an organization
rather than centralized into one unit. Since we received few responses to Part V: Risk Control Costs,

all risk control expenditures were excluded from the data presented in this report.




I. DEMOGRAPHICS

SURVEY RESPONSE

The 7990 Cost of fusk Survey was sent to 4,394 member organizations of RIMS and 1o the nsk

managers of nine non-member organizations in Aprill of 18530, A total of 809 (18%) responded in
sufficient detaii 1o be included In the analysis. Not all surveys were complete in every respect, thus, the
number of individual responses used to calculate certgin statisics semetimes varied from the total

number of respanses.

Respondenis were located in 48 states and the District of Columbia, as well as @ Canadian provinces.
Of the respondents from the United States, 147 respondents were located in the Northeast; 218 were

located in the Midwest: 210 in the South; and 135 in the Waest.

Ninety-five {11.7%) of the respondents were Canadian. Most of these organizations reported premiums,
losses, and other costs in Canadian dollars. We convened these to U.S. dollars in the tables in which
we combined Canadian and U.S. responses. The conversion rate used for this 1990 Survey was $)
Canadian = $.8633 U.S Chapter IX presents Canadian cost of risk data in Canadian dollars for those

who wish to make Canadian-te-Canadian comparisons.

It 15 often useful 10 examine an organization’s cosis and practuces relative 1o similar organizations,
defined by both size and nature of operations. For this reason, we present cerlain data by industry
group and respondent size, [Data i1s presented for 27 industry groups™ see Appendix C for a listing of

how these industry groups correspond to standaird industnial classification codes

RESPONDENT PROFILE

Table 1 presents size aggregates and sverages for revenues, deposits, assets, and employees of all

respondents included m the 1990 Cost of Risk Survey  The overall totals and averages are significantly

higher than in past surveys N some cases, the average amounts from the 1999 Survey were 40% or

Qreates then previous years



TABLE 1
1989 Respondent Profile
AGGREGATES
Number of
1989 Respondents
Tolal Revenues $ 1,305 9 baition 7a6
Total Deposits 5 §71.9 bithon 51
Toral Assets $ 2,695 7 tllion 651
Toral Employees $ 8.8 million 785
AVERAGES
1989
Average Revonues $ 17 pillion
Average Deposits $ 13,1 hiliion
Average Assels $ 41 billion
Average Employees 11,267
Average Size of Risk 4.96 persons

Management Depaitment

INDUSTRY GROUP ANALYSIS

We asked the respondents to designate their primary Standard industrial Classification (8lCj code  Some
respondents provided more than one SIC code Inthose cases, we selected the code that appeared first
or seemed most appropriate. Insome instances, we reclassified governmental entities providing specific
services {e.g., utilities or risk pools} from the governmental entity SIC code 1o the code corresponding
to the function. Table 2 shows the 27 industry group ciassifications, the number of respondents in each
group. and the industrywide cost of risk as a percentage of revenues {See Appendix C for a breakdown

of each industry group classification )

The greatest percentage of respondents came lrom the governmental sectoar (group 27} at 9.27% of the
total number of respondents. The industry group with the highest average cost of risk as a percent of
revenues was the transportation service industry {group 14) at 2 81%  The next highest was health care

{group 25§ with 2 30%.

Tahle 2 also shows the industrywide total premems plus unreimonrsed losses as a percent of revenues

for each industey group. By this measure, the transportation service indusicy {group 14) had the highaat
cost 3l 2530 of revenues  Heolth care (group 25) weas e next hughest &t 2 23% of revenues As
inticatad shove, these same groups afso had the highest cost of nsk
4.
9
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TABLE 2
Respondent Profile: Industry Groups
1989
industry Gioup No. of % of industrywide industrywide
Respondents Total Cost of Risk as a Premiums Plus
Patcent of Unieimbursed
Revenues in 1989 Losses as & % of
Revenues in 1989
¥ Miming & Energy 43 5.32% 050% 054%
2 Food, Agnicuiture 54 G99 0852 a5
3 Food, Tobacco, Textiles 48 5.93 0.58 057
4 Construction 22 2 84 1.21 118
5 Lumber, Furnnure, Packaging 19 2.35 Q.46 044
& Printing, Pubhshing 15 185 051 047
7 Chenucals, Rubber, Plasuc 33 408 0.48 0.52
8 Primary Metals, Leather, Stone 34 235 064 0863
9 Metal Products 20 247 0.78 0.75
10 Machinery 21 260 0,54 051
11 Blectnical Equipment, Instruments 30 in 0.28 0.27
12 Misc. Manufaciwring lndustrres 3 3.83 0.76 0.75
13 Transgottanon Equipment 1A 1.36 el 077
t4 Transportation Service 30 Kira 2.81 253
15 Telecommunications 17 210 018 0.17
i6 Electric Utilny 32 395 0.57 0.55
17 Watuial Gas Uniity 1% 1.85 0.5% 0.56
18 Combination Utility 22 2732 082 0.79
18 Whiolesale Trade 13 1.6 0.28 Q.27
20 Retail Trade 29 4.82 0.53 0,51
21 Finagnce-Bank, SEL, Hotdng Co 54 6.67 032 030
22 Finance-Real Estate, Other 33 4.08 Q3 0.29
23 Insurance 37 4.57 013 013
24 Personal, Busingss Service a8 5,493 &2 080
2% Health Care 26 321 230 2.23
26 Educational, Monprofit institutions 47 5.81 111 103
27 Governmental 75 9,27 037 o] ?4
TOTAL 8C9 100.00% 0.52% 0 an_J
5.



OPERATING DATA

Tables 1 and 3 present a summary of the 1989 operating data for Survey respendents, Reported
revenyes totaled $1,305.9 billion (746 respondents), the average revenves equalied $1.7 bithon, and the
median for revenues was 3510 million. The highest amount of revenues reported by a respondent was

$52 bilion. Most of these revenue figures were double those of previous surveys.

However, the lowest value of revenues reported by a respondent, $2 million, was significantly lower
than the lowest value of $9.4 million from 1984. But overall, respondent organizations were larger in
thrs Survey compared te the 1985 Survey since the average, the median revenues, and the first and

third quartile revenues were higher in 1989 than in 1984,

Financial institutions frequently did not repon revenues, but did provide data concerning deposits. The
aggregate deposits totalled $6871.9 billion in 1989; the average was $13.1 billion; the median for deposits
was 37 billion; the highest deposit value was $77 billion; and the lowest deposit value was $32 million.

These values are more than double the deposits reported in the 1985 Survey,

The assets reported by respondents in this year's Survey also sigrificantly exceeded the values from
the 1985 Survey. The 1990 aggregale assets were $2,895.7 billion; the average was $4.1 billicn; the

median for assets was $755 million; and the highest reported asset vaiue was $118 hillion.

Respondent organizations reported a total of 8.8 mullion employees in 1989, averagqing 11,267
employees per organization. The median number of employees was 3,505, the lowest number was 11,
and the highest was 394,035. Even though the aggregate number of employees was greater than past

surveys, the average, median, first quartile, and third quartle numbers were relatively similar.

Only 1.97% of afl respondents reported their organization’s dormicile based outside the U.S. and Canada,
while 11.74% reported 3 Canadian-based domucite. The remaining majority, 86.27% reported a U S -

based domicile,



TABLE 3
RESPONDENT PROFILE: QOPERATING DATA

Lowest First Median Third Highest Number of
Value Quartile Quartile Value Respondents
Revenues
1889 $2,000,000 £180,000,000 $510,000,000 $1.500,000.000 $52.000.000.000 748
Assets
1989 $4,000.000 $219,000.000 $755,000,000 $2.841,000,600 %118,000,000.000 651
Deposits
1989 $32,000,000 $1,700,000,000 $7.000,000,000  $15,206,000,000 $76,994,000,000 51
Number of
Employees
1989 11 1,215 3,505 9,500 384,035 785
CRGANIZATION DOMICILE
Number of Percent of
Respondents Sample
U S.-based 693 86 27%
Canada- 45 11 74%
based
Other 6 1.97%
Tota! B09 100.00%

INDUSTRY AVERAGES

Table 4 presents average revenues, assets, and employees for the 27 industry groups. Respondents
from the telecemmunications industry (group 15) recorded the highest average revenues while heahth
care [group 25} reported the lowest average revenues. The financial group (group 21}, including banks,
S&ls, and holding companies, reported the highest average assets. The industry group with the lowest
average assels was the food, agriculture industey (group 2.
average number of employees while the respondents from the food, agriculture industry (group 2} had

the lowest average employee number

Retald trade {(group 20} had the largest




TABLE a4

Respoadent Averages: Industry Groups

1989
tndustry Group Revenues l Assats Employees
{600,000 {0G0,000
omitied) omitted)
1 Muning & Energy $1,274 $1,41 2,806
? Food, Agriculiure 618 131 2,034
3 Food, Tobacco, Textiles 2,452 1,499 14,571
4 Construction 637 409 3,705
5 Lumbar, Furrnture, Packaging 2,864 2,832 14,034
& Printing, Pubhshing 970 863 8,604
7 Chermcals, Rubber, Plastic i1 1,065 £,190
8 Pomary Metals, Leather, Stone 1,304 1,109 8,744
9 Metal Products 70 569 5,104
10 Machinery 1,365 768 8,715
13 Electacal Equipment, Instruments 2,639 i,753 24,613
12 Misc. Manufaciuning Indusinies 1.831 1,478 16,262
13 Transporiation Eauwipment 2,815 1,468 15,935
i Transporation Seivice 702 1,064 8223
15 Telecomimumcations 5,022 8,676 38,423
16 Electric Utily 1,382 4,556 4,422
17 Matural Gas Uuhity 1,201 1,937 4,537
18 Combinatian Utility 1,266 3,070 4.91€
19 Whotegale Trade 1,648 438 4 585
20 Retait Trade 3,536 1,723 33,517
21 Finance-Bank, $S&L, Hoiding Co. 8590 16,588 @, 200
22 Finance-Real Estate, Othey 1,071 2137 2,818
23 Answance 3127 9,851 6,957
24 Personal, Business Service 929 858 3513
25 Health Care 266 235 7770
26 Educatianal, Norgrolit Instaunigns 338 772 6 189
27 Governmental 1927 923 10818
.a-




Table 5 presents the distribution of revenues by industry group. It shows the range of revenues, the

median, and the average revenues for arganizations in each group.

r TABLE 5: DISTRIBUTION OF REVENUES B8Y INDUSTRY GROUP (SMILLIONS)
19349
tndusiry Group Lowest First Median Third Highest Industrpwade
Value Quartile Quarule Value

1 Mining & Energy 27 251 700 1,402 11,507 1,336
2 Food, Agricullure 2 273 628 972 1,200 g1
3 food, Tobaceo, Texules 14 438 1,200 2,893 14,325 2,452
4 Construction 15 50 165 760 5,100 586
& Lumber, Furniture, Packaging 38 400 1,441 2,483 21,000 3.024
G Prinong, Publishing 200 376 550 1,485 3122 371
7 Chemicals, Rubber. Plastic 17 165 477 1,929 5,550 1,177
8 Pomary Metais, Leather, Stone 5 320 4h3 1,500 6,362 1,458
9 Meral Products 16 98 423 1,138 31,818 748
10 Machinery 85 147 500 1,466 5,958 1,368
11 Electnca!l Equipment, Instiuments 15 362 668 1,650 39,000 2,730
12 pisc. Manufactoring Industnes 26 ya 748 1.725 20,000 1,893
13 Transportation Equipment 25 160 1,016 1,804 20,276 2.815
14 Transponabion Service 25 50 224 700 3.000 726
15 Telecommunications 12 32s 1,670 g,471 38,000 5522
16 Elecinic Utility 1o 299 634 2,088 £,904 1,362
17 Natural Gas Utilny 261 309 856 2.500 3,204 1,201
18 Combination Utility 24 94 582 1.030 9,000 1,266
18 Wholesale Trade 43 124 685 2.058 11,136 1,649
20 Retad Trade 82 455 as2 2,700 31,5949 3629
21 Finance-Bank, S&L, Haolding Co 2 243 932 1,745 11,422 1.583
22 Finance-Real Estate, Ciher 14 72 167 600 11,328 1,249
23 Inswiance 2 L 1,934 4,105 24,000 3,308
24 Personal, Business Service 27 e 247 953 12,000 1,010
25 Haalth Care 17 45 203 412 617 277
28 Educational, Nonprold Institunons iz 13% 264 573 1637 172
27 Governmamal id a6 201 ! Bl 52,000




ll. HIGHLIGHTS

The 7990 Cost of Risk Survey is an important indicatar of the risk financing and administrative policies

and performance of a wide range of U.S. and Canadian organizations. Conclusions may be drawn from

this base of informaton.

However, great caution is needed in attempting companson of this Survey to prior Cost of Risk Surveys,
as well as making inferences from statistically small indusiry or cost sub-group samples. We have
excluded the risk control costs from this report due to limited and unreliable data. Therefore, the tota!
cost of risk figures do not include the risk control component. Previously published survey reports

included these risk control costs.

COST OF RISK

The aggregate {(gross) cost of risk for all respondents was $7.7 billion 1n 1989  This represents an
aggregate 1otal cost of risk of 0.52% of revenues in 1988, As a percent of gross assets, the aggregate
cost of nsk was 0.22%. For banks and savings and loans reporung deposits, the aggregate cost of risk

was 0.03% of deposits. Chapter Vill contains the tables summanzing the total cost of nsk.

Table 6 shows the changes in the composition of the cost of risk dollar for 1989 compared 10 the
previous survey years. We excluded nisk control expenditures from all of the years since we did not
tabulate risk controf expenditures for 1989, Negative figures for the caplive costs indicate captive

profits.

PROPERTY AND LIABILITY PREMIUMS PLUS UNREIMBURSED LOSSES

Froperty insurance premiwms and unrewmbursed losses have decreased over the years, while liability
premiums have fluctuated and unreimbursed losses have increased. Workers” compensation premiums
actualty went down n 1989 over past years, but 1989°s unreimbursed workers’ compensation losses
increased. The workers’ compensation unreimbursed {osses increased sigruficanty 1o 16.7% in 1988,

compared to 10 8% n 1984

The 1990 Survey showed that workers” compensation Is becoming a significant cost for etaployers in

the U.S and Canads  Bespondents expenenced significant mncreases n average cosis of waorkers’
compensalion premiums, unreimbursed losses, and total unreimbursed {osses plus clarms adjustment
fees and other expenses, over past surveys We were not surpnsad by these results since health-care

costs and ndemnity payments have grown astrononiically in the last five years

-10-



TABLE &
COMPOSITION OF THE COST OF RISK DOLLAR
EXCLUDING RISK CONTROL EXPENDITURES
1

1977 1978 1979 1980 1981 1982 1983 1984 1989
Property Premiums 26.3% 24.68% 25.1% 24.,4% 25 5% 26 5% 18.7% 19.4% 12 1%
Unreimbursed Property a7 9.4 83 9.7 5.9 73 55 5.6 31
Losses
Liabibity Premiums 24 9 24.2 21.3 210 18.5 180 97 19.6 24.8
Unreimbursed Liability Losses 76 7.6 86 8.3 91 96 14.7 142 18 4
Workers” Compensation 26132 26.3 254 248 252 256 247 252 227
Premiums
Unreimbursed Workers’ 72 7.8 11.3 1.7 130 12.3 12.3 10.8 16 7
Compensation Losses
Captive Casts {profit) -37 2.7 3.3 -3.3 -19 -2 3 -2 0 15 1B
Qutside Services .4 04 0.7 0.8 0.7 oe 1.0 11 04
Depanmental Costs 23 27 2.6 2.5 30 33 5.5 57 32

100.0 100.0 1060 180.0 1000 100.0 100.0 1000 100 0

LIABILITY LIMITS

Table 7 provides a comparison of hiability imits from the past surveys. Respondents purchased higher
liabtity fimits in 1989 than in 1984, about 6% of the respondents had hmits of less than 55 milion in

1889, compared to 15% in 1984,

Limits for general hability and directors” and officers’ liability, varied signihcantly by industry group and
revenue size, In addition, the amounis of the 1990 umbrellafexcess hability limits and directars’ and
officers” isbility imits carned by the group of respondents as a whole were slightly less than in the 13985

Survey. {Tables 37-3Y]

11




"a|qRIEAR Si BIED OU 910)3JaU1 ‘SABAING GRS | - 6461 Ut PaySE 10U S8m SILE|
‘PAINSUL-}|35 @18m 1Y1 8DURINSUI JO S2UI} 91E2IPU) O STUBPUOISS] paxse wie) AZANS 06R) L1

310N

h ey

00001 S50 Spainsureag) 0%
1846tH
P68 £9'¢L Q0'00tL L6l a0'QaL £0°Ee 0’00t 26'01 00'00t 089 10100000001 S
000000001 %
{9 5L gLt w0 {8 ired E68L ai'ge 8068 L8'81 QZ'Ls 890t ©) 10000009
oC0'co00es
18°29 L8'¥T £9'6%9 QZ'tT BL3S ql'Te 1oL 9g12 528 69'¢Z o1 1000000
00G'000'0ES
r ¥OLE S6'61 £v Le LLel £9 vt £E£81 S8°8Y 1692 £8'8% veae O] 190'CC0"SLS
0o0'000EL§
89 L1 Qe ZEYT eL'e 0E'GL 086 P82 242l BS'EE 9t 1g 01 Q00000 °SS
%85 G %65 S %BG bl FCERAN %09's %059 T4 A %01 WEL L SEEZL 00000053 @1 dn
3w i VI[N WY Ul

Sl Yl SI] Ulisn SIYT LM S1YT YA iYLl

W8 g 5861 Wa2i04 Wwadreyg yadlL wsdlad ueling Zesl wgais g B2 d 0861 uaiay wedlad 8461 Wadlay
BALRINWNAY - 6861 aAllginwng a8l aalle|nilnag P18 aMleiuung 086l BAJIRINLINY 8.6l nuns

SLIWI ALITAYIT 40 NOSIHVYdWOD

LAgvl




OTHER SIGNIFICANT INFORMATION

In addition 1o propeny and liability premiums and unreimbursed losses, administrative costs, and captive

gain or loss, other information was collecled to help develop useful statistics. This includes:

] Property Insured Value. Propenty insured value information permitted a calculation “rate” for
property damage, business interruption, and extra expense insurance, as expressed in cents of
premium per $100 of insured value. The survey group had an average premium of 4.7 cents
per $100 of value. The mining and energy {(group 1) and the wholesale trade (group 19)

industries repornted the highest average cost at . 12% of insured value,

] Retentions. Retentions also varied, principally by size of organization. In addition, the 1990
property and liability deductibles for the total group of respondents were higher than those

reported in the 1985 Survey. (Tables 18 and 40)

. Property Insurance Valuation and Coverage. The overwhelming maeajority of the
respondents, 93.3%, used replacement cost as the basis for insuring property (Table 8). In

addition, most of the respandents, 94%, insured their property on an “all risk™ basis.

e Size of Risk Management/insurance Department. The average risk managementinsurance
department employs 496 persons, with 8 median size of 3 persons. BRisk management
insurance department size was a function of organization size, responsibilities, and industry

group classification {Tables 1 and 56).

The average risk management department size stayed practically the same as in 1984 which was
4.7 persons. Despiie the fact that the oversll totals and averages from Table 1 are higher than

1984, the staffing levels showed little change.

] Top Risk Management Executive Reporting Relationship and Responsibilities. The
majority, 59.56%, of the risk management executives reported to financial functions {finance and
treasury). In addition 1o purchasing property and liability insurance, their responsibilities
incfuded lisbility claims management, workers’ compensation insurance purchase and claim
management, property loss prevenuon, employee and public safety, and selection of brokers

and/or agents (Tables 70-71).

. Use and Compensation of Insurance Brokers/Agents. Of the 37 respondents from the
smallest revenue group (330 million and less), 35.1% used only one broker/fagent, while 37 8%

used two Of the 95 respandents with revenues greater than 33 billion, 74.8% used between

13-




two and five brokers/fagents {(Table 74). The majority of respondents compensated their

brokerfagent between 6% and 10% of property and liability premiums {Tabie 75).
Relationship of QOrganization Size and Risk Financing Cost. Larger respondent

organizations appeared to have lower risk financing costs (premiums plus unreimbursed losses,

as a percentage of revenues) than smailer ones.

-14-



I1l. PROPERTY RISK FINANCING COSTS

Property risk financing costs include insurance premiums and unreimbursed losses addressing:

. Direct damage 1o buildings, contents, and other resources

L] Business interruption and extra expense arising from direct damage

] Boiler and machinery direct damage, business interruption, and extra expense

. Miscellaneous categories of property risk including, but not limited teo, costs arising from:

- fidelity, crime and surety risks

- inland and ocean marine exposures
- physical damage to automobiles

- export and credit risks

- kidnap and ransom situations.

Most respondents indicated they purchased some form of property insurance. Several governmental

entity respondents indicated they self-insured this exposure and only reported actual property losses.

VALUATION

As shown in Table 8, 93.3% of Survey respondents indicated that they use replacement cost valuation
when purchasing direct damage property insurance. Only 4. 8% use the actual cash value method, while
1.9% use some other method. This result indicates a continved preference toward and availability of

replacement cost valuation for property insurance.

TABLE &
1989 PROPERTY RISK FINANCING COSTS: VALUATION BASIS
Number of Respondeats Percent of Sample
Replacernent Cost 726 93 3%
Actual Cash Value 37 4 8%
Cther 15 1.9%
Toal 778 100 0% I

-15-




PROPERTY DAMAGE, BUSINESS INTERRUPTION, AND EXTRA EXPENSE PREMIUMS

Meost of the property insurance premiums related to fire, extended coverage, andfor all-risk perils
covering direct darmage, business interruption, extra expense, and other related coverages. A majority
of the respondents (94%) insured on an all-risk basis. Also of note, the majority (83%) purchased

property coverage with a property limit set on a blanket basis versus a specified per loss basis (12%}.

Table 9 provides the average premium, the premium cost per $100 of insured value when insured
values were reported, and premiums as a percent of assets and revenues when assets or revenues were

reponted, for property damage, business interruption, and extra expense coverages.

Some of the premiums reported in Table 9 may include flood and earthquake, boiler and machinery,
and other nonfire-related exposures since some respendents probably did not separate their
organization’s fire-related premiums from other categaries of property insurance. Howaever, this analysis
represents a fair approximation of the overall cost regarding fire and related insurange premiums. In
addition, some respondents with an all-risk blanket limit reported that same limit for property damage,
business interruption, extra expense, and other coverages. This will tend to understate the cost per

$100 of insured value.

TABLE 9
1989 PROPERTY RISK FINANCING COSTS:
PROPERTY DAMAGE, BUSINESS INTERRUPTION, AND EXTRA EXPENSE PREMIUMS
MNumber af
Gross Premiums Average Respondents
$590,807,206 $768,279 769
Cost Per $100
Gross Premiums Insured Value of Valye
3R23,663,470 £1,120,251,610,000 £0.0487 691
Gross Premiums Gross Revenues % of Revenues
$560,483,555 £1,232,492,000,000 0.0454% "3
Gross Premiums Gross Assels % ol Assets
§529,167,283 $£2,657,00%,000,000 0 01599% B25




FLOOD AND EARTHQUAKE PREMIUMS AND LIMITS

Table 10 summarizes the flood and earthquake average premiums, premiums as 3 percentage of
revenues for those reporting revenues, and premiums as a percentage of assetls for those reporting
assets. Predictably, fewer respondents carry flood and earthquake coverages than most other property

coverages,

We discovered that premiums paid for earthquake coverage in California represented 92.6% of ali
earthquake premiums. We also learned that of those 68 respondents purchasing California earthquake

insurance, the greatest number (32 or 47%) bought a per occurrence limit of $10 million.

TABLE 10
1989 PROPERTY RISK FINANCING COS5TS:
FLOOD/EARTHQUAKE PREMIUMS {INCLUDING CALIFORNIA)
Number of

Gross Premiums Average Respondents

$30,731,191 $232,812 132
Gross Premiums Gross Revenues % of Revenues

$29,726,994 $239,477,000,000 0.0124% 121
Gross Premiums Gross Assets % of Assels

327,627,285 $291,227.000,000 0,0094% 107

CALIFORNIA EARTHQUAKE ONLY
% of All Earthguake

Gross Premiuoms Average Premiums

$11,382,885 $167,395 92.63% 68
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BOILER AND MACHINERY DIRECT DAMAGE AND BUSINESS INTERRUPTION PREMIUMS

The boiter and machinery direct damage and business interruption premiums are included in Table 11.
Premiums averaged $104,955 per respondent, and the Table includes the premium as a percentage of

revenues and assets, whean reported.

TABLE 11
1989 PROPERTY RISK FINANCING COSTS: BOILER AND MACHINERY
DIRECT DAMAGE AND BUSINESS INTERRUPTION PREMILMS
Number of

Gross Premiums Average Respondenis

£41,982,181 $104,955 400
Gross Premiums Gross Revenues % of Revenues

$£39,780,164 $717,339,000,000 0 G0554% 366
Gross Premiums Grogs Assets % of Assels

t $37,410,686 $1,637,478,000,000 000228% 320




FIDELITY/CRIME INSURANCE PREMIUMS

For fidefity and crime insurance, Table 12 shows the average premiums and the premiums as a
percentage of revenues and assets, when reponted. This 1able does not include blanket bond premiums

for financial institutions. Fidelity/crime coverage averaged $66,678 and was .004% of revenues.

TABLE 12
1989 PROPERTY RISK FINANCING COSTS: FIDELITY/CRIME INSURANCE PREMIUMS
Number of

Gross Premiums Average Respondents

$36,673,014 $66,678 560
Gross Premiums Gross Revenues % ol Revenues

$36,053,352 $840,005,000,000 00043% 534
Gross Premiums Grosg Assets % of Assets

$33,817,696 $1,149,003.000,000 0.00249% 451
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FINANCIAL INSTITUTIONS BLANKET BOND PREKIUMS

Table 13 provides the blanket bond premiums for financial institutions. Premiums averaged $717,318,
were .03% of revenues, and .009% of deposits. The average blanket bond premium and the premium
as a percentage of deposits and revenues were significantly higher than the fidelity and crime premiums
presented in Table 12. Woe are not surprised by these findings since financial institutions have greater

overall exposure in this area, and have had greater experience of fidelity losses over the years.

=
TABLE 12
1989 PROPERTY RISK FINANCING COSTS:
FINANCIAL INSTITUTIONS BLANKET BOND PREMIUMS
Mumibzer of

Gross Premiums Average Respondents

$75,318 487 £7V7.318 105
Gross Premiums Gross Revenues % of Revenues

$44,372,264 $152,118,000,000 0.02916% 76
Gross Premiums Gross Assels %% of Assers

$73,304,817 $1,370,078.000,000 0.00535% e
Gross Premiums Gross Deposits % of Deposits

$62 822, 466 $670,479,000,000 0.00936% 49
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OTHER PROPERTY INSURANCE PREMIUMS

Other property insurance premiums are defined to include inland and ccean marine, automaebile physical
damage, export and credit, kidnap and ransom, and other "first party® insurance coverages. No single
coverage stood out sufficiently within this group to merit separate compilation. Table 14 contains the
average premium and premiums as a percentage of revenues and assels {(when reporied) for these

other property coverages, similar in format to the other premium risk financing cost tables.

The average premiums paid for these ‘other” property coverages were higher at $461,978 than the
average premiums paid for flood/earthquake {$232,812); boiler and machinery direct damage and
business interruption {$104,955%); and fidelity/crime {$66,678). Property damage, business interruption
and extra expense, and financial institutions blanket bond average premiums were higher at $768,279
and $717,318 respectively. Premiums as a percentage of revenues were also higher at .022% than all
of the others except for property damage and time element (.045%) and financial institutions blanket

bond (.029%).

TABLE 14
1989 PROPERTY RISK FINANCING COSTS:
OTHER PROPERTY PREMIUMS
Gross Premiums Average Mumber of
Respondents

$155,224,936 $461,978 336
Gross Premiyms Gross Revenues % of Revenues

$152,369,439 $683,651,000,000 0.02228% 307
Gross Premiums Gross Assels %% of Assels

£131,475,118 $1,433,863,000,000 0 00916% 287
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TOTAL PROPERTY INSURANCE PREMIUMS

Table 15 shows the property insurance premium totals including the average premiums and the
premiums as a percentage of revenues and assets. The average premiums paid by respondents

equalied $1,191,730. They paid property premiums of .067% of revenues, and .031% of assets.

TABLE 15
1989 PROPERTY RISK FINANCING COSTS:
TOTAL PROPERTY [NSURANCE PREMILMS
Gross Premiums Average Number of
Respondents
$936,699,899 $1.191,730 786
Gross Premiums Gross Revenues % of Revenues
£868,748,773 £1,291,742,000,000 0.0672% 734
Gross Premiums Gross Assels % of Assets
£838,458,591 $2.668,455,000,000 0.0314% 633
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UNREIMBURSED PROPERTY LOSSES

The unreimbursed property loss data includes iosses which fall within deductibles or are not insured.
They may be uninsured because the organization did not identify the risk, could not find any coverage,
or because they chose not to purchase coverage for the risk. This data also includes costs arising from
the difference between actual replacement cost of insured property and any other valuation formula
applied to losses. Respondents were asked for 1989 and 1988 loss information, as well as whether or
not they keptrecords for unreimbursed property losses. Statistics on unreimbursed losses included only
respondents who indicated that they kept records or respendents who reported a figure for

unreimbursed losses.

Table 16 provides statistics on total unreimbursed property losses. Respondents, on the average, had
higher unreimbursed losses in 1989 at $459,345 than in 1988 at $391,551, which is a percentage increase
of 17.3%. Unreimbursed property losses for 1989 were 39.9% of the total 1989 property premiums paid
by respondents. A respondent from the telecommunications industry (group 15) reported the largest
total unreimbursed losses for 1989, which were $15 miliion. The largest 1988 unreimbursed losses were

$15.7 miilion reported by a respondent from the retait trade industry {(group 20).

TABLE 16
PROPERTY RISK FINANCING COSTS:
TOTAL UNREIMBURSED PROPERTY LOSSES
Gross Lossas Average Percentage \ncrease Number of
Respondents
1989 $236,103,324 $459,345 17.3% 514
1988 $181,288,569 £$391,551 463
Gross Losses Gross Revenues % of Revenues
1989 $224,454 660 $923,618,000,000 0.0243 480
Gross Losses Gross Assels 2% of Assets
1989 $214,202,738 $1,696,007,000,000 0 0126% 4318
Gross Losses Gross Property % ol Property
Premiums Prermiunts
14989 £232,300,563 $582,188,527 39 G0% 505
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TOTAL PROPERTY RISK FINANCING COS5TS

Table 17 shows total property premiums plus unreimbursed losses. These costs for 1989, which

averaged $1,486,442, were 084% of revenues, and .039% of assets.

TABLE 17
1989 PROPERTY RISK FINANCING COSTS:
PREMIUMS PLUS UNREIMBURSED LOSSES
Gross Property Average Number of
FRisk Costs Respondents
$1,172,803,233 $1,486,442 789
Gross Property Gross Revenues % ol Revenues
Risk Costs
$1,093,202,432 $1,295,888,000,000 0.084% 731
Gross Property Gross Assets % of Assets
Risk Costs
$1,052,661,329 $2,677,616,000,000 0.039% 638

PREDOMINANT PROPERTY DEDUCTIBLES

Respondents were asked to indicate the size of their predominant property retention or deductible.
Table 18 shows the 1990 property deductible size corresponding to six ranges of 1989 revenues. It also
shows the deductible size for all respondents. Fifty-eight percent of respondents maintain a property

deductible of fess than $50,000.

INDUSTRY GROUP ANALYSES

Tables 19 through 24 present statistical analyses of property premiums and unreimbursed {osses, both
individually and combined, as a percentage of assets and revenues, for each industry group. Table 25
provides analysis of property damage, business interruption, extra expense, {iood and earthquake, and

boiler & machinery premiums as a percent of insured value,

24.
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TABLE 19

PROPERTY PREMIUMS AS A PERCENT OF REVENUES

1989
industry Group Lowest First Median Thitd Highest Industrywide
Value Quartde Quartile Value
1 Mining & Energy .01 A2 19 32 2.36 a8
2 Food, Agriculture .02 07 14 ]! 3% 21
3 Food, Tobacco, Texules .01 04 .06 .09 1.38 .08
4 Construction .02 04 .06 1A .28 .07
5 Lumber, Furniture, Packaging 03 07 i 16 48 0%
& Printing, Publishing .03 06 08 RA] 18 09
? Chermicals, Rubber, Plastic .01 07 A2 .20 89 2
8 Primary Metals, Leather, Stone .03 .06 0g 10 93 10
9 Metal Products .03 05 08 .09 A7 10
10 Machinery .01 04 0B 07 .29 .05
11 Elecrrical Eqgr . Instruments .M [o}3 o7 1] 23 04
12 Misc. Manufacturing Industries 02 05 o8 12 .39 06
13 Transportation Equipment 02 04 05 10 1.36 .08
14 Transponanon Semvice i) a2 A2 28 267 3
15 Telecommunicalions 00 .04 a7 .08 58 03
16 Electric Utility .M 1 18 27 a1 .20
17 Natural Gas Uty 02 .04 05 .08 38 10
18 Combination Utility 03 .08 A2 22 .58 18
12 Wholesale Trade .00 .02 .04 a2 A8 02
20 Retail Trade .00 02 .04 07 14 .03
21 Finance-Bank, S&L, Holding Co. a2 .07 .12 37 655 19
22 Finance-Real Estate, Other .03 07 33 74 786 Ry
23 Inswrance .00 Gt .0 03 .08 .02
24 Personal, Business Service 00 03 a7 13 .29 04
25 Health Care .02 .04 Q7 1 28 08
26 Educational, Monprofit Institutions Et] 07 1 A6 34 14
27 Governmental 00 04 07 A7 1.18 .03
-26-




TABLE 20
PROPERTY PREMIUMS AS A PERCENT OF ASSETS

1989
Industry Group Lowest First Median Third Highest | Industrywide
Value Quartile Quartile Value
1 Mining & Energy .03 .08 .18 27 2.03 A6
2 Food, Agriculture .03 .42 .80 1.35 2.97 101
3 Feod, Tobacco, Textiles .00 Rt 10 el 2.47 AQ
4 Construction .01 .05 1 26 85 1
5 Lumber, Furniture, Packaging .04 a7 10 A5 .48 .09
& Printing, Publishing .04 .06 A0 15 21 0
7 Chemicals, Rubber, Plastic .02 .09 16 .30 B6 A3
8 Primary Metals, Leather, Stone .03 A0 A2 15 3 12
8 Meta! Products .06 .07 a0 Bl 29 12
1G Machinery .04 .06 .08 12 A5 08
11 Electrical Egmt., Instruments .01 .08 10 18 23 .07
12 Misc. Manufactunng Industries .03 08 10 16 65 08
13 Transportation Equipment .04 039 12 19 as 15
14 Transponaton Service .00 Q4 .08 A7 1.93 .08
15 Telecommumications .00 .01 .63 s 25 .02
18 Electsic Unlity .00 .03 .08 .08 .21 08
17 Matural Gas Utility .02 .02 .03 .07 14 .06
18 Combinanon Utifiy .00 .03 .05 10 22 07
19 Wholesale Trade .01 .04 07 .09 51 .07
20 Retad Trade .02 06 At 6 2.04 .06
21 Finance-Bank, S&L, Holding Co. .00 Ke]] .01 o .08 .01
22 Finance-Real Estate, Qther 0o .03 10 16 67 .0
23 Insurance .00 .00 R .02 .04 01
24 Personal, Business Service ]| .03 06 16 1.02 05
25 Health Care .02 04 06 13 44 .09
26 Educational, Monprofit Institutions .00 .02 .06 .08 .34 .06
27 Governmemal Reli] .0z .04 .06 41 .08
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TABLE 21

UNREIMBURSED PROPERTY LOSSES AS A PERCENT OF REVENUES

1989
Industry Group Lowest First Median Third - Highest Indusirywide
: Valuse . Quartile Quartile Value
1 Mining & Energy .00 .03 04 .08 37 05
2 Food, Agriculture il . 01 .01 02 kil
3 Food, Tabaceo, Texules .00 00 03 .02 .08 01
4 Construction .00 o0 Kk .04 13 0
5 Lumber, Furniture, Packaging .00 .01 03 .06 .30 05
6 Printing, Publishing .00 1} i} 02 02 R4
7 Chemicats, Rubber, Plastic .00 RO} .03 .07 1.00 .02
8 Primary Metals, Leather, Stone .00 01 .04 .08 19 08
9 Metal Products .00 o1 .01 02 17 02
10 Machinery .00 .01 01 32 03 01
11 Electrical Egmi., Instruments 00 Kbl .o 02 09 .
12 Mise. Manufacturing |ndustries 00 m [4}} .02 .04 .
13 Transportation Equipment .00 .01 03 04 A0 a1
14 Transportation Service .00 0 .03 12 .51 .03
15 Telecommunications .00 01 .03 08 .20 .02
16 Electnic Utility .00 03 08 08 28 05
17 Natural Gas Utility .00 .o RO 03 09 .02
18 Combination Uiility Rald] 0 G2 .09 A7 202
19 Wholesale Trade .00 .00 00 0 .01 .00
20 Retail Trade .00 .00 0 03 .08 02
21 Finance-Bank, S&L, Holding Co. .00 DO Rihi 03 07 Ruls)
22 Finance-Real Estale, Other .00 .0 02 .04 .48 Relv]
23 Insurance 200 0D .00 00 08 m
24 Personal, Business Service 00 .00 G1 Ri)] D 02z
25 Health Care 00 .00 0 01 .04 o
28 Educational, Nonprofit Institulions .00 .01 .02 .04 14 03
27 Governmental Q0 .01 02 .06 24 01
.28~




TABLE 22
. UNREIMBURSED PROPERTY LOSSES AS.A PERCENT OF ASSETS.

1989
Industry Group L-ow-esl . First Median Third Highest Industrywide
Value Quartile Quartile Value
1 Mirung & Energy .00 01 02 10 83 08
2 Food, Agriculure .02 03 .05 .08 10 .03
3 Food, Tobacco, Textiles .00 .01 .01 .05 A9 02
4 Construction .00 .01 .03 1 .20 .02
5 Lumber, Furniture, Packaging .00 a1 02 .04 .29 05
6 Printing, Publishing .00 o1 .02 .02 03 .01
7 Chermicals, Rubber, Plastc o1 .1 .03 .06 21 02
8 Primary Metais, Leather, Stone 00 02 .0a 11 21 0%
9 Metal Products .00 0 .02 .03 .27 .02
10 Machinery .00 Kedl .0 02 .05 .03
11 Electrical £qmt., Instruments 00 M 02 .04 .16 .
12 Misc. Manufactunng industries .00 01 02 Rox] .06 .01
13 Transportation Equipment kel )] .03 .07 Rh .01
14 Transportation Service 00 .01 .01 .05 1.67 .02
15 Telecommunications .00 .00 .01 .07 .26 01
16 Electic Utility .00 01 .01 .03 1 .02
17 Natural Gas Uulity .00 .01 .01 .02 05 .01
18 Combnation Unlity .00 200 .00 Q2 09 .01
19 Wholesale Trade .00 .00 O .01 .04 .00
20 Retail Trade .00 01 .03 .07 RA 03
21 Finance-Bank, S&L, Holding Co. .00 .00 .00 .00 02 .00
22 Finance-Real Estate, Other .00 .00 .00 Ro) .03 .00
23 Insurance .00 00 00 .00 JAK] 00
24 Personal, Business Service .00 00 Rab N g Q2
25 Health Care .00 00 .o .01 .05 M
26 Educational, Nonprolit Instnulions 00 01 .o Q3 A0 1
27 Governmental .00 01 .02 .02 14 02
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TABLE 23

PROPERTY PREMIUMS PLUS UNREIMBURSED PROPERTY LOSSES

AS A PEREENT OF REVENUES

1989
Industry Group Lowest -First Med'r_an Third Highest .| Industrywide
Value Quartile ’ Quartile Value

1 Mining & Energy .04 16 .22 53 241 23
2 Food, Agneuliure .02 .07 A5 .32 i 22
3 Food, Tebacco, Textiles .01 04 Qa7 11 1.38 07
4 Construction Q2 .06 Q7 Ra 32 .08
5 Lumber, Furniture, Packaging 04 07 14 25 A48 4
G Prnting, Publishing .03 07 .09 a2 A3 10
7 Chemucals, Rubber, Plastc . A0 14 26 1.8 14
8 Pumary Metals, Leather, Stone 03 .09 Rh] R1: a3 A7
8 Matal Products 04 .08 .09 A2 .24 12
10 Machinery 0z .04 08 .08 ) .06
11 Electrical Egmit., Instruments 01 .06 .08 14 23 05
12 Mise. Manufacturing Industries 02 05 09 14 39 07
13 Transportation Equipment .03 .05 .08 1 1.46 .09
14 Transpodtation Service .01 .05 .16 54 2.68 B
15 Telecommunicauons 01 .04 07 20 67 .as
16 Electric Utitity 0 I3 23 .37 .85 25
17 Natural Gas Utility .02 04 .7 11 .3e 13
18 Combination Utility .04 .08 A3 30 .99 20
19 Wholesale Trade 00 .02 .05 13 .18 .02
20 Retail Trade .00 03 .06 .09 A7 04
21 Finance-Bank, 5&L, Holding Co. .02 .08 4 37 6.55 20
22 Finance-Real Estate, Other 03 .08 .35 74 794 10
23 Insurance 01 01 02 .04 12 03
24 Personal, Business Service 00 .04 .07 12 30 06
25 Health Care .02 06 08 13 .28 .08
26 Educational, Nonprofi Institutions .03 .08 12 18 .36 7
27 Governmenial .00 05 08 24 1.37 04
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TABLE 24: PROPERTY PREMIUMS PLUS UNREIMBURSED PROPERTY LOSSES
AS A- PERCENT OF ASSETS - :
1988 -
industry Group _ Lowest First 1T Media ] oThird Highest | industrywide
- ; Value Quartile Quartile Valua
i Mining & Enecgy .03 .08 8 .38 2.86 20
2 Food, Agriculture .03 44 83 1.42 3.07 1.04
3 Food, Tobacce, Textiles .00 .07 2 28 2.47 a2
4 Construction .01 .06 18 .36 95 3
5 Lumber, Furniture, Packaging 0% .09 A2 .26 49 .14
6 Printing, Publishing .04 69 1 15 .22 BB
7 Chemucals, Rubber, Plastic .03 Rl 18 Re) .65 15
8 Primary Metals, Leather, Stone .03 2 A t: .24 N 20
9 Metal Products .06 .08 A2 .25 .38 A5
10 Machinery .03 .08 .08 42 15 10
i1 Electnical Egmit., Instruments K] .08 A3 R A0 .08
12 Misc, Manufacturing Industries 04 .08 A2 A7 .65 .09
13 Transportation Equipment .09 .1 15 .30 AG 16
14 Transpontation Service .00 04 09 .38 1,53 A0
15 Telecommunications .00 .03 X .05 A7 43
16 Electnc Uty .00 04 07 A0 .26 07
17 Natural Gas Utiluy 02 03 06 .09 4 .08
18 Combination Utitity .00 .04 05 1N 23 .08
19 Wholesale Trade o)) R .07 .09 55 .07
20 Retail Trade 02 .08 14 21 2.08 .08
21 finance-Bank, S&L. Holding Co, .00 .0 0 .01 10 .01
22 Finance-Real Estate, Other .00 .04 10 16 .67 0
23 Insurance .00 .00 0 G2 06 01
24 Personal, Business Service .01 .04 .07 15 1.02 .07
25 Health Care .02 .05 .07 a3 .44 0
26 Educational, Nonprofit Institutions .00 .02 .07 08 .24 .07
27 Governmental .00 .03 a5 .08 .56 .08




TABLE 25 PROPERTY DAMAGE, BUSINESS INTERRUPTION, EXTRA EXPENSE,
FLOOD,-‘EAFITHOUAKE AND BOILER & MACHINERY PREMILIMS
AS A PERCENT OF INSURED VALUE
1939
Industry Group -_ . Lowest First Median Thucd Highest Industrywide
‘Value Quartiie Quartile Value
1 Mining & Energy .00 09 14 21 1.47 A2
2 Food, Agriculiure .03 .07 A6 34 99 09
3 Food, Tobacco, Textiles ! 03 .05 .08 .86 05
4 Construction i) .08 25 67 3.85 07
S Lumber, Furniture, Packaging .02 04 .07 09 114 a5
8 Printing, Publishing .01 02 06 a7 23 04
7 Chemicals, Rubber, Plastic a1 05 08 A4 37 08
8 Primary Metals, Leather, Stone o1 .02 .03 06 .37 02
9 Metal Products M .03 .08 07 19 Od
10 Machinery .01 .0z 05 05 1.60Q 07
11 Electrical Egmt., Instruments .01 .04 05 08 5.25 04
12 Misc. Manufacturing Industries 201 .03 05 .08 34 02
13 Transportation Equipment .0t 02 .03 08 a7 01
14 Transportation Service o0 04 .07 a7 1.23 o7
15 Telecommunications .00 .01 03 10 5% 01
16 Electric Utility .00 .02 .04 .07 .26 .02
17 Natural Gas Unitity .01 03 .05 09 .21 .06
18 Combination Utility .0 .03 05 .07 12 0
18 Wholesale Trade .02 03 .08 A7 79 a2
20 Retail Trade 03 .02 05 R 374 .03
21 Finance-Bank, S6L, Holding Co. 01 o2 06 08 66 06
22 Fingnce-Real Estate, Other 073 .02 04 07 47 .03
23 insurance .00 03 .06 0 .74 .03
24 Personal, Business Service 01 .04 A 15 it 04
25 Health Care .01 o2 03 08 .48 04
26 Educational, Nonprofit Instiutions .00 .02 .04 0?7 4.82 .04
27 Governmental .00 .03 06 .09 40 03
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IV. LIABILITY RISK FINANCING COSTS

Liability nsk financing costs include premiums and expenses associated wilh:

Workers' compensation

General liability (primary and excess)
Automobile liability

Product liability

Professiona! ability

Directors” and officers” liability
Fiduciary and ERISA liability
Environmental impairment liability

Other miscellaneous liability expenses including:

other insurance premiums
- unreimbursed liability losses
claims adjustment fees

other related expenditures.

Most of the respondents provided loss information that was not completely developed, i.e. did not
represent the ultimate cost. This would tend to make 1888 responses for losses appear relatively larger

than 1989, as the 1988 losses have had a longer time to develop.

Tables 26 through 35 show lability premiums for various categories of risk. Some respondents reported
all liability premiums in either the *workers’ compensation® or the “general ligbility” category, which may
distart the figures for these individual cost of risk components. As a result, Table 36, "Total Liability and

Workers’' Compensation Premiums® presents the most retiable data for analytical purposes.

WORKERS' COMPENSATICN PREMIUMS

Table 26 contains the data collected on workers’ compensation premiums for the U.S. and Canada. We
divided responses according 10 where the base of operations was for the respondent. This meant that
U.S.-based organizations with Canadian employees and Canadian-based organizations with U.S.
employees had some costs misclassified. In most cases, however, the substantial majority of

employees were correctly allocated.
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Not surprisingly, the premiums in the U.S. significantly exceeded the premiums in Canada. The average
U.S. workers’ compensation premium was $2.6 million, while Canada’s average was $1.6 million.
Reported premiums were .156% of revenues for the U.S., while in Canada they were .105% of revenues.
Finally, the average premium per employee in the U.S, was $280, compared to $187 per employee in
Canada. These comparisons demonstrate that workers’ compensation health care and indemnity

payments are higher in the U.S. than in Canada.

TABLE 26
1989 LIABILITY RISK FINANCING COSTS:
WORKERS' COMPENSATION PREMIUMS

UNITED STATES:

Gross Premiums Averaga Number of
Respondents

$1.695,998,669 $2.617,281 648
Gross Premiums Gross Revenues % of Revenues
$1,587,130,781 $1,018,41¢,000,000 0.1558% G6OZ
Gross Premiums Gross Number of Average Premium
Employees Per Empioyee
$1,648,874,060 5,882,502 $280.30 635
CANADA:
{in U.S. Dollars)
Gross Premiums Average Number of
Respondents
$65,820,112 $1,567,145 42
Gross Premiums Gross Revenues % of Revenues
$65,656,431 $62.662,000,000 0.1047% 40
Gross Premiums Gross Number of Average Fremium
Employees Per Employee
$65,180,407 348,666 $156.94 41
.34-
e e



PRIMARY GENERAL AND AUTOMOBILE LIABILITY PREMIUMS

This category typically includes premiums for the first $1 million to $5 million of coverage for general
and automobile liability. Table 27 shows that the average premium for these coverages was $1.2
million, and the premiums were .069% of revenues. For 61.3% of the respondents, these premiums

included product liability coverage.

Only 11.3% of all respondents purchased claims-made coverage. In many cases, respondents did not

purchase primary general or automobile liability insurance and left this section blank.

TABLE 27
1989 LIABILITY RISK FINANCING COSTS: PRIMARY GENERAL AND AUTO
LIABILITY PREMIUMS

Gross Premiums Average Number of
Respondents
$783,081,667 $1,151,590 680
Gross Premiums Gross Revenues % of Revenues
$722,77%,958 $1,038,862,000,000 0.0695% 625
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EXCESS AND UMBRELLA LIABILITY PREMIUMS

This category of premiums includes the cost of coverage above either primary insurance, a substantial
deductible, or a self-insured retention. Table 28 shows that the average excess/fumbreila fiability
premium was $756,549, and premiums were .042% of reveaues. For 68.6% of the respondents, these

premiums included product liability coverage.

Several governmental entities did not purchase primary or excess liability coverage. As can be
obsecved, although some respondents did not purchase excess coverage, more purchased excess than

primary coverage. Onily 28.2% of all respondents purchased coverage on a ¢laims-made basis.

TABLE 28
1989 LIABILITY RISK FINANCING COSTS: EXCESS/UMBRELLA
LIABILITY PREMIUMS

Gross Premiums Averane Number of
Respondents
$528,071,550 $756,549 693
Gross Premiums Gross Revenues % of Revenues
$501,836,207 $1,181,470,000,000 0.0424% 650
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PRODUCT LIABILITY PREMIUMS

in the Survey questionnaire, we asked respondents 10 provide information on product fiability coverages.
As stated previously, a number of respondents purchase product fiability coverage within their primary
general liability policy (61.3% of respondents within a general liability policy), and some include it within

their excess coverages (68.6% of respondents within an excess coverage).

Of the 65 respondents that purchased product fiability coverage (separate from their primary and exc¢ess

commercial general liability programy}, 65% purchased the policy for aircraft products.

Table 28 shows that the average premium cost for product liability was $2.2 million and the premiums

were 08% of revenues.

TABLE 29
1989 LIABILITY RISK FINANCING COSTS:
PRODUCT LIABILITY PREMIUMS
Gross Premiums Averaga Number of
Respondents

147,974,317 $2,276,527 65
Gross Premiums Gross Revenues % of Revenues

$147,974,317 $192,521,000,000 0.076% €5
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PROFESSIONAL LIABILITY PREMIUMS

Respondents provided information on their professionaf liability coverages. Of the 188 respondents to
this question, 29% purchased health care-related professiona! liability coverage including medical
malpractice, hospital professional lisbility, and nursing liability; 14% purchased lega! malpractice

coverage; and 11% purchased engineers and architects errors and omissions coverage,

Tabie 30 shows that the average premium cost was $611,918 and the premium was .04% of revenues.

TABLE 30
1989 LIABILITY RISK FINANCING COS5TS:
PROFESSIONAL LIABILITY PREMIUMS
Gross Premiums Average Number of
Respondents

$115040,661 $611,918 188
Gross Premiums Gross Revenues % of Revenues

$91,717,914 $208,009,000,000 0.044% 169
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DIRECTORS' & OFFICERS’ LIABILITY PREMIUMS

As Table 31 shows, respondents paid an average of $417,146 in premiums, and premiums were .02%
of revenues. For financial institutions, premiums were .005% of deposits. It is interesting 10 note here

that more than half of all respondents, 63%, purchased D&O coverage.

) TABLE 31
1989 LIABILITY RISK FINANCING COSTS: DIRECTORS' & OFFICERS’
LIABILITY PREMIUMS
Gross Premiums Average Number of
Respondents

$213,896,016 $417.146 513
Gross Premiums Gross Revenues % of Revenues

$191,487,900 $935,716,000,000 0.020% 478
Gross Premiums Gross Deposits % ot Deposits

$37,034,638 $664,929,000,600 0.005% 46

FIDUCIARY AND ERISA LIABILITY PREMIUMS

Table 32 shows that respondents paid an average of $35,5695 in premiums for fiduciary/ERISA hability

coverage. The premiums were only .001% of revenues.

TABLE 22

1989 LIABILITY RISK FINANCING COSTS:

LEABILITY PREMIUMS

FIDUCIARY/ERISA

Gross Premiums

$15,840,053

Gross Premiyms

$15,096,051

Average

$35,5895

Gross Revenues

$811,194,000,000

% of Revenues

0.001%

Mumber of
Respaondents

445

415
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ENVIRONMENTAL IMPAIRMENT LIABILITY PREMIUMS

The 1990 Survey questionnaire differs from previous surveys since we requested that respondents
identify any environmental impairment liability policies purchased. Table 33 shows that 53 respondents
pay an average premium of $309,283 for environmental impairment liability coverage. However, three
of these respondents paid premiums more than double any of the other respondents, at $1.5 million,
$2.5 million, and $5.7 million, which distoris the overall average. By removing these three respondents

from the average premium calculation, the average premium was about $134,000.

The limits and industry group classifications of the three respondents that paid the highest premiums

for environmental impairment ligbility were as follows:

e The respondent which paid the $1.5 million premium purchased limits of $5 million and was
from the combination utility industry {group 18};

) The arganization which paid $2.5 million in premiums had a8 $10 million limit and was from the

chemicals, rubber, and plastic industry {group 7); and

e The respondent which paid $5.7 million in premiums had g $100 millien limit and was from the
transportation equipment industry (group 13},

While respondents indicated policy limits ranging from $860,000 to $260 million, 25% purchased limits
of $1 millien. Of the respondent organizations that purchased environmental impairment lisbility

coverage, 26% came from the mining and energy industry {group 1}.

TABLE 33
1989 LIABILITY RISK FINANCING COS5TS: ENVIRONMENTAL IMPAIRMENT
LIABILITY PREMIUMS

Gross Premiums Average Number of
Respondents

$16,392,033 $309,283 53
Gross Premiums Gross Revepues % of Revenues
516,291,295 $79,649,000,000 0.020% 50
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OTHER LIABILITY PREMIUMS

We requested that respondents provide infermation on any "other* liability insurance policies not listed
on the questionnaire. Forty-five percent of the respondents indicated that they purchased “other” hiability
insurance. Twenty-seven percent of these respondent organizations purchased owned and non-owned

aircraft liability policies.

Table 34 shows that respondents paid an average premium of $293,615 for these “other” liabifity policies.

In addition, premiums were .0116% of revenues.

. TABLE 34
1989 LIABILITY RISK FINANCING COSTS: OTHER LIABILITY PREMIUMS

Average j

Gross Premiums Number of

Respondents

$106,288,760 $293.615 362

Gross Premiums Gross Revenues % of Revenues

$79,878.200 $683,131,000,000 0.0116% 334

TOTAL LIABILITY PREMIUMS {(EXCLUDING WORKERS' COMPENSATION)

Table 35 presents the gross total liability premiums {excluding workers’ compensation premiums) paid
by respondents. The average total liabdity premium paid in 1989 was $2.5 million. As a percent of

revenues, total liability premiums equalled .143%.

TABLE 35
1989 LIABILITY RISK FINANCING COSTS: TOTAL LIABILITY PREMIUMS
{EXCLUDING WORKERS' COMPENSATION)

Gross Premiums Average Number ol
Respondents
$1,926,685,063 $2,505,442 769
Gross Premiums Gross Revenues % of Revenues
L $£1,767,057,842 $1,2249.2680,000,000 0.143% 710




TOTAL LIABILITY AND WORKERS* COMPENSATION PREMIUMS

Table 36 includes both liability and workers’ compensation premiums. The average premiums were $4.7

million, and premiums were .277% of revenues.

TABLE 36
1989 LIABILITY RISK FINANCING COSTS:
TOTAL LIABILITY AND WORKERS' COMPENS:ATI_ON PREMIUMS

Gross Premiums Average Number of
Respondents

$3,688,503,844 $4,692,752 786

Gross Premiums Gross Revenues % of Revenues

$3.419,845,064 $1,233,037,000,000 Q277% 726

LIABILITY LIMITS

Respondents indicated the amoumt of liability insurance limits carried for both primary generat and
umbrella/excess liability insurance. Tables 37 and 38 profile the umbrella/excess liability limits carried,
by industry group and revenues, respectively. Table 37 shows that half of the 757 respondents

providing limit information, 50.2%, carried limits of $40 million or less for umbrella/excess lability.
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TABLE 37
1990 LIABILITY LIMITS CARRIED: PROFILE BY 1989 INDUSTRY GROUP
Amodint of 1990 UmbrellafExcess Liability Limits Carried ($ in millions)
Industry Group Upto| $6to [$1110]|$16't0|$21 10| $26 to| $31 10| $41 10 551 to| $76 10| $10t | $126 | $151 | Over
$5 $10 $15 £20 $25 $30 $40° | $50 $75 | $100 10 to {s3 $200
$125 | $150 | $200
3 Q 1 3 1 1 Q 4 3 3 2 4 8 Q
1. Mining & Energy 7.1% Q% 2.4% | 7% 2.4%] 24% 0% | 9.5%| 7.1%| 71%| 4.8%| 9.5%| 19.0%| 21.4%
2. Food, Agriculture 2 0 0 o i Q 2 2 0 1 0 [4] 0 0
25.0% 0% 0% 0% 12.5%| .0%]|25.0%|25.0%| .0%|125% 0% 0% 0% 0%
3. Food, Tobacco, Textiles [] 3 [5] 2 2 1 4 7 10 9 F 2 2 4
0% 6.3%| 0% 4.2%| 4.2%| 2.1%| 83%|14.6%| 20.8% | 18.8% | 4.2%| 4.2%| 4.2%| 8.3%
4. Construction 3 4 2 3 1 0 2 3 1 3 1 0 0 0
12.0% | 17.4%| B.7%] 13.0%| 4.3% 0% | B.7%|13.0%] 4.3%]|13.0%| 4.3% 0% 0% 0%
5. Lumber, Furniture, Pkg. Q 0 0 3 1 3 2 1 2 4 2 [} 4] i
0% 0% | .0%| 15.8%| 5.3%| 15.8%| 10.5%| 5.3%| 105%]21.1%| 10.5% 0% 0% 9.3%
6. Printing, Publishing 1] 1] 0 3 1 3 2 2 Q 2 0 0 1 1
0% 0% | 0% 20.0%| 6.7%|20.0%| 13.3%[13.3%| .0%|[13.3% 0% 0% B.7%| 6.7%
7. Chemicals/Rubber/Plastic 2 1 F 1 4 1) 3 4 3 5 Q Q i 5
6.5%| 2.2%| 65%| 3.2%[129% 0%| 9.7%]12.8%| 9.7%|16.1% 0% 0% | 3.2%| 16.1%
8. Prim. Metals/Leather/Stone 1 2 0 1 1 0 3 5 0 2 0 Q 2 1
56%| 11.1% D% 56%| 5.6% D% | 16.7% | 27.8% 0% 11.1% 0% D%|[11.1%| 5.6%
9. Matal Products o 3 2 3 2 1 4] 3 0 3 ] 0 1 aQ
0% 15.8% | 10.5%| 15.8%| 10.5%| 5.3%| .0%|15.58% 0% 198%| 5.3% 0% 5.3% 0%
10. Machinery 1 4] 2 3 1 0 2 4 2 1 i 1 2 1
4.8% 0% | 9.5%| 14.3%| 4.8% D% 95%|19.0%| 9.5%| 4.8%| 4.8%| 4.8%| 5.5%| 4.8%
11. Elec. Equipment 2 2 2z 3 1 1 2 4 2 7 Q 0 4 2
fnstruments 6.7%| 6.7%| 6.7%| 10.0%| 3.3%| 3.3%| 6.7%| 6.7%| 6.7%|23.3% 0% 0% 13.3%| 6.7%
12, Misc. Manufacturing Ind. 1 2 i 1 3 2 i 3 5 1 Q i 4 2
3.8%| 7.1%| 3.6%| 3.8%|10.7%| 7.1%| 3.6%[10.7%| 17.9%| 3.8%| .0%| 7.1%|14.3%| 7.1%
13 Transpodation Equipment 1) 4] 0 1 1 1 1 2 [4] 1 1 0 1 ]
0% 0% 0% | 10.0%| 10.0%| 10.0%| 10.0% | 20.0% 0% 10.0% | 10.0% 0% | 10.0% | 10.0%
14. Transportaton Service 3 H 0 1 i 1 3 4 1 3 4] ] 2 4
11.5%| 7.7%| .0%| 3.8%| 3.8%| 7.7%|11.5%|154%| 3.8%|11.5% 0% 0% | 7.7%| 15.4%
i5. Telecommunications o] 1 ] [v] 1 0 [)) 3 |l 3 4] 0 5 2
0% | 5.9%| 5.9% 0% 5.9% .0%| .0%|17.6%| 5.9%|17.6% 0% 0%] 29.4%| 11 8%
16. Electric Utility 2 2 a aQ L] 2 4 5 Q 3 1 2 3 2
6.7%| 6.7%| .0%| .0%|13.3%| 6.7%|13.3%|16.7%| .0%|10.0%| 3.3%| 6.7%|10.0%| 67%
17. Natural Gas Uulity 0 0 Q 0 2 0 1 1 1 1 1 0 0 8
0% 0% 0% 0% 13.3%| .0%| 6.7%| 6.7%| 67%| 6.7%| 6.7% 0% 0% 53.3%
i8. Combination Utily 1 1 1 0 3 0 0 1 4 2 1 1 2 1
56%| 56%| 5.6% 0% 16.7% 0% 0% 56%|22.2% | 111%| 56%| 56%|11.1%| 56%
13. Wholesale Trade 2 2 4] 0 ] 0 ] 1 1 3 0 0 [3] [6)
16.7% | 16.7%| .0%| .0%|25.0%| .0%| .0%| 8.3%| 8.3%|25.0% 0% 0% 0% 0%
20. Retail Trade 2 4] 5 3 2 0 3 7 4 4 0 0 4 3
5.4% 0% 13.5%| 81%] 54% 0% 8.1%]18.9%| 10.8%| 10.5% 0% 0% 10.8%]| 81%
21, Finance-Bank/StL/Holding 3 3 2 7 3 2 g 1 g 2 0 2 1 1
Co. 5.7%| 5.7%| 3.8%| 13.2%| 57%| 3.8%| 15.1%| 20.8%| 15.1%| 3.8% 0%| 3.8%| 1.9%| 1.9%
22. Finance-Real Estate/Other t 2 ) 3 ] 1 2 6 4 8 1 1 0 3
3.0%| 6.1% 0% 91%| 3.0%| 3.0%)| 6.1%| 18.2%] 12.1% ] 24.2% | 3.0%| 3.0% 0% 9.1%
23 Insurance 1 2 3 4 0 5 1 6 6 [ 0 [§] 1 1
2.8%| 5.6%| 8.3% | 11.1% 0% 13.9%| 2.8%| 16.7%| 16.7% | 16.7% Q% 0% | 2.8%| 2.8%
24. Personal, Bus. Service 7 5 3 [3 8 3 2 5 1 2 J i) 2 1
15.2%) 10.9% | 6.5%| 13.0%| 17.4%| 6.5%| 4.3% | 10.9%| 2.2%| 4.3%| 2.2% 0% | 4.3%| 22%
2%. Heahh Care [3 2 3 3 4 0 3 1 2 0 o a ¢ G
25.0%| 8.3%|12.5%| 12.9%| 16.7% 0% | 12.5% | 4.2%]| 83% 0% 0% 0% 0% 0%
26 EducationalfNonproht Inst. 13 8 2 3 2 o] 2 4 1 3 1 o] [o] 0
33.3%| 20.5% | S.1%| 7.7%| 5.1%| .0%| 5.1%]10.3%| 2.6%| 7.7%| 2.6% O% | 0% 0%
27 Governmenial 35 1 1 4 1 0 0 1 u} 2 0 Z 2 0
59.3%| 18.6%| 1.7%| ©6.8%]| 1.7% 0% 0% | 1.7% 0% 3.4% 0% 34%| 34% 0%
Total Respondents in Each 91 58 33 61 55 28 53 EE] 62 84 18 17 48 53
Category 12.0%| 7.7%| 4.4%| B.1%| 73%| 3.7%| 7.0%|12.9%| 8.2%|11.1%| 2 1%| 2.2%| 6.3%| 7.0%
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DIRECTORS' AND OFFICERS® LIABILITY LIMITS

Respondents were asked to indicate the amount of directors” and officers” fiability insurance limits
carned, including excess limits. Table 39 shows that halif of the 485 responses to this question, 50.9%,

carried limits of $15 million or less,

PREDOMINANT LIABILITY DEDUCTIBLE/RETENTION

Respondents were asked to indicate the size of their predominant liability deductible/retention. Table
40 shows the liability deductiblefretention corresponding to six revenue ranges. As expected, larger
organizations reported higher liability deductibles/retentions. For example, 56.6% of respondents with

revenues greater than $3 billion maintained a deductible/retention between $500,001 and $5 million.
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UNREIMBURSED (SELF-ASSUMED) WORKERS' COMPENSATION LOSSES

Table 41 shows that the average unreimbursed workers’ compensation loss was $3.8 million for 1989,
and $3.5 million for 1988. Losses were .186% of revenues, and the average loss per employee was
$253. A respondent from the transportation service industry {group 14) reported the highest 1989 and
1988 incurred seif-assumed workers’ compensation losses (reserves, IBNR, and paid amounts) of $40

million and $30 million, respectively.

These calculations include only those respondents reporting that they self-insure workers’ compensation.
In & limited number of circumstances, respondents reported losses that were paid by insurers. We

attempted 1o review this with respondents to eliminate double counting, although some duplication may

remain.
TABLE 41
LIABILITY RISK FINANCING COSTS: UNREIMBURSED
WORKERS" COMPENSATION LOSSES
Gross Losses Average % Increase Number of
Respondents
1989 $1,225,483,513 $3.794,068 8.2% 323
308
1488 $1,073,283,711 $3.507.789
Gross Losses Gross Revanues % ol Revenues
19849 $1,151,984,009 $586,466,000,000 0.196% 09
Gross Losses Gross Employees Average Loss
Per Employee
1389 $1,173,541,043 4,632,446 $253 316
AR.
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