SCHOOL INSURANCE IN OREGON

by
MARSHALL ELTON WOODELL

A THESIS
submitted to
OREGON STATE COLLEGE

in partial fulfillment of
the requirements for the
degree of
DOCTOR OF EDUCATION

June 1954



APPROVED:

Redacted for Privacy
A

Professor/of School of Education

In Charge of Major

Redacted for Privacy

Dean, School of Edueation and
Chairman of Schoo raduate Committee

Redacted for Privacy

Dean of Graduate School

Date thesis is presented April 20, 1954
Typed by Clara Homyer



ACKNOWLEDGMENTS

Sincere appreciation is expressed to the follow-
ing persons for their interest, guidance and unusual
patience during this study and throughout my graduate
program: Professor Stanley E, Williamson, Chairman of
the writer's graduate committee; and the members of the
committee, Professor Delmer M. Goode, Dean Henry P.
Hansen, Dr. Robert R. Reichart, Dr. John M. Swarthout and
Dean Franklin P. Zeran.

I would like to also express my thanks to Dr.
Elmo N. Stevenson, President of Southern Oregon College
of Education, for his encouragement and for his efforts
in making my residence study possible; to the Oregon
Insurance Department, the State Department of Education
and to local insurance companies which gave valuable ad-
vice and assistance; and to my wife, Dorothy, and to my
family for their continued confidence, encouragement and
sacrifices over the years, without which this study would

not have been completed.



TABLE OF CONTENTS

Chapter Page
I INTRODUCTION . « « o ¢« s o » s '% 9 o & o5 1l
Purpose of the Study . « ¢« « o « « &

Delimitations of the Study . . . « &

Procedures used in the Study « o o

~N & W N

II RELATED STUDIES + ¢ ¢« o o o o ¢ » s o o »
III INSURANCE ¢« ¢« o ¢ o s o & o s o o o o s & 20
Definition of Insurance . « + « « « » 20
BAEE o A # e b N e A 28 21
The "Law of Large Numbers" . . . .« . 21

Legal Aspects of the Insurance
c ontrac t L] L] . L L L] - - L . L] L] L] - 2 2

The Principle of Indemnity . . « « 23
Insurable Interest . . « « « ¢« « ¢ & 23
Smos&tion & & & & 8 8 & & 8 8 s = 21}

Concealment, Representation, and
Warranty SRR R EE e AR 2L

Waiver and Estoppel « « ¢« « « ¢ s « « . 25
The Standard Oregon Fire Poliecy . . . 26
The Applioation « ¢« ¢ o ¢ o ¢« « s o o 26
The Binder R E N R 26
The Polioy =+« o ¢ s« ¢ ¢ o ¢ ¢ o & o & 27
Regulation of Insurance in Oregon . . 28
Iv FIRE INSURANCE SRR I T e e o 30



Chapter

Introduction « « « « « ¢« ¢ ¢ o & o &
Authority to Purchase Fire Insurance
The Need for Fire Insurance . . . .
Methods of Securing Protection . . .

Analysis of Oregon's Standard Fire
InﬂurmePolioy.....-....

The Insuring Clause . . . « « « +
Concealment and Fraud . . « « « « &
Uninsurable and Execepted Property .
Perils not Included . « « « « « + &«
Other Insurance . « « « « » « o« o &«

Conditions Suspending or Restricting
Inaurlnﬂ. L] L] L - - - - L] L] L] L] L]

Other Perils or Subjects . . « « + &
Added Provisions . « « & ¢« ¢ ¢ o 4+ &
Waiver Provisions . . « + « + &« « &
Cancellation of Poliey . . « « + « &
Mortgage Interest and Obligation . .
Pro-Rata Liability . . + « ¢« ¢ & « &
Requirements in Case Loss Occurs , .
Appraisal & % 4 R s DA Ve
Company's Options and Abandonment .
When Loss is Payable « « « o o o ¢
Subrogation . o« + ¢ ¢ ¢ s e o & o e

Endorsements . « ¢« ¢ « ¢ ¢« o o o o o

Page
30
31
32
33

34
34
36
37
37
38

39
39
40
40
L1
42

ES5&FS

L9
50



Chapter Page
Extended Coverage Endorsement . . « . 50
Coinsurance Average Clause ., . . . .« 51
Depreciation Insurance s % o b 8.9 54
Types of FOrm .+ « o« ¢ ¢ ¢ 5 o o » o 55
Appraisal of School Property . . . . 57
Appraisal of Contents . . . « « « & 59
Selecting Fire Insurance Companies ., 61
Insurance Rates . + « « & s s o & o 63
Boller Insurance . s s« « « s s » & » 66

v LIABILITY INSURANCE o+ « o o o o o o s o & 68
Introduction $ 40 8 K 6N 68
The Theory of Tort Liability . . . . 69
Negligence 8 W B a R AL 70
Contributory Negligenee . . . « « + & 3
Extent of Liability o . amA ¥ Eeh 74
Liability of School Districts . . . . 75
Maintenance of Buildings and Grounds 77
Supervision . ¢ ¢ ¢ s 2 ¢ 0 o 0 v . 78
Trespass o Rt TR N TR R e 78
Nulsanee . « « « « « o ¢« s o o o & 79
Negligent IRJUPY o o « « o o« ¢ & o » 80
Exceptions to the Rule of Non-Liability 81
Liability of School Board Members . . 83
Liability of School Persomnel . . . 85



Chapter

VI

ViI

The Need for Liability Insurance . .

Authority to Purchase Liability
IRPULANAE ¢ ¢ o ¢ ¢« & 6 v o 6 8 & .5 @

Workman's Compensation . . « « « + «
HOTOR mm msmcn L . L] L] L L] L L] -
m““mtion . L] . - - - L] - L] L] L] -

Authority to Purchase Motor Vehicle
Insurance iR ROl N &R

The Need for Motor Vehicle Insurance
Factors to Consider . . « ¢« ¢« ¢« « ¢ &«

PRINCIPLES OF A SOUND SCHOOL INSURANCE
PROGM L] - . . - L] L . L] L L . . Ll L] .

The Program Should be Planned and
F‘r’m“d - L] - . - L] L] L] L] L L] . L]

The Program Should Provide for
Responsible Administration . . . « «

The Program Should Provide for
Adequate Protection . « ¢« « o ¢ » &«

The Program Should Meet Legal Require-
ments and Limitations . « « « « & o«

The Program Should be Based on
Complete and Accurate Records and
App“i‘&l’-oao-oo.---..

The Program Should Provide for
Periodic Review and Reappraisal ., .

The Program Should Provide for
Selecting Reliable Companies . « .+

The Program Should Frovide for
Eliminating Hazards and Penalties .

Page

93

100

100

101
102
106

109

110

116

117

120

121

123


http:Co.mple.te

Chapter Page
The Program Should Provide an
Objective and Equitable Distribution
Of Polloles . . « o ¢ ¢ ¢ 5 & s a2 » 124
The Program Should Provide a Pro-
cedure for Reporting Losses and
MOidantB - - - . L] . . [ . . - L] 125
The Program Should be Economical . 126

The Program Should Include a
Safety Program . « ¢« « o o o o » o 127

VIII THE STUDY « ¢ ¢ o ¢ o ¢ ¢ ¢« o s s o o & 129
General Practices . . ¢« ¢ &+ o « =« 132
Fire Insurance « .« « « « « o « s o 143
Boiler Insurence . . « « « + s o 158
Liability Insurance . . « + « + 159
Vehicle Insurance . . « . « « »+ & 165

IX SUMMARY AND RECOMMENDATIONS %" 176
T R 177

Fire ECETA R R N A . 181

BAaBALAEY o 20 v v e 0 vie e 184

Motor VeRLeds « v s ¢ o ¢ 5 0 o o 187

Workman's Compensation . « « « & 190

Boiler Insurancte . . « « s = ¢ & 190
RECOMMENDATIONS £.0 B F 0 Es %R 191
BIBLIOGRAPHY . 8 by DR e 196

APPENDIX - - L] L L L L L Ll - - . L L 210



Table

II

III

VII

VIII

XVII

XVIII

LIST OF TABLES

Operation of 80% Coinsurance . . . . .

Diatribution of Questionnaires by
c ountie 8 - L L - - L] L] L] L] - L L] L] L] L]

Responsibility for School Insurance
Prosram . - - . . L] - L] . - . - . - .

Distribution of Insurance . . « « « «

Réaaona Given for Distribution of
mmoe Ll . L] . . L] . . . L ] . - - .

Qualifications Required of Insurance
Companies . . ¢« s ¢ ¢ ¢ ¢ ¢ ¢ o & & &

Competitive Bids for Insurance . . . .

Programs for Reporting Losses and
Accidents - e R e Eew

Location of Filed Insurance Policies .
Type of Polloy Form . « s « « o o & o
Term of Insurance Policy . « « « « + &
Per Cent of Coinsurance Carried . . .
Property Appraisers . . ¢« « ¢« ¢« « &
Methods of Determining Insurance Value
Recency of Appraisal of Property . . .

Frequency of Property Reappraisal and
Insurance Revision . ¢« ¢« s ¢ ¢ & o &

Frequency of Inventory - Building
Con“ntﬂ and Equi‘pmnt T« & e 8 8 B e+

Adequacy of Insurance . « « « o« & o o

Page
54

131

133
135

136

137
138

139
142
L4
145
149
150
151
153

154

156
157



Table

XXVI

XXVII

XXVIII

Losses for Last Five Years . . . .

Bodily Injury Liability - Limit per
POXSOn « « ¢« ¢ ¢« o 9 6 ¢ o 0 ¢ s o

Bodily Injury Liability - Limit per
Acoldent « « ¢ ¢« ¢ ¢ 5 ¢ 4 4 6 b

Property Damage Liability . . . .
Waiver of Imtlnity Clause T =
Types of Vehicle Insurance . . . .

Vehicle Bodily Injury - Limit per
P.ra on - - L] L] L L] L] L] L] L] L] . L]

Vehicle Bodily Injury = Limit Each
ASGlABnt + « o ¢ ¢ 2 .5 ¢ b0 0 B0

Vehicle Property Damage - Limit Each

.

Aoo id‘nt . L . . . - L] - . . L L] L . L]

Vehicle Collision - Deductible Limits

Vehicle Medical -« Limit Each Person

Page
158

160

161
162
164
166

167

169

170
171
172



SCHOOL INSURANCE IN OREGON
CHAPTER I
INTRODUCTION

Pu?lio education is primarily a governmental function
at the state level. As any sovereign state has the right to
do, each state has set its own basic pattern for public edu-
cation by constitutional provision, legislative enactment,
and court decision. This educational pattern has been es-
tablished to a large extent independently of any other state
and has been limited only by the restrictions of our Federal
Constitution, laws, and court decisions.

As a consequence, each state differs considerably
from others in the details of its cducatibnal provisions.
This variation 1s particularly true with reference to school
insurance. Each state differs so much in its mandatory and
permissive insurance provisions and in its theory of school
district and school personnel liability that any study of
school insurance to have much practical significance for
school boards and school administrators must be made at
the state level.

The school district in Oregon is an ad hoc agency
created by the State for the purpose of conducting a system
of common schools. The school district has a great many



responsibilities to carry out fully its legal and moral
obligations among which is the problem of management of
its school insurance program. As the American Association
of School Administrators has pointed out, every community
should protect its investment.
The school district has an important
financial investment in its educational program.
In many instances the capital invested in school
buildings and equipment, together with costs of
operation, constitutes the community's largest
economic enterprise. Protecting the community
against loss from fires, accidents, and other
types of misfortunes through adequate insurance
coverage is an important responsibility of
local school boards and superintendents. (3 p.3)
The State of Oregon has approximately $167,695,329
invested in public school buildings, $24,833,745 in furni-
ture and equipment and $15,000,000 in school vehicles.
The importance of the problem of protecting against the
loss of this investment and against other misfortunes by
adequate insurance coverage warrants a serious study of

school insurance in Oregon.

Purpose of the study

The purposes of this study are:

l., to study the general principles of
insurance to determine how insurance
applies to Oregon public schools,

2. to analyze the legal requirements of



Oregon in respect to school insurance,

3. to develop principles upon which a
sound school insurance program should
be based,

L. to determine current school insurance
practices in Oregon, and

5. to make recommendations for the
specific improvement of school insur-

ance practice in Oregon.
Delimitations of the study

This study was delimited as follows:

1., Because of the wide variation of laws
and of school insurance programs in the
various states, this study was concerned
only with a detailed analysis of the
legal status, the legal requirements
and the present practices in Oregon.

2, This study was concerned only with
insurance purchased by school boards
with public funds.

3. Major emphasis was given to the
following types of insurance:

a. Fire
b. Liability



L.

5

6.

7.

¢, Motor Vehicle

Less emphasis was given to:

a. Extended coverage insurance

b. Workmsn's Compensation

¢. Boller insurance
District-operated public schools only
were studied.

Questionnaires were sent to all first
and second class districts,
Questionnaires were mailed to super-
intendents and prinecipals whose names
and addresses were secured from the
Oregon School Directory for 1953-1954.

Procedures used in the study

The procedures used in this study were as follows:

1.

2.

3.

A survey of the literature in the field
of insurance for schools was made.

A study of the Oregon Laws was made to
determine the legal status of schools,
the legal requirements for school in-
surance, and limitations placed
against the purchase of such insurance.
The opinions of the Attorney General

for Oregon were studied for



be

5.

interpretations of the law and for

statements of the implied authority

of school boards to purchase school

insurence in the absence of specific

legislative authority for such

purchase.

Decisions of the Oregon Supreme Court

pertaining to school insurance, school

district, and school personnel lia-

bility were studied. Case law in

other states was also noted where

applicable.

The problem of insurance for schools

was discussed with the following

groups of people:

a, Members of the State Department
of Education.

b, Members of the State Insurance
Department.

¢, Members of the State Industrial
Accident Commission.

d. Members of the Oregon Insurance
Rating Bureau.

eé. Representatives of insurance



6.

companies operating in the State
of Oregon.

f. Selected school board members,
school superintendents, prineipals,
teachers, clerks, and attorneys.

A qunqtionnniro survey of first and

second class school districts was made

covering the fields of fire, liability,
and motor-vehicle 1nsurann; to deter-
mine the current practices in school

insurance in Oregon.



CHAPTER II
RELATED STUDIES

The literature in the field of school insurance is
not extensive although a number of studies have been made
of the various aspects of insurance pertaining directly
to public schools.

As far as could be determined, no study with the
scope of the present investigation has been made of school
insurance in Oregon. Holy (63), as a part of a larger
study of public elementary and secondary schools in
Oregon, limited his discussion of insurance to about two
pages. Horner (64) made a field study on the adequacy of
insurance on sahobl buses in Oregon. These two studies
will be summarized later in this chapter.

Melchior (97) made a study in 1925 of trends and
practices in New York in public school insurance and com-
pared that city with other cities in the United States.
He analyzed the comstruction of school buildings, the
kinds of insurance carried on them, and the fire losses
they suffered, He reported methods used in insuring
school buildings and in determining sound values and
eliminating hazards. He recommended that school property
receive more adequate appraisal, that insurance be carried

for longer terms, that effort be made to eliminate hazards,
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and that the coinsurance clause be carried in the fire in-
surance poliecy. This study was one of the first and most
important studies made of school insurance.

Holy (60) studied the insurance premiums paid as
compared with the fire losses suffered in Ohio for the
period of 1930-32, In reporting his findings in 1933, he
indicated that the premiums paid on the school buildings
during the three-year period for fire and tornado insur-
ance amounted to $1,347,008, while the reported losses
were $93,778, or six and nine~tenths per cent of the
premiums paid. Rural schools had a slightly higher loss
ratio.

Cross (34) made a study in 1933 of forty-five city
school districts of California to determine: the kinds
of insurance carried and in what amounts, how insurance
values were determined, who decided on types and amounts
of coverage, the relation of insurance cost to total
budget expenditures, insurance procedures, and code and
case law of California on school insuraence. He also
recommended changes in the California code.

Viles (157) in 1934 studied ways of improving the
insurance programs in the local school districts in
Missouri. He investigated the way the local school
districts secured protection, the cause of school fires

and fire losses, the effect of fire hazards on school
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building insurance, present practices in administering the
insurance programs, and recommended ways of improving the
district insurance program.

Steinhauer (150) in 1939 investigated the exper-
iences and practices of fire insurance on Pennsylvania
public school property. He found that the insurable value
of school buildings is largely determined by estimation on
the part of the boards of education with little thought
given to replacement cost, depreciation, and sound value.
His study showed that local insurance agent influences
were detrimental in many cases and that there was enough
objective evidence to show that school districts in
Pennsylvania should operate a cooperative insurance
association.

Van Ausdal (156) in 1939 studied school bus insur-
ance in the State of Ohio. He showed that losses and
claims paid by the various insurance companies indicated
a rather low loss-ratio experience.

Fuller (44) in 1940 made a study of tort liability.
This was an excellent study showing the history and
development of the principle of immunity carried into
school districts. He recommended that the principle of
iomunity be abolished as an outmoded and unrealistic
means of meeting the responsibilities of jJustice.

Rosenfield (139) prepared a manual in 1940 after
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studying several hundred court cases, legislative acts, and
attorney generals' opinions on the subject of negligence as
applied to schools. This manual remains a valuable guide
to school authorities, and Rosenfield, the author, contin-
ues to write on this subject in current periodicals.

The Association of Public School Business Officials
(13) made two rather comprehensive surveys of public school
insurance carried by city schools in the United States and
Canada. Results published in 1941 indicated that only
26.9 per cent of premiums were required to pay losses, that
public school buildings in cities are a preferred risk,
that school districts should insure with mutual companies
or establish State Insurance Funds, that fire insurance
could be reduced fifty per cent with ample protection
afforded by either state insurance or self-insurance, that
public liability insurance was not used widely but pre-
dicted its increasing importance due to the tendency of
protecting individuals by placing liability upon the
state for such injuries.

Johnston (70) made a detailed study in 1943 of the
legal aspects of insuring school property. He analyzed
the statutes and supreme court declsions of the various
states. He found that twenty-one states require school

trustees to insure public school property and that eight
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states permit such insurance, In the remaining states,
the weight of authority seems to hold that school trustees
have an implied power to insure school property.

Upton (155) in 1946 studied the costs of fire insur-
ance and insurance practices in city school districts of
more than twenty thousand population in the United States
and also in some of the larger Canadian cities. Some of
his important recommendations were that school districts
should take advantage of the economy of the five-year
term of insurance policies, that the coinsurance clause
should be continued and expanded in use, that continued
effort should be made to reduce fire hazards, that the
school boards should set-up minimum financial standards
of companies, that more attention should be given to
appraisal of properties, that objective methods of dis-
tributing insurance to local agents be determined, and that
California school districts use a standard fire insurance
form.

The Association of Fublic School Business Offlcials
(12) studied school fire insurance for the period 1938-45
and published a report in 1948, Their recommendations
were to place responsibility for hendling the school
district's insurance, secure reliasble appraisal to deter-
mine insurable values, determine the method to be used
in insuring the buildings and contents, develop a school
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form, obtain all possible rate reductions, and maintain
adequate records.

Brooker and Remmlein (104) prepared a pamphlet on
transportation insurance in 1948, It is an excellent
guide to the problem of school transportation insurance
and shows the present legal status of transportation insur-
ance in the various states. |

Satterfisld (141) in 1949 made a very careful study
of legal aspects of tort liability in school districts by
documenting recent court decisions. This study is parti-
cularly valunble.aa a summary of recent case law in the
various states. His recommendations include a program of
curative legislation inecluding abrogation of govermmental
non-liability for tort now enjoyed by most school dis-
tricts; protection of the school employee, who is never
immune from suit, from financial loss due to injury or
dﬁnagea arising out of the scope of his employment; under-
writing the financial loss of the school districts in
assuming liability for the tortious acts of i1ts board
members, teachers, and other employees by some method of
insurance; protection of all persons transported in
school buses for all school purposes; authorization of
the board of education to insure its students engaged in
athletics, physical education, and other organized
school activities.
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The Association of Fublic School Business Officials
(11) published a study of on-the-job liability of school
employees in 1949. The basic research for this study was
done by Hesse (58) in the same year. Hesse's conclusions
were published by the Association and are listed as
follows:

1. Common law immunity does not acknowledge the
changes of society and government that have
taken place since its adoption. Modern life
has greatly increased in complexity and
hazards, and the activities of government
affect a larger portion of the population
than in colonial days.

2. When the school district accepts responsi-
bility for its acts and for those of its
employees, the result is to relisve the
employees of a portion of their risks since
those injured will seek recovery from the
larger more certain unit which is known to
be responsible for any Jjudgments secured by
the injured party. Victims of school
district negligence, who are themselves
blameless, are thus saved from unwarranted
burdens.

3. Immunity to tort actions as practiced under
common law tends to place an unreasonable
financial burden upon persons who cannot
often afford it; injured parties and the
individual school employees.

4. The modifications which have been made by
some states in the principle of common
law immunity to tort suits, and which
continue to be made, seem to indicate a
trend toward increasing the liability of
schools for negligent acts.

5. Charges of malicious prosecution may
arise if the attacks made are shown to
be made with malice and the intent to



6.

7

8.

9.

10.

‘11

injure, or if the attacker can show no
reasonable justification for his interest
in the matter.

Fiduciary relationships between student
and counselor may exist which prohibit the
counselor from any betrayal of the confi-
dence given him by a student.

Students may be commented upon by employees
if related to their assigned duties to the
other persons equally assigned. Communica-
tions must not be made to third parties not
equally privileged.

Defamatory statements about persons, even
in the line of duty, must be free of malice;
evidence must show that the statements

were believed true at the time of publica-
tion or utterance to establish a claim of
not guilty.

Charges of libel or slander require the
defamer to prove the truth of his state-
ments to establish innocence. In practice,
the establishment of proof has been
difficult.

Members of the board, administrative staff,
and other employees are qualifiedly
privileged in making personal comments on
other persons if the communication is in
the line of assigned duties and is to a
person equally privileged. The statements
contained therein must not be made to a
third party or to the general public un-
less their welfare requires the information.

Most court cases involving libel or slander
arise from statements charging the person
with incompetence or moral indiscretions
which attack the person's right to
professional reputation.

Social justice will not be served often if
the injured person's only means of recovery
is against the individual. School
employees can rarely meet the assessments
of damage set by courts, and the injured



13.

15.

16.

17.

l8.

19.

15

person cannot usually secure an adequate
recompense for the injury.

Individual board members and administrative
officials are not held liable for

ministerial acts required of them by law,

neither are they held for well-intentioned
useé of judgment; however, they can be held

:e:ianitting the performance of ministerial
uties,

In Michigan, the practice is opposite of
that of New York State, for Michigan school
districts are liable only when performing
proprietary functions not mentioned by law
and which require the use of discretion.

In New York State, the school distriet can
be held liable for the negligent acts of
employees who are perfor services
imposed by statute upon the school district.

School employees may be charged as joint
tort feasors with the school district in
States which acknowledge responsibility
for the scts of employees. In California
it is common practice to name both the
district and the employee in tort charges.

School board members, administrative
officials, and other employees are person-
ally liabie for acts performed beyond the
authority of established law and lawful
regulations.

In States that feollow common law, an in-
jured party has no right of redress against
the school district or its board. He is
forced to seek recovery from the individual
whose alleged negligence was the immediate
cause of the mishap.

Teachers and other school employees will
be held personally liable by courts for

negligence in the performance of duties

that fall within the scope of their

employment.
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In 1950 the Research Division of the National Educa~
tion Association of the United States (103) published a
bulletin entitled "Who is Liable for Pupil Injuries?" This
very valuable basic reference for all school personnel
covers much the same information as that summarized in
the nineteen points abovse.

In 1950 Holy (63) wrote "A Study of Public Element-
ary and Secondary Education in Oregon." Two pages of that
study were devoted to a comparison of insurance premiums
paid and losses sustained in Oregon school districts of
the first class by years 1944 through 1949. Because of
Oregon's relatively high loss-ratio, he did not recommend
the setting up of a state plan for insurance. Instead,
he recommended that the State Department of Education
make periodic studies of this ratio for the purpose of
securing reductions in insurance premiums should the
loss-ratio drop.

Dougherty (36) made a study in 1950 of bodily in-
jury and property damage insurance in the United States,
collecting information on types of insurance used (stock,
mutual, and self), methods of insurance, publicly or
privately owned vehicles, relative costs of existing
school transportation insurance, determination of actual
costs of the different rates of insurance, and the returns

in terms of claims paid which had been paid. This study
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had 1ittle application to the present study.

In 1951 Horner (64) made a field study at the Uni-
versity of Oregon called "Are School Busses in Oregon
Adequately Insured?" He recommended that the State
Director of Transportation recommend the following insur-
ance coverage for school buses: (a) $5,000 property
damage liability, (b) $15,000-$100,000 bodily injury lia-
bility, and (c¢) up to $500 per person for medical payments.
He recommended that a waiver of immunity clause be includ-
ed in every insurance contract, that each school adminis-
trator examine the insuring company carefully, that legal
liability of the district be clarified, and that considera-~
tion be given to the possibility of setting up a plan for
Statewide self-insurance for school buses in Oregon.

Smith (146) in 1951 surveyed 305 school districts
in the State of Washington for the purpose of ascertaining
ways of reducing insurance costs for school districts and
included the advantages and disadvantages of a state
insurance fund for insuring school district property. His
findings are pointed out later.

Taylor (152) in 1952 studied fire, liability, and
vehicle insurance in Nebraska public schools. Some of his
more important conclusions are listed below:

l. Great savings may be had and the same

protection obtained by use of a co~
insurance clause instead of flat
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2.

3.

b

Se

6.

7

8.

9.

18

insurance,

A great saving may be realized if insurance
is purchased on a term of longer than one
year,

The place to start obnnidering insurance on
school buildings is in the planning stage
where hazards may be eliminated.

Computation of depreciation varies greatly
among the schools.

The amount of insurance carried by the
school distriocts is in many cases inadequate
considering the insurable value of the
school property.

Despite the fact that liability insurance
is illegal for Nebrasks schools, 60 of the
155 reporting indicated that the school
district carries such insurance.

Workmen's compensation insurance is

carried by only 59 of the reporting schools
despite the faet that it is required by
Nebraska laws.

The average cost of motor vehiecle insurance
during the period covered by the survey was
$11.21 paid out in insurance premiums for
every $1.00 recovered in damages.

The cost of insurance on driver education
cars was $10.91 paid out for every $1,00
recovered in damages.

Scoville (142), in studying the problem of fire
protection in 1952 for the schools of Colorado, found that

a state self-insurance plan for fire protection would

provide adequate protection at a lower cost and that

there is no coordination of insurance practices in the

public schools of Colorado, He recommended immediate
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establishment of a state self-insurance fund and a closer
supervision of insurance practices in school districts
by the State Department of Education.

Whenever applicable, frequent use has been made
of the findings, conclusions, or recommendations of the
related studies in the development of the present

study.
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CHAPTER III
INSURANCE

In this chapter it is necessary to discuss some basic
principles of insurance which apply to all kinds of insur-
ance, including school insurance. Specifically, this will
include the definition of insurance and school insurance,
general considerations and principles including: risk,
the "law of large numbers," the legal aspects of the insur-
ance contract, and such subjects as indemnity, insurable
interest, subrogation, concealment, representation, warranty,
waiver, estoppel, the Standard Oregon Fire Policy, and the
regulation of insurance in Oregon.

Definition of Insurance

For purposes of this study the definition of insur-
ance found in the Insurance Laws of the State of Oregon
(111 p.7) will be used. It is stated that "insurance is a
contract whereby one undertakes to indemnify another
against loss, damage or liability arising from an unknown
or contingent event, whereby the insured or his benefic-
iary suffers loss or injury." When such an insured 1s a
school district or agent of such a district the contract
will be considered as a school insurance contract and

referred to as school insurance.
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Risk

Risk is the chance for loss, This is an abstract
definition and refers to the concept of pure risk because
pure risks face only the chance for loss. For example,
when a school district purchases property, it does not ex-
pect to gain by retaining it but immediately assumes the
chance of loss when 1t is acquired. This is a pure risk.
Insurance seeks to protect such risks because to allow an
insured to gain by having a loss is considered by society
to be anti-social and consequently illegal.

The "Law of Large Numbers"

The "law of large numbers"™ is the basis of all in-
surance, Reigel and Miller (134 p.l9) have said, "insur-
ance is the application of the statistical law of large
numbers to the economic problem of risk." The tendency
of a large number of cases to take on regularity has been
proved by experiment. A simple and effective way to
demonstrate this "law" is to toss a coin., If we toss it
ten times, it may come up eight times as tails and twice
as heads. We cannot be sure of the results with so few
chances., However, if the coin is tossed 50,000 times the
result will tend toward half heads and half tails. The

more trials we make the more and more regular becomes the
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result and outcomes can be predicted with more certainty.

Insurance companies have observed so many cases
that they can now predict in most areas of insurance with
reasonable certainty, thus reducing their risk but not
their loss., For the individual this "law" neither reduces
risk nor affects loss, because the individual, although
aware of the result in a large number of cases, does not
know the result in a single case. The individual must
therefore transfer his risk to an insurance company.

This insurance carrier, having insured

a large number of similar risks, can arrive at

a stable loss certainty and, due to the 'law

of large numbers', can ell ate the risk as

far as the carrier is concerned. Therefore,

if a large number of people insure their risks,

the risk is eliminated for all of them and is

replaced by a certain small loss, This is the
amount paid for the poliecy. (92 p.7)

Legal Aspects of the Insurance Contract

An insurance policy is in actuality an insurance
contract. Because it is a contract all principles
governing the relationship between contracting parties
generally apply to insurance contracts.

These principles are discussed in detail by
Magee (92, 93), Reigel and Miller (134), Ackerman (1),
and Mowbray (10l1) and are listed briefly as follows:
(1) There must be an agreement based upon an offer and

an acceptance with a meeting of the minds. (2) There
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must be a mutuality of knowledge of all material facts and
the contract must be free from fraud or misunderstanding.
To enforce this principle, the doctrines of concealment,
representation, and warranty have been developed. (3) The
agreement must be between parties legally capable of con-
tracting. (4) The insured must have an insuraeble interest.
(5) The contract must be in the form required by law.

(6) It must be besed upon valuable consideration. (7) It
must be for a lawful purpose. (8) And to collect on the

contract, the insured must have suffered a loss.

The Principle of Indemnity

It is a principle of law that an insurance contract
1s one of indemmity and not for gain. Public policy pre-
vents the insured from profiting from his loss, this being

an anti-social aot.
Insurable Interest

Insurance is a comtract on indemmity omly. The
insured under this contract must have an insurable inter-
est in the property insured in order to suffer from its
destruction. In order to collect he must suffer a loss.
Unless the insured has an interest he cannot suffer a
loss. This interest is called an insurable interest.

It is not always easy to determine insurable interest
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and the Insurance Laws of the State of Oregon do not ade-
quately define insurable interest except for marine and
life (111 p.121,71) which are not subjects of this study.

Subrogation

Subrogation is defined as the right of an insurer,
after paying a loss to the insured, to acquire all rights
possessed by the insured against third parties which are
related to such loss, This permits the insurer to sue any
third party and to recover the amount paid the insured
under the poliey. Any excess recovered over the amount
paid must be returned to the insured after deducting a

reasonable amount for costs of recovery.

Concealment, chgcgontatigg, and Warranty

It is a fundamental principle of the insurance con-
tract that all parties thereto must have a mutual knowl-
edge of the risk involved. Any material fact that is
kept or concealed from one of the parties is usually
grounds for voiding the contract.

A representation is a statement regarding a pro-
posed contract of insurance, made by the insured to the
insurer before the actual contract is entered into.

These statements may be oral or written and have an

important bearing on the insurance relationship. Any
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misrepresentation of a material fact may void the contract
but must be proved by the insurer.

Normally the insurer must prove that any representa-
tion is a material faet. To avoid this problem the insurer
will frequently include a provision in the insurance policy
that all representations be warranties. All representa-
tions therefore become part of the contract and must be
strictly complied with. Oregon, however, has abolished the
distinetion betwesn representations and warranties as to
the writtenlapplication by stating that they "Shall be

deemed to be representations and not warranties.™ (111,p.27)

Waiver and Estoppel

The doctrines of waiver and estoppel tend to compli-
cate the study of insurance, Waiver is defined as the in-
tentional relinquishing of a known right and estoppel is
said to exist when a person executes a deed or aet which
precludes him from claiming anything to the contrary.

For example, if an agent insured a school building
knowing it to be unoccupied, the company would have waived
the clause in the standard form policy which suspends
insurance for vacancy beyond sixty days. Because the
company is saild to have waived a violation of a poliey, it
is estopped from using the violation as a defense in
denying subsequent liability.
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The Standard Oregon Fire Policy

The Standard Fire Folicy in Oregon was originally
standardized by the Oregon legislature in 1918, Later, the
policy was revised to conform with the commonly known
New York Standard Fire Poliey of 1943. This later enact-
ment appears in Insurance Laws of the State of Oregon.

(111 pp.169-173). This standard fire policy will be
discussed in detail in Chepter IV.

The Application

An application for school insurance is merely a re-
quest in which the school district through its agent sets
forth the fact that it has a risk to be covered by an
insurer. It is not a contract and it is not binding on
the insurer. It is in actuality a mere offer which must
be accepted to be binding. If the insurer accepts the
risk, a binder will be issued.

The Binder

The binder is a memorandum of the offer and
acceptance of the insurance transaction. It serves as a

temporary policy and binds the insurer to the contract.
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The Policy

The policy is the printed, formal, and standard in-
surance contract form. It is an important and basic docu~-
ment and should be thoroughly understood by school
officials.

The first part contains the declaration including
the name and address of the insured, the location 6r the
risk, the period covered by the policy, the description
of the subject insured by the policy, the amount of the
insurance and the premium, and any warranties or statements.

The second part is the contract itself and Iincludes
the insuring agreement, the exclusions, the conditions,
and the endorsements.

The insuring agreement defines the coverage under
the policy and the services the insured can expect from
the insurance company.

The exclusions include those subjects which the
company considers too hazardous to insure and those sub-
jects which should be covered under other policies.

The conditions set forth the rights and duties of
both parties to the contract.

The endorsement feature is the method used to alter
or change the basic contract form. Its purpose is to
either extend or restrict the coverage or other

conditions.
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Regulation of Insurance in Oregon

The Insurance Laws of Oregon (11l pp.7-8) specify
that there shall be a department of insurance in Oregon,
headed by a commissioner, appointed by the governor of
the state for a four-year tera.

The general powers and duties of the commissioner
(111 pp.9-10) are:

l. To have and exercise the power to enforce the

insurance laws of Oregon,

2, To issue licenses and certificates to agents

and companies to do business in the state,

3. To receive annual financial statements from

all companies doing business in Oregonm,

k. To see that such companies publish a

synopsis of this financial atatamsnf in
newspapers of general circulation in
Oregon,

5« To furnish "convention form blanks"™ on which

companies can submit their annual statements,

6. To purchase forms to furnish as required in

number 5 above,

7. To compile and distribute the insurance laws

and other appropriate publications, and

8. To preserve in permanent form all records,
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proceedings and investigations or examina-
tions made of insurance companies.

The insurance department of Oregon has been in
operation now for about 45 years and has brought about a
standardization of insurance practice in Oregon, & uni-
formity of rates, policy forms, and types of insurance
coverage. OState regulation 1s generally beneficial to
both the insurance companies and the insuring public.
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CHAPTER IV
FIRE INSURANCE
Introduction

Tﬁs State of Oregon has an investment of
$167,695,329 in public school buildings, $12,613,287 in
school grounds, and $24,833,745 in school furniture and
equipment, according to figures released by the State De-
partment of Education for 1951-52.

This is a tremendous investment for educational
facilities that the citizen-taxpayers have made. Its care
and management demand careful attention by those directors
of public school districts who are responsible for its
protection.

These directors have a direct obligation to ade~-
quately protect the investment in school buildings,
furniture and equipment at the lowest possible cost. This
protection can usually best be obtained through adequate
fire insurance and other extended coverages.

This chapter is concerned primarily with the
problem of fire insurance for public schools in Oregon.
However, the advisability of boiler insurance will also
be discussed briefly.
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Authority to Purchase Fire Insurance

Fire insurance is the most common device used by
school boards to protect school property against loss.
Yet it is interesting to note that the authority to insure
school property in Oregon has never been granted by law.
Some confusion resulted from this fact in the early stages
of this study, until it was determined that a number of
other states had also falled to authorize the purchase of
fire insurance by school districts.

The Clark School Township v. Home Insurance and
Trust Company (28) case in Indiana in 1898 has served as
a precedent for approving the actions of school districts
who had purchased unauthorized fire insurance. In this

widely quoted case the court stated:

We are of the opinion that, under the
statutory provision placing upon the trustees
the duty of caring for and managing the
school property, a township trustee has such
implied authority that, in the exercise of his
discretion, he may make reasonable expenditures
from the special school revenues by way of
procuring insurance on such school property

against fire.
No similar case was found in Oregon but it was

noted that the Attorney General for Oregon had on

November 22, 1909, ruled that:

The authority of the district to build
and acquire school buildings implies the
authority to do whatever is necessary in
maintaining and protecting such buildings.
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Therefore a district has the authority to
contract for insurance on its school
property, and this authority is delegated
to the board of directors. (108 p.1l1l1)

The Need for Fire Insurance

A school district, as a sub-division of the State,
is organized for the purpose of providing an educational
program and educational facilities for the youth of the
district. By law, the directors of the district are given
many powers and duties. One of these duties is to provide
and care for school property.

Most directors are mindful of the faect that a bond-
ed indebtedness is the source of most of their school
property. The size of this indebtedness is strictly
limited by law. Most directors also realize that, faced
with the destruction of all or even part of their school
property, the bonding capacity of the district would be
insurficient to provide necessary capital for property
replacemsent or restoration.

This realization is given impetus by the fact
that in 1937 fire struck an average of five schools a
day in the United States while in 1952 it was striking
eight times a day. (20 p.60) In Oregon, the State
Fire Marshal's Annual Reports (115) of insured losses
by educational institutions showed losses totaling
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$969,828 for the five year period 1948 through 1952.

These figures would seem to indicate that it should
be mandatory for directors to provide protection of school
property, yet it is not. It would seem that directors who
fail to so proteet district property should be personally
liable for losses sustained, yet Johnson (70) located no
case in which the courts had speeifically ruled on the per-
sonal liability of a school board member in case of loss
of uninsured property.

Methods of Securing Protection

In order to prevent a situation from arising where
funds would not be available to replace property, school
boards usually provide some system for providing the
necessary funds to replace property losses.

Self~insurance, partial insurance, state funds, and
insurance in private companies have all been used as
methods of securing protootion.l Although there are many
arguments in favor of each of the above systems, the fact
remains that "Most of the school boards plan to secure
the needed protection thru insurance. No plan has been
devised to give absolute protection without risk or loss
on the part of the school district. While insurance
costs may seem high, no other adequate plan of protection
suitable for all school districts has been
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developed." (157 p.ll)
Analysis of Oregon's Standard Fire Insurance Policy

The contract entered into betwsen the private insur-
ance company and the school district is provided for by
Oregon Law. The main divisions of an insurance policy has
been discussed in Chapter III, but 1t will now be neces-
sary to analyze the provisions of the Oregon standard
form because 1t is very important for members of the
school board to know the exact provisions of the poliey.
For this reason, most contract provisions will be quoted
and analyzed.

The face of the policy includes the amount of in-
surance, the rate, the premium, the period of insurance,
the expiration date, the name of the insured, and the in-
suring clause., It is important that the exact ownership
of the property be stated because of the personal nature

of the insurance contract.

The Insuring Clause

The coverage of the policy extends only to the
"Actual cash value of the property at the time of the
loss, but not exceeding the amount which it would cost
to repair or replace the property with material of like
kind and quality within a reasonable time after such
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loss." (111 p.l1l69)

By this statement the company has protected itself
against an insurer who overinsures his property and
against the necessity for replacing the class of building
which might now be required because of some state or city
statute or zoning ordinance.

The policy carefully states what is insured against:

«s++811 DIRECT LOSS BY FIRE, LIGHINING

AND BY REMOVAL FROM PREMISES ENDANGERED BY

THE PERILS INSURED AGAINST IN THIS POLICY,

EXCEPT AS HEREINAFTER PROVIDED, to the

property described hereinafter while located

or contained as deseribed in this poliecy, or

pro-rata for five days at each proper place

to which any of the property shall necessarily

be removed for preservation from the perils

insured against in this policy, but not

elsewhere. (111 p.1l69)

The policy covers property at the designated loca-~
tions only but in case of fire the property can be removed
to other locations. In this case, any insurance in excess
of the company's proportion of the value of the property
remaining in the original location applies to the property
removed to the new location for a period of five days.

The insuring clause also states, "Assignment of
this poliecy shall not be valid except with the written
consent of this Compeany."™ (111 p.169) Due to the personal
nature of the insurance contract, the insurance does not
follow the property without the consent of the company.

School property does not change hands frequently but this
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clause should be noted carefully nevertheless.

In summary then, the first page of the insurance
contract, including the insuring clause, actually sets
three important limits to the company's liability under
the contract: (1) the maximum limit is the face value of
the policy; (2) the amount is the actual cash value at
the time of the loss and (3) limits the liability to the
cost of repairs or replacement with materials of like kind
or quality.

The actual terms of the policy appear as numbered
lines and are stated on the second page. They should be
thoroughly understood by every policyholder.

Concealment and Fraud

Lines 1 through 6 state:

This entire policy shall be void if,
whether before or after a loss, the insured
has willfully concealed or misrepresented

material fact or circumstance concerning
::i; insurance or the subject thereof, or
the interest of the insured therein, or in
case of any fraud or false swearing by the
insured relating thereto.

This clause protects the insurance company against
fraudulent claims made by the policyholder. Such con-
cealments or misrepresentations which could void a
contract were defined and discussed in Chapter III.
However, for emphasis it should be stated that such
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misrepresentations or concealments must be intentional,
material, made to induce the insurance contract and
actually harmful to the insurer in order to void the

contract.
Uninsurable and Excepted Property

Lines 7 through 10 state: "This policy shall not
cover accounts, bills, currency, deeds, evidences of debt,
money or securities; nor, unless specifically named here-
on in writing, bullion or manuscripts.”

These exceptions are made due to the difficulty of
actually proving the existence and or value of such
property. ©Schools ordinarily would not be greatly affect-
ed except possibly by the loss of currency or money
receipts which might be destroyed on the premises.

Perils not Included

Lines 11 through 24 state:

This Company shall not be liable for
loss by fire or other perils insured against
in this policy caused, dirsectly or indirectly,
by: (a) enemy attack by armed forces, includ-
ing action taken by military, naval or air
forces in resisting an aotuai or an immediately
impending enemy attack; (b) invasion; (c) in-
surrection; (2{ rebellion; (e) revolution;

(f) eivil war; (g) usurped power; (h) order of
any civil authority except acts of destruction
at the time of and for the purpose of prevent-
ing the spread of fire, provided that such fire
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did not originate from of the perils ex-

cluded by this policy; (1) negleet of the

insured to use all reasonable means to save

and preserve the property at and after a loss,

or when the property is endangered by fire

in neighboring premises; (j) nor shall this

Company be llable for loss by theft.

Under the policy, the company is not liable for
losses by fire or other perils insured ageinst when caused
direetly or indireectly by (a) through (g) because most
insurence companies do not consider these items insur-
ables In the case of (h), civil authorities sometimes
must dynamite or destroy a buillding in order to prevent
the spread of fire. When this is necessary and the fire
was not caused by reason of (a) through (g), the policy
will apply and cover.

It should also be noted that the insured is obli-
gated to use every reasonable means to protect his own
property, during and after a fire. The company is not
lieble for loss by theft because this policy is a fire

policy not a burglary policy.
Other Insurance

Lines 25 through 27 state: "Other insurance may
be prohibited or the amount of insurance may be limited

by endorsement attached hereto."

This statement does not prohibit other insurance

in the same company but it might under unusual
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circumstances, or in the case of a large school system, be
used by the company to limit the amount of the insurance
by an endorsement to the policy.

Conditions Suspending or Restricting Insurance

Lines 28 through 37 state:

Unless otherwise provided in writing
added hereto this Company shall not be liable
for loss occurring (a) while the hazard is
increased by any means within the control or
knowledge of the insured; or (b) while a
described building, whether intended for
ocoupancy by owner or tenant, is vacant or
unoceupied beyond a period of sixty conse-
cutive days; or (¢) as a result of explosion
or riot, unless a fire ensue, and in that
event for loss by fire only.

Unless otherwise endorsed, these three situations
merely suspend the insurance coverage. Just as soon as
the conditions no longer exilst, the policy goes back
into effect. When one of these items is thought to in-
erease the risk, the insurer can either increase the
premium or exclude the liability. Explosion and riot are

commonly covered by the extended coverage endorsement.

Other Perils or Subjects

Lines 38 through 41 state: "Any other peril to be
insured against or subject of insurance to be covered in
this policy shall be by sndorsement in writing hereon

or added hereto."
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This clause provides that every other peril or sub-
Jeet of insurance to be in forece and affect must be at-
tached to the policy by way of a written endorsement.
Many such endorsements are available to school districts
and others.

Added Provisions

Lines 42 through 48 state:

The extent of the application of insur-
ance under this policy and of the contribution
to be made by this Company in case of loss,
and any other provision or agreement not
inconsistent with the provisions of this poliey,
may be provided for in writing added hereto, but
no provision may be waived except as by the
terms of this policy is subject to change.

This eclause indicates that other provisions or ag-
reements which are not inconsistent with either the State
law or with the terms of the policy may be added by a

written endorsement.
Waiver Provisions

Lines 49 through 55 state:

No permission affecting this insurance
shall exist, or waiver of any provision be
valid unless granted herein or expressed in
writing added hereto. No provision, stipula-
tion or forfeiture shall be held to be
waived by any requirement or proceeding on
the part of this Company relating to appraisal
or to any examination provided for herein.
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This section is far more applicable to other classes
of insurers than it is to school districts because it in-
volves insurable interest. As soon as there has been a
claim for loss filed, an adjuster ascertains the amount
of the loss and generally helps the claimant file his
loss claim., This is usually done before the matter of in-
surable interest has been checked. After there has been
an agreement as to the extent of the loss, the adjuster
will ask the insured to sign a non-waiver agreement. This
gives the insurance company an opportunity to check on
insurable interest and other clauses in the contract
later without jeopardizing the right of the Company to
refuse payment in case of some violation of some other

clause in the contract.

Cancellation of Folicy

Lines 56 through 67 state:

This policy shall be canceled at any
time at the request of the insured, in which
case this Company shall, upon demand and
surrender of this policy, refund the excess
of paid premium above the customary short
rates for the expired time. This policy may
be canceled at any time by this Company by
giving to the insured a five days' written
notice of cancellation with or without tender
of the excess of paid premium above the pro-
rata premium for the expired time, which
excess, if not tendered, shall be refunded
on demand. Notice of cancellation shall
state that said excess premium (if not
tendered) will be refunded on demand.
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Cancellation of the poliey of the insured can take
place upon demand and upon surrender of the policy. The
premium for the unexpired term, less a small charge for
overhead, will be refunded. This amount is determined by
using the short rate schedule,

If the poliey is canceled by the company, a five
day written notice must be given the insured. In this
case the premium must be returned pro-rata and the

company will receive nothing for overhead.

Mortgage Interest and Oblization

Lines 48 through 85 state:

If loss hereunder is made payable, in
whole or in part, to a designated mortgagee
not named herein as the insured, such intersest
in thie policy may be canceled by giving to
such mortgagee a ten days' written notice of
cancellation. If the insured fails to render
proof of loss such mortgagee, upon notice,
shall render proof of loss in the form herein
specified within sixty (60) days thereafter
and shall be subject to the provisions hereof
relating to appraisal and time of payment and
of bringing suit. If this Company shall claim
thet no liability existed as to the mortgagor
or owner, it shall to the extent of payment of
loss to the mortgagee, be subrogated to all
mortgagee's rights of recovery, but without
impairing mortgagee's right to sue; or it may
pay off the mortgage debt and requ an
assi nt thereof and of the mortgage. Other
provisions relating to the interests and
obligations of such mortgagee may be added
hereto by agreement in writing.
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Under this section of the Oregon standard policy
form, the mortgagee has the same rights as to appraisal,
time of payment and sult as does the mortgagor, if the
loss is made payable to a designated mortgagee. If the
owner fails to submit proof of loss, the mortgagee is ob-
ligated to do so. If the company should pay the mortgagee
and not the owner, it may have subrogation of the
mortgagee's rights or may pay the mortgage. The company
could thereby obtain actual ownership of the property. The
mortgagee also receives ten days' written notice instead
of the usual five days' notice.

@ &

Pro-Rata Liability

Lines 86 through 89 state:

This Company shall not be liable for a
greater proportion of any loss than the amount
hereby insured shall bear to the whole insur-
ance covering the property against the peril
involved, whether collectible or not.

This section is to provide for situations where
more then one fire insurance policy covers the same
property. The loss will be in the same proportion as the
policy bears to the entire insurance on the particular
risk. This is true whether or not one or more of the
other companies are solvent or insolvent.

This clause is not understood by many people and

is so important that an illustration is provided for
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Suppose a school building is insured for $100,000.
Insurance is carried by three companies in amounts of
$75,000, $15,000 and $10,000. In event of a $50,000 loss
the ennpanicu’would be responsible for $37,000, $7,500
and $5,000 respectively. However, if the school district
¢ould not collect on one or more of the policies, the pro-
rata obligation of the remaining company or companies
would remain unchanged. When this principle is fully
realized, districts will give great care and consideration
to the problem of allocating insurance to companies,

Requirements in Case Loss Ogccurs

Lines 90 through 122 state:

The insured shall give immediate written
notice to this Company of any loss, proteect the
property from further damage, forthwith separate
the damaged and undamaged personal property, put
it in the best possible order, furnish a complete
inventory of the destroyed, damaged and undamaged
property, showing in detail quantities, costs,
actual cash value and amount of loss claimed;
and within sixty days after the loss, unless
such time is extended in writing by this Company,
the insured shall render to this Company a proof
of loss, signed and sworn to by the insured,
stating the knowledge and belief of the insured
as to the following: the time and origin of the
loss, the interest of the insured and of all
others in the property, the actual cash value
of each item thersof and the amount of loss
thereto, all encumbrances thereon, all other
contracts of insurance, whether valid or not,
covering any of said property, any changes in
the title, use, occupation, location, possession
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or exposures of said property since the issuing
of this policy, by whom and for what purpose any
building herein deseribed and several parts
thereof were occupied at the time of loss and
whether or not it then stood on leased ground,
and shall furnish a eopy of all the descriptions
and schedules in all peolicies and, if required,
verified plens and specifications of any
building, fixtures or machinery destroyed or
damaged. The insured, as often as may be
reasonably required, shall exhibit to any person
designated by this éonpany all that remains of
any property herein deseribed, and submit to
examinations under ocath by any person named by
this Company, and subseribe the same; and, as
often as may be reasonably required, shall
produce for examination all books of account,
bills, invoices and other vouchers, or certified
copies thereof if originals be lost, at such
reasonable time and place as may be designated
by this Company or its representative, and shall
permit extracts and copies thereof to be made.

These requirements outline the duties of the insured
in case of loss and carry a bewildering array of technical
material., Agents have assured the writer that, in most
cases, these exact requirements are very seldom put to
use, especially in the case of school districts. However,
there are some very important and special requirements,
like furnishing immediate written notice of loss,
protecting the property from further damage, separating
damaged personal property from undamaged property and
putting the same in the best possible order,

Then too, the "furnishing of a complete inventory"”
is especially importent for school districts. This
inventory should be made at the time of insurance and
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should include quantity, cost, date of purchase, and esti-
mated present value. It should be kept current and be
filed in a place not likely to burn with the property
insured.

Proof of loss must be furnished within sixty days
according to the policy, although the Insurance Laws of
the State of Oregon (11l p.l73) indicate such proof must
be furnished in ninety days. This is an inconsistency
which could be construed in favor of the insured in case

of litigation.
Most of these techmnical clauses are for the protec-

tion of the insurance company in case the insured is
suspected of attempts to defraud or to profit from his loss.

Appraisal

Lines 123 through 140 state:

In case the insured and this Company
shall faill to agree as to the actual cash
value or the amount of loss, then, on the
written demand of either, gach shall sslect
a competent and disinterested appraiser and
notify the other of the appraiser selected
within twenty days of such demand. The
appraisers shall first select a competent
and disinterested umpire; and failing for
fifteen days to agree upon such umpire, then,
on request of the insured or this Company,
such umpire shall be selected by a judge
of a court of record in the state in whiech
the property covered is located. The
appraisers shall then appraise the loss
stating separately actual cash value an
loss to each item; and, failing to agree,
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shall submit their differences, only, to the

umpire., An award in writing, so itemized, of

any two when filed with this Company shall

determine the amount of actual cash value and

loss., Each appraliser shall be paid by the

party selecting him and the expenses of appraisal

and umpire shall be paid by the parties equally.

This section is included to cover a situation where
the insurance company and the insured cannot come to an
agreement on the amount of the loss. In checking with a
number of agencies, it was found that this section is very
seldom used.

If the two parties to the insurance agreement can-
not agree on the amount of the loss, then on written demand
of either party, each shall select a competent and
disinterested appraiser and the two appraisers will
select an umpire. An agreement of any two will determine
the amount of the loss. If the appraisers cannot agree
on an umpire such selection will be by a judge of any
court of record in whose jurisdiction the property is

located.

Company's Options and Abandonment

Lines 141 through 149 state:

It shall be optional with this Company
to take all, or any part, of the property at
the agreed or appraised value, and also to
repair, rebuild or replace the property
destroyed or damaged with other of like kind
and quality within a reasonable time, on
giving notice of its intention so to do within
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thirty days after the receipt of the proof of

loss herein required, There can be no

abandonment to this Company of any property.

This gives the company the option of either repair-
ing or rebuilding the damaged property with materials of
like kind and quality, or of paying the cash value of the
damage. The company may take all or any part of the
damaged property at an agreed price. However, the insured
cannot decide to turn over any of the damaged property to

the company because such transfer is at the option of the

company.
n Loss is Payable

Lines 150 through 156 state:
No suit or action on this policy for

the recovery of any c¢laim shall be sustainable

in any court of law or equity unless all the

requirements of this policy shall have been

complied with, and unless commenced within

twelve months next after inception of the loss,

Unless all conditions of the poliecy shall have
been complied with, no suit may be instructed against the
company. This policy is a contract and as such all
conditions have been agreed to by the parties involved
and the company is perfectly Jjustified in holding to
this particular clause, This protects the company from
unnecessary suits, conceived in anger, over pstiy

differences but does not deny either party recourse at
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law providing all contract conditions have been met. Suits
must be instituted within a twelve month period after the
time of the loss., Should the final appraisal take more
than one year to complete, the time for filing suits will
be extended proportionately.

Subrogation

Lines 162 through 165 state:

This company may require from the in-

sured an assignment of all right of recovery

against any party for loss to the extent

that payment therefor is made by this Company.

Subrogation was defined and explained in Chapter III.
However, it should be stated here, that the company may re-
quire an assignment of the insured's right of recovery
from a third party. This would be for any amount up to
the sum paid by the company to the insured. Subrogation
is used only in cases involving negligent third parties
involved in the particular loss.

There is far more involved in an insurance contract
than merely buying a policy. For schools in particular,
there are a number of important responsibilities that
ghould be summarized here: (a) great care should be taken
in establishing the initial value of school property;

(b) initial inventories should be complete and accurate

and kept current; (c¢) records and inventories should



50

be stored in a place that will not burn with the school
property so records can be produced as proof of loss;

(d) reliable companies should be selected; (e) the person
charged with the responsibility of the insurance program
should be thoroughly familiar with all contract provisions,
and (f) an established procedure for reporting losses,

like a "battle plan,™ should be in readiness at all times.

Egdoracmnnta

It is a fundamental condition of the Oregon
Standard Fire Policy that any change must be made in
writing. This is accomplished through a system of en-
dorsements. Most of the endorsements used by the various
insurance companies operating in the State are published
by the Standard Forms Bureau of San Francisco.

There are about two hundred such endorsement forms
now in current use in Oregon. Obviously, time and space
will not permit a discussion of each one, Then too, not
all of them would be applicable to schools. Therefore,
only extended coverage, the average or coinsurance clause

and depreciation insurance endorsements will be discussed.

Extended Coverage Endorsement

The extended coverage endorsement extends the fire
insurance policy to include such additional perils as
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windstorm, hail, explosion, riot attending a strike, civil
commotion, aireraft, vehicles, and smoke.

It should be noted that this endorsement merely ex-
tends the coverage and does not increase the amount of the
insurance. It cannot be written as a separate policy and
an additional premium is charged.

Speaking of extended coverage, Linn and Joyner
(85 pp.53~54) said: "The broad coverage afforded by this
clause is an important part of any city school district's
insurance program. One large school district, for in-
stance, for several years collected more under this clause

than under fire coverages."

Coinsurance Average Clause

The principle inveolved in this clause is very
simple. It merely proposes that the greater the amount
of insurance carried on a risk relative to its full in-
surable value, the lower the insurance rate per unit of
value will be,

Fire insurance companies are willing to make such
reductions in rates because they know that most losses
are partial losses, This was confirmed by West
(174 p.12) who reported a study made by the National
Underwriters Association to the effect that in every
1,000 fires only three would have a loss of 90 to 100
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per cent, whereas 751 would suffer a loss from one to ten
per cent.

There are five average group percentages: 60%,
70%, 80%, 90%, and 100%, with each carrying a lower insur-
ance rate than the former.

To see how the average or coinsurance e¢lause works,
let us use an example of a school building worth $100,000.
In taking out the policy, the school district elected to
take the 80 per cent average clause, This means that the
district agrees to keep 80 per cent of the value of the
building insured. This would be $80,000. It will be the
responsibility of the distrioct to determine the value of
the building insured and to keep up the insurance., If
the distriet fails to keep up the required percentage of
insurance, it will be penalized.

The following formulas show how the liability of
the insurance company 1s arrived at and the penalty if
any that the district will suffer:

No. 1 = unt of Insurance X Amount of Loss =
555 of Froperty value
Company's Liability
or

No. 2 = Amount of }ﬁauranoc X Amount of Loss gz
unt o surance

that should have
been taken Company's Liability
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If the loss was $40,000 and we epply formula No. 1
above, the result would be as follows:

i.gg.:.gg.g Ef‘g“g; gﬁoﬁggﬁn"m X $40,000 (Loss) =
$40,000 Recovered
If, however, after the loss it was found that the
property was now valued at $150,000 instead of the
original $100,000 due to a general appreciation of
property values, then formula No, 2 would be applied as
follows:
$90:088 {882°¢ pr.lamemsasel) X 440000 (1aen) -
$26,666 Recovery
It thus becomes apparent that the average clause,
while reducing the cost of insurance, forces the school
distriet to keep up its insurance to present property
values or suffer appropriate losses for not doing so.
In speaking of this point, Steinhauer indicated,
"The presence of the 80% coinsurance clause in the insur-
ance contraect is a '"money saver' only if sound value of
the property is known." (150 p.97)
Table I shows a number of other examples of the

operation of the 80% coinsurance clause.
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TABLE I
OPERATION OF 80% COINSURANCE (85 p.91)

Bern valtl MR =1 ANGE = : BT Y B

of Property Required in by from by
Insured by 80% Force Fire Insurer In-

Clause sured

$100,000 $80,000 $80,000 $20,000 $20,000 § wNil

100,000 80,000 80,000 80,000 80,000 Nil
100,000 80,000 80,000 90,000 80,000 10,000
100,000 80,000 60,000 40,000 30,000 10,000
100,000 80,000 70,000 80,000 70,000 10,000
100,000 80,000 90,000 90,000 90,000  Nil

Upton (155) in his study of California school dis-
tricts found that about 80 per cent of the city districts
studied were using the coinsurance principle and Mann _
(95 p.102) stated: "Under present conditions coinsurance
on a three-ysar or five-year term is the most economical

way to buy insurance for school buildings."

Depreciation urance

This elause is used by a number of school districts
in Oregon becauss it relieves school authorities of some
of the problems connected with reappraisal and deprecia-
tion.

In settling losses under the Standard fire
policies, the insurance company settles on the basis of
the replacement value of the school building less
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depreciation. This value is at the time of the loss,
rather than on the basis of the cost of actual replace-
ment of the property.

When the depreciation insurance clause is added
by endorsement to the standard policy, it permits the
school district to collect the full replacement value of
the building. This feature seems to appeal to many
school districts notwithstanding the fact that the dis-
trict must carry the 100 per cent average clause with the
consequent premium increase but at the lower rate.

This type of insurance applies only to school
buildings and does not cover school equipment or other
contents, Yet, it has great appeal to many school boards
because they know if a loss occurs complete building re-
placement will be made with little or no additional cost
to the district.

Types of Form

Viles (157 p.ll) found that the ordinary fire
policy usually written for school districts was in one of
the following three forms: (1) Specific Coverage Policy,
(2) Specific Schedule Policy, or (3) Blanket Coverage.

The specific is a rather common form., As Magee
(93 p.156) says: "It covers one kind of property in one
definite location. When the building and contents are
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insured under a single policy, with definite amounts on
each, the policy continues to be specific."

Schedule policies are actually variations of the
specific coverages. "All buildings belonging to an insured,
with their contents, may be grouped on a single form, in-
stead of on several forms, suplying specific insurance on
each property.” (93 p.l57)

The specific types have certain disadvantages for
schools as Viles (157 p.ll) pointed out when he said:
"The use of the speeific policy forms usually involves a
considerable amount of record keeping, and the computing
of premium costs at different rates for each of several
buildings."

The Blanket Coverage form is briefly defined by
Magee (93 p.l56) as follows:

A Blanket Polio{ covers the same kind of
property in different locations, or different
kinds of property at a single location. Thus
several builldings in different locations may
be insured under a blanket policy, as may
stocks of goods, or merchandise located in
different warehouses or stores, or bulldings
and contents at a single location.

This Blanket Policy seems to be the best and most
popular for school districts. Cross (34 p.l78) stated:
"Phe blanket form of policy is most popular because of
its low rates, its equal protection of buildings and

contents, and its following of property, whose location
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may be changed.™

Linn and Joyner (85 p.92) indicated that of 142 dis-
tricts studied by the Public School Business 0fficials
Association, 111 reported they used the blanket policy
form. They also give a good summary of the advantages
usually given for the use of the blanket insurance form:

1. The district definitely knows at all times
that property at locations designated in
the blanket form is insured.

2. Removal of property from one building to
another at the location designated in the
blanket form is automatically covered.

3., The district has but one rate to use for
the location covered, and errors are not
as likely to occur when policies are being
checked with specific insurance, there are

many individual rates on buildings and
contents.

Appraisal of School Property -

Appraisal of schoel property for the purpose of
determining the insurable value is one of the most
important problems connected with the school distriect's
insurance program. This is most especially true where
the standard fire policy carries a coinsurance clause.
It will be remembered that the Oregon Standard Fire
Policy requires that the distriet know what the sound
value of its property is at all times. It also requires
the district to carry the appropriate amcunt of
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insurance. "This sound value represents the cost, at the
time the fire occurs, to reproduce the property at the
then prevailling prices of labor and materials, less the
actual depreciation."” (85 p.78)

To determine reproduction costs of any existing
school building is not only a difficult task but involves
a very special kind of technical knowledge. Steinhauer
(150 p.96) however, found that "The insurance value of
school buildings is largely determined by estimation on the
part of the Board of Education either as a whole or by
some members of the board to whom authority is delegated.”™
Taylor (152 p.153), in his study of insurance in Nebraska
as late as 1952, found that only 23.4 per cent of the
school districts reporting used an appraising group to
determine insurable values.

Because of the technical knowledge needed to make
accurate and satisfactory evaluations, the Washington
School Board Association (163 p.2) said:

It is recommended that every school
distriect have a professional and independent
appraiser make a full analysis of its
property once every five years, The value
at which he arrives can be kept reasonably
up to date by having a 'thumb nail' appraisal
made once during each school year, at which
time current building cost factors can be
applied. A 'thumb nail' appraisal can be

obtained for $10.00 to $20.00 per structure;
full appraisals are more accurate and more

expensive.
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In choosing such a professional or independent
appraiser, West (174 p.65) suggests the following tests:

l. Will the appraisal be correct, reliable and
show all the values pertaining to the
property in order that the owner be fully
protected?

2, Will the completed schedule be in such
order and form as to be gccepted by the
adjuster as a basis of settling the fire
losses which may occur under the policy?

3. Will they safeguard and protect the owner
under the coinsurance clause?

Such services will cost school districts money.
However, every prudent board will ascertain in advance
what such services will cost and weigh this expense
against the advantage of accurate and acceptable
appraisals, and against the knowledge that the district
will be neither over insured nor under insured. Upton
(155) found that the cost of appraisal varied as much as
two cents to fifty-one cents per $1,000 of value.

Appraisal of Contents

It has been previously stated that a complete and
accurate inventory of school building contents and school
equipment is indispensable to the school insurance program.
Only by having such a complete inventory can the district
be fully protected in case of & fire loss.

There is no agreement, as far as this writer can
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determine, among appraisal authorities as to the rate of
depreciation on equipment. This is due to the great varia-
tion in distriet policy with reference to maintenance and
replacement of such equipment.

Speaking of this problem Linn and Joyner (85 p.87)

state:

Probably the best procedure for a school

official to use would be to check through a

local agent to the most reliable fire adjust-

ment bureau or company in the area and obtain

the rates which would be used or which would be

acceptable in adjusting a school fire loss.

Calculations for depreciation for insurance

purposes becomes an almost impossible task and

no real benefit would be derived.

In setting up an insurance program, school officials
should be cognizant of the fact that building rates are
lower than rates on contents. Viles (160 p.6) indicates
that fixed and loose contents should be insured separately.
Fixed contents value should then be added to the insur-
able value of the building. Although not considered as
part of the building, they are nevertheless insured at
building rates.

Linn and Joyner (85 p.88) give some specific
examples of types of fixed equipment that may be
classified under such building rates. They are: fixed
desks, fixed tables, benches, cases, counters, lockers,
chalkboards, bulletin boards, fixtures, lighting fixtures,

and stationary heating, lighting, and ventilating
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equipment and apparatus.

Selecting Fire Insurance Companies

One problem that confronts a school district in
setting wp an insurance program is the selection of insur-
ance companiss. In general, the district can choose between
stock and mutual companies or a combination of the two.

In Oregon, the problem is somewhat simplified be-
cause of the regulation of insurance by the State Insurance
Department. When the law provides for a Standard Fire
Policy, and when the department of insurance is given
authority to approve rates and the financial condition of
insurance companies, it serves as a protection for the
insurance purchaser.

It is generally recommended that school districts
set up certain minimum standards that insurance companies
should meet for the maximum protection of the district,
However, any company approved for operation in Oregon
will have been found to meet the minimum requirements
of the State and can be considered safe,

In the case of Mutual Companies however, a differ-
ent problem presents itself., Punke (124) has shown that
in many states, school districts are not permitted to
insure with mutual companies. The chief objeetion in the
minds of most lawmakers is that premium charges under a
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mutual policy cannot be definite and the policyholders may
be called upon to pay additional assessments. It has
therefore been held by courts that this assessment con-
stitutes, in effect, an unlimited pledge of the district's
eredit and is therefore illegal. This objection is not
usually valid where the policy of the mutual company is
non-assessable.

As far back as November 22, 1909, the Attorney
General for Oregon ruled (108 p.ll0) "A school distriect in
the State of Oregon i1s authorized as incident to its
authority to own school property, to become a member of a
mutual fire insurance association.”

Further clarification came from the Orsgon Supreme
Court in the case of Johnson v. School Distriect No, 1 of
Multnomah County (69) where it was held that a school
district could not lawfully insure its property with the
Northwestern Mutual Fire Insurance Company, on the ground
that a municipal corporation cannot become a member of a
joint-stock company. Mutual companies are not usually
joint-stock companies as Magee indicates when he says:

"A mutual insurance company is a corporation owned,
operated, and controlled by its policyholders. It is
organized under general laws for the purpose of providing
insurance for its policyholders at cost., Every policy-
holder is a member of the company. There are no
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stockholders.(93 pp.4l=42)

On June 9, 1942, the Attorney General ruled again
on the problem when he stated that: "Counties, school
districts, and other munieipalities may attain necessary
insurance in inter-insurance exchanges, provided policies
are non-assessable and conditions of section 101-1304,
0.C.L.A, as amended by Chapter 268, Oregon Laws, 1941,
relating to surplus and dsposits are complied with."

(108 pp.6LL4=645)

Savings cen usually be made by insuring with mutual
companies as pointed out by Linn and Joyner (85 p.120) when
they said "....insurance may be placed with mutual
companies at a lower cost than that charged by stock
companies. In some cases the savings to be effected by
insuring with mutual companies are very substantial."

Burke (24 p.528) recommends insuring with strong
mutual companies where this is legal and recommends co-

- operating to legalidze this type of insurance aoveragi.

Upton (155) found that over half the California
school districts studied bought insurance from stock
companies only and that fewer than one~half insure with
mutual companies but that the number was increasing.

Insurance Rates

The regulation of insurance is a function of the
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state and Oregon has provided an act to specifically regu-
late rates and rating organizations. This act states very
clearly the purpose intended. Seetion 101-2101 (111 p.190)
states:

The purpose of this act is to promote
public welfare by regulating insurance rates to
the end that they shall be just, reasonable and
not unfairly discriminatory, and to authorize
and regulate cooperative action among insurers
in rate making and in other matters within the
scope of this act. Nothing in this aet is in-
tended (1) to prohibit or discourage reasonable
competition, or (2) to prohibit or encourage,
except to the extent necessary to acecomplish
the aforementioned purpose, uniformity in in-
surance rates, rating systems, rating plans or
practices, This act shall be liberally inter-
preted to carry into effect the provisions of
this section.

Rate making is a very complicated science and it is
not intended here to go into great detail., It should be
emphasized, however, that school districts should study
the rating sheets available from the Insurance Rating
Bureau. These sheets show the various rates, the credits
allowed and the penalties charged on any building. Garver
(L9 p.56) states that "Periodic examination of these
ratings is a prime necessity if complete protection is to
be a fact." Linn and Joyner (85 p.ll5) state:

At times school business officials simply
accept the rates stipulated for their properties
without analyzing the rating sheets and, there-
fore, do not realize the possible economies
that might be effected by some appropriate

actions or procedures, Many times relatively
simple actions result in substantial savings,
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although at other times the investment cost may

not be justified because, relatively, the

savings are too small.

For large school districts, Reger and Bloke
(130 pp.165-166) recommend the use of Insurance Engineer-
ing Services to make rate savings by: (a) correctly
applying schedules and by reducing hazards, (b) accurately
appraising buildings to ascertain and establish present
sound value, (¢) setting up correct policy forms and check-
ing over existing policies to see that they are in order,
and (d) checking over plans for new buildings.

Plans for all new buildings should always be check-
ed by the Insurance Rating Bureau for the purpose of as-
certaining in advance of actual construction where
savings can be effected. This seems so obvious as to
hardly warrant mention yet, few school districts follow
such a procedure.

Additional savings can be made by school districts
by arranging the term of the policy for a longer period
of time.

A three year term rate on a school fire
insurance policy, with few exceptions, is two
and one half times the one year rate. The
five-year rate is usually four times the one
year rate, providing approximately a 4 per cent
saving over the three-year rate.

It is therefore recommended that school
insurance be purchased on a five-year basis
with one fifth of the covering expiring on a
common eéxpiration date each year, In this
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manner the yearly budgets for fire insurance
will be the same each year. (85 p.95)

Boiler Insurance

The purpose of boiler insurance is to cover losses
associated with explosions in the school heating plant.
The coverage afforded by the policy includes: (a) damage
to the property of the school district, (b) expediting
charges, (c) property damage liability, (d) bodily injury
liability, (e) legal expenses, (f) riot and maliecious
damage and (g) automatic coverage may be added for an
additional premium.

The necessity for this type of insurance is some-
times questioned by school boards. However, Smith
(147 p.251) indicates "Boiler insurance is an especially
desirable type of casualty insurance for a school district
to carry."

Englehardt has this to say about boiler insurance:
"Arguments for boiler insurance are more or less obvious,
but most potent of them is the regular inspection service
which goes with the insurance." (38 p.401l) He also says
that the "Boiler inspection associated with insurance is
of great value to the small community where untrained fire-
men and janitors are employed." (38 p.40l1)
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Pauly (121) recommended carrying boiler insurance
only during the school term and not during the summer
months, thereby effecting a substantial saving.



CHAPTER V

LIABILITY INSURANCE

Introduction

In the discussion of fire insurance it was pointed
out that a contractual relationship between the insurer
and the insured existed. In the case of the liability in-
surance contract, a different type of contract comes into
operation. This type frequently is called third-party
insurance because it covers only liability for damages im-
posed by law on the insured for injury to persons or
property of others., In other words, liability insurance
protects only third parties. It does not cover the person
or property of the insured.

In the operation of the public school today there
are many opportunities for injuries to occur to persons
or property and school authorities are mindful of the
hazards involved in the operation of stadiums, gymnasiums,
cafeterias, shops, swimming pools, and motor-vehicles.
Then too, accidents can happen because of faulty equipment,
or in the diseiplining of students.

Whether or not the school district, the school
board, the administrators, the teachers, or other school

employees are liable for such injuries is a matter of
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vital concern and warrants study.

Before a person or an agency can be held liable for
an act, some wrong must have been committed. Under our
system of law there are in general two classes of wrongs.
Magee (93 p.334) says:

If the wrong is the violation of a publiec
law for the protection of the public and is
punishable by the state in its own name, the
wrong is termed a "erime'. Contrasted to crime
is the private wrong or civil injury termed in
law a "tort'. A tort is an infr nt upon
the eivil rights of individuals, whereas a
erime is a violation of rights that affects
the entire community.

In this sfudy we are concerned only with torts, and
it will be necessary to discuss the theory of tort lia-
bility, negligence, and the extent of liability for

negligent conduct before proceeding.

The Theory of Tort Liability

Many accidents and injuries occur by pure chance
and frequently are referred to as "acts of God."™ When
such accidents do happen, no person can be held liable
for an injury resulting therefrom. However, it is fre-
quently very difficult to determine whether any negli-
gence was present and a court trial may be necessary to
- decide actually the issue,

The National Education Association has summarized

the general theory of tort liability as follows: (103 p.5)
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A tortious act is a wrongful act consisting
of the commission or omission of an act by one,
without right, whereby another receives some in-
Jury, directly or indireectly, in person, property,
or reputation. A tort may arise out of the follow-
ing acts: (&) an act which without lawful justi-
fication or excuse is intended by a person to
cause harm and does cause the harm complained of;
{(b) an act in itself contrary to law or an
omission of specific legal duty, which causes harm
not intended by the person so acting or omitting;
(¢c) an act or omission causing harm which the
person so acting or omitting did not intend to
cause, but which might end should, with due
diligence, have been foreseen and prevented.

It is difficult to believe that any teacher in
complete control of his faculties intentionally would in-
jure or harm a student. However, it would be quite easy
for a teacher to fail to give needed instruetion or to
fail to foresee and prevent the occurrence of some acei-~
dent that would result in injury to a student, thersby
committing a tort. The extent of the liahility of the
teacher in such a situation would be determined by the

application of the laws of negligence.
Ne ce

The law of negligence is an old branch of the
common law and is based on the prineiple that each and
every person must handle himself and control his conduct
in such a way that another person is not harmed. Failure
to exercise such care makes a person a wrong-doer and

therefore liable for damages. Magee (93 p.335) says:
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Negligence is a tort. The negligent
party or wrong-doer is liable to parties in-

Jured if his negligent act is the proximate

cause of the injury.

Negligence is the failure on the part

of an individual to exercise the proper degree

of care required by circumstances. It may

consist in the failure to do what was required

under the circumstances, or it may consist in

the doing of something that ought not to have

been done. Behavior in any circumstances that

fail to measure up to that expected of a carsful
prudent person in like circumstances constitutes
negligence. It can readily be seen that faulty

Judgment may result in liability for negligence,

even though the motive behind the act was the

best.

Illustrating this prineiple of "due care" is an
Oregon Supreme Court case, Fahlstrom v. Denk (40), in which
a driver of a school bus was held liable for negligently
parking the bus across a driveway when he knew that
students at the school were coasting down hill and using
the driveway. The driver had been instructed to park at
that place for loading and unloading of students by
school authorities. In spite of these instructions, the
court held him liable for injuries to a student who
coasted into the school bus.

There are different degrees of care required of a
person under different circumstances. This can be
illustrated by referring to another school bus case,
Pelfrey v. Snowden et al (122), in which a student was

injured after alighting from a school bus. In crossing
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the highway the student was hit by a car driving without
lights., Because the car was without lights, the court
indicated the driver of the bus could not have foreseen
its approach and was therefore not liable for negligence.

The two cases indicated above illustrate that
negligent behavior is, to a large extent, determined by
specific details or circumstances and each case can be
different. There are some general boundaries for negligent
conduct however, These general principles have been
abstracted from Harper's "A Treatise on the Law of Torts"
(103 p.7), and warrant inclusion here.

An act may be negligent because:

1. It is not properly done; appropriate
care 1s not employed by the actor.

2. The circumstances under which it is
done create risks, altho it is done
with due care and precaution.

3. The actor is indulging in acts which
involve an unreasonable risk of
direct and immediate harm to others.

L, The actor sets in motion a force, the
continuous operation of which may be
unreasonably hazardous to others.

5. He creates a situation which is
unreasonably dangerous to others
because of the likelihood of the
action of third persons or of
inanimate forces.

6. He entrusts dangerous devices or
instrumentalities to persons who are
incompetent to use or care for such
instruments properly.
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He neglects a duty of control over third

persons who, by reason of some incapacity
or abnornality. he knows to be likely to

inflict intended harm upon others.

He fails to employ due care to give
adequate warning.

He fails to exercise the proper care in
looking out for persons whom he has reason
to believe may be in the danger zone.

He fails to employ appropriate skill to
perform acts undertaken.

He falls to make adequate preparation to
avoid harm to others before entering upon
certain conduct where such preparation

is reasonably necessary.

He fails to inspect and repair instrumental-
ities or mechanical devices used by others.

His conduct prevents a third person from
assisting persons imperiled thru no fault
of his own.

His written or spoken word creates
gngligont misrepresentations.

These general principles illustrate the scope of

activity that could result in actionable negligence.

Contributory Negligence

Contributory negligence is a common law rule that

anyone who tries to hold another person responsible for

negligence must himself be free of negligently contributing

to his own injury. When used as a defense by the

defendant in a suit, the burden of proof is placed upon
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such defendant.
Speaking of contributory negligence, Magee

(93 p.335) says:

In cases in which contributory negligence
is alleged as a basis for denying liability, the
claiment frequently advances the plea that the
alleged contributory negligence was in fact not
a proximate cause of the accident and, therefore,
did not contribute to the injury. It is
contended that, in spite of the alleged contribu-
tory negligence of the claimant, had the
defendant exercised reasonable care, he could
have avolded the accident.

Where the law expects every person to practice rea-
sonable self-preservation and protection, it is logical
to assume that alleged wrong-doers will use the prineciple

of contributory negligence as a defense whenever possible.

Extent of Liability

The scope of activity that can result in actionable
negligence is so broad as to give concern as to the extent
of liability for tort. An excellent summary showing the
implications of liability for negligence was abstracted
from the "Restatement of the Law of Torts."™ (103 p.9)

If the person's negligent conduct has
resulted in any injury to another so as to
create a right of action, he may also be
liable:

1. For physical harm resulting from
fright or shock or other similar
and immediate emotional disturbances
caused by the injury or the negligent
conduct causing it;



75

2., For additional bodily harm resulting
from acts done by third persons in
rendering ald irrespective of
whether such acts are done in a proper
or negligent manner;

3. For any disease which is contracted
because of lowered vitality resulting
from the injury caused by his
negligent conduct; and

L. TFor harm sustained in a subsequent
accident which would not have occurred
had the person's bodily efficiency
not been impaired by the original
negligence.

It is due to the growing concern over the applica-
tion of tort liability to school personnel and the
possibility of its application to school districts and to
distriot boards that has brought about an awakening of

interest in liability insurance protection.
Lisbility of School Districts

During the Middle Ages in England there developed a
common law principle that the king can do no wrong. In
the United States we have adopted the old common law
principles as the basis for our system of law. Not having
a king it has been assumed that the state was sovereign
and therefore could not be sued without its consent,

From this common law principle has grown our concept of

non-liability.
In 1857 Chief Justice Taney of the United States
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Supreme Court stated the principle of governmental or
sovereign immunity very clearly when he rendered his
opinion in the case of Beers v. Arkansas (18 p.991).
Taney declared:

It is an established principle of juris-
prudence in all civilized nations, that a
sovereign State cannot be sued in its own courts,
or in any other, without its consent and permis-
sionj but it may waive this privilege, and
permit itself to be made a defendant in a suit
by individuals, or by another State.

This principle applies to both national and state
governments and to school districts. Hamilton (54 p.2)
said:

The legal rule is that since school dis-
tricts are Instrumentalities of the state, and
the state is immune from suit unless it consents,
the state's immunity extends to the districts....

Weltzin (164 p.52) has also expressed this same
point by saying that:

«ss8chool districts have been almost
uniformly declared to be agents of the states,
acting for the state governments in the matter
of public education, which is a state business,
these corporations may not be sued for damages
for results of wrongful actions or neglect any
more than may states themselves.

The school corporation as a branch or
agent of the state, engaged in the execution
of the governmental functions of furnishing
education to the public, a duty involuntarily
imposed upon it by the state, is in the absence
of statute to the contrary, protected to the
same extent as is the sovereign state from
responsibility for its own torts or those of
its servants, resulting either from misfeasance
or nonfeasance in the execution of its public duty.
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A school district engaged in a governmental function
occupies a privileged position. However, many attempts
have been made to colleet damages for injuries alleged to
have been caused by negligence of the district.

Maintenance of Bulldings and Grounds

The construction, repair, and maintenance of build-
ings and grounds is essentially a governmental function
of the school district. In the absence of a statute to
the contrary, the school district cannot be held liable
for any accident arising out of such construection, repair,

and maintenance.
In Ward v. School District No, 18 of Tillamook

County (162) the Supreme Court ruled:

A school district was not liable for
injuries a pupil sustained while at play,
during noon recess, by slipping from a
celling Jjoist and falling through the ceiling
of school house, since district was acting
in a governmental capacity in relation to

pupil.
In the Spencer v. School District No. 1 (148), the

Supreme Court of Oregon said:

A school district, under Oregon
statutes, i1s an arm of the state functioning
in the maintenance of school buildings and
accoutrements as agcney of the state, not in
a private or proprietary capacity.

A study of case law in Oregon indicates that there
is little likelihood of a school district being held
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liable for injuries connected with buildings or grounds.

Supervision

Many attempts have been made to recover damages
from the school district on the ground that the supervi-
sion supplied was grossly negligent. In speaking of this
problem Satterfield (141 p.l3) said:

Ordinarily an employer is liable in
damages for the negligence of his employee,

but this is not true of the school district.

Even in states where suit is allowed, the

courts refuse to listen to the plea of

respondeat superior (a phrase indicating the

relationship of master and servant, a relation

which practically never exists between teachers
and school districts); for neither the state

nor any of its agencies engaged in a govern-

mental function is liable in tort for the
negligence of its officers or employees.

Trespass

In a few instances, courts have held that school
boards are liable for trespass where some unlawful act
with violence has been committed against the property
of another. "Sometimes it 1s ruled that where the injury
is the result of the direct act or trespass of the dis-
trict, the district is liable, no matter whether its
officials are exercising obligatory or discretionary
powers." (4 p.ll)

Generally however:
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School districts cannot be held for any

kind of tort committed by its officers for the

simple reason that a board 1s not authorized to

commit a tort, and, when it does, it does not
represent the district, and the district is not

bound. (4 p.ll)

This principle was laid down in Wiest v. School
District No. 24 (175) where the school board had dismissed
a school teacher for alleged immorality. Wiest, the
teacher, sought damages and the board admitted the charges
were false. The Oregon Supreme Court, however, asserted
that the board was not authorized to commit tort and when
the board did so commit a tort it was in effect not repre-
senting the district and the district could not be held

liable.
Nuisance

It has been said that "In some jurisdictions the
exemption from responsibility which applies to govern-
mental agencies in the case of negligence does not extend
to cases of actual misconduct. (4 p.ll)

For example, if a district permitted conditions to
exist that endangered lives and property of others it
would be held liable for maintaining a nuisance.

School districts are like municipal and private
corporations as far as responsibility for the ownership

of property is concerned. The general rule is that:
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Municipal corporations are liable for the
improper management and use of their property in
the same extent and in the same manner as
private corporations and natural persons. Unless
acting under valid, special legislative authority,
they must, like individuals, use their own so as
not to injure that which belongs to another.

(4 p.1l)
Negligent Injury

In the matter of injury to pupils "The almost uni-
versal rule, in the absence of statute imposing it, is that
a school district or school board is not liable for injur-
jies to public school pupils."” (4 p.8)

This same principle holds true as far as district
liability for negligent injury of district employees

because:

As far as school district liability for
negligence is concerned there is no significant
distinction in the eyes of the court between
pupils, school employees, and the general public.
Consequently, the same principles of law which
exempt a school district from liability for
injuries sustained by pupils exempt it from
liability for injuries sustained by smployees.

(4 p.8)
If the injury is to a private person on school

property there is little chance of district liability
because "In virtually all cases where persons of the
general public are injured on school property, the non-
liability principle is applied.” (4 p.9) The general

legal pattern has been:
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That i1f the board is acting in a govern=-
mental capacity it is not liable in tort; if it

is acting in a proprietary capacity its act is
ultra vires (an act beyond the scope of

authority) and there is no liability. (4 p.9)

Exceptions to the Rule of Non~Liability

It has been stated frequently that in the absence of
a statute to the contrary, a school district is not
liable in tort. This principle has been the general rule
of law with New York the only exception. However, Hamilton
and Mort (55 pp.268-269) have said that:

The legislatures of all the states have
made school districts bodies corporate with the
power to sue and be sued. It would seem that
the intent of such legislation was to waive
immunity from suit on the part of the state
agencies, Judicial interpretation, however,
has made it quite clear that nothing short of
an express statute will extend the liability
of school districts for damages arising out of
acts or omissions of the board while acting in
its governmental capacity.

Oregon is one of a number of states that have en-
acted legislation to modify the common law prineiple of
sovereign immunity. In 1862 Oregon provided such a law
and in 1887 amended it (113 p.45) to read as follows:

An action may be maintained against any
organized counties of this State upon a
contract made by such and not otherwise. And
an action may be maintained against any of the
othser public corporations in this State
mentioned in section 346 in its corporate
character, and within the scope of its authority
or for an injury to the rights of the plaintiff
arising from some act or omission of such
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public corporation.

By this statute it seems that actions may be taken
against school districts because such districts were
specifically mentioned in section 346, However, the Oregon
Supreme Court has on a number of occasions ruled to the
effect that the provisions of this statute were mere re-
enactments of the old common law principle that a publiec
corporation is liable in tort only in the performance of
proprietary functions and not for the performance of
public or governmental functions.

In the case of Antin v. Union High School District
No. 2 (10) the Supreme Court stated that a school district
performs only public functions. Weltzin (168 pp.l27-128)
in commenting on this interpretation has indicated that
it amounts to a practical exclusion of any remedy for
tort.

In summing up the issues involved in school district
liability with possible exceptions thereto, it has been

said that:

This distinction made by the courts
between public and private duties in order to
avoid an overruling of their former decisions
has resulted in hairsplitting and inconsistent
distinctions between munieipal corporations
and quasi-municipal corporations; between
governmental, muniecipal, and commercial
functions of corporations; between discretionary
and ministerial duties of school board members;
and between invitee and licensee (that is,
between those who attend school as pupils and
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those who go to the school house after school
hours when the school house is used as a
community center). Many of these distinctions
appear to be 'distinctions without differences'.

In the light of such confusion it is
possible to conclude only that wherever there is
a suggestion of doubt in the meaning of any
statute placing liability upon a school distriet,
the courts are likely to make use of that
suggestion to follow the doctrine of stare
decisis (upholding precedents) and thus perpetu-
ate the common-law rule of non~ligbility.

(103 pp.12-13)

Liability of School Board Members

There is uncertainty and some concern in Oregon over
the matter of the personal liability of school board
members growing out of their handling of school affairs.

Corpus Juris (31 pp.343=-344) sets down the status
of a school board member with reference to personal
liability for tort in saying:

In accordance with the rule applicable
to other public officers, it is the general
rule that an officer of a school district or
other local school organization...is not
personally liable for any loss or injury
resulting from an act within the line of his
duty or the scope of his authority, unless he
acts willfully or wantonly, or with malice or
a corrupt motive, or unless, in doing suech
act, he assumes to act in his individual
capacity and not officlally as such officer....
A mistake of judgment, however, does not impose
personal liability.

In another section of this same publication

(31 p.348) it is stated that:
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School officers, or members of the board
of education, or of directors, trustees or the
like, of a school district, or other loecal
school organization are not personally liable
for the negligence of persons rightly employed
by them in behalf of the district, and not
under the direct personal supervision or control
of such officer or member in doing the negligent
act, since such employee is a servant of the
district and not of the officer or board member.

Most of the case law seems to support this prineiple
of non-liability of school board members., In Oregon, the
Antin v. Union High School District No. 2 (10), is an
actual case in point. In this case a school student was
injured in an explosion of & water tank installed on the
school premises. The Oregon Supreme Court refused to hold
the individual school board members liable and stated:

Persons employed to do such work, while
selected by the directors, are not the servants

of the directors, but are the servants of the

district. The relation of master and servant,

or of principal and agent, does not exist in

such cases, and hence the doctrine of respondeat

superior does not apply between the directors

and such persons.

A public officer is not personally liable
for the negligence of an inferior offiecial,

unless he, having the power of selection, has

failed to use ordinary care in the selection.

The responsibility of a school board member in
Oregon for tort liability seems quite clear, However, it
should be emphasized that the principle of non-liability
is to a large extent predicated on the theory that the

director is ascting within his line of duty or the scope
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of his authority. Should he act, individually or jointly,
outside of sueh authority, then, liability might attach.

The Nebraska case of Fulk v, School District No, 8
(42) illustrates this possibility. In this case three
officers of a school board purchased a home for the
superintendent under authority of a resolution passed at
an annual meeting of the district. The Nebraska Supreme
Court held this to be illegal because the "District was
without power either by vote or by action of the board to
make such purchase.” It held that the district was a
creature of the statute and therefore could not be held
liable; that the original owners of the property were
legally obligated to restore the money paid for the home;
and that the individual board members who participated in
this illegal act were liable."

Liability of School Personnel

School administrators, school teachers and non-
certified personnel are liable for tort the same as any
other person. |

In the case of administrators, however, it seems
that as a group they are in the position of middlemen
between the classroom teacher and the school board.

The Research Division of the National Education
Association (103 p.l4) has pointed out that it seems to
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be the responsibility of the teacher to prevent pupil in-
Jury rather than the responsibility of the administrator.
That even when the teacher has been given authority to
conduct some activity which results in pupil injury, the
~administrator who gave the permission is not legally
responsible if the classroom teacher was competent and the
administrator actually ascertained that the teacher would
be present during the activity. However, if the adminis-
trator himself negligently causes an injury to a pupil,
his position would be no different than any other negli-
gent person, Satterfield (141 p.57) pointed out that
"The principle underlying liability of a school district
employee, whether certified or not, is the same as that of
any other person - negligence.”

Linn and Joyner (85 p.159) point out that:

Continuous making of administrative

decisions can easily and often does get the

administrator over into the borderline

liability on such matters as:

a) corporal punishment

b) discipline on grounds
¢) discipline at athletic events

d) stopping fights
e) handling trespassers
It is common practice for persons receiving an
injury to seek to recover damages from the one
responsible for the injury. Where such damages cannot

be collected from the school district, as in the case
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in Oregon, then an attempt is made to collect from the
teacher or other person in charge of the activity at
which the injury ocecurred.

The status of teachers varies from state to state,
However, in most states, teachers are held to be employees
of the local school district. Satterfield (141 p.2) has

said that:

If this were strictly correct, then they
should come under the common law rule of
respondeat superior; namely, that the employer
(the board) is responsible for their acts., But
this is an interpretation from which courts shy
away, because it conflicts with the doctrine of
sovereign immunity. So courts fall back on the
thesis that teachers are independent contractors,
and, as such, liable for any injury which may
result from their acts.

A number of aspects of a teacher's position tend to
operate to increase the risk of damage suits involving
negligence. This was pointed out in a study by the
Association of School Business Officials (11 p.26) when

they said:

(1) School employees occupy the position of
exemplars in the community; consequently
it is ordinarily expected that a high
standard of efficiency, personal conduct,
and judgment may be expected of such
public servants.

(2) Dealing almost exclusively with minors,
usually in too lerge numbers to make it
possible to be thoroughly attentive to
each of them all the time, school
personnel find their personal liability
risks, through sheer multiplication, to
be above that of the average adult worker.
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(3) The immaturity, inexperience, and helpless-
ness of small children especially, means
that more than ordinary care must be
exercised by those in loco parentis.

In addition to thé personal liability of school
teachers and other personnel for injuries associated with
some physical violence, it has been shown (11 pp.49-61)
that there are other areas of possible suit. Court
actions in these areas are brought under libel and slander,
trespass, false arrest and false imprisonment, deprivation
of right or malicious prosecution.

In summarizing basic elements of the school employee
liability, Satterfield (141 p.71) quoted a communication to
the Commissioner of Education in New Hampshire by the
Attorney-General of the State to the effect that:

The exemption of school districts and
school boards from liability does not extend
to school teachers or other school employees.
A school employee owes certain private duties,
for the non-performence of which he may be
liable. A school employee owes a duty to use
due care not to injure anyone anywhere, any
time, and to use due care not to permit a
person to injure himself while under the
influence of the employee. The words ‘'due
care' mean 'ordinary care'; that is, the care
that a person of average prudence would use in
the same situation and under the same circum-
stances., The law does not require the care
that would be exercised by the most careful
person, nor does it permit the lack of care
that might be used by the most careless
person. It sets up as a standard the care
that would be taken by the average person in
that locality not to injure anyone nor permit
anyone to injure himself. Against this
standard there would be measured the conduct
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of the employee sought to be held liable. What
this standard was, what the conduct of the
employee was, and how they compare are questions
of fact to be determined by the court or jury,
whichever is the trier of facts. If the conduct
measures up to the standard, then the employee
has not falled in his duty and there is no
liability; but otherwise the employee MAY BE
lieble, The failure to use due care is commonly
called negligence. When one is negligent in the
performance of a private duty, he owes another;
he is liable for the natural consequences of

his acts unless the other, by his own negligence,
has contributed to his injury.

The Need for Liability Insurance

The preceding discussion has indicated quite clearly
that there is little likelihood of school districts or
school boards in Oregon being held for tort liability
growing out of personal injury. Garber (46 p.4l) has
said that "...courts are in almost total agreement that
a school district is not liable in damages for accidents
growing out of the negligence of school district
employees...."

However, Rosenfield (138 p.44) indicates that
"Pressure continues against the predominant rule of law
that school boards are not liable for negligence." This
point of view was expressed indirectly in Oregon where
the Supreme Court said in the case of Lovell v. School

District No. 13, Coos County (86), that:
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It may be that the common law rule of
immunity is harsh and unjust in requiring the
individual alone to suffer the wrong, and
that society, in kesping with the modern trend,
should afford relief, but that is a legislative
and not a judiecial question, If the legislature
desires to impose liability upon a school
district for tort, and while acting in any
capacity whatsoever, it clearly has the power
to do so. Statutes in derogation of the common
law must be strictly construed and the intention
to impose such liability must, therefore, be
clearly expressed.

The Oregon Legislature has thus far refused to im-
pose such liability on school districts or school boards,
As a consequence, it would appear that there is little
need for liability insurance.

However, there are certain aspects of liability
insurance that appeal to school boards that are over and
above the obligation of the insurance company to pay
damages that might or might not be awarded by a competent

court.
Linn and Joyner (85 pp.l63-164) have expressed this

idea in saying:

The payment by insurance companies of
claims (settlement out of court) where liability
has been charged but not yet proved has fre-
quently confused school personnel and the public.
The reason for the practice should be rather
obvious. A competent claims department knows
when liability exists and can estimate the
probable decision to be expected should the
case go to court. To save delay and expense
for both the injured and the company, claims
approximating the legal liability are frequently
paid.
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In addition to the protection against
the bodily injury and property damage liabilities,
& liability insurance policy undertakes to:

1. Defend all suits brought against
the school district whether Jjustified
or not. This saves considerable
expense and annoyance.

2. Give necessary investigation to all
liability claims,

3. Pay expenses for investigation and
defense of suits., These expenses
are over and above the limits of the
policy.

4. Pay all premiums on release, attach-
ment, appeal, and bail bonds (in
connection with automobile accidents)
required in any defended suit.

5. Pay all costs taxed against the
distriet in any such suit.

6. Pay all interest aceruing after entry
of judgment until the company has
paid and deposited in court the
judgment (not to exceed policy limits).

7. FPay any expense incurred by the school
district for such immediate medical
and surgical relief as shall be
imperative at the time of the accident
or occurrence, Usually this is an
optional coverage and is frequently
excluded from school district policies.
Then too, "Liability insurance becomes more important
as courts tend to grant awards in larger amounts and seem
more inclined to hold school districts responsible for
certain types of damages." (78 p.72)
The matter of larger awards is causing great concern

and in every suit that comes to trial in Oregon there is
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always the possibility, at least, that the court might
break precedent and find the defendant school distriet or
school board liable. The size of some of these awards in
Oregon in recent years was reported by Gearin (51 p.70).
While not a single award reported was against a school
district, the size of such awards alone was staggering and

should give school boards and school employees real

concern:
Personal Injury 1947 $ 79,474.00
Malpractice 1950 75,000.00
Personal Injury 1950 67,031.45
Death Action 1951 68,377.20
Assault and Battery 1951 150,579 .47
Personal Injury 1952 119,235.25
Personal Injury 1952 63,000.00

Bearin (51 p.4) also indicates that a National
Association of Claimants and Compensation Attorneys has
been organized now for seven years. National membership
totals 1,500 and 75-«100 Oregon attorneys are members of
this organization. Their purpose is to foree higher
settlements and or to secure higher verdicts from
casualty underwriters in personal injury cases., The size
of some of the higher awards in Oregon shown above would
attest to the success of the organization.

The greatest need for liability insurance, however,
appears to be on the part of the teacher or other school
employee. So great is this need that Hamilton reports
(54 p.6) that three states have enacted what are called
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"save harmless" statutes for the protection of teachers.
These statutes require the districts in New York, New
Jersey, and Connecticut to pay judgments recovered against
teachers, He expresses the fact that this is enlightened
legislation and should be adopted widely.

Carson (26 p.25) goes further and says:

In line with the social responsibility
theory that created Workmen's Compensation...
every board.,.should protect the individual
liability of its teachers against the pupil
claims that can and do result from their
occupation.

Until such an item can be brought into
the budget, the teachers should be offered the
opportunity to proteect themselves at their own
expense under an endorsement to the school's
poliey.

Authority to Purchase Liability Insurance

It is a well established principle that school
districts can do only those things which by statute they
have bsen authorized to do, or which can reasonably be
implied from such authorization. Applying this prineiple
to the purchase of liability insurance, school boards are
without power to purchase such insurance unless specifical-
ly authorized because the school district is without
liability.

In Oregon there have been a number of opinions
on this matter pertaining directly or indirectly to the
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right of a board to purchase liability insurance.
One such opinion was stated by the Attorney General
(108 p.103) who said:

A district school board has no powsr to
disburse the funds of the school district except
where there 1s express or implied authority
therefore:

School funds in the hands of school
officers or boards are in the nature of trust
funds for the benefit of the public, and such
funds can be paid out only for the purposses
and in the menner authorized by law. A school
board has no right to direct school funds to
private purposes.

Members of a school board who vote for
or permit a misapplication of funds are personal-
ly liable on the amount so misappropriated....
Therefore, it is my opinion that the board of
directors of a school district has no authority
to expend the funds of the school distrioct
intended for the education of its school children
in payment of premiums upon indemnity insurance
to indemnify the district against a liability
which does not exist.

This opinion should have deterred school boards
from making liability insurance purchases, However,
pressure to authorize such purchases must have continued
because in 1945 the Oregon Legislature passed a permissive
statute authorizing liability insurance. This statute
appears as 8 111-1022a of the Oregon School Laws
(116 p.78) and is quoted herewith:

The board of directors of school dis-
tricts be and the same hereby are empowered to
enter into contracts of insurance for
liability covering all activities engaged in

by the distriet, and contracts covering medical
and hospital benefits for students engaging
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in athletic contests and to pay the necessary
premiums thereon. Failure to procure such
insurance shall in no case be construed as
negligence or lack of diligence on the part of
the board of directors or the members thereof.

In an opinion after the passage of this statute, the
Oregon Attorney General (108 p.403) reiterated the fact
that the boards of directors of school districts were
authorized to enter into contracts for liability insurance
and especlally for medical and hospital benefits for
students engaged in athletics.

In an opinion as late as September 18, 1952, the
Attorney CGeneral (109), in answering a letter from the
State Superintendent of Public Instruction regarding the
legality of school district funds being used to provide an
insurance policy covering medical care for students'
injuries due to accidents in the school or on the school
grounds where such students were not engaged in athletic
contests, stated,

We do not believe the legislature in-~

tended to limit to purchase 'liability

insurance' to policies of 'indemmnity' only,

that is, policies permitting recovery only

after actual loss pald by the insured, or

after judgment is attained against the insured.

Under the law of this state school districts

are not liable for torts committed in a

governmental capacity, and seldom if ever,

could a judgment be procured against a school

distriet for an accident ocecurring on school
premises.
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With these considerations in mind, it is
our opinion that...(the law)...empowers school
districts to procure liability insurance cover-
ing injuries to students that may result from
aceidents in the school or on the school grounds.
Such policies may be limited to the payment of
medical care resulting from such accidents.

This opinion not only c¢larifies the status of
linbility insurance purchase, as such, but also indicates
that aqcidcnt insurance 1s also legal under the law.

It is well known, that an opinion of the Attorney
General of the state is advisory only and might or might
not be validated in an actual court case. However, such
opinions must serve as guldes to school districts in the
conduct of their school insurance programs.

One serious question regarding the purchase of
liability insurance remains. Whether under this statute
a school district board is suthorized to spend publie
funds for the purchase of liability protection for
teachers and other school employees or not. Many school
boards are making such purchases and it may be ultra
vires. However, it will remain for either a court case
or an opinion of the Attorney Gane:nl to clarify the
problem.

Satterfrield (141 p.90) has pointed out that "The
supreme courts of several states have ruled that a
school distriect does not waive its immunity from tort by

reason of purchasing liability insurence.,” Streit
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(151 p.612) has also stated that "According to the major-
ity rule the presence of liability insurance has no effect

upon the immunity."
For this reason authorities are almost unanimous in

their recommendations that if a school district purchases
liability insurance such policies should contain a waiver

of immunity clause,

Since there is no right of action against
the insurer under the provisions of the (lia-
bility) policy until the liability of the
insured is established and since liability can-
not be established because of the immunity,
recovery is denied. In other words, the policy
protects only against the loss of the insured
and does not purport to protect the injured

person, (151 p.612)
It therefore becomes important to have this waiver

of immunity clause to permit a direct suit to protect the

injured person.

Workman's Compensation

Oregon, like most other states, has enacted Work-
man's Compensation Laws. (110) The purposes and objects
of these laws which the Oregon Supreme Court has

recognized are: (110 p.x)

1., To maeke every industrial enterprise bear
the pecuniary loss of all accidental
injuries without regard to fault or

negligence....



2., To create an administrative forece through
which workmen may receive a certain and
fixed compensation without formality of
Court procedure....

3« To replace an unscientific and cumbersome
procedure for determining the right to
and amount of compensation for injured
workmen....

he Minimizing litigation and lessening the
burden of the taxpayer..«.

These laws are in a way a combination of acecident
and liability insurance and have a relation to a school
insurance program because schools can participate under
the laws although they are not required to do so in all
cases.

School districts are considered as employers
(110 p.2) under the Workman's Compensation Laws but are
not required to come under the laws because few of their
activities have been defined as hazardous. Therefore,
coverage is optional with the district.

School boards should investigate the work
assignments of their employed personnel for the purﬁoa.
of determining if any positions are hazardous, i.e.,
meat grinders in school cafeterias, carpenters, etc.,
because if personnel are working in hazardous jobs as

defined in the act, then the district must participate
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in Workman's Compensation Insurance. The law reads:

(110 p.8)

656.032 Public bodies engaged in hazardous
oceupations without right to reject
benefits; ...If the state or any state
department, county, incorporated city or
town, school district...engages as an
employer in eny hazardous occupation as
defined..., it may not reject the provisions
and benefits....

99
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CHAPTER VI
MOTOR VEHICLE INSURANCE
Introduction

~ School transportation at public expense began in
Massachusetts (9 p.45) as a result of a law passed in
1869. Numbers of school students transported have in-
creased tremendously since that date and so have the costs
of transportation. Cooper (30 p.ll) indicated that from
1923 to 1950 alone the cost increased about 400 per cent.

In Oregon the pattern is similar. Holy (63 p.335)
reported that transportation of school pupils at public
_ expense was first authorized in 1903 but by 1948 approxi-
mately 800 districts were transporting 98,000 students in
1,250 buses and 250 cars at an annual cost of $3,600,000,
The Oregon State Department of Education in its Transporta-
tion Summary for 1951-52 states that 729 districts were
transporting 123,858 students in 1,573 buses and forty-
five cars at a cost of slightly over $4,653,145. A
total of 72.5 per cent of all school distriets transport
their students at a cost of $37.57 per pupil (average).
A total of 40.6 per cent of all Oregon students are
transported.
Along with the growing problems of furnishing
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transportation facilities to Oregon students is the problem
of insurance on the school buses that transport the
students. In speaking of this problem in Nebraska, Taylor
(152 p.88) said:

The school officials should feel the
responsibility for the pupils' safety and the
preservation of the equipment in which the
community has a large amount invested....The
conscientious school official should be
familiar with the types of insurance available
on the district's motor vehicles and know what
protection they afford. It is his responsibility
to see that the people of the community have
adequate protection against litigation as well
as protection of their investment.

Authority to Purchase Motor Vehicle Insurance

A school district in Oregon could not purchase
motor vehicle insurance until the state legislature passed
an enabling statute in 1939. This statute (116 p.78)
states:

That the board of directors of school
districts by and the same hereby are empowered

to enter into contracts of insurance for

public lisbility and property damage covering

the motor vehicles operated by the districts

and to pay the necessary premiums thereon.

It should be noted that this authorization is quite
specific as to the kind of insurance but it does not in-
clude other types of insurance coverage commonly associat-
ed with liability and property damege insurance. Cover-

ages like fire, theft, collision, and accident were not
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authorized by the law and the question immedlately arises
as to the authority of a school district to enter into
such contracts.

This type of insurance is quite different from
liability and property damege because it involves repair
and replacement of physical equipment owned by the dis-
trict. Should any district board decide to contract for
such insurance it could do so with the assurance that it
has the implied authority from the general power of school
boards to manage, care for, and maintain school property.
This principle was dliscussed at length in Chapter IV,

As far as could be ascertained, there has been no
court case or attorney general's opinion on the authority
of district boards to provide for medical payments to
persons injured in school bus accidents although dis-
tricts are authorized to purchase such coverage for
injuries to students in school buildings and on school

grounds.

The Need for Motor Vehiecle Imnsurance

In the absence of a statute creating liebility,
the school district is immune from liability for the
negligent operation of its school vehicles. This
immunity has been previously discussed. Generally it cen
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be said that an accident involving a school vehiecle is no
different from an accident on the school grounds, in a
school building, or at any school activity because the
district is not liable while performing a government
funetion.

The American Association of School Administrators
(4 p.15) has said that:

The whole question of the school district's

immunity from liability in pupil transportation

is basically no different than its immunity

from liability for tortious action in any other

phase of the organization and operation of the

educational program. But it has claimed special

attention because of the proportiocnately large

number of children transported and the well-
recognized hazards of automotive vehicle travel

on the highways.
In Oregon the Supreme Court in Rankin v. School

District No. 9 (127) held that in the transportation of
its pupils by bus the school district was acting as an
agency of the state, functioning in its governmental
capacity, and was not liable from such ownership and
operation of a school bus.

The need for liability insurance for the school
district becomes a matter of discretion on the part of
the directors. The Transportation Handbook for School
Administrators and School Board Members (118 p.7) states

that:
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Under our law what happens is this--if a
person is injured and the insurance company
protests the payment of the claim, the injured
party must take his case to court. He sues the
school board, but the case is dismissed because
the school board has governmental immunity. In
other words, the liability of the insurance
company does not arise until the liability of
the districet has been established. The injured
person cannot sue the insurance company because
the insurance contract is between the carrier

and the school district. Frankly, it would seem
that most pupil liability insurance is worthless
a8 written unless Lhe company sees o settle

he claims without the necessity of court action.

Holy (63 pp.347-348) in speaking of tramnspertation
insurance and school distriet liability saild:

s+4d8 i diffioul‘l’- to determine whether
such insurance 1s necessary. Apparently most
of the school districts of the state do not wish
to assume any risks because more than 98 per-
cent carry property damage insurance. More than
two=-thirds of them carry collision and theft
insurance, and an even larger perc¢ent carry fire
insurance. There is no uniformity in the extent
of coverage of insurance carried.

If 1iability insurance is carried, every school
district should see that a waiver of immunity clause is
written into the contract. ©Such a clause is recommended

(118 p.7) as follows:

In consideration of the premium to which
this policy is written, it is hereby understood
and agreed, by and between the company and the
insured named in the poliecy, that the company
will not raise, nor permit {ts representatives
to raise, in any suit brought against the insured,
and otherwise covered by the policy, any question
of governmental immunity growing out of the
exerciss of the governmental functionm.
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Many authorities have indicated that this type of
clause in an insurance contract does not guarantee that
the insurance company will pay the claims nor does it
guarantee that the courts will allow an injured party to
sue the school board to establish his claim for damages.

Thus far liability insurance only hes been dis-
cussed under need. Frudence would seem to dictate that
school directors provide insurance protection for replace-
ment or maintenance of school district vehieles in case of
accident, fire, or theft. However, the State Department
of Education (118 p.8) recommends the following school bus
insurance program:

Propnrtiidannge liability ¢ 5,000,00
2, Bodily gury liability per one person 10,000.00
3. Bodily injury liability for any accident 100,000.,00
L. Medical p nts per person due to aceident 500.00
5. Collision urance e
(Very expensive - not recommended)
6. Fire insurance Necessary
7. Theft insurance Unnecessary

The American Association of School Administrators
(4) indicate thaet independent comtractors in every state
have a common law liability and are responsible for the
negligent operation of school vehicles. This is also true
of bus drivers employed by the school district. Almost
without exception, governmental immunity does not extend
to the driver, If a person is injured or his property
damaged through any misfeasance, or nonfeasance or
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malfeasance on the part of the driver, he is personally
liable regardless of whether the school bus is owned in
whole or in part by the school district.

The Oregon case of Falstrom v. Denk illustrates
this principle and indicates the Oregon practice. In this
case the bus driver was held liable for parking his bus
where the school authorities had instructed him to park it.
Satterfield (141 p.67) states that ".,.the school bus
driver's only protection against suit is care, prudence,
and liability insurance."

Factors to Consider

After an exhaustive study (13) of court decisions
affeoting the various provisions of school vehicle insure
ance contracts, it was pointed out that many situations
might arise in school transportation services in which
there would bs no insurance coverage under the ordinary
standard form policies. This being true, it would seem
important that school officials study such services
carefully before buying insurance and make sure that the
company or its representative is given complete data in
regard to such factors as: legal liabilities of the
district, services to be performed, equipment to be used,
housing facilities and areas in which the eguipment is to
be housed. School officials should be sure that they
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understand all provisions in the insurance policy, the
protection being given the district, and the responsibilit-
ies of the district in case of accident or suit,

Joyner (71 p.52) 1lists some speecific poliey provi-
sions that the school district should see are included in
the insurance policy:

(1) Eliminate any restrictions as to periods
vehicles may be in use;

(2) Additions to or deletions from coverage
should be made on a pro-rata basis;

(3) Provide that any error or omission for
unintentional vioclation of warranty by the
assured shall not invalidate the coverage;

(L) Automatic coverage should include new or
substitute equipment;

(5) Loeding and unloading clause should be
written in;

(6) Any desired changes in the notice of the
accident, subrogation rights, or cancella-
tion clause should be made.

(7) Provide for the broadest protection on the
use of the equipment, such as,..the use of
busses for any aotivity authorized by the
board or its administrative officers.

Provision (7) is very important to schools who

frequently use their school buses to transport students
on excursions, field trips, and other similar activities.
Likewise, school driver training cars are frequently
used to run school errands and carry students on any of

the activities mentioned above. When such other
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services are rendered by school transportation vehicles,
specific coverage provisions must be included or such
vehicles may be operating without lnsurance coverage.

To assist school authorities in buying the type of
insurance protection needed on district owned vehicles,
Linn and Joyner (85 pp.267-275) have provided a suggested
list of specifications for buying such insurance, They
also suggest a Bld or Quotation Form to be used where
purchases of Insurance are made after taking competitive
bids. These should prove very valuable to those having

to make insurance purchases.
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CHAPTER VII
PRINCIPLES OF A SOUND SCHOOL INSURANCE PROGRAM

It is impractical, if not impossible, for anyone to
formulate definitely a master insurance program or plan
which can meet the needs of all school districts in Ore-
gon. School distriects vary so much, in geographic size
and location, in school census, in assessed valuation,
and in the types of their school building construetion,
that any insurance plan must be worked out by the
appropriate authorities in the individual districts as to
specific particulars. It is desirable, however, to
follow basic principles in planning any sound school in-
surance program. These basic principles should form the
over-all pattern for the districet insurance program and
give it desirable form and substance.

In studying the literature on school insurance 1t
became apparent that there are a number of basic
principles to be considered in setting up and operating
a district insurance program. These principles are that:
(a) the program should be planned and farsighted, (b) it
should provide for responsible administration, (e¢) it
should provide adequate protection, (d) it must meet
legal requirements and limitations, (e) it should be


http:Taluati.on

110

v

based on complete and accurate records and appraisals,

(f) it should provide for periodiec review and reappraisal
of the program, (g) it should provide for selecting
reliable companies, (h) it should provide for the elimina-
tion of hazards and penalties, (1) it should provide for
an objective and equitable distribution of policies,

(j) it should establish a procedure for reporting losses
and accidents, (k) it should be economical, and (1) it
should include a safety program.

The Program Should be Planned and Farsighted

Planning is the sine gua non of the school insurance
program, The board of directors should plan carefully and
formulate long-term philosophy towards the district insur-
ance program just as it does with educational philosophy.

In speaking of planning Eichler (37 p.4l) says
"School directors are custodians of much valuable public
property. ffhny owe it to themselves and to the community
to put into effect a carefully planned insurance program.”
West (174 p.32) goes on to say that "There is abundant
evidence showing that a carefully planned fire-insurance
program even now is the exception rather than the rule.”

Carson (26 p.7) is very specific about planning

when he says:
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+esin the insurance detail of school ad-
ministration, perils should cease to exist;
knowledge should replace ignorance; guessing
should give way to facts; and casual, occasional
or superficial consideration of insurance
matters should give way to careful, systematic,
long~term planning.

The Program Should Provide for Responsible Administration

Under Oregon School Law there is no question as to
responsibility for the school district insurance program.
The board of directors are legally responsible as
custodians of school district property. In setting up any
insurance program some one individual or committee should
be delegated primary responsibility for the continuity and
general operation of the program.

Taylor (152 p.l5) in referring to this aspect
stated that:

While the school board as a whole has

the legal responsibility for the school, the

board may delegate this responsibility to

some one of its members or some other capable

person. However they retain the legal

responsibility and final control in all

matters.

Various ways have been suggested by writers in the
field of school insurance as to how to handle the problem
of responsibility for the school insurance program.

Sears (143 p.327) says the district:

Should either employ a dependable firm

of experts to plan its insurance program or
see that a member of its own staff is capable
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of and is given responsibility for the service.
Nolting (107 p.23) states that the school board
should:

Assign to one official, preferably the
responsible finance officer, the responsibility
for the entire insurance program.

Taylor (152 p.16) indicates that:

If the responsibility for the insurance
program is delegated to one person he should
be carefully chosen. This individual may be
thesuperintendent, the secretary of the board,
another board member, or some other qualified
and interested person. He should have control
of the program insofar as 1s legally possible.
Of course, in the end he cannot, without the
consent of the board of education, enter
contracts or make settlements in their stead
as this 1s the legal responsibility of the
school board as custodian of public funds and
property. The responsible individual should,
however, have access to all records, all
reports of losses should be made to him, he
should have charge of all revaluations and
should carry out the business concerning the
insurance company to the point of termination.
He should not have complete jurisdietion over
the program but should be a coordinator of all
insurance carried by the school district.

Joyner (76 p.29) advocates that one individual
should be given primary responsibility when he says:

The first desirable steps in handling
the school district's insurance program are
to establish ths general plan governing the
purpose of insurance and to appoint one
official to handle the entire program. This
person should be held responsible for the
administration of the insurance plan and see
that protection in proper amounts is secured
to conform to approved policies and
procedures., In the event of loss, he would
be empowered to conduct the loss adjustment
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with the carriers involved, although the final
approval of the adjustment would be retained by
the board of education.

Methods or practices of handling insur-
ance vary & great deal. There are school
districets in which:

l. The board of education as a whole
or a committee of the board, handiea
and distributes the insurance.

2« The superintendsent, business manager,
or other school official is held
responsible for the function.

3. Authority has been given to an insur-
ance adviser, usually a local insur-
ance agent or broker, who receives
a larger proportion of the premiums
in return for his services.

L. A local agents' association, as a
unit, handles all the fire insurance
for the district. This method, known
as the 'Oakland Plan', is used quite
widely. Under this plan the distribu-
tion of commissions is made by the
local association to its members,
Membership in the local unit is open
to all representative agents,

Methods 2, 3, and 4, are acceptable methods
and any oné might well receive serious considera-
tion. The second plan is the most desirable
practice., This plan will enable a school district
to purchase intelligently-planned 'insurance
protection' rather than a collection of unrelated
policies. Under it, insurance agents and brokers
may have only one person to contact to get
information regarding coverage and policies.

In his study Dougherty (36 p.29) found that the
problem was complicated by the faet that board members
were also insurance agents on occasion and that "Some of

the agents were more interested in selling policies than
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in the welfare of the comnmunity, with the result that
some districts were carrying more insurance than was
necessary as well as more than they could afford."” How-
ever, the Washington State School Board Association

(163 p.l) has stated that:

Experisnce has demonstrated that a
competent agent or group of agents are not
only able to assist the board in securing
the best possible protection, but their
services relieve the school board and its
employees of many otherwise burdensome
details. The responsibllity of handling the
business in the proper mamnner is centralized
and the board is in a position to make

decisions on matters which can best be pre-
sented by experienced insurance men.

The Program Should Provide for Adequate Protection

Providing for the-adsquati protection of the dis~
trioct against the many hazards it faces is not an easy
matter. It is, however, of primary consideration for the
local board, "Securing indemmification for losses and
reduction of risks are among the most important
responsibilities of school boards who are the trustees,
not only of public property, but also the lives and safe-
ty of pupils." (34 p.9)

Carson (26 p.8) has stated that it is essential
that the board "Become aware of all the different kinds
of losses that the district might suffer and which of
these hazards can be protected by insurance.” Englehardt


http:pril:na.ry
http:Viasb1ngt.on

115

(38 p.401) says "Insurance, therefore, is a local matter
and must be adjusted to local needs after a careful study
of conditions." Linn and Joyner (85 p.l9) state that
"To secure the broadest coveresge, those responsible for
‘the school fire insurance program must know the hazards
to which the school properties are exposed."” Carson
(26 p.8) slaborates further by saying the board must
"Evaluate each hazard and apply sound judgment as to which
hazards are important enough to insure against and for
how much." Reeder (129 p.435) comments on the amount of
insurance when he says "The amount of iasurance cannot be
stated categorically. The amount depends primarily upon
such factors as size of the community, the number and
distribution of risks, and the hazards involved in each
property."”

Garvey (50 p.58) issues a warning about the
adequacy of insurance by saying that:

My surmise is that many schools have

had or stand to have serious financial losses

that are not covered by insurance, not

necessarily because the school system is not

paying a sufficient amount for insurance

premiums - it may be paying too much - but

because coverage is not up to date, the

proper forms have not been used or the amounts

of protection are inadequate.

Viles (158 p.50) also oriticizes boards for not
generally providing for adequate protection when he

states that:
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School boards spend considerable money
to secure insurance protection, and in
instances the money spent is not bringing the
type of protection desired. In order to plan
an efficient, economical insurance program the
boards need to determine the types of insurance
ghairsga necessary to give the protection

es .

The Program Should Meet Legal Requirements and Limitations

School districts and school board members have only
those powers which have been given them by constitutional
provision or by specific statutory enactment or which can
reasonably be implied from such provisions or enactments
by the courts. It is of first importance them that each
board be extremely careful to see that all actions taken
are legal. This is particularly true on matters of school
insurance.

Roach (135 p.63) says:

It has been well said that all educational
administration is based in law, since it obtains
its structure from the provisions of various
constitutions and legislative statutes...

The portion of this task assigned to local
boards of education involves.,.carrying out these
responsibilities...in full accord with existing
principles of law.

Reeder (129 p.428) says "The types of insurance,
if any, which should be carried by the school districts
will be determined first of all by the statutes and court

decisions of the state.”
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Speaking of the insurance program generally Patting-
ton (120 p.46) says "Follow the state law. Whenever a
doubt arises, the insurance laws of the state should be
checked to be sure that all statutes are complied with."”

A study of the state insurance law may not alwajs
give a definite answer as to the legality of an insurance
expenditure. In such cases Garber (46 p.4l) says "All
school boards should meke inquiry of their state depart-
ments of education concerning the legality of such
expenditures in their own states."

The Program Should be Based on Complete and Accurate
Records and Appralsals

One phase of the insurance program that is frequent-
ly neglected is the matter of keeping complete and accurate
records, Yet this phase 1s of vital importance in the
insurance program of the school district. Englehardt
(38 p.404) says "The studies made in insurance of publie
school systems show that in most cases adequate records
are not maintained."” Smith (147 p.260) states that "An
Adequate insurance record is essential to the record
system of every school business office.”

There is some variation in the kinds of records
that are recommended for school districts. Viles

(160 p.12) indicates that "Insurance records should be
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kept up to date. They should be so outlined that school
officials may by a glance determine:

The coverage on each building and contents;
the amount of coverage expiring each year; the
date of expiration; the premiums to be paid; the
name of the agents writing the coverage and the
compenies providing the protection.

Pattington (120 p.46) recommends a slightly more
elaborate system of records and cautions about the
possibility of required form when he says "Many states re-
quire that a definite form be followed so that state
auditing practices can be simplified. In general, a form
providing for the following should be mainteained:

Number of peolicy

Name and home address of company

Agent's name and address

Date of issuance

Date of expiration

Amount of policy

Rate

Premiums

Name of property covered and deseriptions
Exact extent of insurance coverage (fire,
liability, bus, ete.).

Joyner (76 p.30) briefly sums up the case for re-
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cords when he says "Keep adequate records. Any system of
records should be adequate to give quick, reliable informa-
tion when needed and should be simple enough that it can

be economically maintained."
All insurance is based on a legal contract and all

parties thereto must know their obligations thereunder.
Holmes (59 p.23) stresses this point in referring to the



119

general problem of appraisal by pointing out that few
policy holders know their obligation under the insurance
contract to: (1) provide for correct valuations when the
Standard New York Poliey Form is used, (2) correctly
proportion building erd content values, (3) make correct
allowances for depreciation, and (4) determine the
correct values of such portions of buildings as are ex-
cluded from insurance, i.e,., excavations, certain
foundations, architect fees, ete.

Providing for correct valuations 1ls stressed by the
Washington State School Board Association (163 p.2) when
it is stated that:

The first and most important step in
drawing up a propserty insurance contract is
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this value, which can be sald to be the cost

of the property's replacement, less deprecia=-

tion due to age, wear and obsolescence.

Mann (95 p.1l02), Carson (26 p.16), Nolting
(107 p«23) and Garvey (50 p.58) emphasize the need for
knowledge of sound values and correct determination of
insurable value. Viles (161 p.56) and Joyner (76 p.29)
stress methods of determining these values to prevent
over or under insurance. :

Appraisal of school property is not an easy task
yet its importance is so great that care should be

exercised in its determination., "Probably the most
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desirable appraisals are those made by respectable ap-
praisal companies..." (48 p.53) Yet in the Steinhauer
study (150 p.97) it was found that over 50 per cent of the
school districts in Pennsylvania did not seek advice in
the estimation of insurable value of school property.

The Program Should Provide for Periodic Review and
Reappraisal

After the property has been appraised and insured,
the board of directors should follow the prineiple of re-
viewing all values and insurance requirements at periodic
. intervals., There are always fluctuations occurring in
our economy with consequent increases or decreases in
building values and replacement costs. By reappraising
regularly the board can protect the district from unnec~
essary insurance expenditures from over insurance and
from the threat of financial loss due to under insurance.

Commenting on regular appraisal Cross (34 p.lil)
stated that "Apparently there is much to be done in
educating school officials and school trustees to the
necessity of regular appraisails of school property for
insurance purposes.”

Garver (48 p.53) has said that "An efficient
policy for handling school fire and windstorm insurance

will involve...accurate appraisals of school property,
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periodically corrected." Garvey (50 p.60) stated that
"...many school insurance programs are not reviewed often
enough and a school district would stand to lose for the
lack of application of some of these prineciples.”

Scoville (142 p.28) reported one example where a
school building built in Colorado in 1885 was still insur-
ed on the basis of its original cost in 1951. Although
many districts in Washington reappraised regularly, Smith
(146) reported that 40 reporting districts had no plan for
reappraisal and that 37 districts had not been r;appraiaed

from four to sixteen years.

The Program Should Provide for Selecting Reliable Companies

Board members who have the care and custody of
valuable school property and who are responsible for the
general welfare of the district should give serious con-
sideration to the determination of reliable insurers of
district property. It is not enough that the school
directors should just provide a plan for insurance protec-
tion for the district. Rather, they should, as Nolting
(107 p.23) says, "Set up minimum standards of acceptable
insurance companies.” Viles (158 p.50) emphasizes the
same point when he states that "The board should know
what eriteria to use in judging the reliability of the
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companies with whom the insurance is written."” Carson
(26 p.8) also says that the board should "Become certain
that all the insurance carried 1s correctly written in
companies that are beyond question,"

The fact that considerations other than reliability
frequently have a bearing on the selection of insurance
companies is alluded to by Carson (26 p.40) when he says:

Personal friendship, fraternal relation-
ships, political obligations, sympathy and

price, should all be secondary to the matter

of complete and unquestionable protection

from financial loss to the distriet when

disaster comes in the form of property destroy-

ed or liability incurred.

A school insurance program can help solve
this particular problem by setting up a simple

set of standards by which each company can be

tested.

The fact that many school districts do not provide
a means for selecting reliable companies was shown by the
Upton study (155) of California school districts where
4O per cent of the districts studied did not require an
insurer to gqualify.

Insurers should be of unquestioned stability and
practice a fair claim policy before being considered as

an insurance carrier for school districts.
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The Program Should Provide for Eliminating Hazards and
Penalties

When some condition that creates or inereases the
probability of loss exists, a hazard is said to exist.
When such hazards are noted by rating bureaus or under-
writers, a special rate charge 1s added to the basiec
insurance rate. This special rate is called a penalty.

Every school insurance program should provide for
the elimination of hazards and penalties. Viles
(161 p.57) has said that eliminating such hazards would
effect a substantial saving in insurance premiums, Roberts
(137 pp.27-29) also says the insurance dollar can be
"stretched" by eliminating hazards. Burke (24 p.525) says
the "Largest savings on insurance come from eliminating
risks and hazards."

Carson (26 p.9) states that boards should "Endeavor
to remove all rating penalties, if it is humanly possible
to meke the requisite improvements." Later he says,
"...the insurance adviser can show the board all the
dangerous hazards existing in the school, what these
features are costing in penalties, and advise about
changes or corrections that will produce credits or
eliminate charges." (26 p.13)

Garver (49 p.57) adds his authority to this point
by saying "It is absolutely essential that buildings be
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inspected regularly and that, following the inspection,
proper steps be taken for the correction of such hazards
as may be found economically justified.”

Ihe Frogram Should Frovide an Objective and Eguitable
Distribution of Policies

"The problem of school insurance placemsnt," says
Carson (26 p.36), is perhaps the most troublesome and
vexatious one that a school insurance committee has to
solve." This being true, school directors and superin-
tendents who are mindful of their public relatlions should
give serious attention to a solution of the problem. This
can best be done by devising an objective and equitable
basis for distributing insurance to get away from what
Carter (27 p.367) calls "partiality."

Nolting (107 p.23) suggests that the school
directors consult with the local insurance agents'
association for suggestions for an acceptable basis for
distributing the insurance. Joyner (72 pp.50«51) and
(73 pp.27-29) suggests detailed procedures for the
distribution of school insurance to agencies. Womrath
(176 p.265) says:

The independent and uncontrolled placing
of school insurance by board members by the
superintendent or by any official of the board

is a survival of the spoils system and nourishes
criticism, complaints, and 11l feeling among
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the egents whe are not given any of the board's
business. To alleviate a situation of this
kind, the school board should adopt a definite
method of procedure under which it will be
possible equitably to distribute the board's
insurance among a large number of agents.
A study of California school districts by Upton
(155) revealed that only slightly more than 25 per cent of
the districts surveyed had an objective basis for distribut-

ing insurance.

The Program Should Provide a Procedure for Reporting

Losses and Accidents

Due to the nature of the insurance contract, its
exact provisions must be followed by all parties thereto.
Any act of omission will afford relief to the injured
party, Every insurance contract contains exact stipula-
tions on the notice required by the insurer and the manner
of making such reports.

School districts should therefore have a definite
routine provided for the reporting of all losses and
accidents at the time and in the form that is required.
Speaking of this procedure for proof and settlement of
losses, Smith (147 p.260) says, "School administrators
and boards of education, in event that they suffer a
loss, should know the routine so that all requirements

can be met."
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Nolting (107 p.23) says "Assign to one official,
preferably the responsible financial officer, the
responsibility for the entire insurance program" and then
"Require that all losses be reported to the official

responsible for the insurance..,"

The Program Should be Economical

For one reason or another school districts have not
always followed sound practices in their school insurance
programs, West (174 p.32) says "Sound business practice
demands that every possible economy in school administra-
tion should be sought out and studied, and the insurance
program presents one neglected field for investigation and
revision."

Morrison and Scoville (99 p.29) state that "The
more prudent schools can be in the wise spending of funds
for such needs as insurance the more money will be left
for the more direct aids of class instruction.”

It would seem that one of the insurance objectives
of the district school board should be to protect the
district adequately ageinst loss at as low a cost as
possible., This will demend good business practice and
more attention to insurance and its problems by board
members and school administrators.

Carson (26 p.ll) says that "Before an efficient,
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economical program can bé set up, the insurance committee
must focus a definite responsibility upon a selected few,
intelligent and trustworthy agents, who will become its

advisers.”

The Program Showld Include a Safety Program

As far back as 1925 this principle was stated by
Melchior (97 p.49) when he said "The cheapest and best
form of protection against fire is prevention...until
everyone responsible for a school plant knows and acts in
accordance with prineiples of fire protection, the insur-
ance poliocy is but an attempt at shifting responsibility;
for, although insurance premiums partly buy back a
destroyed bullding, they can never buy back lives."

This statement that prevention is better than
insurance has received almost unanimous approval but
others have stressed similar ideas. Regarding the safety
of children, Carson (26 p.8) sald, "...a sound insurance
progrén puts conservation paramount to insurance cost."
McCunn (89 p.4k) indicated that the insurance program for
school boards should be based on the "Principle of a
well-established and functioning safety program,”

Steinhauer (150 p.37) also stressed safety when
he stated that:
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Data...points to the need for a type
of insurance which would cause school trustees
and personnsl to become more cognizant of
the part they play in the reduction of
insurance costs and in the development of a
fire prevention program which would help
reduce the cost and provide safe buildings
in which to work.
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CHAPTER VIII
THE STUDY

A part of this study of school insurance in Oregon
was to determine the current practices in the administra-
tion of the school insurance programs of the school dis-
tricts. To do this, a questionnaire was used, a copy of
which is included in the appendix.

The questionnaire was prepared after a thorough
study of school insurance. It was submitted to the State
Department of Education, to various insurance company
representatives and to one school superintendent. It was
then revised, printed in booklet form and mailed with a
covering letter endorsed by Mr., Rex Putnam, State Super-
intendent of Public Instruction. A follow-up card was
sent three weeks after the mailing of the questionnaire,
Copies of the covering letter and the follow-up card are
included in the appendix.

The schools to which the questionnaire was sent
were selected upon the recommendation of the State De-
partment of Education and included all districts of the
first and second class in the State of Oregon as indicat-
ed by the Oregon School Directory for 1953-1954. These
schools included 103 districts of the first class and
260 districts of the second class or a total of 363.
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Seventy~five districts of the first class responded
for a return of 73 per cent. One hundred thirty-five
districts of the second class replied for a percentage of
52. In all, 210 school districts submitted returns for an
over-all return of 58 per cent. Table II gives a
complete breakdown of the number of questionnaires sent

and returned from each county.
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DISTRIBUTION OF QUESTIONNAIRES BY COUNTIES
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District District
: lst Class 2nd Class
County s
$ No. : No. No. : No.
: Sent : Returned Sent : Returned
Baker 1 1 5 2
Benton 1 1 5 2
Clackamas 10 8 14 8
Clatsop 2 2 5 b
Columbia 1 1 10 5
Coos 7 7 5 by
Crook 1 1 0 0
Curry 0 0 5 3
Deschutes 3 3 3 2
Douglas 7 5 13 5
Gilliam 0 0 3 1
Grant 0 0 7 2
Harney 2 0 2 1
Hood River 1 1 0 0
Jackson 3 3 12 8
Jefferson 2 0 2 1
Josephine 1 1 6 6
Klamath 5 5 10 10
Lake 1 0 0 0
Lincoln 2 2 9 9
Linn 6 5 17 2
Malheur L 2 L 3
Marion 6 N 15 10
Morrow 0 0 2 2
Mul tnomah 8 3 16 11
Polk 2 2 3 1
Tillamook 1 1 9 5
Umatilla L L 10 3
Union 1 1 6 3
Wasco 1 0 L 0
Washington 8 5 23 6
Wheeler 0 0 6 0
Yamhill L 2 9 b
Total _103 5 260 135
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Genseral Practices

Centralization of responsibility for the school in-
surance program is a recognized principle and was dis-
cussed in a previous chapter. To determine the extent of
the centralization of responsibility, the districts were
asked the question: Who has charge of the insurance
program in your district?

In tabulating the responses it was found that many
school districts indicated more than one choice, which
accounts for more responses than there were districts re-
sponding. This complicated interpretation.

Table III indicates the various responses,
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TABLE III
RESPONSIBILITY FOR SCHOOL INSURANCE PROGRAM

Response : District Per : District Per
; 1st Class Cent: 2nd Class Cent

School board 38 36 112 65
Superintendent 37 35 42 2L
Clerk 13 12 12 7
Committee of board b b 1 1
Member of board 1 1 3 2
Business manager 2 2
Broker 1 1
Insurance agent of record 7 7
No answer 2 2 2 1
Total 105 100 172 100

Table III shows that the school board retained
control of the insurance program in 36 per cent of the
responses of the districts of the first class and in 65
per cent of the responses of the districts of the second
class. This would tend to indicate that there is little
centralization of responsibility. However, in 35 per cent
of the responses of the districts of the first class it
was indicated that the superintendent was responsible for
the program. Inasmuch as this is almost half of the total
number of districts of the first class who reported, it
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is felt that in most of these districts the board and the
superintendent share responsibility. In the case of the
districts of the second class, only 24 per cent of the
responses indicated that the superintendent was respons-
ible for the program. Undoubtedly the superintendent of
the districts of the second class also shares respons-
ibility with the school board.

Further study of Table III shows that 62 per cent
of the responses of districts of the first class indicat-
ed some centralization of responsibility. In the case of
the districts of the second class, however, only 34
per cent of the responses indicated any centralization of
responsibility.

It is generally recognized that the distribution
of the school insurance business is a complicated and
persistent problem. This was pointed out in a previous
chapter. The weight of opinion seems to be that every
district should have soms objective method or plan for
determining the allocation of insurance to companies.
Table IV indicates the response to the question: Do
you have an objective method of distributing your insur-

ance business?
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TABLE IV
DISTRIBUTION OF INSURANCE

s $
Response : Distriet Per : District Per
- : 1st Cless Cent : 2nd Class Cent
Distributed
objectively 58 77 60 Lk
Not distributed
objectively - - 16 70 52
No answer $ 7 - . L
Total 75 100 135 100

Table IV indicates that 77 per cent of the districts
of the first class have an objective method of distribut-
ing the school insurance business, However, less than
half or 44 per cent of the districts of the second class
have such an objective method. The percentage of ob-
jectivity in Oregon is considerably higher than the 25
per cent reported in California by Upton (155).

Many of the districts indicated that they had
worked out local plans for distributing insurance with
local insurance associations and that such plans were
mutually satisfactory. A number of districts gave very
subjective reasons for awarding their insurance business.
Table V will show these reasons.

Schools who had reported an objective method of
distribution were not to indicate reasons included in
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Table V. However, a number did check one or more of the
responses in Table V, It appears that agent's reputation,
company reputation, service and cost are important
factors in allocating the school's insurance.

TABLE V
REASONS GIVEN FOR DISTRIBUTION OF INSURANCE

District Per
2nd Class Cent

Response : District Per
: 1st Class Cent

-8 S8 8w

Agent's reputation 16 35 by 27
Company reputation 7 15 4O 24
Friendship 2 |
Insurance always

carried | 2 19 12
Service 12 26 29 17
Cost 6 13 30 18
Other L 9 2 -
Total L6 100 166 100

It is almost axiomatic that the school insurance
program is no stronger than the insurance companies carry-
ing the school insurance. As pointed out earlier, every
company authorized to do business in Oregon has met
minimum standards. However, if more than minimum strength
is desired, then some qualification or financial rating

is necessary. A guestion was included to determine
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whether school districts were actually requiring insur-
ance companies to qualify for insurance business. Table
VI indicates the response to this question.

Table VI shows that 70 per cent of the districts
of the first class do require some qualification and that
54 per cent of the districts of the second class require
companies to qualify. Sixty~two different districts use
the Best's General Policyholders Rating, which is recog-
nized as perhaps the most reliable rating system in

common use.

TABLE VI
QUALIFICATIONS REQUIRED OF INSURANCE COMPANIES

ot i A+ .- O i e
None 16 21 51 38
B“;;:sg;mnl 22 30 40 30
Financial 16 21 18 13
Other 14 19 15 11
No answer 7 9 11 8
Total 75 100 135 100

No law, court case, or attorney general's opinion
could be found in Oregon which specifically required
school districts to use competitive bids for purchasing
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insurance, although such bids are sometimes required for
other things, such as supplies and equipment.

A question was asked to ascertain the bidding
practice: Do you require companies to submit competitive
bids for your insurance? Table VII indicates the current
practice.

It is interesting that 19 per cent of the districts
of the first class and 39 per cent of the districts of the
second class require competitive bids for insurance, In
addition, a few districts meke this requirement for

specific types of insurance only.

TABLE VII
COMPETITIVE BIDS FOR INSURANCE

:

Response : Distriect Per : District Per
; 1st Class Cent : 2nd Class Cent

Required 1L 19 53 39
Not required 47 63 79 58
Boiler only 1 1
Liability only L 6
Vehicle only 7 9 1 1
Will after this year 1 1
No_answer 1 3 2 2
Total 75 100 135 100
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In a previous chapter the importance of furnishing
the required notice of loss or accident to the insurer was
pointed out, To determine this practice, the school dis-
tricts were asked to indicate whether they had a definite
procedure set up for reporting losses and accidents.

Table VIII indicates their answers.

Sixteen per cent of the districts of the first
class and 29 per cent of the districts of the second class
do not have a definite procedure or plan established to
report losses and accidents., It is possible that where
no established routine is provided that the district is
not clear on the requirements for furnishing notice. Only
by having such a definite routine can the district be
sure of meeting the contract provisions with reference to

the furnishing of proof of loss or accident.

TABLE VIII
PROCEDURE FOR REPORTING LOSSES AND ACCIDENTS

Response District Per ; District Per
3

lst Class Cent 2nd Class  Cent

(e &% =9

Have definite

procedure 58 78 92 68
No definite

procedure 12 16 39 29
No answer 5 6 L - i

Total 75 100 135 100
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A question was asked: Do you have a definite
program for the elimination of hazards? The prineciple in-
volved in this question was discussed in a previous
chapter and the advantages of such a program are obvious.
In answering, 75 per cent of the districts of the first
class and 70 per cent of the districts of the second
class indicated they have such a program., Twenty per cent
of the districts of the first class and 26 per cent of the
districts of the second class answered negatively.

A previous chapter revealed that it was good
practice to have about an equal amount of insurance prem-
fums due each year., This simplifies budgeting and account-
ing practice and helps make it possible to have some
insurance policies expiring at the same time each year.

To determine the current practices in this regard,
the districts were asked the question: Do you have approxi-
mately the same amount of insurance premiums due each year?

Ninety-one per cent of the districts of the first
class reported that they did have the same amount of
premiums due each year and 93 per cent of the districts
of the second class also reported "yes™ to the question.
This is a very commendable percentage and indicates that
most districts are following recognized practice, Only
five districts of the first class and seven distriects of

the second class reported "no" to the gquestion.
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It is important for districts that have more than
one poliey for the sams kind of protection to have their
policies worded alike so they will be consistent and
concurrent, The study revealed that 87 per cent of the
districts of the first class and 75 per cent of the dis-
tricts of the second class had policies worded the same
for the same coverage., Eight per cent of the first and 13
per cent of the districts of the second class reported
their policies were not worded the same. Three districts
or 2 per cent of those of the second class indicated they
did not know whether their policies were worded the same
or not.

The original insurance policy is a wvery important
document and it should be protected by filing in the
safest practical place. Filing practices vary greatly as
indicated by Table IX.

A brief study of Table IX indicates that far too
many of the filing places are not fireproof. In fact,
most of the school offices and safes are not fireproof.
Although the twelve districts of the first class which
reported policies filed in clerks' offices did not
indicate whether such offices were fireproof, it can al-
most be assumed that all are not. According to the
answers to this question, most elerks of the distriets

of the second class have thelr offices in their homes.
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This indicates that 33 per cent of those in this classifi-
cation have their policies filled in family dwellings which
undoubtedly are not fireproof, Securing the insurance
policiss against loss or fire should be of paramount con-
cern to the districts. A number of districts indicated
that they had milticopies of their policies all filed in
different places as an additional precaution. This is

commendable practice.

TABLE IX
LOCATION OF FILED INSURANCE POLICIES

Responsse ;Diatriot Per : District Per
:1st Class Cent : 2nd Class Cent

Safety deposit box 13 18 31 23
School vault 29 39 19 14
Admiﬁ%:iﬁ:t:::e 9 12 2L 18
Clerk's office 12 16 bl 33
Soh601 office 3 L 5
School file 2
Board office
Sohgg%izgd broker's " s
Insurance office 1 1
No answer 7 9 8 6

Total 75 100 135 100
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Fire Insurance

In an earlier chapter it was pointed out that it was
important to secure a rating sheet from the fire rating
bureau. This sheet shows the rate and all penalties and
eredits on every building in the school district for fire
insurance purposes. This guestion was asked to determine
if school were securing these sheets: Have you obtained a
rating sheet from your rating bureau? Seventy-three per
cent of the first and L5 per cent of the districts of the
second class reported that they had secured such sheets.
Twenty~two per cent of the first and 50 per cent of the
districts of the second class indicated that they had not
secured the rating. On a following question all districts
who had secured the rating sheet indicated that they had
used the sheet to reduce hazards and penalties.

As discussed earlier, it is prudent practice to
submit plans for new school buildings to the fire rating
bureau before starting construetion. By so doing, school
districts can determine what penalties, if any, will be
assessed against the building at a time when such
penalties might be eliminated. Every penalty eliminated
is a saving in fire insurance premiums, Forty-two per
cent of the first and 28 per cent of the districts of the
second class reported that they submitted bullding plans
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to the rating bureau before beginning construction. Fifty-
one per cent of the first and 58 per cent of the districts
of the second class reported that they did not submit
plans.

In the chapter on fire insurance, the three main
types of fire policies were discussed and it was pointed
out that the blanket policy form was usually recommended
for school districts., Table X indicates the response as
to type of policies carried by the districts.

TABLE X
TYPE OF POLICY FORM

3 $
Response t District Per : District Per
;1 Ast Class Cent : 2nd Class  Cent

Specific poliey form 5 7 30 22
Speeific schedule

form 5 & 20 15
Blanket policy form 61 8l 81 60
No answer b 5 b s
Total 75 100 135 100

It is significant that 81 per cent of the first
and 60 per cent of the districts of the second class use
the recommended policy form. This indicates praiseworthy
practice. However, ten first and fifty districts of the

second class still use either the specific or specific
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schedule form.

It has been pointed out earlier that considerable
saving was possible by running the fire insurance policy
for longer terms. The weight of opinion indicates that
schools ahould-uno either the three-year or preferably
the five-year term fire policy. Table XI shows the current

practice in Oregon.

TABLE XI
TERM OF INSURANCE POLICY

s, b LS. s,
One year
Two year
Three year 3 L 13 10
Five year 69 92 118 88
Combination 2 1
No answer 3 b 2 b
Totel 75 100 135 100

The findings showed that 92 per cent of the first
and 88 per cent of the districts of the second class use
the five-year term policy and that an additional 4 per
cent of the first and 10 per cent of the districts of the

second class use the three-year term poliecy. This
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indicates that Oregon school districts are following recom-
mended practices and are receiving the benefits of the
consequent savings.

In states where it is legal for school districts to
insure with mutual companies, it has been pointed out that
savings are possible by insuring with such companies. The
survey showed that 40 per cent of the first and 33 per cent
of the districts of the second c¢lass carried all of their
insurance with stock companies. Moreover, 80 per cent of
the first and 74 per cent of the districts of the second
class had at least part of their insurance with the stock
companies in Oregon.

Mutual companies received all of the insurance
business from only 15 per cent of the first and 23 per
cent of the districts of the second class. However, 54
per cent of the first and 64 per cent of the districts of
the second class carried at least part of their insurance
with mutual companies.

There was some evidence that as insurance policies
expired some school districts were converting from stock
companies to mutual companies bescause of the savings
that could be secured.

Districts that carried all or part of their insur-
ance with mutual companies were asked to indicate the name

of the mutual company or companies, These names were
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compiled and teken to the Department of Insurance for the
State of Oregon where the type of policy the company issued
was checked, It was found that every company named by a
school district issued a non-assessable policy. It is

not lsgal in Oregon for a school district to insure in a
mutual company unless the policy is non-assessable.

Extended coverage is a very important addition to
the regular fire policy because it insures against common
perils not covered by the regular policy. This was shown
in a previous chapter. The survey revealed that 73
per cent of the first and 68 per cent of the districts of
the second class carried the extended coverage endorse-
ment. This was slightly lower than the 77 per cent re-
ported in Nebraska (152 p.l155). This would seem to be a
very low percentage in view of the relatively low addi-
tional cost for the added protection.

The advantages of depreciation insurance was
discussed previously. In order to determine how widely
depreciation insurance was being used, the districts were
asked: Do you carry depreciation insurance permitting
your distriet to collect full replacement value on the
building? Only 42 per cent of the first and 24 per cent
of the districts of the second class indicated that they
carried this type of insurance, Several comments were

added indicating that some districts were now in the
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process of considering the addition of this type of insur-
ance.

The purpose of a coinsurance clause is to meke the
school district keep the property covered to a certain
amount or becoms a coinsurer for a part of any loss that
is sustained. In a previous chapter it was shown that con-
siderable savings can be effected by using the coinsurance
clause. It was surprising that only 76 per cent of the
first and only 55 per cent of the districts of the
second class indicated that they carried this clause,

This is slightly lower than the 76 per cent Taylor (152
p«135) found in Nebraska, but higher than Smith (146
pp.3~6) reported in Washington.

Table XII indicates the per cent of coinsurance

carried by the distriets that reported its use.
Table XII shows that most of the districts carry a

relatively high percentage of coinsurance due no doubt
to the fear of generally increasing property values and
the desire to get as near complete replacement as
possible in event of & major loss. Then too, the higher
the percentage of coinsurance carried the cheaper the

rate.
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TABLE XII
PER CENT OF COINSURANCE CARRIED

: :
Response ¢ Distriect Per : Distriet Per
: 1st Class Cent : 2nd Class Cent

100 per cent

coinsurance 19 33 11 15
90 per cent
coinsurance 38 67 54 73
80 per cent
coinsurance 3 L
70 per cent
coinsurance 2 3
No_answer L 2
Total 27 100 7k 100

In the chapter on fire insurance it was shown that
an accurate school property appraisal was necessary to
determine the amount of insurance the district should
carry. This is even more importent to the districts that
carry the coinsurance clause because of the penalties
that can be suffered where insufficient insurance is
carried. Table XIII shows the individual, group or
agency making appraisals of school property in Oregon.

Appraisal of school property is a very complicated
problem and necessitates a lot of technical knowledge.
Yet, Table XIII shows that only 65 per cent of the
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PROPERTY APPRAISERS
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e, SRS, M M B
School board 1 : 25 13
Insurance agent 12 1L 52 28
Contractor 3 L 16 9
Appraisal firm 41 L8 22 12
Superintendent 9 1l 19 10
Insurance company

appraiser 15 17 43 23
No one 1 1
Other 2 2 1
No_answer 3 3 5
Total 86 100 185 100

responses of first class and only 35 per cent of the

responses of the districts of the second class indicated

use of appraisal firms or insurance company appraisers,

Table XIII also indicates that a number of different types

of appraisers are used.

A number of school districts re-

ported using more than one type of apprailser, which

accounts for more responses than distriets reporting on

the question.

In this survey the schools were asked the question:
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How is the insurable value of buildings determined? Table
XIV shows the methods used by the reporting school dis-
tricts in determining this all important value.

TABLE XIV
METHODS OF DETERMINING INSURABLE VALUE

$ !
Response ¢t District Per : District Per
; 18t Class Cent : 2nd Class  Cent

By appraisal 55 67 61 40
By estimate 8 9 35 23
Original cost 5 30 20
Cost less

depreciation 9 11 15 10
Commodity index 3 I 3 2
No _answer 2 3 5
Total 82 100 151 100

Table XIV shows that the most common single method
used to determine insurable value is the appraisal method.
Sixty-seven per cent of the responses of the first and 4O
per cent of the responses of the districts of the second
class indicated the use of this method., It is evidence of
bad practice when as many as eight first and thirty-five
districts of the second class still use the estimate
method of determining insurable value. Table XIV
indicates the extent to which other methods are used and
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shows that a number of districts use more than one method
which accounts for a larger number of responses than the
total number of districts responding.

The insured school district is not always sure that
their appraisals will be accepted by the insurance company.
However, any appraisal made by a reputable appraisal firm
or by an insurance appraiser representing the company
carrying the insurance will usually be acceptable. Righty-
four per cent of the first and 78 per cent of the dis-
tricts of the second class report that they know their
appralsals will be acceptable in event of a loss. Only
8 per cent of the first and 15 per cent of the districts
of the second class indicated that their appraisals will
not be acceptable. A number of districts did not answer
this gquestion.

The cost of appraisals varied from a high of $8
per $1,000 of value to a low of fifty-one cents for new
appraisals and from sixty cents to seventeen cents for
reappraisals.

The recency of the appralsal that determined the
insurable value is important to the school district.

Table XV shows the years that current insurable values

were determined.
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TABLE XV
RECENCY OF APPRAISAL OF PROPERTY

Response : District Per : District Per

3 1st Class Cent : 2nd Class Cent
1954 1 1 b 3
1953 34 L6 75 56
1952 2L 32 21 16
1951 5 7 10 7
1950 1 1 4 3
1949 2 3 2
1948 1 1 1
1935 1 1

No date reported 7 9 15 i

Tota 75 100 135 100

Eighty-six per cent of the first and 82 per cent of
the disfriots of the second class have determined their
insurable value in the last four years which indicates
that serious consideration has been given to keeping
property values current. However, it was found that some
appraisals run back to 1935.

As pointed out before, standard practice calls for
a district to reappraise the property and revise the
insurance at three-year or five-year intervals. However,

during periods of rapidly increasing values, more
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Oregon practice, the question was asked: How often do
you reappraise and revise your insurance? Table XVI

will show the current practice.

TABLE XVI
FREQUENCY OF PROPERTY REAPPRAISAL AND INSURANCE REVISION

Response : District Per : District Per
; 18t Class Cent . 2nd Class Cent
Every 6 years 1 1
Every 5 years 6 8 11 8
Every L years 1 1
Every 3 years 7 9 11 8
Every 2 years 4 6 10 7
Every 18 months 10 13 17 13
Annually 21 28 27 20
Semi~-annually 1l 1
Plan to annually 1 1 1 1
Monthly 1 1l 3 1l
Having first made 1 1
Never 5 3
Not regular 5 : ) 28 21
Appraised once 2 1
Don't know 1 1
No answer 18 2l 17 12

Total 75 100 135 100
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Practice varies widely as far as the frequency of
property reappraisal and insurance revision is concerned.
Table XVI shows that 64 per cent of the first and 57 per
cent of the districts of the second class reappraise at
intervals of one to five years. The number of districts
that indicated no regular practice of reappraising and
the number that failed to answer the question at all
shows poor practice 1s fairly general especially among
the districts of the second class.

School districts have a great deal of money in-
vested in the contents and equipment of school buildings
and the importance of accurate and regular inventories
has been stressed before in this study. Table XVII
shows the current practice with reference to the
frequency of this type of inventory.

The majority of the school districts inventory
at intervals of six months to five years, Table XVII
shows that 71 per cent of the first and 66 per cent of
the districts of the second class inventory every year

which is excellent practice.
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TABLE XVII
FREQUENCY OF INVENTORY - BUILDING CONTENTS AND EQUIPMENT

3 3
Response : Distriect Per : District Per
: 1st Class Cent : 2nd Class Cent

Every 5 years N 5 2 1
Every 3 years 5 7 8 6
Every 2 years 3 L 10 8
Every 1% years 3 b 7 5
Every year 53 71 89 66
Every 6 months 1 1 3 2
As necessary 3 2
Never : 2 1
Boiggngame now first . 5

No answer 6 8 10

Total 75 100 135 100

The districts were asked the gquestion: Consider-
ing the recent trends in the cost of buildings and
equipment, do you consider the coverage on your buildings
and equipment adequate? Table XVIII indicates the answers
to this question.
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TABLE XVIII
ADEQUACY OF INSURANCE

Response District Per District Per
lst Class _Cent 2nd Class Cent

Adequate 60 80 113 8,
Not adequate 11 15 19 14
No_opinion L X 2 2
Total 75 _100 135 100

Eighty per cent of the first and 84 per cent of the
districts of the second class indicated that their insur-
ance was adequate. Only 15 per cent of the first and 14
per cent of the districts of the second class which
answered this question indicated inadequate insurance.
Although relatively few school districts indicated
inadequate insurance, there is a sufficient number to be
of concern. If the insurance is inadequate in any one of
these thirty districts and a serious fire loss is sustain-
ed, then a serious finaneial burden would be imposed on
the taxpayers of the district.

The number of school distriects which reported fire
or extended coverage losses in the last five years i1s

shown in Table XIX.
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TABLE XIX
LOSSES FOR LAST FIVE YEARS

mows  (Msgia D | Mam . wr
Loss suffered 34 45 26 20
No loss suffered 39 52 107 79
No_answer 2 3 2 1
Total 75 100 A35 100

This teble shows that 45 per cent of the first and
20 per cent of the districts of the second class reported
some fire or extended coverage loss in the past five years.
Most of the districts reporting losses indicated the
amount of the loss recovered from the insurance company.
These losses totaled $474,754. Most of the distriots also
reported the amount of the annual premiums on fire and
extended coverage. The premiums totaled $533,599. This
represents a cost of $5.61 paid out in premiums for every

dollar recovered from claims,

Boiler Insurance

The survey showed that 68 per cent of the first
and 59 per cent of the districts of the second class
carried boiler insurance., This type of insurance was

discussed earlier and includes a regular inspection
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service. The value of this service was mentioned by
several school districts. This inspection service aids
the school distriet in maintaining bollers in good condi-
tion even though many unskilled firemen are employed.

Liability Insurance

This section deals primarily with general liability
insurance which protects the school district, school
directors, and school distriet employees from legal
liability for negligence in performing official responsi-
bilities or from accidents occurring on school property.

Seventy-two per cent of the districts of the first
class and 46 per cent of the districts of the second class
reported that they carried liability irsurance. A total
of 116 school districts carry such insurance.

Each district that carried liability insurance was
asked to state the amount of insurance coverage per
person, per accident and for property damege.

Table XX indicates the liability insurence limits
per person for the 116 school districts that reported
such insurance.

Limits for bodily injury liability insurance
varied from a high of $250,000 per persen to a low of
$5,000 per person. Fifty-eight per cent of the districts
purchased amounts from $25,000 to $100,000 while 19 per
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TABLE XX
BODILY INJURY LIABILITY - LIMIT PER PERSON

—
- —

Response Number Per Cent
250,000 1 1
150,000 1 1
100,000 23 20
50,000 21 18
25,000 23 20
20,000 3 2
15,000 3 2
10,000 14 12
5,000 L 3
No report 23 20
Total 116 100

Table XXI shows the liability insurance limits per
accident for the 116 school districts that reported
liability insurance.

Limits for bodily injury liability insurance ranged
from $1,000,000 to $5,000 per aceident. This is a very
wide range; however, 43 per cent of the school districts

reported limits upward from $100,000.
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TABLE XXI
BODILY INJURY LIABILITY - LIMIT PER ACCIDENT

Response Number Per Cent
1,000,000 1 1
500,000 5 b
300,000 2l 21
200,000 13 11
100,000 23 20
60,000 1 1
50,000 16 13
40,000 1
25,000 2 2
20,000 4
5,000 1
No answer 25 21
Total 116 100

Table XXII indicates the property damege limits
for those districts reporting liability insurance,

This table shows that limits for property damage
insurance vary from $100,000 to $1,000. Sixteen per cent
of the districts purchased the $25,000 limit while 32 per
cent limited themselves to $5,000. Thirty-nine per cent
of the districts failed to indicate any limit at all.
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TABLE XXII
PROPERTY DAMAGE LIABILITY

Response Number Per Cent
100,000 1 1
50,000 2 2
25,000 18 16
20,000 3 2
10,000 9 7
5,000 37 32
1,000 1 1
No answer 43 29
Total 116 100

After indicating the limits for liability insurance,
the districts were requested to show if the liability
policy protected: the district, the board members, or all
employees,

Eighty-seven per c¢ent of the districts having
liability insurance said the district was protected from
liability. Eighty-four per cent reported the poliecy
covered the board members, Sixty-one per cent of the
districts indicated the policy afforded protection to all
employees, It is interesting that so many districts feel

the need for liability protection in such large amounts
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in view of the persistent refusal of the Oregon Legislature
and the Oregon courts to impose liability on school dis-
tricts and school boards for negligence.

It is interesting that 61 per cent of the school
districts having liability insurance are carrying lia-
bility policies on employees and paying for them with
public funds., This is being done in spite of the fact
that there is some question about the legality of the use
of publiec funds for sueh private protection.

In a previous chapter it has been pointed out that
authorities are almost unanimous in their recommendations
that all liability insurance policies should contain a
waiver of immunity clause. Otherwise the traditional
immunity of a school distriect could prevent any right of
action against the insurer by any injured third party.

In order to ascertain whether the liability insur-
ance policies covering school districts contained such a
waiver of immunity clause the question was asked: Does
your policy carry a waiver of immunity clause?

Table XXIII indicates the presence or absence of
such a clause.

Table XXIII shows that only 44 per cent of the
liability policies of the districts of the first class
have the waiver of immunity clause and only 13 per cent

of the districts of the second class have the clause
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included. It is significant that so many districts do not
know whether they have such a clause or do not answer which

could indicate the same lack of knowledge.

TABLE XXIII
WAIVER OF IMMUNITY CLAUSE

: 3
Response : Distriet Per : District Per
: 1st Class Cent : 2nd Class Cent
Policy has the clause 2l Ll 8 13
Policy does not have
the clause 18 33 26 L2
Don't know 5 10 2l 39
No answer 7 13 4 6
Total Sk 100 62 100

The schools were asked the question: Has there
been any case covered by liability insurance in the last
five years? Ten first and five districts of the second
class indicated such cases had arisen., Information sub-
mitted on the amount of money that had been recovered
under the liability policy was very limited. However, a
total of $867 was reported. Five cases were reported
still pending, one of which was for $150,000 for a shop
injury. The total of the annual premiums for liability
insurence for seventy-eight districts which reported this
figure was $23,454. This represents a cost of $173.40
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in premiums for each dollar recovered from claims,

Workman's compensation is a combination of lia-
bility and aceldent insurance and is therefore discussed
briefly under the general heading of liability insurance.

The schools were to answer the question: Do you
carry workmen's compensation?

Slightly more than 82 per cent of the districts of
the first class and 57 per cent of the districts of the
second class reported they carried this type of insurance.
The study showed that the general practice was to cover
custodians, cooks and other laborers. However, a number
of districts included athletic coaches, and a few included
all employees of the district, including teachers,

Vehicle Insurance

This section deals primarily with the insurance on
school buses.

The districts were asked to indicate the type of
insurance and the appropriate limits carried for each type
of insurance. Table XXIV shows the number of school dis-
tricts carrying the various types of insurance protection.

Table XXIV shows that a total of 165 districts
reported that they carried bodily injury insurance on
vehicles, This figure was taken as 100 per cent and other

percentages figured therefrom.
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TABLE XXIV
TYPES OF VEHICLE INSURANCE

Response Number Per Cent
Bodily injury 165 100
Property damege 158 96
Collision 83 50
Comprehensive 65 39
Fire 113 69
Theft | 120 73
Medical 110 67

In the chapter on vehiele insurance the recommenda-
tions of the State Department of Education for a school
bus insurance program were presented., This recommendation
included: bodily injury, property damage, fire and
medical payments in case of an accident. It did not recom-
mend collision, comprehensive or theft insurance.

In view of this recommendation it is interesting
that 4 per cent of the districts do not carry property
damage insurance; that 31 per cent do not carry fire
insurance; and that 33 per cent do not provide for medical
payments.

Contrary to the State Department's recommendations,

50 per cent do carry collision insurance, 39 per cent do
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carry comprehensive, and 73 per cent do carry theft insur-
ance. In actual point of fact, an official of the State
Department of Education indicated that two school buses
had been stolen in recent years.

Table XXV shows the number of districts that have
various limits per person for bodily injury insurance.

TABLE XXV
VEHICLE BODILY INJURY - LIMIT PER PERSON

Response Number Per Cent
250,000 5 3
200,000 1 1
120,000 1 1
100,000 19 11
50,000 32 19
40,000 1 1
25,000 18 il
20,000 13 8
15,000 9
10,000 42 25
5,000 6
No_answer 18 11

Total 165 100
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It will be noted from Table XXV that 25 per cent
of the districts carry a $10,000 limit per person for
bodily injury. This is the amount the State Department
has recommended for this limit., However, ninety-nine
districts, which is 60 per cent of the total number
carrying bodily injury insurance, are carrying amounts in
excess of the recommendation and 4 per cent carry less
than the recommended amount.

Table XXVI indicates the bodily injury limits for
sach accident and the number of districts that have such
limits.

In Table XXVI it can be seen that 28 per cent of
the districts have limits of $100,000 for each accident.
This is the amount the State Department has recommended.
By this standard, 23 per cent of the districts are under-

insured and 35 per cent are over-insured.



169

TABLE XXVI
VEHICLE BODILY INJURY - LIMIT EACH ACCIDENT

e e e e e e s

Response Number Per Cent
500,000 9 5
400,000 1
300,000 21 13
250,000 2 1
200,000 20 12
150,000 b 2
125,000 1 &
100,000 L7 28

60,000 1 1

50,000 12

30,000 3

25,000 16 10

20,000 | L 2

10,000 1 1
No_answer 23 b
Total 165 100

Table XXVII shows the property damage limits for
each accident and the nuuber of distriets that have such
limits.
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TABLE XXVII
VEHICLE PROFERTY DAMAGE - LIMIT EACH ACCIDENT

Response Number Par Cent
500,000 1 1
100,000 L 2
60,000 1 1
50,000 9 6
25,000 15 9
20,000 6 A
15,000 2 1
10,000 22 bR
5,000 76 48
No snswer 22 1k
Total 158 100

Table XXVII shows that 48 per cent of the dis~
tricts are carrying a $5,000 limit for each accident
for property damage, This is the recommended amount
according to the State Department of Education, It
appears that 38 per cent of the districts are carrying
excess insurance for vehiecle property damage.

Table XXVIII shows the deductible limits for

vehicle collision insurance.
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TABLE XXVIII
VEHICLE COLLISION - DEDUCTIBLE LIMITS

Response Number Per Cent
250 9 1l
200 1 1
150 2 3
100 Ll 50

90 1

75 1 1

50 21 25

25 1 1
Ho answer 6 7
Total 83 100

Although collision insurance is not recommended
for schools in Oregon, 50 per cent of the districts own-
ing vehicles have such insurance. Table XXVIII shows
the number and percentage of districts that carry the
various deductible amounts. The $100 deductible is
carried by 50 per cent of the districts while 15 per cent
have more and 28 per cent have less than this amount.

Table XXIX shows the limits of vehlicls medical
payments for each person and the number of districts
having these limits.
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TABLE XXIX
VEHICLE MEDICAL - LIMIT EACH PERSON

Response Number Per Cent
25,000 1 1
20,000 1 1

5,000 1 1
2,000 6 5
1,000 19 17
750 2 2
500 L9 Lk
300 1 1
250 1 13
150 1 1

No answer 15 1
Total 110 100

Table XXIX indicates that 44 per cent of the
schools have a $500 limit for medical expenses, which is
the recommendation of the State Department of Education.
However, 27 per cent have limits in excess of this
amount and 15 per cent of the districts are carrying less
than the recommended limit for medical payments.

The districts were asked the question: If you

operate five or more buses, do you have fleet insurance?
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Sixty schools answered "yes" and only nine answered "no."
This would seem to indicate that most of the schools were
taking advantage of the cheaper rate for fleet insurance.
However, those answering "no" should convert to the
cheaper fleet insurance.

The schools were asked to indicate the term for
which their vehicle insurance was written, Most of the
responses indicated that the majority of schools were
taking advantage of insurance savings wherever possible.
For example, seventy-six districts wrote their insurance
for either nine or ten months because this was the only
period they had any risk under such coverage as: bodily
injury, property damage, collision or medical. Fire and
theft, when carried, were written for the year. Districts
that used their vehicles for the year carried insurance
coverage for that period.

The annual cost of vehicle insurance as reported
by the schools totaled $71,411, although some schools did
not submit this information. Sixty-nine districts reported
that they had suffered losses under their vehicle insur-
ance in the last five years and that they had recovered
$23 444 during this period. This amounts to $13.23 paid
out in premiums for every $1 collected in claims.

The gquestion was asked: Are your buses used for

other purposes than transporting pupils to and from
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school? It was interesting that 82 per cent answered
"yes." Those that gave an affirmative answer were then
asked to indicate if their insurance covered these other
trips. One distriet of the first class and seven dis-
tricts of the second class answered "no." These eight
districts wollld have no insurance protection on these
extra trips.

Forty~one districts said they charged for these
extra trips. This is 31 per cent of those who use their
buses for purposes other than transporting pupils to and
from school., Twenty~two or 17 per cent of the districts
making this extra charge reported that their insurance
did not cover them when the charge was made. This of
course could present a very serious problem for the
district.

Several questions on the general subject of driver
training were included in this survey. Fifty-eight
schools reported that they had a driver training program.
Of this number, 62 per cent indicated that they used their
driver training cars exclusively for driver training and
28 indicated that they used their cars for other purposes.
When such cars are used for purposes other than those
originally intended, it raises a question about the
insurance coverage. For this reason a question was

included to ascertain if the vehicle insurance covered
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these other uses, It is interesting that two districts
of the first class reported that their insurance did not
cover these extra trips.

Seven districts or 12 per cent of those giving
driver training reported accidents with driver training
cars., Annual insurance costs on these cars was reported
as $3,222 and losses reported recovered from insurance
claims totaled approximately $2,976. This appears to be a
very high loss rate caused, mo doubt, by the total loss
of one car which was included at an approximate value of
$2,600.,
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CHAPTER IX
SUMMARY AND RECOMMENDATIONS

This study was undertaken because the State of
Oregon has invested a tremendous sum of money in school
buildings and school equipment. As a consequence, there
are many problems and responsibilities for school boards
and school administrators in the protection of this in-
vestment by adequate and economical insurance coverage.

The purposes of this study were: to study the
principles of insurance to determine how insurance ap-
plied to Oregon public schools, to analyze the legal
requirements of Oregon in respect to school insurance, to
develop principles upon which a sound school insurance
program should be based, to determine current school in-
surance practices in Oregon, and to make recommendations
for the specific improvement of school insurance practices
in Oregon.

The study gave major emphasis to fire, liability
and motor vehicle insurance with less emphasis given to
extended coverage insurance, workman's compensation and
boiler insurancse.

In making this investigation a number of pro-
cedures were used. A survey of the literature on school

insurance was made for the necessary background of the
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problem. The Oregon laws were studied to determine the
legal status of schools, the legal requirements for school
insurance, and the limitations placed upon the purchase of
such insurance. The opinions of the Attorney General for
Oregon were studied for interpretations of the law and for
statements of implied authority of school boards to pur-
chase types of school insurance that had not been
specifically authorized. Decisions of the Oregon Supreme
Court partaining to school insurance, school district, and
school personnel liability were studied. Interviews were
had with a number of persons connected with departments of
the state government, with the field of insurance or with
schools. A questionnaire survey was made of all districts
of the first and second class in Oregon to determine
current practices in school insurance.

The major findings are enumerated under the follow-
ing headings: general, fire, liability, motor wvehiclse,

workman's compensation and boiler insurance.
General

The major findings of a general nature follow:

l. Regulation of insurance is a function of the
State of Oregon.

2. There are principles of insurance which apply

to all kinds of insurance, including school insurance.
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These are: risk, the "law of large numbers,"™ the princi-

ples of the insurance contract, indemnity and insurable

interest.

3. There are a number of basic prineciples to be

econsidered in setting up and operating a school district

insurance program, These principles are:

(a)
(v)

(e)
(a)

(e)
(£)
(g)
(h)
(1)
(3)

(k)
(1)

the program should be planned and
farsighted,

it should provide for responsible
administration,

it should provide adequate protection,

it must meet legal requirements and
limitations,

L7E
it should be based on complete and

accurate records and appraisals,

it should provide for perilodic review
and reappraisal of the program,

it should provide for selecting
reliable companies,

it should provide for the elimination
of hazards and penalties,

it should provide for an objective and
equitable distribution of peolicies,

it should establish a procedure for
reporting losses and accidents,

it should be economical, and
it should include a safety progranm.

L. Sixty-two per cent of the districts of the first

class but only 34 per cent of the distriets of the second
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class indicated any centralization of responsibility for
the district insurance program.

5. Seventy-seven per cent of the districts of the
first class and 44 per cent of the districts of the
second class have an objective plan or method of distribut-
ing their insurance.

6. Agent's reputation, company reputation, service
and cost are important factors in allocating the school's
insurance.

7. Regulation of insurance in Oregon simplifies
the problem of selecting reliable insurance companies.

8. Even though every company authorized to sell in-
surance in Oregon has met minimum standards, 70 per cent
of the districts of the first class and 54 per cent of the
districts of the second class require some additional
qualification. Best's General Policyholders Rating
system was used most frequently by school districts to
determine qualification.

9. Savings can be made by insuring with mutual
insurance companies. The courts and the attorney general
for Oregon have indicated that it is legal to insure in
mutual cnnpanias provided such companies issue non-
assessable policies.
| 10, ©Stock insurance companies carry all of the
insurance for 40 per cent of the districts of the first
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and for 33 per cent of the districts of the second class.

1l. Mutual insurance companies receive all of the
insurance business for 15 per cent of the districts of
the first and for 23 per cent of the districts of the
second class.

12, 8ixteen per cent of the districts of the first
class and 29 per cent of the districts of the second class
do not have a definite procedure or plan established to
report losses and accidents.

13, A definite program for the elimination of
hazards was reported by 75 per cent of the districts of the
first and by 70 per cent of the districts of the second
class.

14, Ninety-one per cent of the districts of the
first and 93 per cent of the districts of the second
class reported they have approximately the same amount of
insurance premiums due each year.

15. There is considerable evidence that insurance
policies are not filed in fireproof depositories, especial-
ly in districts of the second class.

16. As far as could be determined, school districts
have never been specifically required by law to use
competitive bids for purchasing insurance. Yet 19 per cent
of the districts of the first class and 39 per cent of the
districts of the second class require competitive bids for
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insurance.

17. In the absence of any mandatory law, direct-
ors of a school distriet in Oregon have only a moral
obligation to insure school property.

Fire

The major findings pertaining to fire insurance
follow:

1. Authority to insure school property against fire
has never been authorized by law, However, the Attorney
General for Oregon ruled in 1909 that school distriets had
the implied authority to purchase fire insurance.

2+ The Oregon lLegislature has adopted a Standard
Fire Policy for use in Oregon.

3. Fire policies for school districts are usually
written in one of the following three forms: specifiec
coverage policy, specific schedule policy, or the blanket
coverage policy.

L. The blanket policy form is the best and most
popular for school districts.

5. The blanket policy form is used by 81 per cent
of the districts of the first and 60 per cent of the
districts of the second class.

6. The extended coverage endorsement is an

important addition to the school district's fire policy.
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7. Only 73 per cent of the districts of the first
and only 68 per cent of the districts of the second class
carry the extended coverage endorsement.

8. When the depreciation or replacement cost in-
surance clause is added to the standard fire policy the
school district is permitted to colleet the full replace~-
ment value of the building.

9. Depreciation or replacement cost insurance was
carried by 42 per cent of the districts of the first and
by 24 per cent of the districts of the second class.

10. The coinsurance clause purchased on a three or
five-year term is the most economical way to buy insurance
for school buildings.

1l1. The coinsurance average clause was carried by
only 76 per cent of the districts of the first and by
only 55 per cent of the districts of the second class.
Most districts that coinsure use the 90 or 100 per cent
coinsurance clause.

12. Ninety~two per cent of the districts of the
first and 88 per cent of the districts of the second
class use the five-year term fire policy.

13. To avold penalties under the coinsurance
clause, school districts are required to determine accurate
insurable values and to keep them current.

14. Appraisal of school property for determining
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insurable value is a very important part of the district's
insurance program.

15. Professional appraisers should be used wher-
ever possible.

16. BSixty-five per cent of the districts of the
first and 35 per cent of the districts of the second class
use appraisal firms or insurance company appraisers in
determining the insurable value of school property.

17. Eighty-four per cent of the districts of the
first and 78 per cent of the districts of the second class
indicated they know that their appraisels will be accepted
in event of a heavy loss.

18, The insurable value of school property has
been determined within the last four years by 86 per cent
of the districts of the first and by 82 per cent of the
districts of the second class.

19, Practice varies widely as far as the frequency
of property reappralsal and insurance revision is concerned.

20, It is important for school districts to study
the rating sheets issued by the Insurance Rating Bureau.

21. Seventy-three per cent of the districts of the
first and 45 per cent of the districts of the second
class have secured a rating sheet from the fire rating
bureau and have used this rating to reduce hazards and

penalties.
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22, Fifty-one per cent of the districts of the
first and 58 per cent of the districts of the second
class do not submit plans in advance of construction to
the fire rating bureau.

23. Building rates are lower than rates on con-
tents, Therefore fixed and loose contents should be
insured separately.

24h. School building contents and equipment are
inventoried annually by 71 per cent of the districts of
the first and by 66 per cent of the districts of the
second class.

25. Fifteen per cent of the first and 14 per cent
of the districts of the second class indicated they
carried inadequate insurance.

26. Fire or extended oovar;gs losses in the last
five years were reported by 45 per cent of the first and
by 20 per cent of the districts of the second class.

27. The reported cost of premiums for fire insur-
ance was $5.61 paid out for every dollar recovered from

claims,

Liebility

The major findings pertaining to liability insur-
ance follow:

1. In the operation of the public school today,
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there are many opportunities for injuries to occcur to
persons and property.

2. The principles of tort liability are firmly
fixed in Oregon law.

3. The school district in Oregon operates under the
general principle of non-liability. As such, the district
is not liable for injuries growing out of any governmental
function or for the ultra vires acts of the directors.

L. Although Oregon did enact legislation to
modify the common~law principle of sovereign immunity, the
courts have ruled this to be a mere re-enactment of the old
common-law principle that a public corporation is liable
in tort only in the performance of proprietary functions
and not for the performance of publiec or government
functions.

5« The doctrine of respondeat superior does not
apply between school directors and persons employed by the
district.

6. A school director is not liable for the
negligence of an inferior official provided ordinary care
was used in the selection of the official.

7. Directors are not liable when acting within
their line of duty or within the scope of their authority.

8. School administrators, school teachers and non-

certified personnel in Oregon are liable for tort the same



186

as any other person.
9. School administrators are less likely to be
found negligent than are school teachers.

10. Liability insurance becomss more important as
courts tend to grant larger awards.

ll., The Oregon lLegislature has authorized the pur-
chase of liability insurance by school boards for all
activities pngaged in by the district. This includes
medical and hospital benefits for students engaging in
athletic contests. Fallure to procure such insurance is
not construed as negligence.

12, Seventy~two per cent of the districts of the
first class and 46 per cent of the districts of the
second class carry liability insurance.

13. Limits for bodily injury liability insurance
varied from a high of $250,000 per person to a low of
$5,000 per person. Fifty-eight per cent of the districts
purchased amounts from $25,000 to $100,000 while 19 per
cent of the districts purchased amounts from $5,000 to
$20,000.

14. Limits for bodily injury liability ranged
from $1,000,000 to $5,000 per accident. Sixty-six per
cent of the school districts reported limits of $100,000
or more.

15, Limits for property damage ranged from
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$100,000 to $1,000. Sixteen per cent purchased the
$25,000 1imit, 32 per cent purchased the $5,000 limit and
39 per cent falled to indicate any limit.

16. Most of the liability policies were written
to protect the school district or the school board from
liability. However, 61 per cent of the policies cover all
employees although the legality of such expenditures has
never been settled.

17. The use of public funds for the purchase of
liability insurance to protect teachers and other schocol
employees has not been legally decided.

18. The presence of liability insurance does not
walve the traditional immunity of the school district.

19, All school district liability policies should
contain a waiver of immunity clause.

20. Most of the liability policies do not have a
waiver of immunity clause.

21. Fifteen school districts reported cases

covered by liability insurance in the last five years.

Motor Vehicle

The major findings pertaining to motor vehicle
insurance follow:
1. School districts were authorized to purchase

public liability and property damage insurance on motor
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vehicles operated by the district in 1939 by the Oregon
Legislature.

2., PFire, theft and collision insurance were never
authorized by law but may be implied under the authority
of the school distriet to care for, repair and replace
property of the district.

3. As far as could be determined, there has been
no court case or attorney general's opinion on the author-
ity of district boards to provide for medical payments to
persons injured in school bus accidents although districts
are authorized to purchase such coverage for injuries to
students in school buildings and on school grounds.

he The school distriet is not liable for the
negligent operation of its school vehicles. School bus
drivers are liable for the negligent operation of such
vehicles.

5. Where a district operates five or more buses
it is more economical to carry fleet insurance.

6. Sixty per cent of the school districts carry-
ing bodily injury insurance on vehicles are insured for
more than the $10,000 limit per person recommended by the
State Department of Education. Four per cent carry less
than the recommended amount.

7. Thirty-five per cent of the districts carrying

bodily 1njn£y insurance on vehicles are insured for more
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than the $100,000 limit per accident recommended by the
State Department of Education. Twenty-three per cent
carry less.

8. Thirty-eight per cent of the school districts
are carrying more property damage insurance on vehicles
than the $5,000 limit for each accident recommended by
the State Department of Education.

9. Fifty per cent of the districts owning vehicles
carry collision insurance and 50 per cent of this number
have the $100 deductible poliey.

10. Forty-four per cent of the districts owning
vehicles have a $500 1limit for medical expenses as recom=-
mended by the State Department of Education. Twenty-seven
per cent have more and 15 per cent have less than this
limit,

1l. School buses and driver training cars are
frequently used for purposes other than those originally
intended, Specific coverages are required to provide in-
surance coverage under these conditions.

12, School buses are used for other purposes than
transporting pupils to and from school by 82 per cent
of the districts and eight of these school districts
reported they had no insurance protection for these
extra trips.

13. Forty-one school districts make a charge for
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these extra trips and twenty-two districts report that
their insurance did not cover them when the charge was
made .

14, Twelve per cent of the districts giving
driver training reported accidents with driver training
cars.

15. The reported cost of premiums for vehicle
insurance was $13.23 paid out for every dollar recovered
from claims.

Workman's Compensation

The findings pertaining to workman's compensation
follow:

l., Workmsn's Compensation is optional with the
school district unless district employees are engaged in
hazardous work as defined in the act.

2. Workman's Compensation was carried by 82 per
cent of the first and by 57 per cent of the districts of

the second class.

Boiler Insurance
The findings pertaining to boiler insurance follow:

l. Boiler insurance covers losses associated with

explosions in the school plant and also includss an
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important inspection service. Savings in boiler insurance
can be made by writing this coverage for the school term
only and excluding the summer months.

2. Boiler insurance was carried by 68 per cent of
the first and by 59 per cent of the districts of the

second class.
RECOMMENDAT IONS

+ 7/ 1, Because present-~day insurance needs are so
complex and because the field of insurance is so techni-
cal, it is recommended that school districts select a
well trained and competent insurance advisor to help plan
the insurance program.

o vV 2, In keeping with efficient administration, it
is recommended that the responsibility for the entire
school insurance program be centralized in one individual
and responsible to the board of directors. This indivi-
dual could be the superintendent, the business manager,
the clerk or any other designated person.

/3. It is recommended that the State Department of
Education explore the possibility of providing an insur-
ance consultant to audit and assist school districts in
their insurance programs.

v ke All school districts should carefully inventory

their present and plan their future insurance needs
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annually in the light of the best information and advice
avajilable.

5. The State Department of Education should take
the initiative to get legal clarification of or enabling
legislation for:

(a) the use of public funds for the
purchase of liability insurance
protection for teachers and other
district employees,

(b) the use of public funds to provide
insurance for medical payments to
persons injured in school bus
accidents,

(¢) the insuring of driver-training
vehicles not owned by the district,

(d) mandatory competitive bids for
school insurance, and

(e) the authority of the board of
directors to purchase fire, theft,
and collision insurance on
district owned motor vehicles.

6. Legislation should be enacted to require dir-
ectors of a school district to insure school buildings,
contents and equipment against fire and other common
perils.

.—/

- 7. The Oregon Legislature should determine re-
guired amounts for all kinds of school vehicle insurance
to prevent confusion and over and under-insurance.

8. Until required limits are standardized by law,

school districts shotild follow the recommendations of the
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State Department of Education regarding vehicle insurance.

7 9. Extended coverage should be added to all
school fire insurance policies.

7 10, All school districts not insuring under a co-
insurance average clause should be encouraged to add this
endorsement.

/ 1l. In order to accurately determine insurable
values, school districts should utilize trained appraisers
at frequent intervals.

/ 12, Because it simplifies record keeping and ef-
fects economies, school districts should use the blanket
policy form written for either the three-year or prefer-
ably the five-year term,

v 13. School districts should study stock and mutual
insurance companies and place their insurance where the
district will receive adequate protection and service at
the lowest cost.

R IL. All general and vehicle liability insurance
policies should contain the waiver of immunity clause.
15. As a supplement to the insurance program, all
school districts should give serious consideration to the
adding of Workman's Compensation.
16. Before any school district uses a school
vehicle for extra errands or trips, the district should

ascertain whether its insurance will cover such usage.
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17. Because of the savings that can be made, it is
recommended that districts operating five or more wvehicles
carry fleet insurance.

e 18, In order to eliminate the subjectivity so
common in the allocation of school insurance, svery dis-
triet should develop an objective and equitable plan or
method for the allocation of its insurance business,

o 19. The financial rating of all insurance companies
under consideration should be checked in standard rating
systems and their claims settlement policy ascertained
before insurance is purchased.

v~ 20, Every distriet should establish a definite
prooqdure for reporting losses and accidents.

v 21, In the interest of efficiency and simplicity,
school districts should revise their insurance so they
will have insurance premiums due each year in approximately
equal amounts.

v 22, Inventories of contents and eguipment should
be completed annually. These records along with all
insurance policies should be filed in fireproof vaults
preferably away from the school plant.

23. All liability insurance coverage should be
held to a minimum.

24. All insurance policies should be written only
for the period of time that the district needs insurance
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protection.

/ 25. In order to effect as many savings as possible,
it is recommended that all districts specifically plan for
the elimination of hazards and penalties.

/26, All school building pleans and specifications
for new construction, alteration or addition should be
submitted to the fire rating bureau so that factors that
increase the rate meke-up for the particular building
can be checked before the building is constructed.

S 27. The insurance premiums paid and the losses
sustained for every school districet in Oregon should be
incorporated into the annual report of the Superintendent
of Public Instruction. After a few years this cumulative
record would be invaluable in securing a separate rating
bureau classification for public schools.

vy/f!}és. The State Department of Education should take
the initiative in publishing an insurance handbook for
the use of insurance advisors, school administrators and

school board members.
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Dcar Superinte.adent:

Most school administrators and school board members are currently
This interest is not new because the cost of

interested in school insurance.
insurance and the kind and amount of coverage needed has always been a worry
te educators and lay leaders alike. However, with steadily increasing

educational costs, it is
s important problem.
to get the most from the

system we

in school

administer.

now particularly aporopriate and timely to study
We have a legal and a moral obligatican to the people
public funds we spend and to protect the educational

Due to the general importance of this problem and because of my
personal interest as a school board member, I am undertaking a rather detailed
study of school insurance in Oregon.

As a part of this study, I wish to ascertain some current practices

insurance in Oregon school districts.

For this purpose I have

developed a questionnaire with sections on fire and extended coverage,

liability

this questionnaire or have it completed

and motor wvehicle insurance.

convenience?

value of the study will be increased in
returns received.

Your assistance in this study

The findings will be

and school board members.

Respectfully,

will certainly be aporeciated.
direct proportion to the number of
made available to school administrators

Would you be kind enocugh to complete
and returned to me at your earliest

The

Marshall E. Woodell

We urge your cooperation in this important and

timely study.

Rex Putnam
Superintendent of Public Instruction

Stanley E./Williamson
Chairman, Doctoral Comnittee
Oregon State College



212

SCHOOL INSURANCE QUESTIONNAIRE

Part1
County City District Number Class
1. Who has charge of the insurance program in your district?
School Board Member of the Board
Superintendent _ Business Manager
___Clerk ___ Other (indicate)

Committee of the Board

2. Do you have a definite procedure set up for reporting losses and accidents?
Yes No Explain:

3. Do you have a definite program for the elimination of hazards?
Yes No

4. Have you obtained a rating sheet from your rating bureau? "
Yes No

5. I so, have you studied this sheet for the purpose of eliminating hazards and
penalties?
Yes No

6. Do you submit plans for new buildings to the rating bureau before beginning
construction? :
Yes No
7. What percent of your insurance business is underwritten by:
Self-insurance
Stock companies
Mutual companies (Please name company )

8. What qualifications do you require of companies?
None
Best’s General Policyholders rating
Financial rating
Other (indicate)

9. Do you require companies to submit competitive bids for your insurance?
Yes No

10. Do you have an objective method of distributing your insurance business?
Yes No



11.

12,

13.

14,

15.

16.

117.

18.

19.

21.

22.

213

If so, indicate your plan. (Use other side if necessary)

If not, do you distribute your insurance because of:

Agent’s reputation Service
Company reputation Cost
Friendship Other (indicate)

Insurance always carried

‘What type of policy or policies does your district carry?
Specific Policy Form (where each building is insured separately)
Specific Schedule Form (where a number of buildings with their exact
locations and amount of insurance on each is shown with a computed average
rate)

_____Blanket Policy Form (where an average rate is computed on a number of

buildings without fixing the specific amount for each building)

What is the term of your insurance?
One year Three years Other (indicate)

____Two years Five years

Do you have extended coverage?
Yes No  Indicate Kind:

Do you carry Depreciation Insurance permitting your district to collect full
replacement value on the building?
Yes No

Do you insure under a coinsurance plan?
Yes No If so, what per cent? %

;Iow much insurance do you carry on your school property?

What is the insurable value of your school property?
$

When was this insurable value determined? (Year)

Does this value include the value of contents and equipment?
Yes No

How often do you inventory your building contents and equipment?
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How is the insurable value for buildings determined?
By appraisal Commodity index applied to original cost
By estimate less depreciation
Original cost Other (indicate)

Original cost less depreciation.

By whom is appraisal of your property made?

School Board Superintendent

Insurance Agent Insurance company appraiser
Contractor Other (indicate)

Appraisal firm

How often do you reappraise and revise your insurance?

If you pay for appraisals, what is the approximate cost per $1000 of value?

Do you know whether your appraisals would be accepted by the insurance company
in case of a heavy loss?
Yes No

How is depreciation determined on:
Buildings:

Contents and equipment:

Considering the recent trends in the cost of buildings and equipment, do you
consider the coverage on your buildings and equipment adequate?
Yes No

What is the total annual premium(s) on all fire and extended coverage?
$

Have you suffered a collectible fire and/or extended coverage loss on your
property in the last five years?
Yes No

If so, what was the amount recovered from the insurance company?

$

Do you carry Boiler Insurance?
Yes No

Where are all insurance policies filed?

Are your policies (if more than one) worded exactly the same with the same
coverage?
Yes No
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36. Do you have approximately the same amount of insurance premiums due each year?

Yes No

Part II

If your district does not own at least one motor vehicle or does not contract for the

transportation of pupils, disregard this part.

1. Indicate * types of
insurance carried
and paid for by the
district on vehicles:

owned and
operated by
the district

privately owned
and operated
under contract

Indicate * types of
insurance required by
the district of private
owners under contract
but not paid forby the
district.

Bodily Injury Liability

Limit each person

Limit each accident

Property Damage

Limit each accident

Collision

Deductible

Comprehensive

Fire

Theft

Medical

Limit each person

*Indicate ‘‘yes’’ or ‘‘no’’ for type of coverage and appropriate amount under limits.

2. If you operate five or more busses, do you have fleet insurance?

Yes No

3. What is the annual cost of your vehicle insurance? §

4. Is your insurance written for the year or 9 months? Explain.

5. Are your busses used for other purposes than transporting pupils to and from school?

Yes No

6. If so, does your insurance cover these other trips?

Yes No




216

7. Is any charge made for these trips?
Yes No

8. Does your insurance cover if this charge is made?
Yes No

9. Have you had any claims for injuries or accidents covered by your school bus
insurance in the last five years?
Yes No

10. If so, please describe briefly:

11. How much was recovered on these claims for injuries or accidents from your
insurance company? $

12. Is Driver Training taught in your school ?
Yes No

If no, disregard the remainder of the questions in this part.

13. If yes, is the car(s) used for driver training exclusively?
Yes No

14, If they are used for other purposes, does your insurance cover?
Yes No

15. What is the annual cost of insurance on these cars? §

16. Have any accidents occurrad under this insurance?
Yes No Number

17. I so, how much was recovered from the insurance claim? $

Part III

This section deals primarily with General Public Liability Insurance which protects
the school district, school directors, and district employees from legal liability for
negligence in performing official responsibilities or from accidents occurring on
school property. It is not automobile insurance or accident insurance. The insurance
company is not obligated to pay until damages have been awarded by a competent court.

1. Does your district carry liability insurance?
Yes No
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2. If so, what is the coverage: per person $
per accident $

property damage $

3. Does your policy protect: the district Yes No
the board members Yes No
all employees Yes No

4. Does your policy carry a waiver of immunity clause?
Yes No

5. Has there been any case covered by this insurance in the last five years?
Yes No  If so, explain briefly.

6. If so, what amount was recovered? $

7. What is the annual premium on this policy? $

8. Do you carry Workman’s Compensation?
Yes No Explain.

If you care to make any comment about yonur insurance program, please do so here.

Name and title of person filling out this form (optional)

Please return to:

Marshall E. Woodell
119 Seventh Street
Ashland, Oregon
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REMINDER

This is a reminder that I am very anxious to have you participate
in the study of School Insurance in Oregon as requested in a recent
letter. If you have not aliready returned the Insurance Questionnaire,
will you please do so?

Response has been excellent, but the practices of your board are
very much needed in order to get a truly representative summary of
insurance practices in Oregon. Thank you for your reply and I hope the
intended presentation of results will be of interest and value to you.

If an additional questionnaire is needed, please request it.
Marshall E. Woodell

119 Tth Street
Ashland, Oregon





