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ABSTRACT

The objective of risk management is the reduction of
the adverse effects of 1risks at a minimum cost through their
identification, measurement, and control. The combination of
protection and cost chosen should be based on the best data avallable
and designed for a school's unique need. Risk management involves (1)
discovery or identification, (2) measuring possible lcsses, (3)
choosing the best alternative solution to the problem, and (4)
implementing the decision. Alternative solutions usually involve risk
avoidance or risk retention. Risk of large losses may be insured.
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Risk Management and Retention is an interesting and practical
topic. It is one that all of us in school business mznagement have
found nore time consuming in recent years.

A risk is commonly defined to mean thie caance of loss, or the
doubt that a person may have, concerning the future outcome of a
givgn situation.

All Business Managers, whether from large or small districtis,
racognize the serious conseguences that may result Zrom unexvected

-

losses. They must constantly be alert to ways of securing the a:

]

(¢

sets of their district through sound economic decisions.

Risk management is a reliatively new :term and may be defined
as the reduction of the adverse effects of risks, at a ninimum cost,
through their identification, measurement, and control. The anprcach

-

cach district is unigue because of, not only the size of the &is-

L}

o
trict, but because of a variety of otner local factors.
The theories and practices of risk management are too exteazive
for our program today. I do think that it may be imporstant, how-
ever, to mention some general guidelines in making decisions in

this area.

1. Risk discovery or identification is the first and,
pernhaps, the most difficult decision of the ad-
ministrator. Although most of you are aware of
your exposure to risks, these are changing times
and your insurance representativa, wio is a pro-
fessional risk analyst, may be most helpful to

you in the identification of new risks.

1




Q

bERIC

Aruitoxt provided by Eic:

2. JMeasurement of thoe possible losces associated witch
the risks identified is the sccond step. Your
measurement should include the possibility or
chance that the losses will occur, the impact the
losses would have on the financial affairs of your
district should they occur, and an estimate of
the portion of the possible losses that will act-
ually occur during the budget period.

3. Once the risk is identified and mecasured, the
varicus alternztives and soluticns, or tocols
of risk manageunent, should be considered and
decisions made with respact to the best con-
binations of tools to be used in attacking the
picoblem.

4. After deciding among the alternative methods of
risk treatment, the Board and the Administration
must establish means for effectively ifplement-
ing the decision made.

-

One of the alternative methods of rick treatwent that nigat be
used in dealing with possible exposures wculd be First to simply
avo;d the risk altogether. This method obviously has severe lim-
;tations because a choice is seldom possikle. However, avoidinc thc

risk may be both possible and desirapvle. When the risk cannot be

avoided, other methods of handling the risck are necessary. Oane cf

-

the most common methods is retention by the scnhool district itself.
Retcntion may be either active or wassive. Many districis moy
be pass 've}y rotaining some proparty and ligbility risiis, beeause
they have either failed to recognize thea,or have chosen to igrorc
them. When the decision is made to pay potential losses from dis-
trict resources, the retention of risk is coﬂgldﬂ"cd to be active.
This tool of risk managecment should be considered only when
onc¢ or more of the following conditions cxist: (1) 1t is impos-

sible to transfer the risk or to provent the loss From OCCUTIinG.
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(2) The maximum possible loss, or if counscrvatively valued, the

waxinun probable loss is so small thac the district can safely an-

gorb it in the current operating tudge: or from a small reserve.

(3) The district controls so many scpacate, homogencous exposurc

units that it can predict fairly well its losses. The Board and

thc Administratipn must be willing to accept the risk o7 some bad
ycars if retention is their choice.

Of course, tlere are arguments botn fo:
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Some say that part of the cost of trarnsf
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voided if the risk is retained (i.e.: cozts for selling, lcss pre-
vention services, generzl aduinistration, cstimzies of losses and
adjustitents, taxes, profiits and coatingeacies).

On the other hand, a district does not avoid all of these costcs.
Estimates of possible losses and loss adjustments, loss prevention

and reduction activities, and others, must be undertzken by dis-

trict persoanel or through an indepeandent agency by conbract. In

LSt unusually
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addition, it may be wize to protect the district aca

o
-

large losses through the purchase of excess insurence, the cost of
waich could not be avoided. 3Basically, then, many of the cossiple
savings nav disapsear on close examination.

I the district has better-than-averzge loss experieace, re-
tentioa may e feasible since insurers may often fail to recocgniue
adeguately your cood loss cxpcrienée. it is, however, true that
large districts are eligible for various pricing methods, scne of

wvhich may base the premium rate, at least in part, on Lhe Giscricts

owil 10s3 expericnce. {)
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A district that decides to retain some risk may plan to trea:
losses, if they occur, as current operating expenses; or there muy
be periodic payments to a gpecial reserve out of which lossoes mavy
be paid. In recent years, increased fluctuations in iosses nave

-

crcabed an unsta

Lle situation. The establishment of a special re-
tention fund for larger losses mav hel) to stabilize the costs frow

. one fiscal ycar to the next

Finally, in c¢onclusion, it is important to point out thet Lhe

objective of risk management is to achieve the ontimun combinaticn

}-l

of protection and cost. The combination vou choose shcuid be Zased

on the best available data to you, and designed for your unigue

-

necds.

F. R, Brown RSBO

Presented at

Risk Management Discussion Group
58th Annual ASBO Meeting
Chicago, Illinois

October 23, 1972




