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Preface

Like the first six editions of Risk Management and Insurance, this seventh edition
is designed primarily for introductory one-semester or one-quarter courses in
risk management and insurance. The content and structure of this text are based
on the twin beliefs that (1) the study of insurance, a major tool of risk manage-
ment, should be preceded by an understanding of procedures and concepts of
risk management; and (2) most students will take only one course in the area.
For students who plan further study in the area, the balanced treatment of both
subjects provides a comprehensive introduction to the field, which can be fol-
lowed by case courses or more intensive study of specific topics. The authors are
pleased to count among readers of earlier editions many persons either profes-
sionally engaged as risk managers or holding prominent positions in the insur-
ance industry.

BACKGROUND COURSES AND LEARNING AIDS

The material in the book presumes a background typically found in a junior- or
senior-level student majoring in a university program in business administra-
tion. Knowledge of accounting, business law or legal environment, economics,
finance, management, and statistics are all helpful but not essential to master-
ing the material in the book. In general, a student whose background includes
all six of these areas will find the material in the book relatively straightforward.
A student whose background does not include one or more of the six areas is
likely to find the material more challenging.

Each chapter begins with an outline of objectives and closes with a list of
terms and concepts introduced in the chapter. Important terms and concepts ap-
pear in italics when they are introduced. Review questions appear at the end of
each chapter. Suggested answers to the review questions appear in an instruc-
tor’s manual available to teachers who use the book. The instructor’s manual
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also includes suggested course outlines and multiple-choice questions for each
chapter.

ORGANIZATION AND DESIGN OF THE TEXT

The seventh edition of the text is divided into five parts. Part One acquaints the
student with the concept of risk and with the management of risk in organiza-
tions. Part Two discusses the assessment of an organization’s exposures to risk.
Part Three offers an overview of risk management resources and methods, fol-
lowed by a discussion of objectives and analysis for the risk management func-
tion. Part Four discusses the structure of the insurance industry, the analysis of
insurance coverage, and functions related to insurance institutions. Part Five
discusses topics in risk management administration, including the management
of property and liability insurance coverage and employee benefit programs.

The text is designed to be adaptable within a range of student levels. Cer-
tain chapters have been written at a level appropriate for graduate-level intro-
ductory course offerings. In particular, the chapter on quantitative methods in
risk assessment (Chapter 4) and the chapters on risk management decision
methods (Chapters 11 and 12), could prove too challenging for undergraduate
courses other than honors sections or advanced offerings. The text is designed
to allow the instructor to omit these chapters or to include only selected portions
without affecting the continuity of a course. Other surrounding chapters are de-
signed to have little of their material depend critically on chapters 4, 11 and 12.

The text also is designed to offer flexibility with respect to features of the
subject that an instructor wishes to emphasize. A course that emphasizes insti-
tutional aspects of risk management could be designed around the chapters
whose primary purposes are to describe and to develop vocabulary: 1, 2, 3, 5-9,
13-19, and possibly 20-23. A more analytical course would incorporate chapters
4,10, 11 and 12. The design and administration of employee benefit programs
appears in separate chapters (24 and 25) to allow an instructor the option of de-
ferring these subjects to other course offerings.

CHANGES FROM PREVIOUS EDITIONS

When the first edition of this text appeared in 1964, Professors Williams and
Heins stated their intent that the book represent a substantial departure from
existing texts on insurance principles. All chapters were written from the view-
point of a risk manager. Business risk management received special emphasis,
with management of risks in households treated separately. Although the dis-
cussion of insurance principles and institutions was an important part of the
book, non-insurance methods of managing risk were prominent. The book
added rigor to instruction in the risk management process by adapting statisti-
cal and economic analysis to the assessment of risk and to measuring the effec-
tiveness of risk treatment methods.

These themes were maintained in the second through sixth editions. The
seventh edition continues in this tradition, with four changes that are outlined



below. We believe that fundamental principles identified by Professors
Williams and Heins over 30 years ago still govern the risk management process.
The four changes merely extend trends that were evident in the first six editions.

First, the book focuses almost exclusively on the management of risks in or-
ganizations. Our decision to reduce the discussion of household risk manage-
ment in no way reflects a belief that the subject is unimportant. Rather, we be-
lieve that students who understand the management of risk in organizations
can adapt this knowledge to a number of different environments including
household risk management as well as financial planning, risk management
consultation, brokerage, and so on. Where risks contronted by households are
discussed in the seventh edition, they appear in the context of their effect on risk
management in organizations.

Second, the statistical and economic analysis has been updated to reflect de-
velopments in finance and economics. Much of the updated material appears in
Chapters 11 and 12, which present conceptual and analytical methods for han-
dling problems likely to confront risk managers in organizations.

Third, the discussion of public sector risk management has been expanded.
Management of risk in the private sector cannot ignore risk management in the
public sector, and vice versa. However, we believe that risk management in the
public sector has much in common with private sector risk management. Some
of the common areas arise from similar issues and similar activities. Other com-
mon areas arise from fading boundaries between the public and private sectors.
Where differences between the public and private sectors are present, the sev-
enth edition incorporates sections noting the differences.

Fourth, we begin to explore the idea of risk management as a general man-
agement function. The key word in the preceding sentence is “begin.” While the
seventh edition acknowledges the possibility of unified management for all an
organization’s risks and offers illustrations extending traditional risk manage-
ment principles into new areas, the text’s primary orientation is towards tradi-
tional concerns of risk managers, such as: possible damage to the organization’s
assets, exposure to legal liability, or loss to human resources. The task of shift-
ing towards a more balanced treatment of all an organizations’ risks is left to fu-
ture editions.

CONCEPTUAL APPROACH

Much of the sixth edition’s structure survives intact in the seventh edition. The
four changes identified earlier in this preface merely extend trends that were ev-
ident in the first six editions. Also, the sequence of topics explaining the risk
management process (Chapters 1-12) is virtually identical to the pattern fol-
lowed in the first six editions. Readers who are familiar with previous editions
may notice few if any changes in this sequence compared with earlier editions.
In planning for the seventh edition, we considered and in a few cases attempted
to execute changes in the basic pattern developed by Professors Williams and
Heins. Eventually we were drawn back to the strong framework developed by
Professors Williams and Heins for explaining the logic of risk management.
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The chapters on insurance institutions and coverage (Chapters 13-19) fol-
low a pattern of organization that is different from the sixth edition. The seventh
edition’s approach is less encyclopedic, oriented towards presenting what the
risk manager needs to know about insurance for the effective practice of risk
management. The discussion of insurance institutions and types of coverage
now focuses on the structure of insurance markets, the functions performed by
insurers and insurance regulators, the financial assessment of insurers, and the
analysis of insurance coverage. As has been the case with preceding editions,
the seventh edition organizes the analysis of insurance coverage into three
parts: property and liability insurance, life insurance, and health insurance. The
analysis of life and health insurance coverage has been revised to focus on the
issues and features that distinguish these lines of coverage from property and
liability lines.

When we began writing the seventh edition, we had hoped to avoid much
of the detailed description of insurance institutions and practices typically
found in texts on risk management, including previous editions of this text. Our
belief that risk management is a business function, which is articulated in chap-
ter 2, led us to question the need for an extensive discussion of insurance insti-
tutions and types of coverage. Eventually our questions helped us realize that
even in the absence of insurance, risk managers think about risks as insurance
companies do. For example, they “underwrite” and “price” risks when they es-
tablish accounting systems for allocating risk management costs across a cor-
poration’s divisions. When insurance is used, the risk manager provides liaison
between the organization and the insurance industry on matters such as pro-
viding evidence on loss control programs and in negotiating terms of coverage
and reimbursement for claims. The seventh edition’s discussion of insurance in-
stitutions and types of coverage recognizes the close connection between the
risk management profession and the insurance industry.

The chapters on topics in risk management administration (Chapters 20-25)
also follow a pattern of organization that is different from the sixth edition. In
the sixth edition, the discussion of these topics appeared alongside other chap-
ters on risk management resources and methods. We drew these topics together
when we recognized two elements they have in common: they extend material
presented in earlier chapters and they discuss issues likely to appear in the day-
to-day administration of a risk management program. Again, the approach is to
present what the risk manager needs to know for the effective practice of risk
management.

SIGNIFICANT NEW ADDITIONS

1 InChapter 2 we anchor the seventh edition’s definition of risk management
into an expanded view of organizational management: the strategic, opera-
tions, and risk management model.

2 Chapter 4 includes new sections on data requirements for risk management
and on claim development methods.

3 The discussion of risks related to poor health in Chapter 7 has been ex-
panded significantly, in line with its growing importance as a public policy



issue. Appendix 7.1 at the end of Chapter 7 offers a cultural and historical
perspective on government and private methods for alleviating risks in-
volving human resources.

4 The discussion of insurance as a risk financing technique appedring in
Chapter 9 incorporates recent developments on the effect of the “law of
large numbers” on insurance.

5 Chapter 10 presents new material on pooling and nontraditional risk fi-
nancing techniques.

6 Chapters 11 and 12 are new chapters on the economic analysis of the risk
management function in erganizations.

7 Chapter 13 is a new chapter on the structure of the insurance industry. Pre-
vious editions discussed the structure of the insurance industry as an issue
affecting the implementation of an insurance decision.

8 Chapter 15 now includes appendices 15.1 and 15.2, which offer a brief in-
troduction to principles of accounting for insurance organizations.

9 Chapter 18 extends the concept of life insurahce as a two-part contract com-
prised of term insurance and an investment. The two-part concept is ex-
tended to consider analysis of coverage features.

10 Chapter 19 is a new chapter on health insurance. The discussion of cover-
age features now focuses on efforts to control the behavior of health care
providers and consumers.

11 Chapter 20 in a new chapter on day-to-day administrative issues faced by
risk managers. Some of the information presented consolidates material
previously appearing in other chapters.

12 Chapter 25 is a new chapter on issues affecting the design of employee ben-
efit programs.
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When life strips off all her finery, what remains is fortune.
Everything that happens is a constant collision of tossed dice.
Roberto Calasso
The Marriage of Cadmus aid Harmony
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