Course:
01.411 Agricultural Business and Management

Unit 11:
Agriculture Law
Lesson 4:
Insurance

QCC:
65, 70, 71, 74, 75, 78
Objectives: 

1.
Discuss Risk Management and types of risks associated with agribusiness.
2.  Research the types of insurance coverage needed by businesses.

3.
Determine the types and amounts of insurance coverage needed.

Teaching Time:
2 hours
References:
Farm and Ranch Business Management Deere and Company, Moline, IL    ISBN# 0-86691-167-7.

Types of Insurance, Texas A&M University Instructional Materials Service, N  Reducing Risks 8712-B.

Farm and Ranch Business Management, Deere and Company, Moline, IL.   ISBN# 0-86691-138-9.

Farm and Ranch Business Management Study Guide, Deere and Company, 

Moline, IL.  
Georgia Ag Ed Curriculum CD, PP_Risk_Management

Materials and Equipment:  
Handouts 11.4.1 - 11.4.4

Computer
LCD Projector

Teaching Procedure
Introduction and Mental Set
Ask students if they have valuable possessions.  List some of their possessions on the board.  Answers may include a vehicle, shotgun, CD-player, or jewelry.

Ask students how they could protect their investments in case of fire or theft.  The answer should be insurance.
Discussion

1.
Terms to know
A.
Insurer - corporation that sells insurance coverage.
B.
Insured or policyholder - a person covered or protected by an insurance policy.  

C.
Policy - a written contract between the insurer and insured (policyholder).

D.
Risk - the uncertainty that a loss may occur.

E.
Premium - payments made by the insured (policyholder) to the insurer (insurance company) to protect against risks. Payments can be made monthly, quarterly, semiannually, or annually; however, they must be paid to keep your insurance from being canceled.

F.
Risk Management – dealing with risk so potential losses are minimized.

2.  
Sources of Risk



A. 
Production Risk



B.
Marketing Risk



C. 
Financial Risk



D.
Legal Risk


E. 
Human Resources Risk
3.
Insurance for the farmer or rancher
A.
Insurance is an agreement, in contract form, between an insurance company to pay the insured a specified amount of money to cover a loss.  The loss can be from fire damage to death benefits.

B. 
Insurance is a valuable purchase for a farmer or rancher to make. Very few people are willing to risk damage or loss of their home, farm equipment, or life without the safety net of insurance.

C. 
Through regular premium payments, the insured (policyholder) is allowing the insurance company to assume the risk (financial burden) in case of the unexpected.  

(Summary from Farm and Ranch Business Management Text)
4.
What are the Uses of  Insurance?  From the Farm and Ranch Business Management Text. As each use is defined, provide specific examples in your community. 


A.
To provide protection of you and your family, and lessen the hardship of unexpected economic losses. 

B.
To meet your obligation to others who might suffer injury or loss because of something you did.  

C.
To make it possible for you to take risks you otherwise could not take.
5.
Common kinds of  insurance coverage 
Ask students what kind of insurance they or their parents have.  Examples would be as follows:

A.
Life insurance - Everyone knows that death will eventually happen.  Insurance companies and people who purchase life insurance look at death as a risk.  Life insurance serves two purposes: 1. protects the family against loss of  income because of your death, and 2. provides for savings and investment.  Two types of life insurance are:

· Term Life Insurance - this type of insurance provides for death benefits only.  With this policy, your premiums go up as you age, and if death does not occur while the policy is in effect, the policy is no good.  Term life is for a stated period of time, usually 5, 10, or 20 years only.  It can be renewed, but with higher premiums.

· Straight-Life Insurance (Whole Life) - this type of insurance is for life, as long as premiums are paid.  With this policy, your beneficiary is guaranteed payment of the value of the policy when you die.  This policy also accrues cash value, and could be exchanged for cash.

B.
Accident and Health Insurance - protects you against expenses arising from illness or accident; against loss of income, which helps to pay debts, and covers medical cost. No one wants to become ill or get into an accident, but Accident and Health insurance will help you and your family from hospital bills and loss of income.

C.
Property Insurance - provides protection against financial loss if property is damaged, destroyed, or stolen.  Example may include wind, water, or hail damage.

D.
Liability Insurance - protects the insured against lawsuits resulting from personal injury or property damage caused to others.

E. 
Automobile insurance - protects the insured in case of an accident with a vehicle.  The most common coverage is liability, but medical payment, uninsured motorist, collision, comprehensive, and accidental death and dismemberment can be added.

F. 
Crop Insurance - protects farmers from entirely losing their crop.  This type of policy protects a farmer from drought, excessive moisture, flood, disease, etc . . . 
6.
Sources of Insurance

A.
Insurance companies
B.
Agricultural organizations
C.
Government -, i.e., Farm Service Agency
7.
Guest speaker 

After covering the lesson, ask a local insurance agency and an employee of the Farm Service agency to speak to your class.  Ask them to speak about policies in which they are involved, and provide specific examples.
Summary                                                                                                           
There are many types of insurance available to people.  Which policy or policies are right for you are dependent on your particular situation.   That determination will have to be made between you and your insurance agent. Remember, not every loss can or needs to be insured, or you could become insurance poor.

Evaluation 

Written Exam
11.4.1

Name__________________

17-B.  The Autocity Taxi Company owns and operates a fleet of 100 taxis.  It pays an annual insurance premium of $480 per taxi.  One third of the premium pays for liability and medical-payments coverage while two thirds provides collision and comprehensive coverage.  During the past five years, Autocity has had the following record of losses covered by collision and comprehensive insurance:

	Year 1
	$40,000

	Year 2
	$28,000

	Year 3
	$23,000

	Year 4
	$36,000

	Year 5
	$38,000


Autocity is considering dropping its coverage for collision and comprehensive and putting the money it saves into an account to pay for damage to its taxis.

1.
If Autocity had followed its plan for the past five years, how much money could have been saved?

 $                                        
2.
What other factors should Autocity consider before deciding to drop the insurance coverage?                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                           

11.4.1
17-C.  The Monumental Insurance Company sells life insurance.  Premiums for each $1,000 of ordinary life insurance are shown below.  The smallest policy the company sells is for $5,000 coverage, but premiums may be paid once a year (annually), twice a year (semiannually), or four times a year (quarterly).  Study the table and answer the following questions:

	Age Nearest Birthday
	Premiums

Annually

Semiannually
Quarterly

	25
	$10.13

$5.27


$2.74

	26
	10.50


5.46


2.84

	27
	10.86


5.65


2.93

	28
	11.26


5.86


3.04

	29
	11.68


6.07


3.15

	30
	12.07


6.28


3.26

	31
	12.47


6.48


3.37

	32
	12.90


6.71


3.48

	33
	13.34


6.94


3.60

	34
	13.81


7.18


3.73

	35
	14.30


7.44


3.86


1.
What is the quarterly premium for Beth Williams?  She purchased a $50,000 policy at age 34.                                                                       

2.
What is the semiannual premium for John VanDyke?  He purchased a $20,000 policy at age 25.                                                                        

3.
What is the annual premium for Earl McCauley?  He purchased a $35,000 policy at age 28.                                                                        
11.4.1

4.
What is the yearly premium for Alice Evans, who purchased a $15,000 policy at age 30, but pays premiums quarterly?_________

_____________________________________________________ 
5.
If Alice Evans paid premiums annually rather than quarterly, how much would she save yearly?                                                                              

6.
Give a reason why total premiums are less if paid once a year than premiums paid four times a year.                                                                                                                                                                                                                                                                                                                                                                                                                                                           
11.4.2







Name__________________

17-B.
The Autocity Taxi Company owns and operates a fleet of 100 taxis.  It pays an annual insurance premium of $480 per taxi.  One third of the premium pays for liability and medical-payments coverage while two thirds provides collision and comprehensive coverage.  During the past five years, Autocity has had the following record of losses covered by collision and comprehensive insurance:

	Year 1
	$40,000

	Year 2
	$28,000

	Year 3
	$23,000

	Year 4
	$36,000

	Year 5
	$38,000


Autocity is considering dropping its coverage for collision and comprehensive and putting the money it saves into an account to pay for damage to its taxis.

1.
If Autocity had followed its plan for the past five years, how much money could have been saved?

 $ 5,000.00                             
2.
What other factors should Autocity consider before deciding to drop the insurance coverage?
They should consider the results if they had several accidents early in the year, or if in one year they had damages much higher than the averages of the past years.  They should consider other insurance companies costs, consider contracting an auto body business at a specific annual fee, or opening their own auto body shop.

**1.  2/3($480*100)=$32,000/year * 5 years=$160,000

40,000+28,000+23,000+36,000+38,000=$165,000

Autocity could save $1,000 per year, or $5,000 total fee for the 5-year period.
11.4.2
17-C.  The Monumental Insurance Company sells life insurance.

Premiums for each $1,000 of ordinary life insurance are shown below.  The smallest policy the company sells is for $5,000 coverage, but premiums may be paid once a year (annually), twice a year (semiannually), or four times a year (quarterly).  Study the table and answer the following questions:

	Age Nearest Birthday
	Premiums

Annually

Semiannually
Quarterly

	25
	$10.13

$5.27


$2.74

	26
	10.50


5.46


2.84

	27
	10.86


5.65


2.93

	28
	11.26


5.86


3.04

	29
	11.68


6.07


3.15

	30
	12.07


6.28


3.26

	31
	12.47


6.48


3.37

	32
	12.90


6.71


3.48

	33
	13.34


6.94


3.60

	34
	13.81


7.18


3.73

	35
	14.30


7.44


3.86


1.
What is the quarterly premium for Beth Williams?  She purchased a $50,000 policy at age 34.  186.50                         
2.
What is the semiannual premium for John VanDyke?  He purchased a $20,000 policy at age 25.  105.40                         

3.
What is the annual premium for Earl McCauley?  He purchased a $35,000 policy at age 28.  394.10                          

4.
What is the yearly premium for Alice Evans, who purchased a $15,000 policy at age 30, but pays premiums quarterly?195.60                         
11.4.2

5.
If Alice Evans paid premiums annually rather than quarterly, how much would she save yearly?14.55/year                               

6.
Give a reason why total premiums are less if paid once a year than premiums paid four times a year.  The insurance company will have lower administrative expenses when payments are processed only once per year.  Also, the company will have the use of the full premium for the entire year. 

1.  ($50,000/1,000)(3.73)=186.50

2.  ($20,000/1,000)(5.27)=105.40

3.  ($35,000/1,000)(11.26)=394.10

4.  ($15,000/1,000)(13.04)=195.60

5.  ($15,000/1,000)(12.07)=181.05

$195.60-$181.05=$14.55 per year

11.4.3
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	Perfect Score
	20
	10
	5
	35

	
	
	My Score
	
	
	
	


Part A B Directions: Indicate your answer to each of the following questions by circling either yes or no in the Answers= column.                                                          







Answers

For Scoring
1.  Is business insurance designed to pay for regular, small losses suffered by a company?
2.  Is it good business practice to try to prevent certain losses instead o insuring against those losses?
3.  Do insurance companies need to be able to estimate the probability of the losses they are insuring?
4.  Does the income earned by insurance companies come only from the premiums paid by policy holders?
5.  Are insurance rates higher when greater risks are involved?
6.  Can a person insure property even if he or she will not suffer a financial loss if the property is damaged?
7.  Does the use of a deductible generally increase the premium on an insurance policy?
8.  Can an insurance agent represent several insurance companies?
9.  Will the renter of a building that is insured by the owner usually need to purchase additional insurance on the contents?
10.  Can businesses insure against the loss of insurance companies?
11.  Do most states require vehicle owners to carry liability insurance?
yes
no

1.                         
yes
no

2.                         

yes
no

3.                          

yes 
no

4._____________

yes 
no

5._____________

yes  
no

6._____________

yes 
no

7._____________

yes 
no

8._____________

yes
no

9._____________

yes 
no

10.____________

yes 
no

11.____________
11.4.3
 12.  Does no-fault insurance require an insurance company to pay the losses of its insured even if the person was not responsible for the accident?

13.  Would the cost of insurance for shoplifting and employee theft be quite inexpensive?

14.  Is group medical insurance usually more expensive than if the same coverage were purchased individually?

15.  Do health-maintenance organizations (HMOs) emphasize the prevention of health problems rather than simply treating illnesses and injuries?

16.  Is it illegal for one owner in a partnership to carry life insurance on the other partner?

17.  Is term life insurance designed to provide protection for the entire life of the insured?

18.  Does credit insurance provide payment to a company if it is unable to obtain credit?

19.  Would banks be appropriate businesses to carry forgery insurance?

20.  If a company has title insurance, can it be forced to give up property if there is a problem with the title?
yes
no

12._____________

yes
no

13._____________

yes 
no

14._____________

yes
no

15._____________

yes
no

16._____________

yes
no

17._____________

yes
no

18._____________

yes
no

19._____________

yes
no

20._____________

11.4.3

 Part B 
Directions: In the Answers= column write the letter of the type of insurance listed in Column I that will cover each loss listed for a business in Column II
	Column I
Type of Insurance
	Column II

Description of Loss
	Answers
	For
Scoring

	A.  Medical Payments
	1.  A business is unable on collect on a large account from a customer.
	________
	1.______

	B.  Business Income
	2.  A company=s car was damaged when it skidded into a tree.
	________
	2.______

	C.  Collision
	3.  High winds broke a large display window.
	________
	3.______

	D.  Credit
	4.  A customer developed a skin infection caused by dye in clothing manufactured by the business.
	________
	4.______

	E.  Extended Coverage
	5.  A delivery van skids on a highway and the driver is injured.
	________
	5.______

	F.  Liability
	6.  A customer who fell down a flight of stairs in a business was seriously injured.
	________
	6.______

	G.  Credit Life
	7.  An international business went bankrupt before paying for equipment that had been delivered.
	________
	7.______

	H.  Bond
	8.  The contractor, hired to construct an addition to the business, failed to meet the conditions specified in the contract.
	________
	8.______

	I.  Product Liability
	9.  A customer bought a car on the installment plan and died before completing payment.
	________
	9.______

	J.  Export Credit
	10.  Expenses were incurred when the business was unable to operate because fire had destroyed a large portion of the store.
	________
	10._____


11.4.3

Part C 
Directions: Complete the description of the process of insuring against losses.  Match the letter of the appropriate insurance term in column I with the number of the blank space where the word is missing.
	Column I
Insurance Term
	Column II

Description
	Answers
	For
Scoring

	A.  Policy
B.  Agency
C.  Risk
D.  Premium
E.  Policyholder
	Fran Apps, the owner of the Record Shoppe was concerned that the new policy of accepting checks from customers was creating a         1       for the company.  To protect against losses that could create financial problems.  Fran contacted Jill Franklin, an        2        for the Longstead Insurance Company.  Jill prepared a        3        to protect against the peril.  As soon as Fran paid the       4     , he was a      5        and had protection from major losses.
	________

________

________

________

________
	1.______

2.______

3.______

4.______

5.______
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Part A 

Directions: Indicate your answer to each of the following questions by circling either yes or no in the Answers= column.                                                          
Answers

For Scoring
1.  Is business insurance designed to pay for regular, small losses suffered by a company?

2.  Is it good business practice to try to prevent certain losses instead o insuring against those losses?

3.  Do insurance companies need to be able to estimate the probability of the losses they are insuring?

4.  Does the income earned by insurance companies come only from the premiums paid by policy holders?

5.  Are insurance rates higher when greater risks are involved?

6.  Can a person insure property even if he or she will not suffer a financial loss if the property is damaged?

7.  Does the use of a deductible generally increase the premium on an insurance policy?

8.  Can an insurance agent represent several insurance companies?

9.  Will the renter of a building that is insured by the owner usually need to purchase additional insurance on the contents?

10.  Can businesses insure against the loss of insurance companies?

yes
no

1.                         
yes
no

2.                         

yes
no

3.                          

yes 
no

4._____________
yes 
no

5._____________
yes  
no

6._____________
yes 
no

7._____________

yes 
no

8._____________

yes
no

9._____________

yes 
no

10.____________

11.4.4
11.  Do most states require vehicle owners to carry liability insurance?

12.  Does no-fault insurance require an insurance company to pay the losses of its insured even if the person was not responsible for the accident?

13.  Would the cost of insurance for shoplifting and employee theft be quite inexpensive?

14.  Is group medical insurance usually more expensive than if the same coverage were purchased individually?

15.  Do health-maintenance organizations (HMOs) emphasize the prevention of health problems rather than simply treating illnesses and injuries?

16.  Is it illegal for one owner in a partnership to carry life insurance on the other partner?

17.  Is term life insurance designed to provide protection for the entire life of the insured?

18.  Does credit insurance provide payment to a company if it is unable to obtain credit?

19.  Would banks be appropriate businesses to carry forgery insurance?

20.  If a company ha title insurance, can it be forced to give up property if there is a problem with the title?

yes 
no

11.____________
yes
no

12._____________

yes
no

13._____________

yes 
no

14._____________

yes
no

15._____________

yes
no

16._____________

yes
no

17._____________

yes
no

18._____________

yes
no

19._____________

yes
no

20._____________

11.4.4

Part B

Directions: In the Answers column write the letter of the type of insurance listed in Column I that will cover each loss listed for a business in Column II
	Column I

Type of Insurance
	Column II

Description of Loss
	Answers
	For

Scoring

	A.  Medical Payments
	1.  A business is unable on collect on a large account from a customer.
	___D____
	1.______

	B.  Business Income
	2.  A company=s car was damaged when it skidded into a tree.
	___C____
	2.______

	C.  Collision
	3.  High winds broke a large display window.
	___E____
	3.______

	D.  Credit
	4.  A customer developed a skin infection caused by dye in clothing manufactured by the business.
	___I____
	4.______

	E.  Extended Coverage
	5.  A delivery van skids on a highway and the driver is injured.
	___A____
	5.______

	F.  Liability
	6.  A customer who fell down a flight of stairs in a business was seriously injured.
	___F____
	6.______

	G.  Credit Life
	7.  An international business went bankrupt before paying for equipment that had been delivered.
	___J____
	7.______

	H.  Bond
	8.  The contractor, hired to construct an addition to the business, failed to meet the conditions specified in the contract.
	___H____
	8.______

	I.  Product Liability
	9.  A customer bought a car on the installment plan and died before completing payment.
	___G____
	9.______

	J.  Export Credit
	10.  Expenses were incurred when the business was unable to operate because fire had destroyed a large portion of the store.
	___B____
	10._____


11.4.4

Part C 
 Directions: Complete the description of the process of insuring against losses.  Match the letter of the appropriate insurance term in column I with the number of the blank space where the word is missing.
	Column I

Insurance Term
	Column II
Description
	Answers
	For
Scoring

	A.  Policy

B.  Agency

C.  Risk

D.  Premium

E.  Policyholder
	Fran Apps, the owner of the Record Shoppe was concerned that the new policy of accepting checks from customers was creating a         1       for the company.  To protect against losses that could create financial problems.  Fran contacted Jill Franklin, an        2        for the Longstead Insurance Company.  Jill prepared a        3        to protect against the peril.  As soon as Fran paid the       4     , he was a      5        and had protection from major losses.
	___C____

___B____

___A____

___D____

___B____
	1.______

2.______

3.______

4.______

5.______
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