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CHAPTER I 

INTRODUCTION 

Farming is subject to many kinds of uncertainty which may affect 

farmers ' financial returns! When the farmer plants a crop or invests 

in livestock, buildings, or equipment, he cannot know with certainty 

the future conditions under which he will have to operate . 

Results of Some Uncertainties May be Favorab l e or. Unfavorable 

Results from some of these uncertain conditions may either be 

favorable to the farmer or unfavorable. Selling prices may be higher 

than anticipated when the enterprise was planned and may result in 

higher net returns, or they may be lower and less favorable. Weather 

may result in high crop yields or low crop yields; . in good grazing 

conditions or poor; and i~ favorable or unfavorable livestock gains. 

Def:iling with these uncertainties is an everyday management problem 

for all farmers . 

Results of Other Uncertain Conditions Can .Only be. Unfavorable 

However, there are ~ome uncertain c9nditions, sometimes called 
. 1 

pure risks, which in themselves cannot result in a profit. If a 

barn burns or a farm . truck is wrecked, the result .must be a loss. 

Among these pure risks, which cannot of themselves result in a busi-

ness profit, are (1) loss of future i~come because Qf ,premature death, 

1 Albert H. Mowbray and Ral ph H. Blanchardl Insurance, (New York, 
Toronto and London, 1955), p . 7. 
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(2) decrease in future income or loss of assets because of impaired 

health or other physical disability, (3) loss of property from 

disasters such as fire, hail, or collision, and (4) loss of capital 

assets as a result of financial liability suits . 

Some Risks May be Shifted by Insurance 

Although these risks can result only in loss, it is often 

possible to shift all or part of the loss from the farmer to pro-

fessional risk bearers through the medium of formal insurance. By 

insuring against the loss, the farmer substitutes a small, certain 

cost--the premium--for an uncertain but possibly very large loss. 

The decision as to how much of this small, certain cost should 

be substituted on a particular farm for the possible, but not certain, 

large loss is also a management problem, What should the farmer 

insure, and in what amounts? Whereas a great deal of farm management 

research is directed toward problems arising from the broad area of 

uncertainty, the study which is reported here investigates the manner 

in which farmers are dealing with those "risks" which can only result 

in loss if they occur but which the farmer can "manage" through the 

medium of insurance. 

Area Studied 

.. 

The survey area for this study is limited to Payne County which 

is located in the north central section of Oklahoma (Figure 1). The 

general farm type encountered was small grains with dairy and/or 

other livestock enterprises. Because of differences in farming 

conditions in different parts of Oklahoma, it is not possible to draw 
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Figure 1. Location of Payne County w 



accurate conclusions about farm insurance practices for the entire 

state from the results of this limited study. However, the general 

principles which are illustrated are likely to be applicable to the 

entire state. 

Purpose of the Study 

4 

The study was conduct~d to determine the t ypes of risk against 

which Payne County farmers are i nsuring, to determine the types and 

amounts of insurance which they are now carrying, and to evaluate 

insurance programs in the light of their personal and economic char

acteristics. The study covered personal insurance such as life, 

disability, and medical expense as well as property and casualty 

insurance. 

Method of Study 

The 52 farmers interviewed were determined by a random sampling 

of all farms in Payne County . Each farmer whose name was drawn in 

the random sample was sent a personal letter explaining the purpose 

of the study and requesting his cooperation in making insurance 

policies and other information available. Schedules were taken by 

personal interview during the spring of 1957 . Response from the 

farmers interviewed was excellent . 

Two types of analysis of the data were made . The first dealt 

with the aggregate of all farmers interviewed and with the study of 

various breakdowns into groups . The second dealt with case studies 

of selected farmers through which it is more nearly possible to 

evaluate the effectiveness with which the premium dollar is being 

spent relative to the risk carried, 



General Irtformation 

Table I shows that the average age of farmers interviewed was 

52.9 years. 2 3 Average years of formal schooling was 9.0. The 

average number of dependent children per family was 1.3, but half 

4 of the families had no dependent children. The farmers interviewed 

owned an average of 195 acres, but were operating an average of 396 

acres. The average net worth was almost $20,000. The average 

liability per farmer was under $4,000, 

In addition to the over-all average values, Table I shows the 

contrast between the 25 percent of farmers having the highest values 

for each of the characteristics listed and the 25 percent having 

5 

lowest values. This breakdown gives some indication of the variation 

in personal and economic characteristics of the farmers studies 

wi~hout the overemphasis of differences which would be suggested by 

individual values at the extremes of the range for each characteristic. 

21n ag~ the mean, median, .and mode were equal. 

3the mean of years of schooling was 9, while both the median and 
mode were 8. 

4 A greater spread was experienced between the mean and median 
for number of dependent children than for the age of operator or his 
years of schooling. The mean of number of dependent children was 
1.3; the median only 0.5. 
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TABLE I 

PERSONAL AND ECONOMIC CHARACTERISTICS OF FARMERS INTERVIEWED: 
PAYNE COUNTY, OKLAHOMA, 1957 

: Average of Lowest: Average of Highest: 
25% for Each 25% for Each : Average of 

· ·characteristic Characteristic .Characteristic : All Farmers 

Age (Years) 35.7 68.6 52.9 

Schooling (Years) 4.4 14.0 9.0 

Dependent Children 
(Number)··· o.o 3.5 1.3 

Acres Owned 18 456 195 

Acres Operated 117 805 396 

Net Worth $1,862 $45,777 $19,060 

Liabilities $ 0 $11,959 $ 3,749 



Types of Insurance Carried 

A wide variation in the types and amounts of insurance carried 

by the farmers surveyed was revealed by the study. With 84 percent 

of the farmers interviewed carrying some fire insurance on their 

homes, this type of coverage was the one most common to the farms 

in the study. Some automobile and truck liability was carried by 

7 

76 percent of the farmers owning vehicles. Thirty-eight percent of 

the operators were carrying life insurance on themselves, 30 percent 

of those with wives had some coverage on their wives, and 35 percent 

of those with dependent children had policies on some or all of their 

children. Forty-four percent of all farm families had some medical 

expense insurance. Only 10 percent carried disability income insur

ance. Farmer's Personal Comprehensive Liability was carried by 

8 percent of the farmers interviewed. 

The coverages shown by the data in Table II indicate, in a 

very general way, the reaction of the interviewed farmers toward 

insurance as a means of dealing with their risk problems. For 

example, in view of the certainty of eventual death with its 

accompanying financial adjustments for survivors, it is interesting 

to note that 62 percent of the farm operators had no insurance on 

their own lives as one means of meeting this adjustment problem. In 

view of the possibilities of crippling judgments arising from injuries 

to employees, it may be surprising that 92 percent of the farmers 

interviewed had no comprehensive or employer's liability insurance. 

As will be pointed out later, more than a third of the farmers were 



TABLE II 

TYPES OF INSURANCE COVERAGE BY FAMILIES WITH APPLICABLE 
RISKS: PAYNE COUNTY, OKLAHOMA, 195~ . 

Families with Applicable Risk 
: ' Number Percent 
: Covered by : Covered by 

Type of Coverage Number : Insurance : Insurance* 

Life Insurance on Operator 52 20 38 
Life Insurance on Wife 47 14 30 
Life Insurance on Children 26 9 35 
Disability Income Insurance 52 5 10 
Medical Expense Insurance 52 23 44 
Fire Insurance on House 45 38 84 
Fire Insurance on Outbuildings 45 32 71 
Fire Insurance on Household Goods 52 27 52 
Hail Insurance on Wheat 40 12 30 
Farmer's Comprehensive Liability 

Insurance 52 4 8 
Automobile & Truck Liability 

Insurance 51 39 76 
Automobile & Truck Medical Payme11ts 

Insurance 51 25 49 
Automobile & Truck Collision 

Insurance 51 22 43 
Automobile & Truck Comprehensive 

Insurance 51 23 45 

* Percentages are calculated on the basis of the number of 
families to whom the kind of risk applies rather than all families 
interviewed e.g ., 35 percent of families having dependent children 
had life insurance coverage on children. 

8 
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not aware that such protection was available. In other cases, 

farmers believed that their premium dollars could be spent to better 

advantage on other forms of insurance. 

This study does not uncover all of the reasoning behind farmers' 

purchases of insurance--in fact, there is little evidence of careful 
I.·:,:.•' 

insurance progrannni.ng--but later discussion of ea.ch type pf insurance 

will provide further indication of the attitudes of the surveyed 

farmers. 



CHAPTER II 

PERSONAL INSURANCE COVERAGES 

The general category of personal insurance includes all 

coverages on the operator or his family. Such coverages found in 

the survey included life insurance on the operator or his fam~ly, · 

disability income insurance, and medical expense insurance. 

Life Insurance 

Life insurance is designed to provide funds for survivors in 

case of the death of the insured. If death of a member of a family 

is likely to leave the survivors in serious financial difficulty, 

then life insurance may play a very important role in the general 

insurance program. 

Characteristics of Different Kinds of Life Insurance 

There are many kinds of life insurance which, because of 

differences in their characteristics, sell at different prices 

per dollar of face value, The price of each policy will vary 

according to the combination of two elements: the element of 

protection and the element of savings. The larger the amount of 

savings included in an insurance contract, the higher will be the 

premium cost per dollar of face value. The four general kinds 

of life insurance contracts are term insurance, ordinary life, 

limited payment life insurance, and endowment insurance. These 

general kinds may be modified by special contracts which will be 

10 



discussed later. Before the particular coverages discovered in the 

survey are discussed it is desirable to indicate some of the more 

important characteristics of each of the general kinds of life 

insurance policies. 

Term Insurance 

Term insurance is pure protection with little er no cash or 

l 
reserve value. The policy is purchased for a ~pecifted term E>f 

11 

years only. Some term insurance is renewable at the end of the term 

without a physical examination and, therefore, without reference to 

the physical cendition af the insured at the time of renewal. This 

feature, in effect, allows the insured who is covered by the policy 

for a limited period of time, to assure his insurabili ty for the 

same or smaller amount of insurance for the future. With term 

insurance, the premium is increased each time the insurance is 

renewed because, with the increased age of the applicant, greater 

risk is assumed by the insurance company. As will be pointed out 

later, this extra cost for the greater risk assumed by the company 

is reflected in all kinds of insurance even though the total premium 

itself does not increase from year to year. 

It is usually possible to convert a term insurance policy to 

2 
some form cf permanent insurance within a specified period of time 

1on term insurance which extends over a long period of time, 
the premium is higher during.the first few years than is necessary 
to cover the risk. In such cases, a small cash value may develop 
in the policy during the early years. 

2Permanent life insurance includes all,p~Mc:ies covering the 
insured in which the benefits will be paid tp, ,l:JQmeone at some future 
elate either during the life of the insured, as· in the case of endow
ment policies, or at his death regardless .2£· when it occurs. 
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' ·.·;. 

without a new physical examination. The time during whic-h s(u'c:fll 

conversion is allowed, varies among companies-and with different kinds 

of policy contracts. In general, when compared with other general 

kinds of life insurance, term insurance offers the greatest amount of 

protection per dollar of total premium. 

Term insurance may be purchased having a relatively low level-

premium for the whole period of coverage but decreasing in the 

protection offered from year to year. Such insurance is commonly 

referred to as decreasing term. Mortgage insurance, purchased by 

b:onower,, b an example of decreasing term. It 11111y also be combined 

with aotne forms of permanent life insurance to create a special policy 

which will be discussed later. 

In appraising the different kinds of insurance policies it is 

well to remember that all kinds of policies contain the element of 

pure protection and therefore, that all permanent insurance contracts 
... 

contain some form of term insurance. The different kinds of permanent 

insurance are all CCl>Blbinations of some form of savings with term 

insurance, The term insurance which is incorporated into permanent 

insurance contracts has essen~:1.$.Uy the saime characteristics as term 

insurance which is sold in .a separate con-t:rect even though these 

characteristics are obscured by "leveling" the premium payments so 

that the rate remains the same throughout the total payment __ period. 

Ordinary Life Insurance 

Ordinary life insurance is normally the lowest cost permanent 

insurance contract per dollar of face value, The premiums for 

ordinary life insurance are payable at a specified rate for tne 

lifetime of the insured. The saving~ element under this kind of 
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policy is small and the cash value does not equal the face value 

until the insured has reached an advanced age. The ti~e required 

for such savings to equal the face amount is determined largely by 

the size of the premium per dollar of face value, and the amount of 

the dividends, if any, which are reinvested in the policy, 

Limited Payment Life Insurance 

Like ordinary life, limited payment life insurance affords 

protection for the entire life of the insured. It differs from 

ordinary life insurance in that the payments are concentrated into 

a limited period of years. Since the contract calls for fewer pay

ments during the life of the insured, the annual payment per dollar 

of face value must necessarily be higher. The cash value under 

limited payment life contracts increases faster than under the 

ordinary life policy because of the higher premium per dollar of 

face value wl)ic91 ~Jl.,~fcfect, represents a building up of reserves 

by the proce1,u1 of p-repaymen t. Al though the payments for limited 

payment life insurance are made only for a specified period of time, 

the cash vJlue of the policy does not equal the face value by the 

end of that specified payment period. The face value, of course, 

will be paid to the beneficiaries upon the death of the insured 

at any time. Common forms of limited payment life insurance 

contracts are the 20-year payment life and the 30-year payment life. 

Endowment Life Insurance 

In contrast with the ordinary life policy in which the element of 

protection is large and the element of saving is small, the endowment 

policy embodies relatively less protection and more savings per dollar 



of total premium. Unlike either the ordinary life policy or the 

limited payment life policy, the premium payments in endowment 

insurance are so arranged that the savings element is sufficient 

to allow the cash value of the policy to equal the face value at 

the end of the stated period of time during which the premiums 

are paid. This being the case, the contract specifies that the 

insured, if living, shall receive the face value of the policy at 

the end of the endowment period. On the other hand, the policy 

guarantees that, in the event of the death of the insured before 

the end of the endowment period, the face value of the policy will 

14 

be paid to the beneficiary, Thus, with a 20-year endowment policy, 

if the insured should live for the entire 20-year period, he 

himself would receive the face amount of the policy; if he should 

die before that time his beneficiary would receive the same face 

value. 

Because the endowment contract provides both protection and 

a higher rate of savings, the premium must be high enough to cover 

these savings in addition to covering the cost of protection which 

is essentially the same regardless of the kind of policy, Rates 

on endowment insurance vary with differences in the endowment time 

periods, The shorter the time period, the more rapidly must the 

savings be accumulated and, therefore, the higher must be the 

premium per dollar of face value, The longer the endowment period 
,···· 

the more time there is for the accumulated savings to equal the 

face value and therefore the lower may be the premium per dollar 

of face value, 
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Endowment insurance can serve a useful purpose in providing a 

definite amount of money at some specified future date and may have 

a proper place in the insurance program of any individual for whom 

the element of savings in a particular policy is more important than 

the element of total protection. It is obvious, however, that the 

higher- the premium per dollar of face value, the smaller must be the 

total amount of insurance which can be purchased for a given number 

of dollars. When protection rather than savings is the primary 

consideration this feature of cost may be important. 

Special Forms of Life Insurance Policies 

In addition to the four general kinds of policies, insurance 

companies commonly offer special forms of insurance contracts 

which may be incorporated into an insurance program to meet partic

ular needs. Among the better known of these special forms are 

family income,~ family maintenance, and,!!! family group policies. 

In order _to understand thete policies and put them into an 

insurance program, it is desirable to resolve them into their 

component parts since all of them are combinations of some term 

insurance and some permanent form of insurance. 

The family income policy-:--The ,family. il'u:u,me ,')policy ·~tit•-~~~ , 

combination of ordinary life insurance and decreasing term insurance. 

Upon the death of the insured these policies provide for a monthiy 

income in addition to the face value of the permanent insurance with 

the additional income continuing until the expiration of the spec

ified period beginning with the date of issue of the contract. Thus, 

if the family income contract is for a period of 20 years and if-

the tnsured should die at the end of 15 years, the b~~eficiary 
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would receive the payments for all of the remaining 20 years. The 

longer the·insured lives within the contract period the smaller will 

be the total amount of money that will have to be paid out to bene-

ficiaries under the family income policy. This is why the.term 

portion is written on a decreasing basis. The family incom.e policy 

provides a large amount of protection at a rather low cost during 

the.child bearing period or during any other period which carries 

special risks. After the family income contract period has passed 

the insured is still covered by the ordinary life portion of the 

contract which is normally the amount which is written into the 

face value. Thus, if the policy holder lives longer than the in-

come period. then only the face amount of the policy will have to 

be paid when he dies (Figure 2). In order to have the benefit of 

the family income feature it is not always necessary to buy the 

contract as a single policy. Quite frequently the family income 

provis.ion can be· added to an existing ordinary life policy. 

$10,00 

0 

$5,000 Ordinary Life Insurance 

5 10 15 
Years 

20 25 

Figure 2. $10,000 Family Income Life Insurance Policy 



The family-maintenance. policy:--·The family-malii.tertattce.:rp:il'llc)", 

like the family-income policy, is a combination of ordinary life 
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and term insurance. The difference is that. the term portion of the 

policy is not decreasing term but is written in a fixed amount 

(Figure 3). In the case of a 20-year family-maintenance policy 

the contract includes an ordinary life contract plus a 2o~year 

term contract so that if the insµred dies at any time within the 

20-year period the family-maintenance payment is made for the 

ensuing 20 years. Thus, if the insured were to die at the begin-

ning of the first year of the contract the beneficiaries would 

receive the family maintenance payment for the next 20 years as 

in the.case of a 20-year family-income policy but, if the insured 

µied at the beginning of the 15th year the beneficiaries would still 

feceive the family maintenance payments for a total of 20 years 

rather than for·a period of 5 years as under the family income·· 

policy, Logically, since a 20-year term insurance contract costs 

more than a 20.-.year decreasing term contract, the .premium rate for. 

family-maintenance policies must be higher than for the fam:l:ly~income 

policy under which the term insurance decreases annually. 

~lO:,;Q.00 .--------------, 

Ill 
$,I 
a, 
;:: $5,000 
0 
A 

0 

$5,000 20-year Term 
Life Insurance 

" ''" ' - .·.-.:.-.... ~- ~ ~ - - - - - - - - - - ---------
$5,000 Ordinary Life Insurance 

10 15 20 25 
Years 

Figure 3,· $10,000 Family MaintenanceLife Insurance Policy 
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The family group policy--The family group policy combines term 

insurance for the spouse and children in the family with permanent 

insurance for the head of the household. The amount of coverage on 

each person in the family varies with the specific contract offered 

by the insurer. Usually such coverages under one policy will offer 

more total coverage for a given premium than if each person were 

covered under a separate policy. 

Premium Costs and Reserves 

Because of their differing kinds of benefits and different 

lengths of time required to pay up the policies, different kinds: 

of life insurance policies have different premium rates. 

Table III shows the comparative rates for non-participating life 

insurance policies of the various kinds per one thousand dollars of 

insurance. 

TABLE III 

COMPARATIVE RATES FOR NON-PARTICIPATING LIFE INSURANCE 
PER $1,000 OF INSURANCE BY KINDS OF POLICIES 

Age When 
Insured 

Age 25 
Age 30 
Age 35 
Age 40 
Age 45 
Age 50 

5-year Ordinary 
Term Life 

Premium Rates 

6.50 14.60 
6.80 17 .22 
7.45 20.50 
9.15 24.65 

11.95 29.98 
17.30 36.90 

Kind of Policy 
20-year 
Payment Endowment: 

Life at Age 65: 
per $1 1 000 of Face Value 

(Dollars) 

28.30 21.50 
30.89 25.32 
34.07 30.75 
38,35 39.19 
43.50 51.81 
49.84 72. 97 

20-year 
Endowment 

46.68 
46.96 
47.66 
49.29 
51.81 
55.67 



Consistant with what has previously been indicated, the 5-year term 

insurance has the lowest premium of the kinds shown in the table. 

Decreasing 5-year term insurance would carry an even lower premium 

rate than the level 5-year term insurance--as would the single year 

term contract. A general rule is that the longer the contract 

period for term insurance, the higher would be the premium rate. 

Ordinary life insurance offers the lowest cost per dollar of face 

value of any of the permanent kinds of policies ·shown in the table. 

The higher premium rates for the other forms of permanent insurance 

reflect the fact that either the payments are concentrated into a 

shorter span time, or that the savings element is greater, or both, 

Because of their different rates of payment and amounts of 

savings, different kinds of policies accumulate reserves at differ-

ent rates. Table IV shows the relationship between premiums and 

reserves per one thousand dollars of face value under the various 

TABLE IV 

ACCUMULATED CASH RESERVE UNDER VARIOUS KINDS OF NON
PARTICIPATING LIFE INSURANCE POLICIES PER $1,000 

OF INSURANCE WRITTEN AT AGE 35, BY YEARS 
IN FORCE 

Years in Force 

19 

5 10 15 20 Ag~ 60 
Premium: Accumulated Cash Reserve per 

Kind of Policy Rate $1,000 Face Value 
.: (Dollars) (Dollars) 
) 

5-Year Term 7,45 
Ordinary Life 20.50 65.00 154.00 258.00 362.00 456.00 
20-Year Payment Life 34,07 95,00 243.00 411.00 605.00 661.00 
20-Year Endowment 47 .66 161.00 395.00 669.00 1,000.00 

,·: :·:.·'·~·/: :,..<,r:::. 
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contracts for policies written on a man at age of 35 years. Ordinary 

life has the lowest premium and, at any one time, has the lowest cash 

value of any of the permanent forms of life insurance. Twenty-year 

endowment with the highest premium cost provides the highest reserves 

at any given time. In general, the higher the premium paid per dollar 

of insurance, the faster will the reserves developo However, it is 

also true that the higher the premium per dollar of insurance, the 

smaller must be the total amount of insurance which can be purchased, 

with a given number of dollars. The greater the element of saving 

per dollar of premium, the smaller must be the element of pure 

protection. 



CHAPTER III 

CHARACTERISTICS OF LIFE INSURANCE CARRIED BY 
PAYNE COUNTY FARMERS 

Having in mind the characteristics of the various kinds of 

life insurance which are available, it is possible to make some 

appraisal of the insurance programs of the farmers interviewed 

in the study. 

Members of the Farm Families Carrying Insurance 

Sixty per cent of the farm families interviewed had no life 

insurance of any kind, Of the 40 per cent which had some life 

insurance coverage, 13 per cent had insurance on the operator only, 

8 per cent had some coverage on both the operator and wife, and 17 

per cent had coverage on the operator, wife, and at least some of 

the children, Only one cas':'! was found in which insurance was 

carried on the wife only with none on the operator, This latter 

was an isolated case in which the wife was working in a government 

agency and her insurance was obtained in connection with her position. 

None of the families interviewed had insurance on the children 

alone or on only the wife and children, 1 This distribution of life 

1simple regression between the amount of insurance carried on 
the children and the amount of insurance carried on the operator was 
determined. The same calculation was made using the amounLof 
insurance on the wife as the independent variable, and the amount of 
insurance on the operator as the dependent variable, In neither 
case were the findings significant, but in both cases the b value 
was posit:iveo 

21 
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insurance coverage within the interviewed fam1Ues may indicate some 

recognition of the fact that death of the operator, who normally 

contributes the bulk of the family income, would usually create a 

greater financial problem for the family than would the death ~f 

any other member and, also, of the fact that the loss of a wife 

has significant financial implications especially when there are 

dependent children in the family. On .the. other hand, as will be 

shown later, the smallness of the. coverage on the operator and t.he 

number of policies on children of fathers~whose own .insurance would 

be insufficient to provide enough income to meet the family needs 

during the period of dependency ,uggests that the recognition may 

not be complete. 

Kinds and Amounts of Life Insurance Coverage 

The generalized attitudes of Payne County farmers toward their 

life insurance coverage is further clarified by findings on the 

dollar distribution of insurance within the interviewed farm families 

and by the kinds of policies carried. 

With the exception of one family, all those ·~nterviewed who 

carried life insurance, had some insurance on the. operator. This 

coverage on the 20 insured farm operators accounted for 71 per cent 

of the total fac.e value of all the life insurance carried by the 

families in the survey. The 14 wives who had some life insurance 

coverage carried 13 percent of the dollar value of the coverage and 

the insured children had 16 per c~nt of the coverage (Table V) •. 

The to'tal amount of coverage per dollar of premium cost is 

related to the kinds of insurance carried. Table V ahows that 19 
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TABLE V. 

TOTAL.DOLLARS OF COVERAGE FOR·EACH KIND OF POLICY BY INSURED: 

Operator 

PAYNE COUNTY, OKLAHOMA, 1957 

Wife 
. . Children 

. . 
: 

Total Coverage; 
All Insureds 

Percent : : Percent ·: : Percent : : Percent 
Kind of Policy: Dollars: Of All Kinds: Dollars: Ot All.Rinds: Dollars: Of All Kinds: Dollars: Of All Kinds 

Term 22,900 

Ordinary Life 68,500 

Limi tted Pay 26,750 

Endowment 20,000 -
TOTAL 138,150 

Coverage on each type 
of insured as pereent 
of total coverage 

17 4,900 

50 9,000 

19 5,500 

14 6,000 
-

100 25,400 

71 

19 8,400 27 36\200: 19 

35 1,000 22 a4·~5ou· 43 

22 16,000 51 4& 2.30 
' 

25 

24 2&,~0€» -· 13 -
100 31,400 100 194.,95(f' - 100 

13 16 100 

i 

N ...., 



24 

percent of the total amount qf lif~ insurance coverage on all insured 

persons in the study was in tl:le form of term insurance, 43 percent in 

ordinary life, 25 percent in limited payment life insurance and 13 

percent in endowment policies. This distribution of total coverage 

closely approximates that on the operator (with which, of course, 

it is ~eavily weigllted). Seventeen percent of the amount of insurance 

carried by operators was term insurance,-50 percent ordinary life, 

19 percent limited payment life, and 14 percent endowment insurance. 

This suggests that the Payne County farmers in this sample are more 

conscious of the need for maximizing the ele111~~t.o-f}rotection in 

farm financial management than they are interested:in life insurance 

as a form of investment of savings. Implicit, also, is the ~. 

suggestion that these farmers believe that l:hey can invest surplus 
) 

funds to better advantage in their own businesses. This is borne 

out by supplementary comments by the farmers. 

By comparison with thii.s Payne County coverage, studies in 

Pennsylvania, Indiana, and ijew York show a distribution of kinds 

of insurance which gives less emphasis to pure protection and more to 

the savings element. In the Indiana study, 70 percent of the total 

coverage was in the forms of limited payment life and endowment 

. 2 insurance. 

2H. G. Diessl;n and G. A. Quivey, .The Insurance Program. _e! 
Indiana Farmers. Indiana Agricultural Experiment Station Bulletin 
No. 609 (Lafayette, 1954), p. 13. · · 
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3 The New York study shows over 60 percent in these kinds of 

. 4 
insurance while the Pennsylvania study reveals 52 percent in 

limited payment life and endowment policies. It cannot be concluded 

that this distribution of policies in other states is either less 

desirable or more desirable than that in Payne County, Oklahoma. 

Appropriateness of kinds of insurance is determined by the 

situation of the particular insured persons. However, since 

most of the surveyed farms in the Payne County study do not suffer 

from a surfeit of capital investments in the farm, it is probable 

that the emphasis on protection rather than non-farm savings in 

the form of insurance is desirable. Information is inadequate to 

explain the high percentage of coverage on children in the form of 

term insurance and endowment policies, or the higher percentage 

of endowment insurance carried by wives. 

Amount of Coverage per Insured Person 

The distribution of kinds of life insur~nce coverage on the 

basis of all insured persons as between term, ordinary life, 

limited payment and endowment policies seems reasonably consistent 
' 

with the objective of protection from potentially disastrous risk 

(Table VI). This is also true of the kinds of insurance carried 
,J 

by the operators. Later, however, when insured persons are broken 

down into econom_ic groups, it will be shown that for some economic 

3John R, Tabb, Insurance Programs .Q!! 587 ~ York Farms, Cornell 
University Agricultural Experiment Station Bulletin No. 953 (Ithaca, 
19 54) , p, 11. 

4L, F. Miller and L. V, Rubright, Insurance Carried kx !!!!!!,
sylvania Farmers, Pennsylvania Agricultural Experiment Station Bull
etin No. 519 (State College, 1949), p. 5. 
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groups the distribution by kin~s of policies i's no.t co1;1.sistl!nt with 

the above objective. 

TABLE VI 

AVERAGE AMOUNT OF COVERAGE PER PERSON BY KINDS OF POLICY 
AND TYPE OF INSURED: PAYNE COUNTY, OKLAHOMA, 1957 

Average Coverage 
Policy Operator Wife Children. 

Term $3,211.00 $ 980.00 $ 933.00 

Ordinary Life 8,563.00 2,250.00 3,500.00 

' Limited Pay 2,058.00 786.00 · 842.00 

Endowment 4,000.00 3,000.00 0 

In the majority of cases the amount of insurance protection per 

insured operator appears inadequate to meet the long time needs of 

survivors. The range of coverage on farm operators was from zero 

to $39,000 but even with this somewhat high coverage at the top of 

the range, the average coverage on operators who were insured was 

,only $6,908. The average coverage on insured wives was $1,814 

(Table VII). 

TABLE VII 

AVERAGE AMOUNT OF COVERAGE PER INSUR.ED PERSON: 
PAYNE COUNTY, OKLAHOMA, 19.57 

. !·,1.:f·::,, .. ,:,.··;r,·. 
~on :J,~~§'.\(~'.~~/:l/''j ·~--· ..... _______________ A_v_er .... a_.g.._e ___ C_o_v_er_a_.g.._e ___ _ 

Operator 

Wife 

Child 

$6,908 

1,814 

1,570 
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Since the average existing indebtedness of insured operators 

was $6,664.00 and the average insurance coverage $6,908~00, it is 

evident that after debts were paid upon the death of the operator 

there would be little left,· on the basis of these averages, for 

the maintenance of survivors except that which could be realized 

from the assets of the farm itself. The average net worth of the 

surveyed farms was $19,060. If this amount could'all be recovered--

which, in the case of a forced sale., is not always_ possible--and 

if it were invested in low risk investments such as government 

bonds at 3 1/4 percent return, this average amount would return 

to the survivors $619.45 per year. Even if an average of 5 percent 

return could.be obtained either by renting the farm or through 

other investments the return would only be $953.00. Whether this 

would be adequate would depend upon the age and number of dependents 

and their particular needs. 

Relationship of Life Insurance Coverage to Net Worth 

Among the 52 fa~ers interviewed, 21 had a net worth of less 

than $10,000; 14 had net worth between $10,000 and $20,000; 9 

between $20~001 and $30,000; and 8 over $30,000 (Tab.le VIII). The 

average of those factors which might b.e classed as personal 

characteristics did no~ differ greatly among the four net worth 

' groups •. 'The lowest net worth group, showed the average age of 

operator to .be 51 years, having 9 years of formal schooling, and 

one dependent child. The second group having net worth between 

$10,001 and $20,000 averaged 54 years in age, 8 years of schooling, 

and 1.5 dependent children. The group with net worth ranging 



TABLE VIII 

AMOUNTS AND KINDS OF LIFE INSURANCE CARRIED IN RELATION TO NET WORTH, 52 FARM FAMILIES: 
PAYNE COUNTY, OKLAHOMA, 1957 

Net Worth 

Characteristics 
:Group I: Group II : Group III : Group IV 
:0-10,000:10,001-20,000:20,001-30,000:0ver 30,000:Total or Average 

Average Net Worth 
Number of Families 
Percent of Families 

Personal Characteristics 
Average Age of Operator 
Average Years of Schooling of Operator 
Average Number of Dependent Children 

Economic Characteristics 
Average Liabilities 
Average Size of Farm 
Average Acres Owned 

4,024 
21 
40% 

51 
9 
1 

3,405 
377 
88 

Percent of All Families Carrying Life Insurance 43% 

Percent of Life Insurance on Operator 62% 
Kind of Life Insurance Carried on Operator 

Term, Percent of Total Value of Coverage 22% 
Ordinary Life, Percent of Total Value of 

Coverage 42% 
Limited Pay Life, Percent of Total Value 

of Coverage 26% 
Endowment, Percent of Total Value of 

Coverage 10% 

15,755 
14 
27% 

54 
8 
1.5 

1,885 
297 
157 

30% 

40% 

4% 

28% 

29% 

39% 

23,875 
9 

17% 

51 
11 

1 

3,012 
358 
229 

33% 

64% 

23% 

17% 

26% 

34% 

58,883 
8 

16% 

58 
9 
1 

8,738 
661 
504 

50% 

95% 

14% 

71% 

12% 

3% 

52 
100% 

19,060 

53 
9 
1.3 

3,748 
396 
195 

40% 

71% 

17% 

50% 

19% 

14% 

t,.) 

00 



TABLE VIII (Continued) 

Net Worth 

Characteristics 
:Group I: Group II : Group III : Group IV 
:0-10,000:10,001-20,000:20,001-30,000:0ver 30,000:Total or Average 

Percent of Life Insurance Carried on Wife 20% 21% 18% 2% 13% 
Kind of Life Insurance Carried on Wife 

Term, Percent of Total Value of Coverage 46% 8% 1% 0 19% 
Ordinary Life, Percent of Total Value of 

Coverage 38% 0 62% 33% 35% 
Limited Pay Life, Percent of Total Value 
of Cov~rage 5% 15% 37% 67% 22% 

Endowment, Percent of Total Value of 
Coverage 11% 77% 0 0 24% 

. ... . 

Percent of Life Insurance Carried ori Children 18% 39% 18% 3% 16% 
Kind of Life Insurance Carried on Children 

Term, Percent of Total Value of Coverage 7% 60% 4% 0 27% 
Ordinary Life, Percent of Total Value of 
Coverage 0 0 60% 100% 22% 

Limi,j;ec.i Pay Life, Percent of.Total.Value 
40% of'coverage 93% 36% () 51% 

Endowment, Percent of Total Value of 
Coverage 0 0 0 0 0 

Amount of Life Insurance Carried 
Per Insured Family, Average $5,189.00 $7,937.50 $11,375 .oo $17,750.00 $9,283.00 
Per Insured Operator, Average 3,600,00 3,187.50 7 ,275.·. 00 16,875.00 6,908.00 
Per Insured Wife, Average 1,860.00 1,625.00 2,100.00 750.00 1,814.00 
Per Insured Child, Average 956.00 2,083.00 2,075.00 2,000.00 1,570.00 

N 
\0 
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from $20,001 to $30,000 averaged 51 years·of age, had an average 

of 11 years of schooling, and one dependent child. These compare 

with an average age of 58 years for op~rators having the highest 

average net worth--over $30,000--who also averaged 9 years of 

formal schooling, and one dependent child. 

These differences in personal characteristics are not 

sufficient to account for any differences between the four 

groups in the amount of life insurance carried. There is, however, 

a very apparent relationship between the economic characteristic 

of net worth and the amount of life insurance carried by the farm 

family. Table VIII shows that the higher the net worth, the 

larger the total amount of life insuranc~ carried on the farm 

family. Families with less than $10,000 of net worth carried an 

average of $5,189 of life insurance; those from $10,001 to $20,000 

carried $7,937.50 average coverage; those within the $20,001 to 

$30,000 net worth bracket averaged $11,375 coverage; and those 

with more than $30,000 net worth had $17,750. The amount of 

insurance carried on the life of the operator showed the same -
~ 4. 

general relationship to net worth as that on the family as a 

·whole with the exception that there was little difference between 

the "under $10 ,-000" ,.net worth group whose operators averaged 

$3,600 of life insurance coverage and the "$10,001--$20,000" net 

worth group which averaged $3,187. For the 9ther two groups, 

however, increased net worth was accompanied by l•rger insurance 

coverage on the operator. The study shows no consistent relation-

ship between net worth of the farmer and the amount of Hfe insur

~nce coverage on the wives, and shows little direct relationship. 
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between net worth and the amount of coverage on children. The 

average coverage per insured child was approximately $2,000 for each 

of the groups whose net worth exceeded $10,000 while th~ group with 

less than $10,000 net worth had an average per insured child of 

$956 (Table VIII). 

The principles of sound insurance prograunning would call ·into 

question the distribution of insurance as between operator, wife, 

and children in the two groups having less than $20,001 net worth. 

Table VIII shows that in both of these groups the coverage on the 

operator, who is normally the major income producer, was only 

moderately above $3,000. In most situations premiums spent on 

insurance for wives and children.can be used to good advantage to 

add to the coverage on the chief income producer of the family 

when his insurance and other net assets are inadequate to meet the 

critical needs of survivors in the event of his death. 

The soundness of the distribution of life insurance coverage 

in these two groups having less than $20,001 net worth is brought 

further into question by the kinds of insurance carried on wives 

and children in these two groups. In the group having less than 

$10,000 net worth, 93 percent of the face value of all policies 

on children were for limited payment life insura~ce for which the 

amount of insurance per dollar of premium is less than for 

ordinary life 'or term insurance. Sixteen percent of the value 

of insurance on wives in this net worth group was either limited 

payment life or endowment insurance. For the group having from 

$10,001 to $20,000 net worth, Table VIII shows 40 percent of the 

amount of insur.ance on children to be limited paym~nt life while 



77 percent of the face value on the wives was endowment insurance 

and 15 percent was limited payment life--a total of 92 percent of 

the amount of insurance on wives being in kinds which yield less 

protection per dollar of total premium. 

The distribution of coverage on the operator ~Y kinds of 

policies may also be questioned for the groups with lower ~et 

worth. For those in the lowest net worth bracket, 64 percent 

of the face value of coverage is either term insurance or ordinary 

life but premiums on the 26 percent of limited payment life and 

the 10 percent of endowment insurance would have provided a 

greater total amount of coverage if they had been spent for 

ordinary life or renewable term insurance. With an average 

operator coverage of only $3,600 life insurance and an average 
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net worth of $4,024 (some of which may or may not be realizable), 

the risk position of families in the lower net worth group is 

such as to suggest the need for maximum protection per dollar 

of premium expended. 

Relationship of Life Insurance Coverage to Number 
of Dependent Children 

Twenty-six (one-half) of the farmers interviewed had no 

dependent children, five had one dependent child, six had two 

dependent children, nine had three, and six farmers had four 

dependent children. None of the farmers interviewed had over four 

dependent children. 

The farmers with no dependent children averaged 61 years in 

age, had 8 years of formal schooling, and had an average~net worth 
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of $19,307. The operator with one dependent child averaged 47 years 

in age, 9 years of schooling, and a net worth of $9,142. The ones 

with two dependent children averaged 45 years in age, 9 years of 

schooling, and a net worth of $40,278. The operator with three 

dependent children averaged 46 years in age, 11 years of schooling, 

and a net worth of $16,234. Farmers with four dependent children 

averaged 39 years in a'8'e, 10 years of formal schooling, and averaged 

a $8,334 net worth. 

TABLE !X 

RELATIONSHIP OF LIFE INSURANCE CARRIED TO NUMBER OF DEPENDENT 
CHILDREN: PAYNE COUNTY, OKLAHOMA, 1957 

Total 
Number of Oeeendent Children or 

Characteristics None . One Two Three: Four Average . 
Average Number of 

Dependent Children 
Per Family 0 1 2 3 4 1.3 

Number of Families 26 5 6 9 6 52 
Average Age of 

Operator 61 47 ·45 46 39 53 
Average Years of 

Schooling of 
. Operator- - 8 9 9 11 10 9 

Average Net Worth 19/307 : 9; 142 40,278 16,234 8,334 19,060 
Percent of Families 

Carrying Life 
Insurance 27 60 so 46 30 40 

Amount of Life 
Insurance Carried 

Average Per In-
sured Family 8,900 4,500 10,000 8,650 14,000 9,283 

Avet:'age Per In-
suri:!d Operator 9,143 3,000 8,333 3,610 10,750 6,908 

·. Avei;-.age Per. In-
sured Wife 1,650 3,250 667 1,950 2,500 1,814 

.. Ave1fage Per In-
sured Child 0 3,500 1,000 1,582 1,000 1,570 
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Life insurance was carried by 27 percent of the families with 

no dependent children. Sixty percent of the families with one 

dependent child had some life insurance. Fifty, 56, and 30"'percent 

of the families with two, three, and four dependent children 

respectively were carrying life insurance. The average amount of 

life insurance per insured family in each group varied with the .high-

est average being among the families with four dependent children, 

and the lowest among the families with one dependent child, 

Relationship of Life Insurance Carried to Years 
of Schooling of Operator 

Over one-half of the farmers interviewed (29) had less than 

nine years of formal schooling, This group averaged 59 years in 

age, 1.2 dependent children, and a net worth of $19,509, Thirty-

four percent of these families had some life insurance with an 

average of $3,295 per insured family. 

rourteen of the 52 operators had completed 9 to 12 years of 

schooling. Forty-three was the average age of these operators, 

They had 1.5 dependent children per family, and a net worth of 

$16,209. One half of these families had life insurance for an 

average of $14,286 per insured family. 

The average net worth of the operators having 13 to 16 years 

of formal schooling was higher than the other two groups. These 

nine operators had an average net worth of $23,269. These operators 

also averaged SO years in age, and having 1.6 dependent children 

per family. Forty-four percent of these families had some life 

insurance. The average life insurance coverage per insured family 

for this group was $15,500. 
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TABLE X 

RELATIONSHIP OF LIFE INSURANCE CARRIED TO YEARS OF SCHOOLING 
OF OPERATOR: PAYNE COUNTY, OKLAHOMA, 1957 

Years of Schooling Total or 
Characteristics 0-8 9-12 13-16 Average 

Average Years of Schooling 
of Operator 6 11 15 9 

Number of families 29 14 9 52 

Average Age of Operator (Years) 59 43 50 53 

Average Number of Dependent 
Children 1.2 1.5 1.6 1. 3 

Average Net Worth $19,509 $16,209 $23,269 $19,060 

Percent of Families Carrying 
Life Insurance 34 50 44 40 

Amount of Life Insurance 
Carried 

Average Per Insured Family $ 3,295 $14,286 $15,500 $ 9,283 

Average Per Insured Operator$ 2,105 $12,833 $10,025 $ 6,908 

Average Per Insured Wife $ 717 $ 2,300 $ 3,200 $ 1,814 

Average Per Insured Child $ 1,086 $ 2,300 $ 1,538 $ 1,570 

Relationship of Life Insurance Carried to Age of Operator 

A decrease in the percent of families carrying life insurance 

and the amount of life insurance per insured family occurred as the 

age of the operator increased. The nine operators under 40 years 

of age had an average net worth of $8,584. Fifty-six percent of the 

families of this group were carrying some life insurance. They had 

an average coverage of $13,800 per insured family. 

One-half of the farmers interviewed were between 40 and 50 ; ' 

years of age. They had an average net worth of $22,311. Forty-two 

percent of these families were carrying life insurance with an 

average of $9,295 per insured family. 
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TABLE XI 

RELATIONSHIP OF LIFE INSURANCE CARRIED TO AGE OF OP~RATOR: 
PAYNE COUNTY, OKLAHOMA, 1957 

Age of OJ!erator . Total or . 
Characteristics 0-39 • 40-59 :60 & over: Average . 
Average Age of Operator 33 49 67 53 

Number of Families 9 26 17 52 

Average Number of Dependent 
Children 2.6 1.6 .2 1.3 

Average lears 0£ Schooling of 
Operator· ··· 13 9 7 9 

Average Net Wort~ $ 8,584 $22,311 $19,636 $19,060 
' 

Percent of Families Carrying 
Life Insurance 56 42 29 40 

Amount of Life Insurance 
Carried 

Average Per Insured Family $13,800 $ 9,295 $ 4,740 $ 9,283 

Average Per Insured Operator$ 8,900 $ 6,868 $ 4,525 $ 6,908 

Average Per Insured Wife $ 2,250 $ ~,542 $ 1,867 $ 1,814 

Average Per Insured Child $ 1,922 $ 1,590 $ 0 $ 1,570 

The 17 farmers aged 60 years and over had an average net worth 

of $19,636. Only 29 percent of this group had any life insurance. 

They also were the lowest in coverage per insured family with $4,740 

coverage. 



CHAPTER IV 

CHARACTERISTICS OF OTHER PERSONAL INSURANCE COVERAGES 
CARRIED BY PAYNE COUNTY FARMERS 

Personal insurance coverages other than life insurance found in the 

study were disability income insurance and medical expense insurance, 

Disability Income Insurance 

Disability income insurance is designed to pay the insured a 

monthly income if he were to become totally disabled due to accident 

or sickness. This coverage may be sold as separate contracts, or may 

be combined with a life insurance contract. For more than a decade 

before the late 1930's these provisions attached to life insurance 

policies were very popular. However, because of the omission, in the 

contracts, of any limit to the maximum total disability benefits and 

because of the misuse of the benefits during the 1930'sJ companies 

lost heavily on the contracts and such provisions are difficult to 

obtain today. 

Five of the farmers interviewed had some disability income insur-

ance, One policy, issued to cover disability due only to automobile 

accidents, covered both the operator and his wife. All other policies 

covered the operator only. The benefits ranged from $12,50 per month 

to $150,00 per month (Table XII). The one policy with varying benefits 

was a workmen's compensation policy carried on the farmer by his 

employer for a non-farm job which he heldo 

37 
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TABLE XII 

COSTS AND BENEFITS FROM DISABILITY INCOME INSURANCE: 
PAYNE COUNTY, OKLAHOMA, 1957 

Dollars In Connection With 
Policies Per Month Time Limit Restrictions L. I, Policy 

1 12.so None None Yes 

1 30.00 24 mo. None No 

1 100.00 None None Yes 

1 150.00 Unknown Automobile 
Accidents Only No 

1 vahable Unknown None No 

Two farmers interviewed had disability income provisions included 

with their life insurance. The dates 'of purchase ranged from 1928 

to 1941. 

Medical Expense Insurance 

Medical expenses are a potential threat to an operator and his 

business. Such expenses may be "hedged" to varying extents with 

commercial insurance. Two general kinds of medical expense insurance 

are available: insurance to cover the "first" costs, and deductible 

insurance under which the insurance provides payment only above a. 

specified amount of medical expense. The rates for a giv~n maximum 

coverage are usually lower for the deductible policies, but the 

insured must pay a certain sum·before any expenses are paid by 

the ;i.psur~r. Policies are issued with varying deductible amounts 

but they commonly are found with either the first $300 or $500 to 

be paid by the insured without reimbursement by the company. The 
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deductible policy is useful in guarding against a large and possibly 

disastrous financial loss resulting from medical expenses to the 

operator or his family but leaves the insured to carry the risk of 

smaller losses. 

Use of Medical Expense Insura.nce by Payne County Farmers 

Forty-four percent of the operators interyiewed had some type 

of medical expense insurance either on themselves or on some member 

of their family. In only two cases was less than the entire family 

insured. One family had only the operator covered, and another 

family had only the wife and child insured. All the policies except 

two covered expenses from both illness and accident. One policy 

covered medical expenses from automobile accidents only, and the·· .. 

other policy covered only expenses from polio. 

Type of Company Utilized 

Fifteen of the 23 families with medical coverage had their 

insurance with stock companies (Table XIII). Four families were 

carrying Blue Cross and Blue Shield coverage; three families were 

covered by mutual companies; an~ one family had policies with both 

a stock and a mutual company. 

TABLE XIII 

TYPE OF COMPANY USED BY PAYNE COUNTY FARMERS FOR MEDICAL 
EXPENSE INSURANCE, 1957 

Type of-Company No. of Insured Farmers : Percent of Insured Farmers 

Blue Cross & Blue Shield 4 17 
Stock 15 65 
Mutual 3 13 
S_tock and. Mutual 1 5 

23 100 



CHAPTER V 

PROPERTY INSURANCE 

Physical property on a farm may represent a large or critical in

vestment to the farmer. A particular building may be essential to the 

successful continuance of operations. For example, a grade A dairy barn 

on a dairy farm, if destroyed, must be replaced if the business is to 

continue. A farmer may have such a large investment in his house and 

household goods that a loss would seriously impair his financial posi

tion. Valuable livestock and stored conunodities may amount to a large 

portion of the assets of the operator. Money invested in machinery and 

vehicles may represent an investment equivalent to the-profits the 

farmer would receive in several years, Crops that are ready for harvest 

represent a year's labor and financial outlay that could be destroyed in 

one storm, The farmer, because of his heavy investments in physical 

property that may be destroyed, may feel it is advisable to cover such 

hazards with connnercial insurance, This section is devoted to insur

ance coverages to protect against financial losses to all such prop

erties except motor vehicles which, du~ to the unique characteristics 

of the policies which combine both property and casualty insurance, 

will be discussed in a later chapter, 

Fire Insurance 

Fire insurance coverage on houses was more common than any other 

type of insurance carried by the interviewed farmers. Eighty-four 

40 
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percent of the operators who owned buildings haq sqme fire insurance 

protection (Table XIV). A smaller proportion, 71 percent, had fire 

insurance coverage on their outbuildings. All 52 farmers had house-

hold goods, but only 52 percent had protected their value with fire 

insurance. Out of the 52 farmers interviewed, 77 percent had fire 

insurance of some kind. 

TABLE XIV 

FIRE INSURANCE COVERAGE BY TYPE OF PROPERTY INSURED: 
PAYNE COUNTY, OKLAHOMA, 1957 

Number With Prop-: Number Carrying Percent Carrying 
Property erty to Insure Fire Insurance Fire Insurance 

House 45 38 84 

Outbuildings 45 32 71 

Household Goods 42 27 52 

Combinations of Property Insured 

Twenty-two out of the 40 farmers who carried fire insurance had 

house, household goods, and outbuildings all insured (Table XV). Ten 

of them had only their houses and outbuildings insured. Three farmers 

had fire insurance on the house and household goods and none on out-

buildings, while three had only their houses insured. In two cases 

only the household goods were insured. In both cases the farmers 

were renting and did not own any buildings. 

Amount of Fire Insurance Coverage 

Six farmers out of the group interviewed had over $10,000 total 

fire insurance coverage on their property (Table XVI). Eighteen 



TABLE XV 

COMBINATIONS OF PROPERTY COVERED WITH FIRE INSURANCE: 
PAYNE COUNTY, OKLAHOMA, 1957 

Number 
Property of Farmers 

House Only 3 

0 

Household Goods 2 

House and Outbuildings 10 

House and Household Goods 3 

House, Household Goods, & Outbuildings 22 

TOTAL 40 

* Tenant houses counted with outbuildings, 

Percent 
of Farmers 

7.5 

0 

5,0 

25.0 

7.5 

55,0 

100,0 

farmers had coverage of $2,501 to $5,000, Forty out of the 52 

operators had under $5,001 of total fire insurance, In view of 

present day building costs and appraised value of the buildings on 

42 

the surveyed farms, these coverages in most cases would not yield a 

high proportion of replacement costs, 

Although property insurance was carried by a large number of 

f-::m~rs, there was little evident relationship between coverage and 

replacement costs, Total fire insurance coverage carried by 10 of 

the 40 farmers with fire insurance was under $2,501. An additional 

18 farmers had total fire insurance coverage under $5,001. Only 11 

farmers had coverages totaling over $5,000, The protection carried 

by one farmer was unknown, In view of present building costs it 

is doubtful that these coverages would provi:'de suitable replacement 

of their buildings. 
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TABLE XVI 

FREQUENCY DISTRIBUTION OF TOTAL FIRE INSURANCE COVERAGE 
PER FARM BY AMOUNT OF COVERAGE: 
.1:'AYNF:.COUNTY, OKLAHOMA, 1957 

(Dollars) 
· None 

1- 1,000 

1,001-.2,soo 

2,501- s,ooo 

s,001-10,000 

10,001-1s,ooo 

1s,001-20,ooo 

Over 20,000 

Unknown 

TOTAL 

Number 

Additional Coverages 

of Farms 

12 

0 

10 

18 

5 

3 

2 

1 

1 

52 

Additional coverages against hazards other than fire may be 

included in a fire insurance contract. The fire insurance by itself 

covers damage from fire and lightning only. These additional 

coverages may be purchased separately or combined into what is called 

extended coverage. Extended coverage includes direct loss by wind-

storm, hail, explosion, riot, riot attending a strike, ·civil commotion, 

aircraft, vehicles, and smoke. 

The survey showed that most of the farmers purchased fire insur.-

ance with the additional coverages of wind and hail only. Twenty-nine 
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of the farmers interviewed had such coverages (Table XVII). Seven 

others had fire and extended coverage protection on their property. 

One farmer had fire insurance with wind, hail, explosion, and 

aircraft coverages. Three oper~tors had fire and lightning cover-

ages only. 

T.ULE XVII 

COMBINATIONS OF INSURANCE COVERAGES ON BUILDINGS AND·HOUSEHOLD 
. GOODS: PAYNE COUNTY, . OKl..AHOMA, 19 5 7 

Number Percent 
Coverages : of Farmers : of Farmers 

None 12 23 

Fire Only 3 6 

Fire, Wind, and Hail 29 56 

Fire, Wind, Hail, Explosion and Aircraft 1 2 

Fire and Extended Coverage 7 13 

TOTAL 1 52 100 

Insurance on Farm Machinery 

Three of the farmers interviewed carried protection against 

financial loss to farm machinery from physical means. One had his 

combine covered for loss from fire, tornado, and hail. One had 

provided fire, theft, and wind damage coverage on his tractor, ensilage 

cutter, combine, and baler. The other farmer had fire and extended 

coverage on his tractor, combine, and baler. 



For many farms in Payne County a wheat crop is a significant 

source of income. The possibilities that such a crop might be 

destroyed by hail was considered sufficiently important by 12 

farmers of the 40 interviewed who raised wheat, to cause them to _ 

insure against such loss. 

Hail insurance is purchased by dollars of coverage per acre. 

If only a partial loss occurs, an adjuster determines the loss and 

the farmer is paid accordingly. 

The farmers with hail insurance had coverages from $20.00 to 

$58.33 per acre. The unweighted average was $30.63. per acre. . ' 
The 

premium rate in Payne County was $3.50 per $i00 of insurance. At 

this rate for the average coverage of $30.63, the average premium 

cost per acre was $1.07. 

Decisions on Risk Shifting 

45 

Even though total coverages are low on physical property, this 

does not imply, of course, that farmers should insure their property 

at full replacement. The farmer must decide how much of the risk he 

will carry and how much he will shift. It is necessary to consider 

the insurance program in its entirety. Only eight percent of the 

farmers had provided protection for financial liability suits, 38 

percent of the operators carried life insurance, 44 percent had 

medical expense insurance, and 10 percent had disability insurance. 

Perhaps an overall appraisal of the use of the premium funds would 

suggest wider protection against the "disaster" losses in many cases 
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rather than the purchase of more property insurance. ,Property 

insurance was the most widely used by farmers, but losses to pro-

. 
perty may not carry as disastrous financial consequences as some 

other risks. 



CHAPTER VI 

LIABILITY INSURANCE 

Farmers, as private business men and as property owners, are 

faced with the potential threat of financial liability suits. Such 

suits could arise from injuries to visitors on the farm, to emp,loyees, 

or to persons passing the farm who might be injured by livestock, dogs, 

or other property of the farmer or by actions of members of his family, 

No individual farmer can know in advance whether he will ever have to 

face such a suit and none of the farmers interviewed had been sued, but 

the consequences from one adverse judgment could impair, if not com

pletely destroy, the financial position of the farmer. 

Farmer's Comprehensive Personal Liability 

Four of the farmers interviewed had farmer's comprehensive per

sonal liability policies. This policy covers liability suits involving 

the operator, his family, and his farm arising from almost all causes 

except motor vehicles from which a suit could develop. Motor vehicles 

have a separate liability coverage which will be discussed later. 

A farmer may be sued for some act even though he may not be at 

fault. The farmer's comprehensive liability policy, as is typical of 

most liability policies, will pay all court expenses regardless of the 

successfulness of the suit, These costs are paid by the insurer even 

if the total amount exceeds the face of the policy. 

47 
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The face+:amounts of the policies found in the survey varied 

from $20,000 to $50,000 limits. Each policy also carried medical 

benefits that are payable regardless of who is at fault if someone 

is injured on the farm or through actions by the in~ured, his 

dependents, or property. The range of premiums paid by these 

farmers for the abov-e policies was $21.25 to $74.00. 

Employer's Liability 

Insurance may be purchased separately to cover financial 

liability suits arising from injury to employees. This coverage 

provides protection for the farmer only against suits brought by 

employees. It is not as inclusive as the farmer's comprehensive 

liability insurance. Three of the farmers who had comprehensive 

liability policies ~lso had separate employe~'s liability policies. 
\• 

The other farmer, carrying a farmer's compreh1nsive personal 

liability policy, stated he was covered from judgments arising 

from suits of the employees with-his comprehensive policy. This 

policy, according to the farmer, included 185 days of hired labor 

a year if one man were employed, or coverage for 45 days a year 

if two or m~re men w~~e_employed. He stated ~h~se l~mited p~~

visions covered the amount of hired help which he hired through 

the year. 

The protection benefits under each of the three employer's 

liability policies covered up to $10,000 damages to any one employee 

or $20,000 total for any one accident, and $45,000 damage to prop-

erty. The premiums varied from $12.00 to $15.25. 
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Other Liability Coverages 

One farmer carried protection against losses to a maximum of 

$,10,000 for bodily injury for each person, $20,000 total bodily 

injury, and $5,000 property damage for each accident on his .combine. 

This coverage was purchased for an annual premium of $45.50. 

Because of the low incidence of claims, premiums on farmer's 

comprehensive personal liability insurance are very low in relation 

to the coverage provided. A policy with coverages with maximums of 

$5,000 per person and $10,000 per accident on bodily injury; and 

$5,000 property damage per accident may 1:fe obtained for less than 

$15.00 premium p,r year. In spite of this low cost of covering 

possible large losses, risks of financial liability suits were not 

considered very significant by the farmers interviewed since only 

four had provided coverage against the consequences of such claims. 



CHAPTER VII 

MOTOR VEHICLE INSUUNCE 
, , I 

Motor vehicle insurance is unique in that it may combine 

liability, personal, and property coverages into one policy. The 

most COJfllllOn coverages found in a motor vehicle insurance policy are: 

bodily ~njury liability, property damage liability, medical payments, 

compreh,nsive loss of or to the vehicle, and collision. 

Liability Coverages Found in Motor Vehicle 
Insurance Policies 

The possibility of injury to a person or damage to others' 

property is a risk to the owner or driver of a motor vehicle. If an 

owner or driver is found to be legally at fault in an accident which 

caus~s bodily injury to other persons or property damage, the judg-

ment could have serious financial consequences. Protection from 

having to pay such judgments personally may be purchased from com-

mereial insurance companies. Liability insurance of this type is 

usually designated as bodily injury liability or property damag~ 

liability and sold under such descriptio~. Such coverages will also 

pay all defense costs, as is typical of liability insurances, even 

though these costs exceed the face of the policy. 

Bodily injury liability insqrance will pay, for the insured, 

alr legal" o6ligations--not exceeding the maximum desi~nated in the 

policy--arising from bodily injury, sickness, disease, or death 

50 
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caused by an accident whichorl.ginated from the use or ownership of 

the insured motor vehicle. Such insurance is normally sold with a 

limit per person _and a limit per accident. For example, bodily 

injury liability insurance in the amount of $10,000-$20,000, provides 

limits of $10,000payable p~r-person, and a maximum of $20;000 pay-

able by the company for the total num'ber of persons having claims 

in any one accident. Various combinations of such coverage may be 

purchased. 

Property damage liability will pay all legal judgments, within 

the limits of the policy, against the insured on property which is 

damaged from the use or ownership of the motor vehicle.. ..Such coverage 

is designated in terms of the maximum liability of the insurance com

pany per accident. v· 

The coverage under motor vehicle liability insurance is often 

designated by three numbers such as, 10-20-5. The 10 and 20 

represent the amount of bodily injury liability insurance: $10,000 

maximum for each person; $20,000 maximum for each accident. The 5 

indicates that coverage for property damage carries a;$5,000 limit 

for each accident. Similar abbreviations will be used in the 

following discussion. 

Personal Coverage Found in Motor Vehicle 
Insurance ;Policies 

Personal insurance in the form of medical payments protection 

may be combined with liability and_property coverage in a motor 

vehicle insurance policy. Such coverage will pay all reasonable 

medical expenses., up to the limit of the policy, incurred by the 
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insured or his passengers while they are in, entering, or alighting 

from the ihsured vehicle. These payments differ from the liability 

in that the insured does not have to be found to be legally at fault 
·' 

before payment will be made. 

Property Coverages Found in Motor Vehicle 
Insurance Policies 

The property insurance element in motor vehicle insurance is to 

cover damage.to the motor vehicle itself. The benefits under lia

bility insurance are paid only to claimants other than the insured, 

benefits under personal sections may be paid to a third person, but 

payments under the property coverage are made to the insured. The 

maximum claim under the property coverage is the current value of 

the vehicle. The two most conunon property coverages are for '1com-

prehensive" loss and for collision. 

Comprehensive loss of, or to, the vehicle covers all losses 

except ones caused by collision or upset. Perhaps the most conunon 

collections under comprehensive stem from losses due to windstorm, 

hail, glass breakage, fire, or theft. Individual coverages such as 

fi'I'.~"o: hail may be purchased separately, but the majority of the 

farmers interviewed preferred the inclusive comprehensive coverage. 

Collision insurance covers only damage to the insured vehicle 

due to collision or upset. Collision insurance often carries a 

deductible clause which states the insured must assume a specified 

amount of the loss and that the-insurance will pay the remainder of 

the legal claim. The amount of deduction which can be made part of 

the contract varies among companies. As a rule, the larger the 

deductible amount, the lower the premium cost for any given vehicle. 
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Extra minor coverages, such as towing charges may be included in 

a motor vehicle policy. 

Types of Motor Vehicle Coverages Carried by 
Payne County Farmers 

Insurance protection against judgments arising from liability 

suits from motor vehicles was carried on 79 percent of the vehicles 

(Table XVIII). Seventy-six percent of the farmers had one or more 

of their vehicles covered with liability insurance (Table II). 

These percentages show the actions of farmers are close to their 

expressed opinions on liability coverage. Motor vehicle liability 

insurance was rated as essential by 75 percent of the farmers having 

motor vehicles. 

Liability suits arising from personal injury or property damage 

are more likely to result in large, and perhaps financially crippling 

loss than any other type of risk incurred on account of motor vehicles. 

Consistent with the principle of insuring against potentially disas-

trous losses, it was found as indicated above, that a larger pro-

portion of vehicles carried liability insurance than any other kind. 

Insurance for medical payments was carried on 43 percent of the 

vehicles. This coverage was rated as essential by only 28 percent 

of the farmers interviewed but, 49 percent of them had one or more 

of their vehicles covered with medical payment insurance. 

Collision insurance was carried on 33 percent, and comprehensive 

insurance on 43 percent of the motor vehicles although collision and 

comprehensive insurance were rated as essential by only 21 percent 

and 24 percent respectively of the farmers interviewed. 



Six percent of the vehicles had other miscellaneous property 

coverages. Nineteen percent of the vehicles were not covered with 

any insurance. 

TABLE XVIII 

NUMBER AND PERCENT OF 96 MOTOR VEHICLES COVERED BY EACH TYPE 
OF ijOJ;OR'VEHICLE INSURANCE: PAYNE.COUNTY, OKLAHOMA, 1957 
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Number Percent 
Coverage of Vehicles of Vehicles 

None 18 19 

Bodily Injury Liability 76 79 

Property Damage Liability 76 79 

Med;i.cal Payments 41 43 

Collision 32 33 

Comprehensive 40 · 42 

Other 6 6 

TOTAL 289 301 

Combinations of Coverages 

Except for two vehicles, all those with any _insurance had some 

liability coverages (Table XIX). Perhaps the financial responsi-

bility law in the state has brought the risk covered by the liabil-

ity insurance to the attention of the farmers. Under the state 

financial responsibility law, in the case of any accident involving 

bodily injury or $50 of property damage, the driver and the owner 

of the vehicle (if different persons) must show, either through 

insurance or by other means, evidence of financial responsibility 



sufficient to cover damages from which judgments might arise. If 

such evidence is not shown, the license of~the operator and the 

registration of the vehicle may be suspended. 

TABLE XIX 

COMBINATIONS OF MOTOR VEHICLE INSURANCE CARRIED: 
• P4¥~,~ COUNTY., .OKLAHOMA, 1957 
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Number of 
Coverages Vehicles 

Percent of 
Vehicles 

None 18 

Liability Only 20 

Liability and Medical Payments 13 

Liability and.Comprehensive 9 

Liability and Collision 1 

Liability, Coilision, and Comprehensive 5 

Liability, Medical Payments, and Collision 2 

Li.ability, Medical Payments, and Comprehensive 3 

Liability, Medi.cal Payments, Collision and 
Comprehensive 23 

Collision and Other* 1 

Other* 1 

. TOTAL 96 

* Miscellaneous pr<:>perty coverages •.. 

19 

21, 

14 

9 

1 

5 

2 

3 

24 

1 

1 

100 

Regardless of prime reason why such motor vehicle insurance was 

purchased, the data seem to indicate that possibilities of disas-

trous consequences from liability suits were recognized by a large 

proportion of the farmers interviewed. 
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Seventy-six of the 96 vehicles owned by the interviewed farmers 

had bodily injury and property damage liability. Twenty vehicles 

were covered with liability insurance only. Twenty-three other 

vehicles had liability combined with one other coverage. Thirteen 

of these 23' had liability with medical payments, nine had liability 

and comprehensive, and one had liability and collision. Five motor 

vehicles had policies containing liability, collision, and compre-

hensive coverages. Liability, medical payments, and collision 

were carried on two vehicles, while three vehicles had liability 

coverages combined with medical payments and comprehensive. Twenty-

three of the 96 motor vehicles had wider coverage with liability, 

medic.al payments, collision and comprehensive coverages. One vehicle 
.. 

was covered for collision, fire, and theft only; while another vehicle 

had only misc~llaneous property coverages. 

Bodily Injury Liability 

Judgments, resulting from bodily injury, may vary in size. 

Recognition of this fact is reflected in the variation in size of 

bodily injury liability coverage shown in Table XX. The limits 

varied from 5-10 to 50-100. The lower limits of 5-10 were carried 

on 23 vehicles, while the higher limits of 50-100 were carried on 

13 vehicles. The limits of coverage on the rest of the vehicles 

varied between these two amounts with 10-20 limits on 22 vehicles 

being next to the 5-10 limits in frequency, Limits of 15-30 and 

20-40 were carried on one vehicle each. Three vehicles had limits 

of 25-50. Twenty of the 96 vehicles carried no liability insurance, 

and coverages were not available on 13 vehicles. 



Coverage 

None 

5-10 

10-20 

15-30 

20-40 

25-50 

50-100 

100-200 
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· TABLE XX 

MOTOR VEHICLES WITH BODILY INJURY LIABJ:LITY COVERAGE BY 
SIZE OF COVERAGE: PAYNE COUNTY, OKLAHOMA, 1957 

Number 
of Vehicles 

20 

23 

22 

1 

1 

3 

13 

0 

Percent 
of Vehicles 

20.8 

24.0 

22.9 

1.0 

1.0 

3.1 

13.6 

Coverage Not Available 13 13.6 

TOTAL 96 

Amount of Bodily Injury Liability Carried in 
Relation to Net Worth 

100.0 

The larger amounts of bodily injury liability were carried by 

the farmers with the higher net worth1 (Table XX.I). The majority 

of the vehicles covered with bodily injury liability in the amount 

of 5-10 were owned by farmers with a net worth of $20,000 or less. 

1simple correlation was calculated between the average net 
worth of each group and the average size of bodily injury liability 
insurance carried per insured vehicle. The coefficient of correl
ation was 0.91 and the coefficient of determination was 0.83. 



TABLE XXI 

AMOUNT OF BODILY INJURY LIABILITY CARRIED ON MOTOR VEHICLES IN RELATION TO NET WORTH 
OF OPERATORS: PAYNE COUNTY, OKLAHOMA, 1957 -

Number : Number : Percent of: : : : : : : : Data 
Net Worth : of : of : All Farmers : : : : : : : : Not 
(Dollars) : Vehicles: Farmers: Interviewed: None; ~-10: 10-20: 15-30: 20-40: 25-50: 50-100: Available 

0-10,000 31 21 40 9 8 5 0 0 3 0 6 

10,001-20,000 25 14 27 4 9 4 1 0 0 0 7 

20,001-30,000 19 9 17 4 5 5 0 0 0 5 O 

Over 30,000 21 8 16 3 1 8 0 l O 8 0 

TOTAL 96 52 100 20 23 22 1 1 3 13 13 

U1 
00 
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All of the 50-100 bodily injury liability coverage was carried on 

vehicles owned by farmers with a net worth of over $20,000. These 

data may indicate that farmers with a higher net worth are more 

conscious of the need for long-range financial management or simply 

feel that they have a larger amount to lose if a judgment is made 

against them. Fewer of the vehicles owned by °farmers in the higher 

net worth group were left unprotected from the financial conse-

quences of a judp\'ent,·as compared with farmers with a lower net 

worth. 

Size of Property Damage Liability 

Amounts of property damage liability insurance on motor vehicles 

varied from $5,000 on 43 vehicles constituting 44.8 percent of the 

total to $50,000 coverage on 11 vehicles constituting 11.5 percent 

(Table XXII). Ten thousand dollars coverage was carried on seven 

percent of the vehicles while $15,000 and $20,000 coverages were 

.carried on one vehicle each. Almost 21 percent of the vehicles had 

no property insurance coverage. For 13 vehicles data were not 

availabJ.e. 
I 

If 'is apparent that the 20 farmers who carried larger 

amounts of property damage liability insurance than is necessary 

under the Oklahoma financial responsibility law recognized that one 

adverse judgment could seriously affect the financial stability of 

the farm business unless the risk were shifted. 

Size of Medical Payment Coverage 

Two different amounts of medical payment insurance on motor 

vehicles were found in the study (Table XX.III). Five hundred 
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dollars of medical payment coverage was carried on 18,7 percent of the 

96 vehicles in the study. The larger amount of $1,000 was carried on 

11.5 percent of the vehicles. Fifty-five vehicles constituting 57.3 

percent of the total carried no medical expense coverage and data 

were not available for 12 vehicles or 12.5 percent. 

TABLE XXII 

SIZE OF PROPERTY DAMAGE LIABILITY COVERAGE ON MOTOR VEHICLES: 
PAYNE COUNTY, OKLAHOMA, 1957 

Number Percent 
Coverage Maximum Limits of Vehicles of Vehicles 

None 20 20.8 

$ 5,000 43 44.8 

10,000 7 7.3 

15,000 1 1.0 

20,000 1 1.0 

50,000 11 11.5 

Not Available 13 13.6 

TOTAL 96 100.0 

TABLE XX.I II 

SIZE OF MEDICAL PAYMENTS COVERAGE CARRIED ON MOTOR VEHICLES: 
PAYNE COUNTY, OKLAHOMA, 1957 

Coverage Maximum Limits 

None 

$ 500 

1,000 

Data Not Available 

TOTAL 

! Number of Vehicles! Percent of Vehicles 

55 

18 

11 

12 

96 

57.3 

18, 7 

11.5 

12.5 

100.0 
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Size of Deduction on Collision Insurance 

Only one-- third af the automobiles -in the study carried collision 
·I 

insurance. Recognizing that collision insurance covers only loss to 

the insured vehicle, this maderately low incidence of coverage indi-

cates that the farmers either tended to use their insurance dollars 

for coverages protecting them against liability to other people 

(which might am~unt to a greater loss financially) or to use their 

funds for purposes other than vehicle insurance. 

Of the 32 vehi.c::les with collision insurance, 14 vehicles had 

deduction on their collision insurance in the amount of $10, 13 

vehicles had $50 deductible clauses, and two vehicles had deductible 

clauses of $100 (Tabl~XXIV)., Data were not :available on three 

vehicles. Those farmers who carried a higher proportion of the 

. initial collision risk themselves through the higher de·ductible 

amount had protection agai~st a possible large collision losa at a 

lower rate, in any given insurance company, than those farmers who 

paid the company to carry the smaller losses as well as the large. 
'··i)··· .. 

TABLE XXIV 

SIZE·OF.DEDUCTION IN COLLISION INSURANCE POLICIES CARRIED 
ON MOTOR VEHICLES': PAYNE COUNTY, OKLAHOMA, 1957 

Number of Vehicles · 
Size of Deduction: With Collision Insurance 

('Dollars) 
$ 10. 14 

50 

100 

Data Not Available 

TOTAL 

13 

2 

3 

32 

Percent of Vehicles 
With Collision.lnaui;ance 

43.8 

40.6 

6.2 

9.4 

100.0 
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Sununary Statement on Motor Vehicle Insurance 

Automobile insurance is unique in that it may combine personal, 

property, and liability coverages in the same policy. The majority 

of the vehicles belonging to the farmers interviewed had combinations 

of more than one coverage per policy. 

The personal coverage in an automobile policy provides protec-

tion for medical expenses to the driver and passengers injure·d, 

while in, entering, or alighting from the insured vehicle. Property 

insurance ·covers the automobile itself. Liability coverages ·provi:cie 

protection for financial liability suits arising from the use of the 

vehicle. 

The study indicates that farmers have tended to place greatest 

emphasis on protection on those ~oases from motor vehicles which 

would proportionally be the most disastrous to their financial 

position. At the same time a significant proportion have given 

thought to other types of lo·s.s. Individual farmers in some cases 

had protection limits for the proportionally large loss which were 

small relative to the ~ossible ha~ard. In some cases there is a 
i· 

question wh~ther long ~un financial position might more fully be 

safeguarded with greater emphasis on wider coverages on bodily 

injury and property damage even at the expense of some reduction 

of protection in the coverages on risks potentially less disastrous. 



CHAPTER VIII 

CASE STUDIES 

The foregoing analysis gives a composite view of the general 

facts with regard to the different types and kinds of insurance 

carried by the Payne County farmers interviewed. The operation of 

some of the principles of insurance and deviations from them have 

been observed. More specific illustration of the principles and 

problems involved in shifting risk by means of insurance may be 

made by shifting from the analysis of insurance programs of farmers 
'' 
in the aggregate to analysis of the insurance practices of partic-

-ular individuals. The following section therefore, is devoted to 

studies of two individual farmers, their personal and economic 

characteristics, risks, and insurance programs. 

The Case of Farmer "A" 

Personal and Economic Characteristics of Case Study "A" 

Farmer "A" is 33 years old, married, and the father of two pre-

school children. He is living on a 600 acre farm which is owned 

jointly by him and bis brothers and sisters. He owns an additional 

280 acres by himself, His total farming operation is 880 acres. He 

has 300 acres of the farm under cultivation, of which 80 acres are 

in wheat, and 30 acres in alfalfa, The only labor he hires is a 

little to fill in at haying and harvest time, In off seasons, 

farmer "A" does some dirt and gravel hauling, 

63 
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Farmer "A" has assets totaling $30,490 (Table XXV). His 

liabilities are $7,672, leaving a net worth of $22,818. All but 

$420 of the gross value is tied up in non-liquid assets which, if 

he were forced to sell in a short time, might have to be liquidated 

at less than full value. The 280 acres owned by farmer "A" has a 

mortgage of $5,000 outstanding. In addition to the real estate 

mortgage, he has chattel mortgages on his livestock and machinery 

totaling $2,672. 

BALANCE t,HEET' ~· FARMER 

Assets* 

Real Estate $17,000 

Power Machinery 1,920 

Other Machinery 1,000 

Livestock 6,170 

Motor Vehicles 3,980 

Securities 420 

TOTAL $30,490 

TABl;.,E XXV 

i1 ~r!:.; 
,t 

:PAYNE COUNTY, OKLAHOMA, 1957 

Liabilities 

Real Estate Mortgage $ s,ooo 

Chattel Mortgage 2,672 

TOTAL LIABILITIES 7~672 

NET WORTH 22,818 

$30,490 

* Household goods are not included in the balance sheet because 
of the difficulty in correctly evaluating goods whose appraisal by 
their owners is so influenced by personal considerations. The error 
is small because on farms they constitute only a small proportion of 
total assets. 

Risk Areas of Farmer ''A" 

Farmer ''A'' has a total of $7,672 of liabilities. Both his real 

estate and chattel mortgages are carried by a cotmnercial bank, without 
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a long term repayment plan or any guarantee of renewal privileges in 

the notes, The real estate mortgage becomes due in 1958, and the 

chattel mortgage, written for one year, was due July, 1957. In case 

of the death of the operator, there is a chance that payment of these 

debts would be requested at the end of these periods. A hurried sale 

of the property to liquidate these debts, could result in less than 

the anticipated value being received, 

If farmer "A" were to pass ·away at this time or in the near 

future, the living expenses of his family would constitute a definite 

risk for the farmer to evaluate. On the other hand, if his wife 

should die, provisions for caring for the young children and the home 

generally, could involve costs well above those which would obt~in 

for the family as it is now constituted. The death of other members 

of the family, while perhaps not yielding as serious financial 

consequences as the death of the operator or his wife would involve, 

some expense. All or part of the finaneial risk inherent in eac·h 

of these possibilities may be shifted by means of life insurance • 
.. 

The heal th of the farmer and his family also present a defini,te 

risk area, Large medicai expenses could seriously restrict the 

operations of the farmer and hinder the farm business if money now·· 

being used as operating capital had to be taken for medical bills. 

Farmer "A" with a family of four has this risk to investigate in 

determining his insurance program. 

Farmer "A" stated that even though the property on which he is 

living is owned jointly with his brothers and sisters, it is his duty 

to see that the buildings are maintained. Due to such an arrangement, 

perhaps at least part of his interest in the buildings and household 
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goods should be insured against loss by fire or storm. Farmer "A" 

has properties in the form of farm machinery, livestock, and motor 

vehicles with a value of $13,070. Although loss of these properties 

might not cause financial failure of the farmer, it ~ould represent 

a serious financial problem. 

No farmer in the survey had ever been sued for damages although 

some had had claims against them which had been paid by their insur

ance companies without the necessity of a suit. A financial liabil

ity suit could result in a judgment large enough to ruin the farmer 

and his business financially. Suits may arise not only from motor 

vehicle accidents, but also from personal and farm-con,.nected causes. 

The risk involved in such judgments may be covered by automobile 

liability and personal liability insurance. Usually the rates on 

liability insurance are relatively low in comparisbn with the cost of 

a lawsuit to the operator without such coverage. 

Farmer "A" has risk areas. He also has attempted to protect 

himself against some of these risks. He is spending $260.72 a year 

for life insurance protection on himself. For this amount he is re

ceiving policies with a total face value of $11,000. The wife has~ 

$1,000 life insurance policy, costing $22.99 per year. No life insur

ance is being carried on the children, All life insurance policie·s 

being carried are the kind with higher cost per dollar of face value 

such as limited payment life and endowments. 

Medical expense is recognized by farmer "A" as a risk. He is 

carrying three medical expense insurance policies. One policy 

provides for payments on room and board at the hospital only, one 

provides for payment of physician fees only, and one provides for both 
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hospital and physician fees. The first hospital policy pays for 

room and board up to a maximum of $750. The other two policies cover 

"first" costs, but have maximum amounts payable which vary depending 

upon the type of illness. Farmer 11A11 also has policies on the auto

mobile and one truck which include coverage for medical payments up 

to $1,000 for accidents occurring while in the a~tomobile or truck. 

Farmer 11A11 has no personal property insurance except that on 

the four motor vehicles. All four vehicles are covered by collision 

insurance, three by comprehensive insurance, and one by insurance 

against financial losses from fire and theft. 

Coverage against financial liability suits has been purchased 

by farmer "A" against suits that might arise from only three of his 

four motor vehicles. No protection has been provided for suits 

arising from hazards to other persons resulting from his farm or 

personal property or from actions by his family. 

The total annual cost to farmer "A" for all this insurance is 

$780.46. The details of cost and coverage are shown in Table XXVI. 

If farmer "A" could pay unlimited premiums, an "optimum" 

combination of insurance coverages could probably be worked out to 

his satisfaction. However, given the total premium payments of 

$780.46, are there combinations of insurance coverage which would 

give farmer "A" more adequate protection against his complex of 

risks than the existing combination provides? In the attempt to 

probe this question, an optional plan for the distribution of 

farmer "A's" total premium payment is presented. Since there must 

always be subjective elements in the appraisal of risks and the means 

of meeting them, this optional plan is not presented as the ideal but 



TABLE XXVI 

PRESENT INSURANCE PROGRAM - FARMER ''A" 

· : : Coverage : Premium 
Type of Insurance : Kind of Insurance : Insured : {Dollars) : {Dollars l 

Life 41 Year Endowment Operator $5,777.00 $142.58 
Double Indemnity 5. 78 
Disability Waiver of Premium 4.91 

42 Year Endowment Operator 4,223.00 96.92 
Double Indemnity 4.73 
Disability Waiver of Premium 3.13 

20 Payment Life Operator 1,000.00 21.22 

Total Life Insurance on Operator $11,000.00 

20 Payment Life Wife 1,000.00 22.99 

Total Life Insurance on Wife 1,000.00 

Total Life Insurance Premiums $302.26' 

Medical Expense Basic Hospital Oper_ator, Wife 
& One Child 750,00 34.10 

Basic Physician Operator, Wife 
& One Child * 45.00 

Basic Hospital & Physician Operator, Wife 
& One Child * . ) '{·. 

67 .20 

Total Medical Expense Premiums 146,30 

O'\ 
00 



TABLE XXVI (Continued) 

Coverage : Premium 
Type of Insurance: Kind of Insurance : Insured : (Dollars) : (Dollars) 

Motor Vehicle Liability Auto 50-100-10 
Liability Truck 10- 20-10 
Liability Truck 50-100-20 
Medical Payment Auto $L,OOQ. 00 
Medical Payment Truck $l;OOO.OO 
Collision Auto $50 DeductibJ.e 
Collision Truck $10 Deductible 
Collision Truck $50 Deductible 
Collision Truck $100 Deductible 
Comprehensive Auto Actual Cash Value 
Comprehensive Truck Actual Cash Value 
Comprehensive Truck Actual Cash Value 
Fire & Theft Truck Actual Cash Value 

Total Vehicle Insurance Premiums 

Total of All Premiums Per Year 

* No maximum coverage is listed b~cause it varies for each type of illness.·· 

$ 24.30 
20.60 
53.00 
9.00 

-a.20 
36.90 
36.40 
48.00 
19.60 
16.00 
18.80 
30.00 
11.10 

$331.90 

$780.46 

°' \0 
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only as a demonstration of the fact that careful, deliberate insurance 

programming is likely to provide i,mproved coverage of risks per insur

ance dollar than less carefully planned purchases will provide. 

The optional plan is developed in two steps. The first optional 

plan includes the life insurance policies as they are now being car

ried. A second'optional plan indicates possible benefits arising 

from revision of the life insurance program as well. 

Optional Plan for Coverage Other Than Life Insurance 

The following optional plan covers medical expense insurance, 

automobile and personal liability insurance, and fire insurance. 

Life insurance changes will be discussed later. 

Medical expense insurance--Farmer "A" now has three basic med

ical expense policies on himself, his wife, and one child. These 

three policies carry the following benefits: 

1. The hospital expense policy provides for the payment 

for room and board of the insured up to $7.50 per day 

for a maximum of 100 days or $750. 

2. The physician fees policy pays up to a stated amount 

which varies according to the illness. 

3. The basic hospital and physician fees policy pays up 

to $6.00 per day for hospital room and board for not 

more than 120 days but not to exceed $720. It pays 

for services such as blood and oxygen, and pays a 

portion of the physician fees depending upon the type 

of illness. 

Under the optional plan, the third medical payment insurance 

policy is retained and broadened to cover the second child. The 
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first two are dropped but a new $500 deductible medical expense policy 

is added with a maximum limit of $5,000. The one retained will pay a 

share of the "first" costs of any hospitalization and related expenses. 

The .added deductible policy will pay all medical expenses up to $5,000, 

except the first $500. This combination will offer greater protection 

against the larger bills if they·occur. Carrying the three policies 

which pay "first" costs offers greater chance of having most of the 

smaller bills paid, but all of the. policies lack the protection for 

the larger expenses. From the point of view of protection against 

disaster, the optional plan is preferrable~ The optional plan also 

presents a savings of $26.06 a year on the medical expense i~surance 

compared with the ones now being carried. 

Automobile .!.!!! personal liability insurance--Farmer "A" has not 

provided protection against the financial consequence of suits 

arising from personal and business causes. The optional plan lists 

a farmer's comprehensive personal liability policy with coverage for 

suits in the amount of $50,000 per person, $100,qpo per accident, 
;.. ; d 

and ·•$5 ,.000 property damage. This policy also covers suits within 

the same limits arising from claims of employees. The cost is $35.40 

per year. 

Three motor vehicles are currently covered with liability insur-

ance. The optional plan extends both bodily and property damage for 

all four vehicles. The amounts have been raised to 50-100-20. 

Collision insurance, for which premium rates are relatively higher, 

is not included in the optional plan. The value at stake in the 

event of collision of any one of the vehicles is not great due to 

the age of the automobile and the physical characteristics of the 
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trucks. Farmer 11A11 could probably carry the risk of such loss without 

undermining his financial position. Medical expense coverage in the 

automobile insurance in not continued. The operator and his family 

are covered with the other medical expense policies and the added cost 

of medical coverage in the vehicle insurance might better be used to 

provide other insurance against potentially disastrous risks. Comp

r'ehensive property damage insurance was continued on all four vehic

les because it offers such wide coverage against common losses for 

a relatively small premium. 

!!!.! insurance--Farmer "A" is not carrying any fire insurance 

on the buildings or on his personal-property other than motor vehic

les. He owns a fourth interest in the buildings, but in case they 

were to be destroyed he probably would have to replace them himself. 

A $1,500 fire and extended coverage insurance policy is therefore 

included on the house in the alternative plan. The outbuildings on 

the farm consist of a small two-story barn, two steel granaries, and 

other s~all and older buildings. Because none of these outbuildings 

are essential to, any of t~e present farm enterprises, and because of 

their age and condition, no fire.insurance is included on.the out

buildings in the new plan. However, in this alternative plan, per

sonal household goods are insured with a fire and extended coverage 

policy for $1,000. The cost of all these coveFages amounts to $15.75. 

Total Premiums Under the Two Plans 

The total premium on the optional plan is $49.44 less than for 

the original insurance plan. This amount is earmarked to be put into 

a five-year renewable term life insurance policy to provide an added 
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$6,963,38 of protection on the operator in the revised life insurance 

coverage discussed in the next section. It could so be used even if 

no other change were made in the life insurance program, 

Differences~ coverages between actual and optional plans--The 

optional plan offers the opportunity for $6,961 more life insurance 

on the operator than the plan now being.carried. It also increases 

his protection from large medical expenses. Under the optional plan 

the farmer has wider and increased amounts of liability insurance. 

His approximate share of the house, and his household goods are cov-

ered, at least partly, against fire damage. 

To obtain these changes and additions without increasing the 

total annual premium, it appears logical to drop two basic medical 

expense policies, drop the medical payment coverages on the auto-

mobile and one truck, drop the collision insurance on all four vehic-

les, and drop the fire and theft coverage on one truck. This latter 
,. 

coverage is dropped in exchange for a comprehensive coverage which 

gives wider protection. 

1 Optional Plan for Life Insurance 

Farmer "A" has a $1,000, 20-payment life insurance policy on 

himself that he has carried for 16 years. His wife is also carrying 

a $1,000, 20-payment life policy. She has had her policy for 12 

years. These insurance policies cannot si~ply be converted to lower 

rate ordinary life or term insurance. To change them, they would 

have to be dropped and then replaced with other insurance at rates 

1The following section is written under the assumption that 
both farmer "A" and his wife are still insurable. 
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applying to the increased age of the operator and his wife. After 20 

years of payments on a 20-payment life policy the insured has life 

insurance protection in the amount of the face value paid up for 

life. It would not be economically sound for farmer "A" and his 

wife to drop their 20-payment life policies on which they have paid, 

and accumulated equities, for 16 years and 12 years respectively. At 

their now attained age the net cost of ordinary life would be higher 

than the net cost of the 20-payment life policy. 

Farmer "A" would now receive about $300 if he were to cash his 

20-payment life policy on which the premium is $21.22 per year. The 

annual premium for $1,000 of ordinary life at his present age would 

be around $30. The interest from the $300, deposited at 2.5 percent, 

would be $7.50 per year. The interest from this investment plus the 

premium he is now paying would not pay the premium on a $1,000 ordin

ary life policy. As his policy now stands he will pay the $21.22 for 

four more years, then receive a paid up policy for life, Also the 

cash value under a new ordinary life policy would build much slower 

than if the 20-payment life policy is continued, This reasoning 

would also apply to the 20-payment life policy on the wife. Because 

of the above reasons these two policies will remain in the optional 

life insurance program. 

If farmer "A" continues to pay on the two endowment policies he 

is now carrying, he will continue to have $10,000 protection from 

them in the event of his death before the endowment date or he will 

receive $10,000 in cash at age 65. The problem is to try to develop 

a new program giving more protection without sacrificing cash value 

at age 65. 
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Farmer "A" is now spending $258.05 for his two endowment policies 

with double indemnity and disability .waiver of premiums. The optional 

plan would involve the following actions: 

1. Take the cash value of the two endowment policies, amounting 

to $1,379.32, and deposit it in a bank at 2.5 percent interest. 

2. Use the $258.05 premium money and purchase $12,260.34 of 

ordinary life with $10,000 of double indemnity and disability waiver 

of premiums included. 

These changes wpuld provide farmer "A'' with $2,260.34 more life 

insurance, plus a bank account of $1,379~32 left at interest. At age 

65 the ordinary life policy would have a cash value of $6,927.09. The 

bank account over the 32 years would have increased to $3,124.80. 

These two funds together equal $10,051.89. Although this alternative 

plan has a higher guaranteed cash value than farmer "A's" current 

plan at age 65, consideration must be given to the dividends which 

would accrue to the endowment policies. During the next 32 years the 

dividends from the endowment policies could equal $2,000 or more at 

age 65 if left at interest. Expectations of this added amount must 

be weighed by the individual concerned against the added protection 

offered by the optional plan for the years until he reaches age 65. 

For the same amount of money he has received added protection, 

and added slightly to his guaranteed retirement fund. If he were to 

die at age 50 his widow would receive $12,260.34 from the ordinary 

life insurance, $1,000 from the 20-payment life insurance, plus a 

bank account of $2,100, or a total of $15,360.34. 

A further increase in life insurance coverage is made possible 

by the purchase of $6,963.38 of 5-year term insurance with the $49.44 
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saving in premiums on the medical, liability, automobile, and fire 

insurance in the first part of the optional plan. This would give an 

increase of $6,963.38 plus $2,260.34 in insurance or $9,223.72 plus 

the principal sum in the bank account of $1,379.32 for a total of 

$10,603,05 (plus whatever interest had accrued on the bank account), 

over the money now available to the survivors in case of the death of 

the operator. Each year the fund in tqe bank will increase by some 

$35 or more if the interest is redeposited. This amount would 

increase the funds available at the death of the operator. The total 

given above would be effective for only the first five years. If the 

amount of $49.44 is put into term insurance after that time it would 

purchase less protection due to the increased age of the operator. 

For example, after the first five years the $49.44 would purchase 

$5,920.96 of term life insurance. After 10 years it would purchase 

$4,642.25 of term insurance. The amount of protection from this 

given amount of premium would decrease each five years until at age 

58 it would purchase only $1,557.17 of 5-year term insurance. 

Under the alternative plan if farmer "A" were to die within a 

five year period, he would have life insurance in the total face 

value amount of $1,000.00 of 20-payment life, $12,260.34 of ordinary 

life, and $6,963.38 of 5-year term for a total of $20,223.72 to be 

paid to his beneficiaries. However, on the 5-year term the premium 

rate will"rise each time the policy is renewed. If the total pre

mium of $49.44 on his term insurance is held constant then it 

follows that his total coverage would decrease. If farmer "A" 

were to die during the second five year term, his coverage would be 

reduced from $20,223.72 to $19,181.30. If he were to die after 10 



77 

... years; but. bef(?re 15, his beneficiaries would receive $17,902.59 

from his life insurance. This total amount would decrease until for 

the period from age 58 to 63 farmer "A" would have only $14,817.51 

of coverage, Thus this plan would provide significantly more protec

tion during the critical years of family development and even at age 

63 his face value of insurance would still exceed the $11,000 of face 

value under his current plan. These figures are based upon the same 

$49.44 being alloted each year for the term insurance. 

Completed Optional Plan 

Table XXVII lists the coverages possible using both the optional 

plan on life insurance and insurance other than life. This listing 

is not to be taken as a definite plan which farmer "A" should follow. 

He was not contacted and such changes were not discussed with him, 

If changes were actually made, i~ is improbable that be would insist 

on keeping the total premium cost completely unchanged. With some 

flexibility in the total amount of premiums, a better plan might be 

developed. The suggested revision illustrates some possibilities 

without changing total premium costs and, especially, it emphasizes 

the need for careful programming of insurance before purchase or for 

reappraisal of the insurance program when any significant changes 

in the personal and economic conditions of the farmer and his family 

bring changes in the risk situation. Different insurance counselors 

might offer different alternatives. 



TABLE XXVII 

OPTIONAL PLAN - FARMER "A" 

:: : Coverage : Premium 
Type of Insurance : Kind of Insurance :: Insured : (Dollars) : ~~Dollars) 

Life 

Medical Expense 

Liability 

20 Payment Life 
Ordinary Life 

Double Indemnity 
Disability Waiver of Premium 

Ordinary Life 
5 Year Term 

Operator 
Operator 

Operator 
Operator 

Total Life Insurance on Operator 

20 Payment Life Wife 

Total Life Insurance on Wife 

$1,000.00 
10,000.00 

2,260.34 
6,963.38 

1,000.00 

Total Life Insurance Premiums 

Basic Hospital & Physician 
$500 Deductible 

Family 
Family * 5,000.00 

Total Medical Expense Premiums 

Farmers Comprehensive Employees Coverage 50-100-5 

Total Liability Premiums 

$20,223.72 

1,000.00 

$ 21.22 
190.90 

15.00 
9.00 

43.15 
49.44 

22.99 

81.60 
38.64 

35.40 

$351. 70 

120.24 

35.40 

...... 
CD 



TABL.E XXVII (Continued) 

Coverage : Premium 
Type of Insurance : Kind of Insurance : Insured : (Dollars) : (Dollars) 

Motor Vehicle 

Fire 

Liability 
Liability 
Liability 
Liability 
Comprehensive 
Comprehensive 
Comprehensive 
Comprehensive 

Fire and E.C. 
Fire and E.C. 

Auto 50-100-20 
Truck 50-100-20 
Truck 50-100-20 
Truck 50-100-20 
Auto Actual Cash Value 
Truck Actual Cash Value 
Truck Actual Cash Value 
Truck Actual Cash Value 

Total Motor Vehicle Premiums 

House 
H.B. Goods 

Total Fire Premiums 

$ 1,500-.00 
1,000.00 

Total of All Premiums Per Year 

* No maximum coverage is listed because it varies for each type of illness. 

$ 25.20 
22.57 
53.00 
53.00 
17.00 
17.00 
34.80 
34.80 

$557.37 

9.45 
6.30 

15.75 
-
$780.46 

"' \0 
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The Case of Farmer "Bu 

Personal and Economic Characteristics of Farmer "B" 

Farmer "B" is 40 years old, married, and the father of three 

children. The two older children are in high school, and the young

est is pre-school. He owns the quarter section'on which he is living. 

Besides the 160 acres, he is renting 460 acres for a total farming 

operation of 720 acres. He has 250 acres under cultivation, 72 acres 

of which is in wheat and 50 acres·in·alfalfa. Farmer "B11 stated he 

hired a little labor only at haying or harvest time. He does not 

work off the farm except for occasional custom work. 

Farmer "B" has assets totaling $34,410 (Table XXVIII). Eighty

seven percent of his total assets is his own appraised value of his 

real estate holdings. Other than the $2,440 worth of livestock, 

farmer "B" has only a small holding of non-real estate assets.· His 

liabilities are $3,500, leaving a net worth of $30,910. Here again, 

as in the case of farmer "A", his assets are highly nonliquid and if 

he were forced to sell in a short period of time, less than his full 

appraised value might be received. He does have a clear title to 

his farm. His liabilities consist of only one chattel mortgage. 

Risk Areas of Farmer "B'' 

Farmer "B" bas risk areas very similar to farmer "A". His 

chattel mortgage is made out to mature in a year. It has been his 

method to borrow, pay back, and renew as it was needed. If he were 

to die, the $3,500 would probably become due in a short time. Living 

expenses of his survivors must also be classed as a risk. Farmer ''B" 

at this time has neither assets nor insurance to cover these risks. 
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TABLE XXVIII 

BALANCE SHEET• FARMER "B": PAYNE COUNTY, OKLAHOMA, 1957 

Assets Liabilities 

Real Estate $30,000 Chattel Mortgage $ 3,500 

Power Machinery 450 

Other Machinery 725 TOTAL LIABILITY 3,500 

Livestock 2,440 

Motor Vehicles 295 NET WORTH 30,910 

Securities 500 

TOTAL $34,410 TOTAL $34,410 

No protection against the financial consequences of the death of 

another member of the family has been provided by insurance. 

Farmer "B" does have a medical expense policy, but it covered 

expenses from polio only (Table XXIX). He stated the policy was 

purchased to "get rid of the agent." 

Typ, of. 
Insurance 

Medical Expense 

Fire 

Motor Vehicle 

TABLE XXIX 

PRESENT INSURANCE PROGRAM - FARMER "B" 

Kind of Policy 

Polio 

Fire, Tornado & Hail 
Fire, Tornado & Hail 
Fire Service 

Liabiltiy 
Liability 
Liability 

Insured 

Family 

Face 
Value 

.. . 

House 2 J 000} 
Outbuildings 1,700 · 

100 . 

Auto 
Truck 
Truck 

10-20-5 
10-20-10 
10-20-10 

TOTAL 

Premium 

$ 10.00 

29.90 

26.30 
26.00 
35.40 

$127 .60 
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Farmer "B" has a total of $7,700 of fire insurance on his house 

and outbuildings. His improvements are in very good condition, and 

the house is in excellent shape. Although, in the event of total 

destruction of any of the buildings he would be under-insured, he 

does have protection against the smaller losses. No insurance is 

being carried on his household goods. 

Protection has been provided against the financial consequences 

of liability suits, but only those arising from motor vehicles. 

Optional Plan for Farmer "B" 

Because of the financial consequences attached to a financial 

liability suit from a motor vehicle accident or destruction to his 

home or outbuildings, farmer "B's" program for these coverages 

probably should be continued. The $10.00 spent for a polio policy 

might be utilized more fully in dealing with his risk areas if it 

were used to purchase a farmer's personal comprehensive liability 

,policy or term insurance on the operator. Farmer "B" could purchase 

a comprehensive liability policy with 5-10-5 limits for $14.10. He 

could purchase a 5-year term insurance at $9.97 per thousand dollars 

of face value. 

Even with these changes farmer "B" lacks the protection shown 

in the case of farmer "A", but the change of only $10.00 could 

provide a fuller coverage against financial blows than he now has 

with his present insurance program. 

In contrast with the case of farmer "A" in which there are even 

now possibilties for significantly enlarging the program, the case of 

farmer "B" is one in which a reasonable adequate program could be 
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provided only with a greatly increased premium outlay even if assuming 

he is still insurable. Since farmer 11Bn is now 40 years of age the 

current annual cost of providing such reasonable adequate program 

would be much higher than would have been the case had he done a 

better job of progranuning for the meeting of risks at an earlier age. 

This case is reasonably typical of many cases in which farmers 

are carrying a heavier portion of the risk load than they could well 

handle in the event of personal or physical disaster. It is therefore 

extremely important that a farmer should seek to classify his risk 

areas by importance and attempt, with the help of a professional 

insurance counselor, to program his total insurance program in view 

of total premium and importance of each coverage. 



CHAPTER IX 

SUMMARY AND CONCLUSIONS 

Farming is subject to many kinds of uncertainty which may affect 

farmers' financial returns, Some uncertainties carry the possibility 

of either gain or loss. Other uncertainties such as loss of future 

income due to premature death, decrease in future income becuase of 

disability, cost of medical expenses, loss of property, or loss of 

assets due to financial liability suits carry only the possibility of 

loss if they occur, For many of the latter, the frequency of loss, 

given a sufficiently large number of cases, can be estimated with 

sufficient dependability that the risk may be hedged by the use of 

conunercial insurance, 

In conunon with other businessmen, farmers necessarily face these 

risks in the operation of their farms and they may either carry the 

risk in its entirety alone or they may shift part of the risk to others 

who are willing to assume it for a price. In either case, the cost of 

carrying risk is a necessary charge against the business. If the risks 

are shifted through_insurance, good management would dictate that the 

coverage should be so selected as to give optimum protection against 

risks, This optimum will differ with differing economic character

istics of the insured. This study was conducted during 1957 among 52 

farmers in Payne County, OklahomaJ to examine and evaluate the actual 

distribution of insurance coverages, 

Forty percent of the families in the Fayne County study carried 

some life insurance. The total amount of life insurance carried was 

84 
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$194,950. Coverages on the operator totaled $,138,150 (71 percent of 

the total), coverages on the wivest~re $25,400 (13 percent), whil~, 
/ 

$31,400 (16 percent) of the life insurance was carried on children. 

Of these totals, $36 1 200 or 19 percent was in the form of term 

insurance which is pure protection without any element of savings as 

such. Ordinary life insurance which represents mostly protection, 

but with some savings element, accounted for $84,500 or 43 percent. 

Limited payment life, which is whole life insurance-with a large_ 

prepayment in the premium, amounted to $48,250 or 25 percent. 

Endowment life insurance, other than very long-term endowment, 

carries a lower amount of protection relative to savings than other 

policies. This kind of insurance accounted for $26,000 or 13 percent 

of the total coverage~ The premium per dollar of face value is 

lowest for term insurance and becomes progressively higher through 

ordinary life, limited payment life and endowment insurance. Thus, 

with the exception that the amount of term insurance was less than 

that of ordinary life, these Payne County farmers have tended to 

emphasize the protection element rather_tha.n savings element in 

their aggregate insurance coverage. 

This distribution by kinds of policies in the aggregate is 

roughly approximate to the distribution by kinds of policies on the 

farm operators who carried 17 percent of their insurance in term, 

50 percent in ordinary life, 19 percent in limited payment life, and 

14 percent in endowment policies. Oistribution on wives and children 

was somewhat less consistent, Wives carried 19 percent of their 

insurance as term, 35 percent as ordinary life, 22 percent as limited 

payment life, and 24 percent as endowment. The distribution for 
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children was 27 percent term, 22 percent ordinary life, 51 percent 

limited payment life, and no endowment insurance. 

The average coverage per insured operator was $6,908. This 

figure may seem low when the financial needs in case of the death of 

the operator are realized. Case study analysis indicates that, in 

some cases at least, revision of the total insurance program could 

materially increase the amount of protection without increasing 

the total expenditure for insurance. 

Average coverages per insured wife and child were $1,814 and 

$1,570 respectively. Total protection for wives and children per 

premium dollar could have been increased had greater emphasis been 

placed on ordinary life or term insurance rather than on the higher 

premium limited payment life and endowment insurance. This modifi

cation would have been in line with the expressed opinions of most 

of the interviewed farmers who said that their principal motive in 

buying insurance was protection rather than insurance as a form of 

savings. 

The amount of life insurance per insured family tended to in

crease as the net worth of the farmer increased. The farmers with 

a net worth up to $10,000 averaged $5,189 per insured family, 

farmers with net worth of $10,001 to $20,000 averaged $7,937 per 

insured family, farmers with $20,001 to $30,000 net worth had 

$11,375 per insured family, and the farmers with over $301 000 net 

worth had an average life insurance coverage; ~er insured family of 

$17,750. 

No consistent relationship was found between the net worth of 

the farmer and the distribution of life insurance by kinds of policies. 
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Inconsistent with the stated objectives in the purchase of protection, 

farmers .in the lower net worth groups carried higher proportions of 

endowment and limited payment lifeinsurance than did operators in 

the higher net worth group. Greater protection could hav~ been pro

vided per premium dollar to these farmers with fewer net assets had 

more of their coverage been in those kinds with a lower cost per 

dollar of face value. 

The relationship between number of dependent children and amount 

of life insurance carried was not consistent. Operators with no 

dependent children averaged $9 1 143 of life insurance per insured 

operator. Operators with one dependent child had the lowest coverage 

per insured operator. This geo~p had $3,000 coverage per insured 

operator. The operators with two, three, or four dependent children 

were carrying $8,333, $3 1 610, and $10,750 of life insurance per 

insured operator respectively. 

Operators with fewer than ~4.ne years of formal schooling had 

much smaller coverages than those with nine years or more. Only 

$2,105 of life insurance was carried per insured operator in the 

group with fewer than nine years of schooling. Insured operators 

with 9 to 12 years of schooling had $12,833 of coverage, and oper

ators with 13 to 16 years of schooling had $10,025 of life insurance 

per insured operator. 

The age of the interviewed farmers was inversely related to the 

amount of their .. life insurance coverage. Insured farmers under 40 

years of age had $8,900 coverage, those from 40 to 59 years of age 

carried $6,868 per insured operator, while those 60 years and over 

averaged only $4,525 coverage. 



88 

Other Personal Insurance Coverages 

Disability income insurance, designed to pay the insured a 

monthly income if disabled, was carried by five of the farmers 

interviewed. Benefits on the policies varied from $12.50 to $150.00 

per month. Two operators had their disability insurance in connection 

with life insurance policies. 

Medical expense insurance was carried by 23 farmers either on 

themselves or on their families. Stock companies were used by 15 

of the 23 families. Four families had Blue Cross and Blue Shield, 

three families had insurance with mutual companies, and one family 

had insurance with both a mutual and stock company. 

Property Insurance 

Ownership of physical property carries with it the possibility 

of a loss. In order to protect the financial structure of the 

business, it may be important for the farmer to be insured against 

some proportion of the loss. A larger proportion of the farmers 

interviewed had hedged against these losses than any other insurable 

risk. 

Forty-five of the 52 farmers interviewed owned houses and out

buildings. Thirty-eight of these 45 had fire insurance on their 

houses. Outbuildings were covered by 32 out of the 45 farmers. All 

52 farmers owned household goods and 27 of them had these goods par

tially covered with fire insurance. 

Twenty-nine of the 40 farmers who had some kind of fire insurance 

had wind and hail coverage in their policies. Eight others had exten

ded coverage to include explosion and aircraft as well. 



Although the majority of the farmers carried fire insurance, 

their total coverage did not approximate the replacement costs in 

case of a total loss. Thus, farmers were not attempting to shift 
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the total risk from fire loss. Only six of the interviewed farmers 

had over $10,000 total fire insurance coverage on all their buildings 

and household goods. Even though farmers were not shifting total 

fire risks, the study indicates that the distribution of fire 

insurance was more closely correlated with the needs of the indi,.. 

vidual farmer than was life insurance coverage. 

Three farmers had insurance protection on their farm machinery. 

One farmer had fire and extended coverage, one carried coverage for 

fire, tornado, and hail, and one other for fire, theft, and wind 

damage. 

The only type of crop insurance found in the study was hail 

insurance on wheat. This was carried by 12 of the 40 farmers who 

raised wheat. The protection ranged from $20.00 to $58.33 per acre 

which cost at the rate of $3.50 per $100 of insurance. 

Liability Insurance 

Financial liability suits could result in claims of serious 

proportions. Four of the interviewed farmers had purchased insur

ance for protection against such suits. Two of these farmers were 

insurance agents. One farmer stated that he had asked his insurance 

agent about a liability policy, but was discouraged from purchasing 

one. Thirty-nine percent of the farmers interviewed stated they 

were not familiar with such coverage. 
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Motor Vehicle Insurance 

Insurance on motor vehicles may be purchased to cover losses 

sustained from liability suits, medical expenses, and. physical loss 

to the vehicle. 

Liability insurance on vehicles was carried by 76 percent of 

the farmers with vehicles. Forty-nine percent of the farmers had 

medical payment insurance on their vehicles. Collision and com

prehensive property insurance was carried by 43 and 45 percent of 

the farmers respectively. These coverages varied in combination 

from liability alone to a combination of liability, medical payments, 

collision, and comp,rehensive. 

The study shows that the majority of the farmers with vehicle 

liability coverages have been conservative on the size of their 

liability coverage although 13.6 percent of the vehicles carried 

liability limits of 50-100. For only a small additional cost, the 

narrower limits could be increased several times. This same 

situation applies also to the size of property damage limits for 

which 44.8 percent of the vehicles had coverages of only $5,000, 

and 20.8 percent had no property damage liability coverage. On 

67 percent of the 96 vehicles in the study, farmers were carrying 

all of their own risk of collision. About 57 percent of the vehicles 

carried no medical pa}'ll\.ent insurance. Fifty-eight percent of the 

vehicles did not have comprehensive coverage. 
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Case Studies 

Two case studies are presented. In one, the farmer has attempted 

to hedge against insurable risks to a much greater extent than the 

other. Farmer "A" was spending a total of $780.46 per year for all 

forms of insurance while farmer "B" was spending only $127.60, The 

ages and risk areas of these two farmers were rather similar. Farmer 

"A" presented a case in which the tbtal protection provided by his 

insurance dollars was less than would be necessary to meet his needs 

in the event of disaster. However, his basic insurance program was 

such that revision could be suggested which would materially increase 

his overall protection without increasing the total expenditure in 

premiums. Farmer "B" on the other hand presented a case in which 

the basic program was so inadequate with reference to the risk 

element that the protection could have been enlarged only with the 

expenditure of additional premium dollars. 

The alternative program suggested for farmer "A" would provide 

$9,223.72 of additional face value of life insurance during the next 

five years and in spite of some decreasing term insurance element 

in the program, would still leave him with $3,817.51 more face value 

of life insurance at age 63. These sums are offered without greatly 

changing the cash values available to the farmer at age 65. At the 

same time, it would leave the farmer covered for risks of possible 

disaster proportions on his motor vehicles and medical expenses, and 

in addition provide him with insurance which he did not have under 

his actual program to give fire and extended coverage on his house 

and househol.d goods, and comprehensive liability insurance to cover 

both general liability sufts and suits from employees. 
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Since farmer "B" was 40 years of age, few improvements in his. 

insurance program could be suggested without greatly increasing his 

premium outlay. This case is reasonably typical of many in which 

farmers are carrying a heavier portion of the risk load than they 

could well handle in the event of personal or physical disaster. 

It demonstrates the desirability of early comprehensive analysis of 

farmers' possib111ties for risk management. 

Concluding Remarks 

The-study as a whole tends to illustrate that most of the inter.

viewed farmers were purchasing their insurance without comprehensive 

programming of their needs and possibilities. There is no clear 

evidence that farmers in many cases were attempting to correlate 

closely their kinds and amounts of insurance with their degrees ·of 

risk. There is little evidence that sellers of farm insurance have 

made· consistent: fttempts to counsel farmers ·within the framework of 

comprehensive programming to meet the needs of the particular farmer. 

This is most evident in the study of personal coverages. Judging 

from the limited knowledge of some of the farmers interviewed, the 

study indicates that some of the insurance was purchased from non

local or transient agents. This was most evident with life insur

ance and medical expense insurance. Much insurance of all kinds was 

purchased through part-time resident agents. 
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