
Lesson B4–4

Insuring the Agribusiness

Unit B. Starting and Operating the Agribusiness

Problem Area 4. Operating the Agribusiness

Lesson 4. Insuring the Agribusiness

New Mexico Content Standard:

Pathway Strand: Agribusiness Systems

Standard: I: Employ leadership skills to accomplish goals and objectives in an AFNR busi-

ness environment.

Benchmark: I-C: Apply management skills to accomplish general business activities from

production to public relations.

Performance Standard: 4. Make business agreements. 5. Follow local, state, and federal

regulations and appreciate the consequences of not following them. 7. Make business

presentation.

Student Learning Objectives. Instruction in this lesson should result in students

achieving the following objectives:

1. Discuss the principles of insurance as they relate to the agribusiness.

2. Identify the primary categories and the specific types of insurance.

3. Discuss the factors to consider when selecting insurance and an insurance com-

pany.

4. Discuss the basics of how insurance companies operate.

5. Describe some guidelines which may be helpful in filing a claim.
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List of Resources. The following resources may be useful in teaching this lesson:

Recommended Resources. One of the following resources should be selected to accompany the

lesson:

Newman, Michael E. and Walter J. Wills. Agribusiness Management and Entrepre-

neurship. Danville, Illinois: Interstate Publishers, Inc. 1994. (Chapter 10)

VAS U6017, Using Insurance in the Farm Business, Urbana, Illinois: Vocational

Agriculture Service.

Other Resources. The following resources will be useful to students and teachers:

Steward, Jim, Raleigh Jobes, et al. Farm and Ranch Business Management. Moline,

Illinois: Deere & Company Service Publications Department, 1992. (Chapter

11)

Gibson, Jerry D., et al. Agribusiness: Management, Marketing, Human Resource

Development, Communication, and Technology. Danville, Illinois: Interstate Pub-

lishers, Inc., 2001. (Textbook, Chapter 4)

List of Equipment, Tools, Supplies, and Facilities

Writing surface

Overhead projector

Transparencies from attached masters

Terms. The following terms are presented in this lesson (shown in bold italics):

Beneficiary

Cash settlement

Claim

Coinsurance

Deductible

Disability insurance

Group insurance plan

Insurability

Insurance

Overinsuring

Premium

Term insurance

Worker’s compensation
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Interest Approach. Use an interest approach that will prepare the students for the les-

son. Teachers often develop approaches for their unique class and student situations. A possible

approach is included here.

Begin discussion by asking your students what they would do if they had an accident with their automo-

bile. How would they pay to get it repaired? Lead the discussion to the purpose of auto insurance.

Summary of Content and Teaching Strategies

Objective 1: Discuss the principles of insurance as they relate to the agribusiness.

Anticipated Problem: What are the principles of insurance as they relate to the agribusiness?

I. Insurance is the protection by written contract against whole or part of a financial loss based

on the happenings of specific events. Insurance costs money, but compared to the potential

financial loss or liability the amount may be insignificant. It is important to remember that

insurance is designed to protect against major losses or changes in lifestyle—not for minor

occurrences, which may only be an inconvenience of minor financial consequence. An eval-

uation must be made in order to determine what losses can be covered without insurance.

Insurance is not intended to make a profit for the insured. In many states there are very spe-

cific laws or rules, which strictly forbid the insured from collecting more than once from one

or more insurance companies for the same covered loss. Overinsuring in hope of collecting a

profit should a claim occur is illegal. Overinsuring is buying insurance coverage of value

higher than the value of the item being insured. Most insurance laws prevent the insured

from collecting in excess of 100 percent of the loss regardless of the number of companies or

policies. In most cases, policies require that 80 percent of the value of property be insured for

the insurance company to pay a claim at full cash settlement. A claim is a demand to the

insurer for payment of benefits under an insurance contract. While a cash settlement is the

money paid to settle an insurance claim. The amount of premium coverage may be reduced

or controlled through the use of a deductible or through coinsurance. A deductible is the

amount of covered charges incurred by the insured that must be assumed by the insured

before benefits from the insurance company become payable. Coinsurance is a policy provi-

sion by which the insured and the insurer share the covered loss. The higher the deductible

the purchaser is willing to bear, the lower the premium will be.

A. There are many factors that an insurance company evaluates when determining the

insurability of an individual or a business. Insurability is the acceptability by the insur-

ance company of an applicant for insurance.

1. The characteristics of an individual that are evaluated by an insurance company to

determine insurability are:

a. Age

b. Sex

c. Physical condition
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d. Medical history

2. The characteristics of a business that are evaluated to determine insurability are:

a. Location

b. Type of business

c. Products handled or services offered

d. Age and condition of the property

A variety of techniques may be used to assist students in mastering this objective. Students should use text

materials to help the principles of insurance as they relate to the agribusiness. Chapter 10 in Agribusiness

Management and Entrepreneurship is recommended. Use TM: B4–4A to assist in discussion on this

topic.

Objective 2: Identify the primary categories and the specific types of insurance.

Anticipated Problem: What are the primary categories and the specific types of insurance?

II. The types of insurance available generally fall into two primary categories: (1) life and

health and (2) property and casualty. In business, life and health coverage are employee

benefits in addition to wages if the employer pays all or the major portion of the premium.

Some common examples of these types of insurance include: group health and life, dental

insurance, and disability insurance. Some examples of property and casualty insurance

include vehicle and homeowner insurance, product or professional liability insurance, and

business interruption insurance. The commercial or business package is usually more of a

component policy. These policies should be carefully evaluated in order to be sure that all

needs are covered. The basic types of insurance are:

A. Life insurance—The function of life insurance is to protect the beneficiary or the desig-

nated recipient of the benefits of an insurance policy, from the consequences of the

insured’s death. This may include providing burial and family living costs in the case of

the individual’s death. Businesses also commonly insure key individuals whose tempo-

rary or permanent loss would cause the business considerable hardship. Financial institu-

tions may require full or partial collateral assignment of key person life insurance policies

when making loans to a business. Life insurance comes in two basic formats: term and

whole life. Term insurance is purchased for a specific length of time at a fixed rate based

on the age and health of the individual. The policy’s premium, or cost increases with the

age of the insured and length of time covered. Whole life insurance is generally pur-

chased for the entire life of the insured. A fixed premium is guaranteed regardless of

changes in health and age. Premiums are paid until the death of the insured or until the

policy is paid up. As premiums are paid, the policy builds a cash value which may be bor-

rowed or used as collateral on a loan. Should the insured die before the loan is repaid,

the unpaid balance will be subtracted from the death benefit paid out by the insurance

company.

B. Health insurance—The purpose of health insurance is to establish protection that pro-

vides payment of benefits for covered sickness or injury of the insured. In business this is
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generally provided, usually by the employer, on a group of people under a master policy.

This master policy is commonly referred to as a group insurance plan. The policy may

have different coverage for emergency, out-patient, and in-patient situations. It may also

have exclusions where the policy will not provide benefit payments for certain health

problems.

C. Workers’ compensation—Workers’ compensation is an insurance system requiring

employers to cover employees for job-related injuries. Should a job-related accident or

sickness occur this would be the only policy paying for the employee’s expenses.

D. Disability insurance—Disability insurance is protection for the insured if he or she is

unable to work because of a disabling injury or illness. It provides income for the insured

for a specified period.

E. Vehicle insurance—This is used to provide protection against the cost that may be

incurred as the result of an auto accident, especially where the insured is at fault and a

lawsuit could result. The basic coverage usually provides for liability and property dam-

age to others. Options may include collision and comprehensive coverage on the

insured’s vehicle.

F. Property insurance—This type of insurance is designed to provide replacement cost or

actual cash value for damaged or destroyed property.

G. Liability insurance—This is insurance covering anything for which a business or individ-

ual may be liable.

H. Business interruption insurance—This is designed to provide protection from loss of

business income for a specific period if the business is destroyed and it will take some

time to relocate or rebuild. It can also be written on key suppliers to a business to provide

protection in case they are destroyed.

I. Professional liability insurance—This provides protection against claims as a result of

providing a service.

J. Product liability insurance—This type of insurance provides protection against claims

arising from use, handling, or consumption of a product that the business creates or was

a part of creating.

A variety of techniques may be used to assist students in mastering this objective. Students should use text

materials to identify the primary categories and the specific types of insurance. Chapter 10 in Agribusiness

Management and Entrepreneurship is recommended. Use TM: B4–4B to assist in discussion on this

topic.

Objective 3: Discuss the factors to consider when selecting insurance and an insurance

company.

Anticipated Problem: What are the factors to consider when selecting insurance and an insur-

ance company?

III. Careful selection of an insurance agent and insurance company may be more important than

selecting the proper coverage. Most individuals aren’t aware of the overall options available

New Mexico Agribusiness Management Lesson Plan Library

Unit B. Problem Area 4. Lesson 4. Page 5.



when buying a policy; therefore they decide to purchase a policy based only on those options

the agent presents to them. Insurance agents are salespeople. Some are affiliated exclusively

with one company, others are known as independent agents who represent a number of

insurance companies. It is imperative to select an agent that has a good understanding of

you and your business so they can assist you in selecting the best policy for you.

A. Price should not be the only consideration when comparing different sources of insur-

ance. Other factors which should be explored include:

1. Service provided by the insurance company

2. Your needs as the insured

3. Financial stability of the insurance company

A variety of techniques may be used to assist students in mastering this objective. Students should use text

materials to identify the factors to consider when selecting insurance and an insurance company. Chapter

10 in Agribusiness Management and Entrepreneurship is recommended.

Objective 4: Discuss the basics of how insurance companies operate.

Anticipated Problem: How do insurance companies operate?

IV. Insurance companies are in the business of taking on risk for a fee. An insurance policy is

purchased as protection against a future risk in exchange for a small premium paid now. This

premium is the cost of transferring the risk. An insurance company picks and chooses what

risks it wants to take. An insurance company could sell all kinds of insurance, but few do

because a different expertise and way of doing business are required for each area. Therefore

they normally specialize in a few specific areas.

A. Insurance companies also select the type of policy holders and the particular environ-

ments they want to insure. This is known as underwriting, or managing risk. By doing

this an insurance company can operate within certain guidelines that it sets for itself. It

then quantifies that risk by setting a premium cost—putting a value on the risk. Then

the insurance company is able to sell an insurance policy, which meets the guidelines it

has set, and at the price it has placed on assuming the risk. Part of the premiums paid

goes into a reserve that the company keeps for paying out claims, part goes towards oper-

ating expenses, and the remaining portion goes toward investments that the insurance

company buys to increase profits. The hope is that the profits from the investments

income will offset any losses incurred through the payment of claims.

A variety of techniques may be used to assist students in mastering this objective. Students should use text

materials to understand the basics of how insurance companies operate. Chapter 10 in Agribusiness

Management and Entrepreneurship is recommended.
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Objective 5: Describe some guidelines which may be helpful in filing a claim.

Anticipated Problem: What guidelines should be followed when filing a claim?

V. When a claim occurs the insurance agent should be contacted immediately in order to

ensure that accurate details will be related. A written record should also be made for the

business’s or individual’s records. Procedures for filing a claim vary from company to com-

pany or by the type of coverage. Failure to follow proper procedures as specified in the insur-

ance policy could adversely affect the payment of benefits. Some helpful guidelines for filing

claims are:

A. Keep a complete record or listing of all property in a separate, safe place. Photographs or

a videotape of the items may be helpful.

B. Be sure more than one individual is familiar with the insurance policies and knows their

locations. A safe deposit box is a good place to keep policies and records.

C. If structural damage is involved, take preventive measures to insure no additional dam-

age occurs. This could include boarding up windows, covering unprotected areas, or

blocking off access to dangerous or potentially dangerous areas.

D. Notify law enforcement authorities if appropriate.

E. Notify the insurance agent immediately.

F. Should personal injury occur, get medical assistance immediately.

A variety of techniques may be used to assist students in mastering this objective. Students should use text

materials to identify the guidelines that should be followed when filing a claim. Chapter 10 in Agribusiness

Management and Entrepreneurship is recommended.

Review/Summary. Use the student learning objectives to summarize the lesson. Have

students explain the content associated with each objective. Student responses can be used in

determining which objectives need to be reviewed or taught from a different angle. Questions at

the end of each chapter in the recommended textbooks may also be used in the review/summary.

Application. Invite a local insurance agent to speak to your class about this topic. Ask the

agent to take your students through the purchase of an insurance policy.

Evaluation. Evaluation should focus on student achievement of the objectives for the les-

son. Various techniques can be used, such as student performance on the application activity. A

sample written test is attached.

Answers to Sample Test:

Part One: Matching

1. g

2. f
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3. e

4. d

5. h

6. c

7. a

8. b

Part Two: Completion

1. Property insurance

2. Coinsurance

3. Over-insuring

Part Three: Short Answer

1. Service provided by the insurance company

2. Your needs as the insured

3. Financial stability of the insurance company

4. life & health; property & casualty

5. See Objective 2 in lesson.
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Sample Test Name: ____________________________________

Test

Lesson B4–4: Insuring the Agribusiness

Part One: Matching

Instructions. Match the term with the correct response. Write the letter of the term by the defini-
tion.

a. Insurance d. Claim g. Term

b. Insurability e. Beneficiary h. Whole

c. Deductible f. Premium

_______ 1. Life insurance purchased for a specific length of time at a fixed rate based on the

age and health of the individual.

_______ 2. Cost of insurance.

_______ 3. The designated recipient of the benefits of an insurance policy.

_______ 4. A demand to the insurer for payment of benefits under an insurance contract.

_______ 5. Life insurance with a fixed premium that is guaranteed regardless of changes in

health and age.

_______ 6. The amount of covered charges incurred by the insured that must be assumed by

the insured before benefits from the insurance company become payable.

_______ 7. The protection by written contract against whole or part of a financial loss based

on the happenings of specific events.

_______ 8. The acceptability by the insurance company of an applicant for insurance.

Part Two: Completion

Instructions. Provide the word or words to complete the following statements.

1. _________ _________ is a type of insurance designed to provide replacement cost or actual

cash value for damaged or destroyed property.

2. _____________ is a policy provision by which the insured and the insurer share the covered

loss.

3. ____________is buying insurance coverage of value higher than the value of the item being

insured.
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Part Three: Short Answer

Instructions. Provide information to answer the following questions.

1. What are three factors other than price to consider when evaluating insurance companies?

2. What are the two primary categories of insurance?

3. Describe five specific types of insurance?
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TM: B4–4A

The characteristics that are evaluated
to determine insurability are:

For the Individual

• Age

• Sex

• Physical condition

• Medical history

For the Business

• Location

• Type of business

• Products handled or services offered

• Age and condition of the property
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TM: B4–4B

TYPES OF INSURANCE

� Life Insurance

� Health Insurance

� Worker’s Compensation

� Disability Insurance

� Vehicle Insurance

� Property Insurance

� Liability Insurance

� Business Interruption Insurance

� Professional Liability Insurance

� Product Liability Insurance
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