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SB..ECTIMJ ~ INSUIER AND/OR AGOO 

Some insurances, sponsored by the government (state or federal), are 

compulsory and the insured has no choice of carrier or coverage. These 

social insurances may be contributory or non-contributory (public assist-

ance). The contributory insurance plans would include: (1) Old-age, 

Survivors, Disability, and Health Insurance (OASDHI), (2) workers com-

pensation, (3) unemployment~ and Medicare, The public assistance type 

programs, financed by general truces rather than premiums, would include: 

(1) Old-age assistance, (2) aid to the blind, (3) aid to dependent chil-

dren, (4) Medicaid, and (5) Institutional care for the aged, Other insurance 

is voluntary and is provided by private insurers, 

TYPES OF PRIVATE INSURERS 

Private insurers, commonly referred to as insurance companies, can 

be divided into three major groups based on their legal type of organiza-

tion: (1) stock companies, (2) mutual companies, and (3) other insurers. 

One might also separate private insurers as being commercial or cooperative 

in nature. Commercial companies being those motivated by profit and 

cooperatives being those organized for the benefit of policyholders. 

1/ Series prepared by A. Lines, Extension Economist, and J, Howell, 
D. Miller, W. Smith, and D. Moore, Area Farm Management Agents in the 
Department of Agricultural Economics and Rural Sociology, The Ohio State 
University, Columbus, Ohio. 
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Stock Companies 

Stock companies are incorporated businesses organized to earn profits 

for their owner stockholders. The stockholders supply capital, in addition 

to that coming from premiums, and are entitled to any profit generated. 

The policies offered by stock com.panies are nonassessable, That is, if 

the company loses money, policyholders are not required to pay an added 

premium to cover the loss. The stockholders share losses as well as pro

fits. Stock companies are very large, offer many types of coverage, and 

usually operate through agents who, for the most part, are paid on a 

commission basis. 

Mutual Companies 

The mutual company is incorporated and is owned by its policyholders 

who participate in the companies' management, profits, and losses, There 

are no stockholders and the company is organized to provide insurance for a 
its.members at low cost, If premiums, during a specified period are more 

than adequate to meet expenses (including losses) the excess is returned 

to the policyholder as a "dividend". In the event of an extraordinary 

loss the policy may or may not be assessable, depending upon the type of 

mutual: (1) advance-premium, (2) assessment, or ( 3) special purpose. 

The advance-premium mutual operates much like a stock company, except 

that it is owned by the policyholder. The insurance contract is nonassess

able and excess earnings are returned as dividends rather than profits. 

The net cost or net premium (price minus dividend) is uncertain until the 

dividend is paid. Examples of advance-premium mutuals are Metropolitan, 

Prudential, John Hancock, State Farm, and Nationwide, 

.. 
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Assessment mutuals usually operate on a much smaller and more local 

basis than do stock or advance-premium mutuals. Farmer's mutuals are quite 

common throughout the rural areas of the United States and may write a 

majority of the fire and windstorm in a local area. The insurance con-

tracts are assessable, either on a limited or unlimited basis. Some 

assessment mutuals require no advance premium and rely entirely upon 

assessment at the end of the policy period. The unlimited assessment 

policy is cause for concern. A catastrophic loss could involve members 

in an assessment greater than they could pay, Most farm mutuals are of 

the unlimited assessment type, but some do offer policies with limited 

assessment. 

Special-purpose mutuals are organized with a special purpose in mind 

and usually limit insurance to a specific type of business such as grain, 

lumber, or drug manufacturers. These companies utilize large deposit 

premiums from which expenses are subtracted and the residual is returned 

to the insured. The emphasis is on loss prevention and the insureds are 

large industries and institutions. 

Other Insurers 

In contrast to stock and mutual insurers that accept risks as corpora-

tions there are other legal types of insurers: {l) Lloyds, {2) Reciprocals, 

and {3) Associations. 

Very briefly the Lloyds insurers are individuals that offer to accept 

a risk for a specified premium. A policyholder would insure ~ Lloyds ~ 

~Lloyds. Two types of Lloyd's insurers operate in the United States --

Lloyds of London and American Lloyds. Each is an association of individual 

insurers specializing in unusual or difficult risks such as Jimmy 

Durante's nose, Johnny Bench's arm, and marine and aviation insurance, 
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The reciprocal exchange is a type of cooperative insurance where 

each insured is also an insurer. They are not incorporated, do not seek 

a profit, and can levy an assessment. In its simplest form a group of 

farmers legally insuring each other against fire would be a reciprocal. 

Each farmer would be required to have a substantial amount of money on 

deposit with the reciprocal to cover his or her share of losses. 

Other Associations 

Many other groups, not incorporated, offer specialized insurance 

for members at low cost. Fraternal organizations such as the Lutheran 

Brotherhood, the Knights of Columbus, the Masons, and the International 

Order of Odd Fellows quite often offer life insurance to members. These 

organizations are tax exempt but usually permit assessment of members 

in case of financial difficulties. In some states (not Ohio) savings 

banks are permitted to offer life insurance over-the-counter, Neither 

fraternal or savings bank insurance account for a significant portion of 

life insurance. 

Health associations, on the other hand, are an important part of 

medical insurance. Blue Cross and Blue Shield associations are by far 

the largest and best known; they are non-profit, tax exempt. unincorporated, 

voluntary organizations set up under special legislation to provide financing 

for health services to a broad segm.ent of citizens as a non-governmental 

form of social insurance. Blue Cross and Blue Shield associations operate 

with salaried sales people, emphasize group enrollments, and contract with 

doctors and hospitals for services. Many other health associations exist 

for the benefit of specific unions, colleges, or other groups but are of 

much less importance. 
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The selection of an insurer is not an easy task, given the many types 

that have been discussed. It is not uncommon that insurance buyers, 

including farmers, will confuse insurer selection and "agent" selection. 

Normally when they select one they automatically select the other. A 

good job of selection requires an understanding of the different types 

of insurer representatives and a means of evaluating insurers and repre

sentatives. 

TYPES OF REPRESENTATIVES 

The representative rather than insurer is usually of primary· concern 

to most farmers, and rightly so, since this is the person they deal with. 

A clear understanding of the· various representatives and how they function 

is necessary before one can properly choose an insurer and/or representative. 

Farmers can do business with an insurer through one or more of the following: 

(1) agents, (2) solicitors, (3) brokers, and (4) service representatives. 

Agents 

An agent represents the insurer, operates through an agency contract 

and can solicit, negotiate, and write binding contracts for an insurer. 

The agent may be designated as a local agent, regional agent, state agent, 

or simply agent depending on the nature of the position. An agent me,y be 

a property agent, life agent, or both, 

The property agent is either a general agent or limited agent. The 

general property and liability agent can often make oral contracts, provide 

immediate coverage, waive policy provisions, and must inspect risks and 

collect premiums. The limited property agent, on the other hand may not 

be able to do such things and often must wait for the insurer to write 

the contract. 
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Life insurance agents are limited agents. They cannot provide immediate 

coverage. They are generally authorized to solicit, receive, and forward 

applications that are written by the insurer, The life agent is usually 

authorized to collect the first premium but this does not always mean that 

insurance is immediately in effect. 

Brokers 

A broker represents the policyholder rather than the insurer. Whereas, 

an agent can commit his company to a risk, the broker has no such authority. 

The broker is an independent contractor who acts on behalf of the insured 

(i.e., finds the best deal) yet is paid by the insurer. Because of the 

nature of their business brokers tend to handle insurance problems for 

buyers with individual and specialized requirements, Some large farmer~ 

with unique situations might do well to utilize a broker for their insurance 

needs. The broker may be able to significantly reduce the total premium 

bill for the farm. It must be remembered, however, that the farmers are 

liable for any actions of the broker done in their behalf. If the broker 

makes a mistake, perpetrates fraud, or misrepresents a situation it is 

the same as the farmer doing it. It is also important to know that an 

insurer can cancel a policy simply by notifying the broker. 

Solicitors and Service Representatives 

Solicitors and service representatives are employed to assist agents 

and brokers. A solicitor is employed by the agent or broker, He or she 

acts on behalf of the agent or broker, does not have the authority to 

bind a company to a risk, but can collect premiums. Service representa-

tives are employed by insurance companies to assist in selling or servicing 

specialized lines of insurance. 
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CRITERIA FOR SELECTING AN INSURER 

The financial strength of the insurer is of utmost importance. 

Since insurance companies are closely regulated and scrutinized there 

is little need for a detailed financial analysis as long as the com

pany (insurer) is well-known and recognized, Particular attention to 

financial soundness becomes very important, however,. when dealing with 

a smaller, lesser known company such as local fire insurance mutual 

or fraternal insurance association. The present net worth is the place 

to start in any financial analysis, but other factors such as liabilities, 

adequacy of reserves, and quality of management should be considered, 

For most people service should be the criterion for selectins an 

insurer. It is important that a company has experience in providing 

the protection needed and has a reputation for prompt and fair settle

ment of all reasonable claims. The ability of a company to provide 

safety engineering and loss-prevention services improve its service 

rating. The agent, in the final analysis, represents an insurer's 

service capability. Agent evaluation is an important part of insurer 

evaluation. 

~' often thought of as being the most important criterion, should 

be the last to be considered. Too low a cost can be just as bad as too 

high a cost and is an indication that service or financial soundness 

may be found wanting. Cost should become a determining factor in 

the selection of an insurer only when two or more companies of com

parable' service capacity and financial soundness have been identi~ied. 

CRITERIA FOR AGENT OR BROKER SELECTION 

Selection of the agent or broker is probably the most important insurance 

decision that a farmer will make. Quite often farmers will buy insurance 



-8-

from a number of agents; one agent for car insurance, another for life 

insurance, and yet another for fire insurance. A sounder practice is 

to find an agent or broker that can handle all the insurance needs. 

Friendships and social contacts should be of little concern when selecting 

an agent or broker. Selecting insurance should be done with the same 

care that is used in choosing a doctor or lawyer. 

The good agent will inform himself of the farmer's risks and insurance 

needs and help the farmer to understand and appreciate the services he 

(the agent) is providing. The agent will need to be knowledgeable about 

the farming business as well as insurance if he is going to be of value 

to the farmer. :Experience with farm insurance problems and the abilitl 

to properly identify, analyze, and treat the risks are a must. Two 

questions can help to evaluate the agents knowledge, experience, and ability: 

(1) "Are you a full-time agent?", and (2) "Are you a CLU (Chartered Life 

Underwriter) or CPCU (Chartered Property Casualty Underwriter)?" If the 

Agent is full-time he or she is more likely to do a more complete job 

of servicing the farmers' needs. If the agent is neither a CLU or CPCU 

it means that he or she has not completed the insurance educational 

program. 

The willingness of an agent or broker to take the time required to 

do a complete appraisal of the farmer's needs and alternatives is important. 

If the agent is unable or unwilling to do this the farmer won't receive 

much benefit from the agent's knowledge, experience, and ability. The 

best qualified agent will be useless to the farmer unless his or her services 

(counselling, selling, settling claims, etc.) can be performed when they are 

needed. 
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The integrity and character of the agent are the basis of the relationships 

between the farmer and the agent. If the farmer doesn't trust and have confi

dence in the agent all of the agent's ability and willingness will be of little 

value. Similarities in morals, life styles, political, economic, and social 

ideas will help create an atmosphere of trust and confidence. 

A good agent will not represent poor insurers. He or she will have 

contact with one or more insurers that can provide the needed protection and 

service. All of the required coverages should be available through one agent 

or broker in a prompt efficient manner at a reasonable cost. 

The choice of agent or broker should be done carefully. · Too much is 

at stake· for it to be done in a haphazard fashion. Thoughtful evaluation of 

the agent or broker is a must. It is not an easy task to assess an agent's 

knowledge, ability, willingness, and integrity, but ·it is essential for a 

~ sound insurance program. 

c 
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