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PREFACE 

The  study reported here  summarizes the  results  of the  1954 "bench- 
mark"  survey of the farmers*  mutual fire  and windstorm insurance  com- 
panies.     A total of 1,476 farm mutual insurance  companies  cooperated 
in the  study by filling in and returning their survey schedules.     Similar 
surveys,   though not so comprehensive,   were made in  1916,   1926,   1936, 
and  1946. 

For more than a century,   the  farm mutuals  have provided farmers 
with reliable and efficient protection against financial loss from fire. 
They carry a large part of the insurance on farm property,   particularly 
in the Midwest.     A few still operate  about as they did  50 years  ago  - 
at low cost,   but offering only a limited amount of insurance on high- 
valued buildings.     Most of them,   however,   carry more insurance  and 
cover more  risks today than ever before.     Some mutuals have increased 
greatly in size  as  a result of giving farmers  higher  coverages  and pro- 
tection against additional perils,   such as windstorm and hail.     Others 
have taken on nonfarm business to the extent that they are primarily 
nonfarm in character. 

Not because of higher insurance  rates,   but because they carry larger 
amounts  of insurance  on buildings  and equipment,   insurance  costs  of in- 
dividual farmers have increased greatly in recent years.     Efficiency in 
insurance operations,   therefore,   should be  of greater interest and im- 
portance to farmers.     This  bulletin is the  result of an effort to learn 
more  about the operating methods  of the farm mutuals,   by types  of com- 
panies,   regions,   volume  of insurance  carried,   and size  of operating ter- 
ritory,   and the extent to which these  and other factors  are  associated 
with loss  and expense  rates,   assessment income,   and size of safety 
funds. 

For sale by the Superintendent of Documents, U. S. Government Printing Office, Washington 25, D. C.    -    Price 50 cents 
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FARMERS'   MUTUAL  FIRE AND WINDSTORM INSURANCE 
IN THE UNITED STATES 

By Ralph R.   Botts,   John D.   Rush,   and John C.   Ellickson 
Agricultural Economists 

Production Economics  Research Branch 
Agricultural Research Service 

SUMMARY 

At the end of 1954,   fire  insurance  carried by farm mutuals totaled 
about $28. 8 billion.     About  85 percent of this insurance was  on farm 
property.     From  1944 through 1S54,   the fire insurance of these  com- 
panies increased at a rate of about  8. 6 percent a year.     Around a third 
of the  companies  also offer windstorm insurance.     Insurance of this 
kind totaled about $11.4 billion at the end of 1954.     The trend appears 
to be toward the fire-wind type of company,   rather than toward speci- 
alization in either fire  or wind insurance. 

In addition to the wind insurance carried by the fire-wind companies, 
the specialized farmers' mutual windstorm insurance companies had 
about $7.7 billion of such insurance in force, of which about 91 percent 
was on farm property. Therefore, the specialized windstorm companies 
and the wind-writing fire companies together carried about $19. 1 billion 
of wind insurance on their books  as of December 31,   1954, 

The companies  are gradually growing more nonfarm in character, 
particularly in the Northeast.     Nationwide,   however,   about 7 in  10 com- 
panies still have 90 percent or more  of their insurance on farm property. 

About three-fourths  of the  companies limit their insurance  coverage 
to three-fourths  of the value  of the property.     Few have minimum in- 
surance  requirements. 

Around three-fourths of the  companies use only one rate on farm 
property. 

The  5-year policy still predominates. 

Around 89 percent of the companies inspect farm property before it 
is accepted for insurance; yet the practice is not so prevalent today as 
it was  in  1936. 

The fractional-valuation clause  (usually three-fourths value)  is  appar- 
ently used by about  1  in  5  companies. 
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Since   1914,   losses paid per $100 of insurance have declined,   while 
operating expenses have increased.     Insurance  costs to farmers  (losses 
paid plus operating expenses)  during  1954 were lowest in the  Corn Belt 
and Lake States  and highest in the Appalachian,   Delta,   and Southeastern 
States.     In that year,   the  operating expenses per $100 of insurance  of 
companies  operating in 11  or more  counties  were  considerably higher 
than for companies that operate over smaller areas. 

Contrary to need,   a higher proportion of the  larger than of the small- 
er companies use  reinsurance in connection with both fire  and wind in- 
surance.     The use of reinsurance was  also more  common among com- 
panies operating over the larger areas than it was  among companies op- 
erating in smaller areas. 

There is  an increasing tendency to pay agents and directors on a 
commission,   rather than a fee,   basis for the  acquisition of new business. 

Fire-loss  rates in  1954 were lowest for companies that  reported the 
highest proportions  of their members  as having fire-department services 
on call.     For  1954,   the relationship between the percentage of members 
having such services and fire-loss  rates was  significant. 

THE PROBLEM 

The number of farm fire mutuals that offer wind insurance on farm 
property has increased steadily in recent years   - from a fifth of the 
total number in  1946 to a third of the number in 1954.     So it is probable 
that increasing proportions of the insurance of these  companies and of 
the losses paid by them can be  attributed to the  reporting of some wind, 
as  well as fire,   insurance   - and to the inclusion of wind losses  along 
with fire  losses.     This  report had as  one of its  objectives the separa- 
tion of the wind from the fire business  of the farm fire  mutuals   - for 
a "benchmark" year at least  - so that a better evaluation and interpre- 
tation could be made of the  annual data. 

Partly for these  reasons,   the figures for  1954,   as  shown here,   do 
not  agree in each case  with the figures for that year published else- 
where.   1/   It is  necessary to continue to show the  annual series in the 

1 /   Annual data for farm fire mutuals are shown in Agricultural Statistics 
(9)"and in the Agricultural Finance Review (8).    Most of the data for the an- 
nual series come from printed reports of State insurance commissioners. 
Ordinarily,  these reports do not show the wind business of the farm fire 
mutuals apart from their fire insurance.    Only 1 insurance and 1 loss fig- 
ure are reported for each company. 
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form in which they are made available by the reporting companies.    This 
report,   however,   may be helpful in arriving at a more valid interpreta- 
tion of the  annual data. 

In this  report,   only mutual companies that have naore than half of 
their insurance on farm property are included as "farm"  companies. 
Commercial and school properties in the open country and properties in 
villages  and towns  are insured to some extent by many companies.     At 
the  end of 1954,   about 85 percent of the fire insurance (table  1)  carried 
by the farm mutuals was on strictly farm property (table 2).     The com.- 
parable figure for  1946 was  86 percent.     For  1936,   it was  88 percent. 
The increasing tendency for farm companies to insure urban and com- 
mercial risks is illustrated by the fact that in 1936 about 81 percent of 
the farm companies had 90 percent or more of their fire insurance on 
farm property;  by 1946,   the proportion had dropped to 72 percent,   and 
by 1954 it had dropped to 69 percent (fig.   1,   and table  2). 

Although this  discussion and the data on which it is based pertain to 
farm mutuals,   it is  recognized that stock and "general-writing"  mutual 
fire insurance  companies  (those with less than half their insurance on 
farm property)  also have a substantial volume  of farm business.    How- 
ever,   separate statistics  relating to their rural business  are not avail- 
ble. 

On December 31,   1954,   the farm fire mutuals had approximately 2. 6 
million farmer members  and about 3. 25 million policies on farm proper- 
ty.   2/    Although the number of companies has declined in recent years 
(see table  1),   the  amount of insurance carried on the   books of the re- 
maining companies increased during the last  10 years  at a (compound) 
rate of about 8. 6 percent a year (fig.   2). 

2/   About 85 percent of the insurance was on farm property,   so this 
percentage of the total number of members  and policies was assigned to 
the farmer  component.     For companies  reporting both members  and pol-, 
icies,   the number of policies  averaged about  1. 25 per member.     Land- 
lords  and tenants  often have separate policies  and memberships in the 
same  company.     The insurance  averaged about $6, 2Ö6 per policy and 
$7, 750 per member.     Per company,   the membership averaged about 
1,775 and the volume  of fire insurance  averaged about $13.8 million. 
The estimate of 2. 6 million farmer members was  calculated as follows: 
1,743  companies x  1,775 members per company x 0.85.     Then,   1.25 x 
2. 6 gives  3. 25 million policies  on farm property. 
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Table 1, - Farmers' mutual fire insurance companies:  Number of companies 
and volume of insurance,  by regions,   1936,   1946,  and 1954 1/ 

Item and year 
North- 

eastern 
States 

Appa- 
lachian, 
Delta, 

and 
South- 
eastern 
States 

Com 
Belt 
and 

Lake 
States 

Western 
and 

Plains 
States 

United 
States 

Number    Number    Number      Number      Number 

Companies 
1936  
1946  
1954 —- 

Fire insurance in 
force on Dec,  31 

1936  - 
1946 — 
1954  — 

401 
366 
296 

Million 
dollars 

2,416 
3,271 
4.243 

169 
175 
178 

MilUon 
dollars 

353 
665 

1, 681 

1,109 
1,061 
1,055 

MilUon 
dollars 

6,158 
9,522 

18,474 

262 
241 
214 

Million 
dollars 

2,156 
3,213 
4,417 

1,941 
1,843 
1.743 

MilHon 
dollars 

11,083 
16,671 
28,815 

1/   Northeastern States include:    Connecticut,   Delaware,   Maine,   Mary- 
land,   Massachusetts,   New Hampshire,   New Jersey,   New York,   Pennsyl- 
vania,   Rhode Island,   and Vermont.     Appalachian,   Delta,   and Southeast- 
em States include:     Alabama.   Arkansas,   Florida,   Georgia,   Kentucky, 
Louisiana,   Mississippi,   North Carolina,   South Carolina,   Tennessee, Vir- 
ginia,   and West Virginia.     Com Belt and Lake States include:    Illinois. 
Indiana,   Iowa.   Michigan,   Minnesota,   Missouri,   Ohio,   and Wisconsin. 
Western and Plains States include:     Arizona,   California,   Colorado, Idaho, 
Kansas,   Montana,   Nebraska.   Nevada.   New Mexico,   North Dakota, Okla- 
homa,   Oregon,   South Dakota,   Texas,   Utah,   Washington,   and Wyoming. 
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Table 2. - Percentage distribution of sample farmers' mutual fire insurance 
companies^  by operating items.  United States,   1936,   1946,  and 1954 

Operating item 1936 • 1946 • • • • • 
1954 

Percent Percent Percent 

81 72 69 
8 11 14 

11 17 17 

.  100 100 100 

17 12 5 
47 40 25 
21 '  21 22 
15 27 48 

Percentage of total fire insurance that 
is on farm property:   1 / 

90 percent or more ^-  
80-89 percent ~ ^— 
51-79 percent —  

Total  

Volume of fire insurance in force on 
December 31: 

Less than $1  million  
$l-$4. 9 million  
$5-$9. 9 million  
$10 million or more -—^~—— — — 

Total ^- — 

Hazards covered: 
Fire or fire and lightning  
Above perils plus others,   but excluding 

wind  
Above perils plus others,   including wind 

Total ^-- 

Size of operating territory: 
One county or lessor on township basis - 
2-5 counties —— 
6-10 counties  
11  or more coimties  

Total  

Policy term: 
3 years -<  
5 years ~  
Continuous   —  
Other ^-— 

Total  

100 

84 

2 
14 

100 

66 

14 
20 

100 

31 

36 
33 

100 100 100 

47 40 37 
2/ 
27 

2/ 
4 

36 
15 

27 2/ 12 

100 100 100 

5 12 14 
61 2/ 61 
13 13 15 
21 2/ 10 

100 100 100 

See footnotes  at end of table. - Continued 
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Table  2. - Percentage distribution of sample farmers'  mutual fire insur- 
anee  companies,   by operating items.   United States,   1936,   1946,   and 
1954   - Continued 

Operating item 1936 1946 1&54 

Membership fee  charged 

"Standard" policy used -. 

Membership per company: 
Less than 500  
500-999 ^-  
1,000-4,999   
5, 000 or naore ^-- 

Total  —  

Only one  rate used on farm property-—  

Companies having safety funds on 
December 31 ^-  

Reinsurance used on fire risks 

Maximum percentage of value insured 
against fire peril: 

More than 75 percent  
75 percent    
66-2/3 percent ^.-——  
Other ^—  

Total 

Inspection of farm property: 
Before acceptance-  

And upon renewal-  
And during policy term 

Assessment procedure: 
Advance payment ^- ^-. 
Postloss   —  
Both advance payment and postloss- 

Total  

Percent Percent Percent 

2/ 80 73 

62 87 3/ 

25 21 20 
24 22 21 
45 50 50 
6 7 S 

100 100 100 

More than 
66-2/3 il 2/ 75 

37 74 5/ 
33 6/ 51 69 

10 21 30 
48 51 53 
38 21 16 
4 7 1 

100 

97 

100 100 

92 89 
2/ 

2/ 

2/ 

2/ 

64 
9 

2/ 56 56 
2"/ 43 42 
2/ 1 2 

100 100 100 

- Continued See footnotes  at end of table. 
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Table  2. - Percentage distribution of sample farmers' mutual fire insur- 
ance companies,   by operating items.   United States,   1936,   1946,   and 
IS54    - Continued 

Operating item 

Maximum retention or acceptance with 
respect to farm dwellings; 

Less than $3, 000  
$3, 000-$4, 999  
$5, 000-$9, 999 ■—  
$10, 000 or more  

Total .. 

Definition of single risk based on: 
Buildings subject to single fire — 
Radial distance between buildings 
Single building — 
Other  

Total- 

Method of paying agents or directors for 
obtaining new business: 

Flat fee or salary with or without mileage- 
Commission or fee plus commission  
Other  

Total. 

Claim-reduction clause used 7/ 

1936 1946 1954 

Percent Percent Percent 

19 
29 
30 
22 

17 
26 
30 
27 

8 
20 
34 
38 

100 

39 
19 
38 

4 

100 

35 
24 
36 

5 

100 

41 
30 
26 

3 
100 100 100 

71 50 57 
25 35 40 
4 6 3 

100 100 100 

2/ 46 25 

1/  Weighted average "percent farm":    1936,   88 percent; 1946,   86 percent; 
1954, 85 percent.    The fraction of its insurance that was on faxm property 
was multiplied by each company's total fire insurance in force.    The sum of 
these products for individual companies was divided by the aggregate fire in- 
surance to obtain the weighted average.      2/  Information not available. 
3/ A question as to whether a "standard" policy was used was not included 
in the 1954 survey.    Most companies now use a standard policy - either as 
approved by the National Association of Mutual Insurance Companies or by 
their respective State associations of mutual insurance companies,     4/ In 
connection with the 1936 survey,  it was found that "Less than a third" of the 
companies varied their rates by property classes.    5/  Practically all of the 
companies had safety funds by the end of 1954.     6/  In 1926.     7/  The most 
common claim-reduction clause is one that further limits claims to three- 
fourths of the property's value at the time of loss. 
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Almost two-thirds of the farm mutuals are located in the Com Belt 
and Lake States  (fig.   3,   and table  1).   3/   In this region,   most of the 
companies operate under separate farm mutual laws.   In other regions, 
many companies operate under laws applicable to general-writing mutuals 
or under special charters obtained from State legislatures. 

State laws that govern the operations of farm mutuals, whether tney 
are separate acts applicable only to farm companies or general laws that 
apply to all mutuals, cover such matters as the organization of new com- 
panies, term of policies, classification of rates, perils that may be cov- 
ered, assessment procedure, limitation of member liability, maximum, in- 
surance that may be retained on one risk, safety funds, reinsurance, and 
limitations placed on operating expenses (5). 

HISTORICAL BACKGROUND 

Farmers'  mutual fire and windstorm insurance companies illustrate 
one of the oldest forms of agricultural cooperatives in this country.    About 
half the existing companies were organized before the turn of the century 
(10).    On December 31,  1954, there were 1, 743 of these companies.    They 
carried about $28. 8 billion of fire insurance on the properties of members. 
In addition,  about a third wrote wind insurance also.   At the end of 1954, 
these companies had about $11.4 billion of wind insurance in force. 

In earlier days, practically all farna fire mutuals offered protection 
against fire and lightning only.    The amoimts of insurance - chiefly on build- 
ings - were small, in keeping with values at the time.    The insurance was 
usually sold on a postloss assessment basis and,  as such,  it was on a neigh- 
borly rather than a business basis.    Company officials knew individual mem- 
bers and their properties.    The secretary received little pay and often serv- 
ed as a duty to his community,  at some sacrifice of personal interests.    He 
often conducted company business in his own home.    Record keeping was 
simple.    One rate was charged on all classes of farm property. 

Since 1940,  farm organizations have sponsored a number of the newly 
formed companies, particularly in the South.    The promotion of insurance 
by farm organizations was at its height in the Midwest late in the last century. 

Prior to about 1940,  most farm insurance was on farm buildings.    Since 
then,   farm property values have increased tremendously,   because of 
rapid mechanization of farming operations  and the rise in farm income 
and replacement  costs.      By 1954,   the value  of machinery and livestock 
on  farms  amounted to  31  percent  more  than the value  of   buildings. 

3/   See table  1,   footnote  1,   for a list of the States in this region. 
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Machinery alone amounted to about four-fifths of the value of buildings. 
The value of buildings,   machinery,   and motor vehicles,   and household 
furnishings on farms amounted to about $53 billion at the end of 1954, 
or about double their value  10 years  earlier.     The need for higher cov- 
erages  on farm property,   and for protection on high-valued machinery 
and against additional perils,   has been met by many companies.     A few 
that did not gear their operations to changing needs have ceased opera- 
tion or have been merged with other companies.     Others are increasing 
their volume of insurance  rather slowly.     Many more,   however,   have 
grown rapidly in volume of business and in the insurance services they 
perform for members.     With growth,   more functions must be performed 
by full-time,   paid employees.     At the higher wages,   operating expenses 
have increased.     Some of the increase has been offset by interest income 
on higher safety funds.     With growth,   however,   inspection of properties 
appears to have relaxed somewhat in recent years.     More rural fire de- 
partments have been placed on a tax-supported basis. 

Over the years,   the loss rates of farm fire mutuals have declined 
(fig.   4).     This was due,   among other things,   to better farm construction, 
such as  "fire-stopping, "  insulation,   and increased use of (fire-resistant) 
asphalt shingles,   the replacement of open-flame  lighting and heating by 
electricity and central heating plants,   better fire protection on the farm, 
and the growth of rural fire departments.     On the other hand,   operating 
expenses  - chiefly salaries  - have increased.     A large part of the savings, 
because of smaller losses,   is passed on to farmers in lower insurance 
costs  (losses plus operating expenses);  but part of the savings is used to 
pay higher operating expenses  (fig.   4). 

Some of the ways in which farm mutuals have adapted their operations 
to changing conditions  are (1) by making wind insurance available to mem- 
bers,   for example,   through a joint policy with a wind-writing company, 
or by reinsuring the wind business  100 percent with a company able to 
carry the risk,   (2) by raising the limits of their maximum single-risk 
acceptance and,   if necessary,   reinsuring part of the risk on high-valued 
property with another company,   and (3) by accumulating more safety funds 
for use in absorbing the shock of imusually heavy losses.     These accumu- 
lations permit  companies to charge farmers more stable  rates over time. 
Also,   they have made the possibility of extra assessment levies more re- 
mote.     In  13  States,   associations  of mutual insurance  companies have 
sponsored reinsurance programs.     In some  of these States,   a company is 
able to reinsure its fire business  as  a whole,   thus  further protecting the 
company,   its  safety fund,   and its members  against heavy losses. 

With the  reduction in number of farms  and the  expansion of suburban 
areas into the  open coimtry,   some  farm mutuals,   particularly in the East, 
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have begun to write insurance on suburban and town risks.     A few (larger) 
companies  are no longer classified as farm companies,   because less 
than half their insurance is  now on farm property.     The bulk of the com- 
panies,   however,   particularly in the Midwest,   still have  most of their 
insurance  on farm property. 

With growth,   it must be  recognized that "commercialization"  must 
follow.     Large mutuals  cannot be kept local in character,   and they will 
find it more difficult to hold menabership interest in affairs  of the  com- 
pany.     An increasing proportion of the  companies  now pay competitive 
wages to their officials.     Also,   more of them,   like  commercial compa- 
nies,   have  agents  and pay them commissions  based on premium collec- 
tions.     Close personal relations propagate the "mutuality"  in spirit, 
which accepts the  company as "our company"  and its losses  as  "our 
losses. "     To maintain this  spirit among members  and still grow in size 
is a challenge to farm mutuals. 

SOURCE OF DATA 

Most of the data used in this  study were obtained from questionnaires 
returned by farm mutuals  during  1955.     A 7-page questionnaire  (see ap- 
pendix) was mailed to all mutual companies believed to have more than 
half of their insurance on farm property.     The decision as to whether or 
not a particular company might be  a farm company (with more than half 
of its  fire insurance on farm property)  was based on the  results of the 
1946 survey and upon subsequent correspondence with certain companies. 
On December 31,   1954,   there were  64 specialized farm wind mutuals in 
the United States,   in addition to the  1, 743  farm fire mutuals previously 
mentioned.     Survey forms were returned by 84 percent of the farm fire 
mutuals  and 88 percent of the specialized wind mutuals. 

The survey returns were  coded,   then pimched on cards.     These  cards 
were used in making the sorts  and tabulations  required in preparing the 
tables. 

FARMERS'  MUTUAL FIRE INSURANCE COMPANIES 

Geographic Distribution 4/ 

About 3 in 5 of the farm fire mutuals are located in the Corn Belt 
and Lake States. Illinois, Iowa, Minnesota, Missouri, and Wisconsin 
account for almost half the  companies  and for about 44 percent of the 

4/   See table  1,   footnote  1,   for a list of the States in each region. 
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total farm mutual fire insurance in force in the country.     With present 
facilities for travel and communication,   a farm mutual can now serve a 
larger territory and more farmers than was possible previously.    There- 
fore,   there may be more  companies in some  areas than are now needed. 
Consolidations would increase the volume  of insurance  and assessment 
income  of the  remaining companies.     The increased income might permit 
the payment of more adequate  salaries in order to attract qualified men, 
and the financing of fire-prevention work such as  a systematic,   periodic 
inspection program. 

There  are fewer farm mutuals  in the Appalachian,   Delta,   and South- 
eastern region than in any other region.     Commercial msurance  rates 
are also higher in this  region than in any other.     In general,   also,   a 
higher proportion of farmers  are imlnsured.     Therefore,   farm mutuals 
may be needed more here than elsewhere.     In this  connection,   it may 
be noted that this is the only region in which the number of farm fire 
mutuals has increased in recent years.     (See table  1).   The rate of growth 
in volume of insurance has  also been faster here than in other regions. 

Hazards Insured Against 

In 1936,   only 15 percent of the farm fire mutuals  covered the wind 
peril in addition to ñre  and lightning.     (See fig^   1  and table  2).    By 1946^ 
1  in 5 companies  did so;  and,   by 1954,   a third of the  companies were 
in this category.     The proportion of companies insuring against wind dam- 
age is highest in the Appalachian,   Delta,   and Southeastern region (table 
3).     About 70 percent of the larger fire  companies ($40 million or more 
of fire insurance in force on December  31,   1954)  carried insurance a- 
gainst the wind peril,   whereas only a fourth of those with less than $5 
million of insurance did so (table 4).     ^most half of the non-wind-writ- 
ing fire mutuals  operate in one  county or a smaller area,   or on a town- 
ship basis (table  5). 

Some  companies that write wind insurance  as  an endorsement to their 
fire policies  actually retain none of this wind insurance.     It is  ceded to 
a reinsurer,   who,   in turn,   pays the company a commission or fraction 
of the wind premium.     All wind losses  are payable to the direct-writing 
(ceding)  company,   which transmits the money to its members.    Many farm 
fire  mutuals,   particularly in Iowa and New York,   follow the  100-percent 
reinsurance practice with respect to the wind peril.     In this  report,  busi- 
ness of this kind was  counted as  "direct"  business.     That is,   this report 
is  on a direct rather than on a "net" basis with respect to insuraixce 
written and losses paid. 
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Table  3,- Percentage  distribution  of sample  farmers'  mutual fire  insurance  companies  in 
each  region  and in  the  United  States,   by selected operating items,    1954   1/ 

Operating item 
Northeast- 
ern States 

Appalach- 
ian and 
Delta 
States 

Cotrn 
Belt 
and 

Lake 
States 

Western 
and 

Plains 
States 

United 
States 

Non-wind-writing  fire  mutuals: 
Fire  and  lightning peril  
Above perils plus  others 

but  excluding wind .  

Total  
Wind-writing fire   mutuals: 

Fire -lightning -wind  
Above perils plus  others  

Total  

Grand  total  

Percentage  of total fire insurance 
that  is   on  farm property: 

100  percent  
95-99 percent --- 
90-94 percent  
80-89 percent  
51-79 percent  

Total  

Territory served: 
One  county or less  or on 

township  basis  
2-5 counties  
6-10 counties  
il counties or mere  

Total  

Most  common policy term: 
3  years   
5 years   
Continuous  
Other   

Total  

Membership fee  charged  

Membership: 
Less  than  200   
200-499   
500-999  
1, 000-2, 999  
3, 000-4,999  
5, 000-9, 999  
10.000  or more  

Total  

Percent 

36 

44 

5 
6 

29 
16 
44 

100 

34 
36 
12 
18 

100 

37 
33 
11 
19 

100 

79 

14 
17 
13 
31 
11 
10 

4 

100 

Percent 

36 

39 

22 
21 
17 
19 
21 

100 

35 
39 

7 
19 

100 

4 
34 
47 
15 

100 

67 

4 
13 
12 
45 
14 

6 
6 

100 

Percent 

29 

51 

80 

16 
36 
25 
13 
10 

100 

39 
37 
16 

8 

100 

11 
70 
12 

7 

100 

72 

3 
15 
23 
43 
10 

4 
2 

100 

Percent 

36 

20 

56 

100 

31 
29 
20 
20 

100 

7 
65 
11 
17 

100 

73 

8 
16 
24 
34 

4 
5 
9 

100 

Percent 

31 

36 

67 

8 
48 

24 
37 

3 
17 

4 
40 

5 
28 

56 61 20 44 33 

100 100 100 100 100 

39 18 
18 28 
16 23 
12 14 
15 17 

100 

37 
36 
15 
12 

100 

14 
61 
15 
10 

100 

73 

4 
16 
21 
40 
10 

5 
4 

100 

See footnotes   at  end of table. -  Continued 
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Table  3. - Percentage  distribution of sample  farmers'   mutual  fire  insurance   companies  in 
each  region  and  in the  United  States,   by selected  operating  items,    1954   1/   -  Continued 

Operating item 

Reinsurance used: 
On fire  risks  
On wind risks  2/  

Maximum fire insurance written 
in relation to value  of property: 

100 percent of value  
80 percent of value  
75 percent of value  
Two-thirds  of value  
Other percentages  or 

fractions  

Total  

Minimum fire insurance  written 
in relation to value of property 

No minimum required  

Minimum wind insurance  accepted 
in relation to value  of 
property:   2/ 

No minimum required  
50 [percent of value  

Could  reduce  policies  if farm 
property values  declined  

Inspection of farm property: 
Before  acceptance  

And upon renewal  
And during term  

Write  extended coverage - 
On optional basis  3/  
On mandatory basis  3/ 

Claim-reduction clauses: 
Types  used: 

Fractional-valuation -■ 
Fractional loss  
Fraction of insurance 
Other  5/   

All types  
None used   

Total  

4/ 

Percentage  of members  having 
fire-truck  service  on  call: 

100  percent  
90-99 percent  

:Appalach- 
Northeast-: ian and 
ern States :    Delta 

:   States 

Corn 
Belt 
and 

Lake 
States 

Western 
and 

Plains 
States 

Percent       Percent 

62 
74 

10 
12 
37 
34 

100 

96 

70 
2 

58 

86 
59 

8 

51 
57 
43 

26 
2 
1 
2 

31 
69 

100 

38 
13 

30 
42 

4 
5 

54 
29 

100 

80 

63 
12 

85 

96 
36 

7 

63 
40 
60 

16 
1 
0 
3 

20 
80 

100 

10 
3 

Percent 

77 
73 

3 
28 
54 
10 

100 

68 

54 
18 

59 

88 
69 

9 

66 
17 
83 

18 
1 
4 
0 

23 
77 

100 

41 
16 

68 
67 

12 
9 

62 
12 

100 

75 

60 
20 

64 

91 
63 

8 

52 
39 
61 

26 
1 
2 
2 

31 
69 

100 

23 
12 

United 
States 

Percent        Percent 

69 
67 

5 
21 
53 
16 

100 

74 

61 
13 

61 

89 
64 

9 

63 
27 
73 

20 
1 
3 
1 

25 
75 

100 

See footnotes  at  end  of table. 

37 
14 

Continued 
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Table   3. - Percentage distribution of sample  farmers'   mutual fire insurance   companies in 
each  region and in the United States,   by selected operating items,    1954   1/   - Continued 

Operating item Northeast- 
ern States 

Appalach- 
ian and 
Delta 
States 

Corn 
Belt 
and 

Lake 
States 

Western 
and 

Plains 
States 

United 
States 

Percentage of members having 
fire-truck  service  on 
call:   -  Continued 

70-89 percent   
None  

Donations to fire  departments 
in  1954: 

None  
Less  than $100  
$100-$199  
$200-$299  
$300 or more  

Total  

Payment of agents  or directors 
for obtaining new business: 

Flat  fee  or salary with or 
without mileage  

Commission or fee plus 
commission  

Other  

Total  

Agents  adjust fire losses  

Pay for fire-truck runs  
At no  extra charge  6/  

Rate  classes  used (number): 
Fire  insurance: 

One  
Two  
Three  
Four  
Five  
More  than five  

Total  

Wind  insurance:   2/ 
One T  
Two  
Three   
More than three   

Total  

Percent 

37 
1 

55 

40 
5 

100 

24 

49 
18 
8 
8 
6 

11 

Percent 

10 
29 

56 

40 
4 

100 

25 

62 
11 
6 
6 
5 

10 

Percent 

15 
2 

Percent   Percent 

57 

40 
3 

100 

20 

82 
8 
4 
2 
1 
3 

18 
12 

60 

38 
2 

100 

24 

78 
7 
4 
2 
1 
8 

19 
5 

78 69 49 59 56 
7 9 12 18 12 
8 6 12 9 11 
2 6 7 5 6 
5 10 20 9 15 

100 100 100 100 100 

57 

40 
3 

100 

21 

9 15 57 29 42 
94 67 90 88 89 

75 
10 
5 
3 
2 
5 

:    100 100 100 100 100 

29 65 81 65 65 
29 19 7 9 14 
11 8 7 5 8 
31 8 5 21 13 

100 100 100 100 100 

See footnotes at end of table. Continued 
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Table  3. - Percentage distribution of sample farmers*  mutual fire insurance  companies  in 
each region and in the United States,   by selected operating items,   1954  1/   - Continued 

Operating item 
Northeast- 
ern States 

Appalach- 
ian and 
Delta 
States 

Corn 
Belt 
and 

Lake 
States 

Western 
and 

Plains 
States 

United 
States 

Percent Percent 

Wind insurance on building 
must be same  as  fire 
insurance  2/   

Deduct for depreciation in case 
of wind damage to old 
roofs  2/  

Agents  adjust wind 
losses  2/   

Deductible  or minimum-loss 
clause used on wind 
insurance  2/   

Mandatory basis  7/     

Wind insurance sold for 
another company?   8/ 

No  
Yes   

Total    

Percent 

15 

71 

58 

48 

45 

53 

53 

67 
33 

63 
37 

35 
65 

100 100 100 

Percent 

23 

45 

58 

45 
55 

100 

Percent 

13 

56 

54 

75 34 17 24 37 
54 85 89 86 69 

41 
59 

100 

Average  amount per  company 

Donated to fire depart- 
ments in  1954  9/   

Dollars 

275 

Dollars 

342 

Dollars 

410 

Dollars 

1,069 

Dollars 

418 

1/   See table  1,   footnote  1,   for list of States  in each  region. 
2/   Based on companies  offering wind insurance. 
3/   Based on companies  offering extended-cove rage insurance. 
4_/   All clauses  except the  fractional-loss  clause  apply only in connection with  complete 

demolition of property. 
5/   Includes  combinations  ba^ed on valuation,   amount of loss,   or amount of insurance. 
6/   Based  on  companies  that pay for fire-truck  runs. 
7/   Based on companies  using deductible  or minimum-loss  clause in  connection with wind 

insurance. 
8/   Based on companies that do not  carry wind insurance  on their own books. 
9/   Based  on companies  making such donations  (39 percent of reporting  companies). 
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Table  4. - Percentage distribution of sample  farmers'   mutual fire  insurance  companies, 
by selected operating items  and  size  of company,    1954 

Operating item 

Size of company (millions of dollars 
of insurance in force on December 31) 

Less 
than 
5.0 

5- 
9.9 

10- 
19.9 

20- 
39.9 

40 
or 

more 

All 
companies 

Percent    Percent     Percent     Percent     Percent 

Location,  by regions: !_/ 
Northeastern States  
Appalachism,  Delta,  and 

Southeastern States  
Com Belt and Lake States — 
Western and Plains States — 

Total  

Percent of fire insurance that 
is on farm property: 

100 percent   
90-99 percent   
80-89 percent   
70-79 percent   
51-69 percent   

Total  

Perils covered: 
Fire or fire and 

lightning  

Plus one or more other 
perils,  but not wind— 

Plus wind or wind and 
one or more other 
perils  

Total  

Territory served: 
5 counties or fewer  
10 counties or fewer  

Term of policies: 
3 years   
5 years   
Continuous  
Other   

Total  

Assessment basis: 
Postloss  
Advance payment  
Both of above  

Total  

Membership fee charged  

21 

14 
49 
16 

100 

26 
46 
11 
8 
9 

100 

56 

19 

25 

78 

14 

12 
64 
10 

100 

20 
52 
12 
10 
6 

100 

30 

42 

28 

12 

5 
73 
10 

14 

3 
74 
9 

100 100 

15 
57 
13 
10 
5 

11 
57 
19 
6 
7 

100 

24 

47 

29 

100 

13 

51 

36 

69 69 57 

14 

8 
61 
17 

100 

3 
41 
24 
18 
14 

100 

25 

70 

49 

Percent 

16 

9 
63 
12 

100 

18 
51 
14 
9 
8 

100 

32 

36 

32 

100 100 100 100 100 100 

9a' " 78 71 60 24 73 
97 91 90 86 49 88 

15 12 14 13 15 14 
60 64 61 64 47 61 
15 13 14 14 21 15 
10 11 11 9 17 10 

100 100 100 100 100 100 

46 45 40 35 36 42 
51 54 56 65 62 56 
3 1 4 2/ 2 2 

100 100 100 100 100 100 

68 

See footnotes at end of table. Continued 
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Table  4. - Percentage distribution of sample farmers'   mutual fire  insurance  companies, 
by selected  operating items  and  size  of company,    1954   -  Continued 

Operating item 

Inspection of property: 
Before acceptance   
And upon renewal  
And during term  

Could reduce policies if 
property values decline  

Insure livestock  

Maximum insurance per head 
of (mature) common cattle: 

Less than $100  
$100-$199---   
$200-$299  
$300 or more  
Actual value or percent- 

age of value,  etc.  

Total  

Maximum percentage of 
value insured: 

66-2/3 percent  
75 percent   
80 percent   
85 or 90 percent  
100 percent  

Reinsurance used: 
On fire risks  
On wind risks 3/  

Single-risk retention on 
farm dwellings:   4/ 

Less than $3, 000  
$3, 000-$4, 999  
$5, 000-$7, 499  
$7, 500 or more  
Fraction of value or 
insurance   

No limit set  

Total  

Payment of agents or direc- 
tors for obtaining new 
business: 

Flat fee or salary,   with 
or without mileagfe  

Size of company (millions of dollars 
of insurance in force on December 31) 

Less 
than 
5.0 

5- 
9.9 

10- 
19.9 

20- 
39. 

40 
or 

more 

All 
companies 

Percent     Percent     Percent     Percent     Percent        Percent 

92 
63 

7 

55 
83 

91 
67 

8 

64 
94 

91 
69 
10 

62 
99 

88 
64 
12 

64 
98 

88 
57 
11 

69 
98 

91 
65 

9 

62 
93 

10 6 2 0 1 4 
35 25 21 15 10 24 
21 29 31 32 27 28 
6 10 11 18 28 12 

28 30 35 35 34 32 

100 100 100 100 100 100 

26 18 9 9 5 16 
53 56 55 48 46 53 
11 18 26 31 31 21 
2 3 4 6 6 4 
4 4 5 4 13 5 

50 68 78 82 87 69 
41 56 74 76 86 66 

20 8 2 3 1 8 
24 24 28 16 6 22 
25 30 31 36 38 30 
22 31 34 37 53 33 

2 2 1 3 1 2 
7 5 4 5 1 5 

100 100 100 100 100 100 

72 63 54 44 32 58 

See  footnotes  at  end  of table. - Continued 
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Table  4. - Percentage distribution of sample farmers'   mutual fire  insurance  companies, 
by selected operating items  and  size of company,    1954   - Continued 

Operating item 

Size of company (millions of dollars 
of insurance in force on December 31) 

Less 
than 
5.0 

5- 
9.9 

10- 
19.9 

20- 
39.9 

40 
or 

more 

All 
companies 

Percent     Percent     Percent     Percent     Percent 

Payment of agents or direc- 
tors for obtcLining new 
business:  - Continued 

Commission or fee plus 
commission  

Percentage of safety funds 
in bonds: 

None  
Less than 30 percent  
Less than 50 percent  
Less than 70 percent  
80 percent or more  

Use of claim-reduction 
clauses: 

Fractional-valuation  
Fractional-loss  
Fraction of insurance in 

case of complete loss-- 
Combination of two or 

more of above  

24 

56 
68 
74 
88 

6 

34 

35 
48 
61 
80 
10 

42 

24 
43 
57 
81 
11 

55 

12 
31 
49 
72 
15 

66 

6 
29 
43 
74 
16 

Percent 

39 

32 
48 
60 
81 
10 

23 21 22 16 13 20 

1 2 1 0 0 1 

1 3 3 4 6 3 

2 1 0 1 1 1 

1/ For list  of States  in  each  region,   see table   1,   footnote   1. 
2/ Less than  one-half of 1  percent. 
3/ Based  on  companies that  carry wind insurance  on their  own books. 
4/ Frame building,   unrodded,   with nonflammable  roof,   located in an unprotected  area. 
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Table   5. - Percentage distribution of sample farmers' mutual fire insurance 
companies,  by size of operating territory and type of company,   1954 

Size of operating territory 
Non -wind -writing 

fire 
companies 

Wind-writing 
fire 

companies 

All 
companies 

I county or less  or on 
township basis  

2-5  counties  

6-10 counties  

II counties  or more  1/. 

Total  

Percent 

46 

37 

14 

3 

Percent 

20 

33 

17 

30 

100 100 

Percent 

37 

36 

15 

12 

100 

1/   Includes  a few companies that operate in more than  1  State. 

Thus,   wind business written by a fire mutual on its  own policy or as 
an endorsement to it was  counted as  being on its  own books   - whether it 
was  reinsured in whole or in part.     However,   if a fire-wind policy was 
issued by a fire  company,   jointly with a wind company,   which accepted 
the wind risk,   wind business  of this kind was  not counted as  on the is- 
suing company's books.     It was  counted in favor of the wind-writing fire 
mutual or specialized wind mutual that  actually accepted the  risk.     The 
line of demarcation,   therefore,   depends  on which company accepted 
the wind business,   that is,   which company the policyholder looks to for 
payment of a wind loss.      This procedure  also avoids  any duplication of 
business  among companies. 

The distinction between wind-writing and non-wind-writing farm fire 
mutuals  described above  was  believed to be the best possible line of de- 
marcation.     The  fact that only a third of the  farm fire  mutuals  offer 
wind insurance to members,    as  shown in various tables,   does  not mean, 
however,   that the  other two-thirds  of the   companies  do not make  wind 
insurance  available to members.     Some  companies  sell it on a joint fire- 
wind policy,   as  described previously,   and the  risk is  carried by the 
other company.     Similarly,   other  companies  write wind insurance  on the 
policies  of nearby wind-writing  companies,   or their agents  also serve  as 
wind-writing  agents  for other  conipanies.      About  a third of the  farm fire 
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mutuals  make  wind insurance  available through other  companies; a third 
write the  risk on their  own policies  (table   6).      The  latter group  consti- 
tutes  the  wind-writing  companies  referred to in this  report.   The remain- 
ing third of the  companies  do not make  wind insurance  available  to mem- 
bers. 

As  more  farm fire  mutuals  add the  wind peril,   an increasing number 
of the  specialized wind mutuals  probably will  add the  fire peril.     The 
trend,   therefore,   appears  to be  toward the fire-wind type of company, 
rather than toward  specialization in either  of these  fields  of insurance. 
This  has  its  good  as  well  as  its  bad points.     The  fire business  tends  to 
stabilize  annual loss  costs,   which are notably erratic  so far  as  wind in- 
surance  is  concerned.     Moreover,   there  may be  some  saving in operating 
costs.     A company that  covers  both fire  and wind would be  likely to carry 
the  entire  coverage  on a particular farmstead.     As the  company knows 
the  amount of fire insurance in force,   there would be  less   chance of un- 
der-insurance with respect to the wind  coverage.      The  wind  coverage 
would be  as  an endorsement to the  company's  own policy or part of it. 

Whether or not the  wind peril is  covered,   farm fire  mutuals  often 
cover hazards  considered minor for insurance purposes.     These include 
damage from vehicles,   explosion,   riot,   smoke,   and aircraft,   in addition 
to damage  from fire  and lightning.      The  extension of coverage  may be in 
the  basic  fire  and lightning policy or it may be by an  endorsement to it.5/ 
In either event,   the face  amount of the policy or the  insurance  applicable 
to  a particular item is  not increased.     Only the number of covered perils 
is increased. 

The hazard of damage from smoke or smudge is  always  present.    Pre- 
viously,   most  companies paid some  of these losses under their ordinary 
fire  and lightning policies.     Usually,   smoke damage from portable  stoves 
and open fireplaces is  still excluded under the extended-coverage endorse- 
ment.     Other smoke damage is  covered.     Moreover, the danger of damage 
to property along highways  by vehicles,   particularly at curves,  has become 
greater.     Farmers who move machines  from one farm to another risk 
having them damaged in highway accidents.    Livestock that are on highways 
may be hit by passing cars.    This hazard is particularly great if the barn is 
on one side of the highway and the pasture on the other.    Damage from explo- 
sion,  riot,   and falling aircraft,   although a remote possibility,   can occur - 
as,  for example,  the explosion of heating systems and pressure cookers. 

5/   If the 5 perils listed are covered by endorsement,   it is often called 
"5-point'' extended coverage.    If the endorsement also includes coverage 
against wind and hail damage (to property other than growing crops),  it is 
referred to as "7-point" extended coverage. 
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Table 6. - Selected operating practices or items,  sample farmers' mutual 
fire insurance companies.  United States,   1954 

Item 

Basis  of assessments: 
Postloss  
Advance premium  
Both of above  

Total  

Reinsurance  accepted from other companies: 
On fire risks     
On wind risks  

Insurance written concurrently with other companies: 
On fire  risks   —  
On wind risks     

Percentage of net assets in bonds  or other U.   S., 
State,   or mimicipal securities  as  of December 31, 
1954: 

None  
1-29 percent  
30-49 percent   
50-69 percent   
70-79 percent  
80-89 percent  
90 percent or more  

Total ' 

Wind insurance: 
Sold- 

On company's  own policy  
As joint policy with wind company  
By company or its   agents   (but for  account of 

another  company)  

Total  
Not  sold  

All companies  

Companies 

Percent 

42 
56 

2 

100 

39 
8 

55 
16 

30 
15 
11 
19 
15 

6 
4 

100 

33 
6 

20 

59 
41 

100 

See  footnotes  at  end  of table. Continued 
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Table 6. - Selected operating practices or items,  sample farmers' mutual 
fire insurance companies. United States,   1954  - Continued 

Item Companies 

Present single  risk limitations  set- 
1939 or before   
1940-44--   
1945-49     
1950-51   
1952    
1953 —  — - 
1954    —   

Total  

Extended coverage first offered:   1/ 
Before  1945  
1945-49 —     
1950-51 —     
1952-53   
1954 — -- —  

Total  

Lend fire extinguishers to members  

Sell fire extinguishers to members  

Insure  livestock  
Insure purebred animals  at higher limits  
Write "all-risk"  insurance on livestock 

providing coverage against death from 
all causes  

Method of settling livestock losses:   2/ 
Prorate  
Value up to specified maximum per head  
Value with no specified maximum per head  

Maximum insurance per head of (mature) common 
cattle:   2/ 

Less than $100  
$100-$199     
$200-$299  
$300-$399   

See footnotes  at end of table. 

Percent 

8 
6 

16 
18 
14 
17 
21 

100 

12 
25 
18 
31 
14 

100 

3 

16 

93 
61 

10 

37 
38 
15 

4 
24 
28 

9 

- Continued 
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Table 6. - Selected operating practices or items,  sample farmers' mutual 
fire insurance companies.  United States,   1954  - Continued 

Item Companies 

Maximum insurance per head of (mature) 
common cattle:   2/ - Continued 

$400-$599  
Percentage of value  
Actual value  
No maximum —  

Minimum insurance requirements on (mature) common 
cattle in relation to value of herd: 2/ 

None  
50 percent of value  
75 percent of value — 
Number multiplied by specified amount per head 

Dwelling rate  as percentage of barn rate:   3/ 
For fire insurance: 

100 percent-  
80-99 percent-  
60-79 percent  
Less than  60 percent  

Total—  

For wind insurance: 4/ 
100 percent   
80-99 percent  
60-79 percent-  
Less than  60 percent  

Total — 

Wind  rate  as  percentage  of fire  rate:   3/  4/ 
Dwelling: 

More  than  100 percent  
100 percent  
80-99 percent  
60-79 percent  
50-59 percent ■  

Percent 

3 
7 

18 
7 

47 
14 
14 
12 

87 
3 
4 
6 

100 

63 
2 
8 

27 

100 

5 
14 

5 
19 
10 

See footnotes  at  end of table. - Continued 
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Table 6. - Selected operating practices or items,  sample farmers' mutual 
fire insurance companies.  United States,   1954 - Continued 

Item Companies 

Wind  rate as percentage  of fire rate: 3/  4/   - Continued 
Dwelling: - Continued 

30-49 percent — 
Less tnan 30 percent  

Total  

Bam: 
More than 100 percent  
100 percent  
80-99 percent  
60-79 percent  
50-59 percent  
30-49 percent  
Less than 30 percent  

Total    

Percent 

26 
21 

100 

10 
16 

9 
22 
11 
20 
12 

100 

1/   Based on companies  offering extended coverage  (which may or may 
not include protection against wind peril). 

2/   Based on companies that insure livestock. 
3/   Frame  building,   unrodded,   with nonflammable  roof,   located in un- 

protected area. 
4/   Based on companies  offering wind insurance. 

More than half of the  farm mutuals  in the Corn Belt and Lake States 
do not write wind insurance but do include  - either in their policies  or 
by endorsement   - protection against these  5 and/or additional perils, 
such as overturn of tractors  and theft of machinery.   6/   (See table  3.) 
But 61 percent of- the fire mutuals in the Appalachian,""Delta,   and South- 
eastern States  cover wind damage  along with their coverage of damage 
from fire and lightning. 

Around 63 percent of the companies that offer extended coverage be- 
gan doing so since 1950. (See table 6.) If wind damage is not covered 
in the  endorsement,   usually an extra charge is  not made  for coverage 

6/   See table 1,   footnote 1,  for a list of States in each region. 
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of the additional perils.     Approximately 83 percent of the  companies in 
the Corn Belt  and Lake States that offer extended  coverage do so at no 
extra charge.      The fire  and lightning  rate  covers  everything.     However, 
in this  region,   only a fifth of the  compsinies  cover wind damage.    (See 
table  3). 

Many farm companies  now include in their contracts  a provision for 
the payment of up to  10 percent of the  amount of insurance  on household 
and personal property if it is damaged or destroyed when off the policy- 
holder's premises.     For example,   with $2,000 of insurance on personal 
property,   a policyholder may claim up to $200  for clothing damaged by 
fire while it is in storage or at a dry-cleaning establishment or laundry 
in a nearby town.     In adjusting such losses,   some problems nave arisen; 
for example,  the conflict with other insurance  and the possible  effect oí 
loss payments  in another State in which a company is not licensed to do 
business.     To provide for possible collection of the amount paid from 
another insurer,   the   policy's subrogation rights  should be exercised.   7/ 
The farm mutual companies that have  adopted this  subrogation provision 
have followed the  lead of conmiercial companies. 

Wind Insurance. - About a third of the farm fire mutuals now insure 
farm property against wind damage.     (See figure  1  and table 3.)    About 
two-thirds  of the wind-writing companies use the all-one-rate plan on 
wind risks;  and about  8 in 10 use not more than two rates on farm prop- 
erty.     More than half deduct for "betterment"  (depreciation)  in using new 
material to repair or replace  an old roof. 

Some farm mutual fire insurance  companies include wind as  another 
peril insured against in their "combined"  fire-lightning-windstorm poli- 
cies.     This  method of covering wind damage  is  most prevalent in the 
Appalachian,   Delta,   and Southeastern States   - where  about 2 in 5 wind- 
writing companies use it.   8/    (See table  3.)     The  other method com- 
monly used involves the use of a 7-point extended-coverage endorsement. 9/ 
Either method assures that the wind insurance on a particular building 
will not be less than the fire insurance  applicable to it. 

Some  companies,   particularly those in several Corn Belt and Lake 
States,   use two columns in their fire policies   - one for insertion of an 

7/   Subrogation means  a right given to a conapany that has paid a claim 
to "be  reimbursed by some one else who in justice was  responsible for 
and should have paid the damages. 

8/   See table  1,   footnote  1,   for a list of States  in this  region. 
9/   Perhaps  90 to 95 percent of 7-point extended-coverage losses  are 

foiTwind  and hail damage  (to property other than growing crops). 
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amount of fire insurance opposite each property item,   and the  other for 
insertion of the  same  or  a different amount of wind insurance.      This 
procedure provides  an opportunity for members to underinsure with re- 
spect to the  wind peril. 

In some  instances,   as  mentioned previously,   a farm fire  mutual rein- 
sures  all its wind business with a wind-writing company that operates 
throughout the  State.     The fire  company accepts the risk so far as its 
members  are  concerned,   but it does not  carry the  risk on its  own books. 
In other instances,   the fire mutual writes the wind business  on a joint- 
fire-wind policy and the  wind company accepts the  risk.     The name  of 
the wind company appears  on the joint policy along with the name  of the 
fire   company.     The  100-percent reinsurance  arrangement has  some  ad- 
vantages  over the joint policy,   as  a member deals  with only one company 
and receives  only one set of assessment notices.     Written as  an endorse- 
ment to the  fire policy,   the reinsurance arrangement also encourages 
more wind insurance in relation to property values. 

In the  absence of a deductible or minimum-loss  clause,   wind as well 
as  fire losses  are payable in full up to the  amount of insurance.     The 
pattern of wind losses differs,   however,   from the pattern of farm fire 
losses.     A higher proportion of all claims  are for the  smaller amounts 
(fig.   5).     A member who takes  a small amount of wind insurance in re- 
lation to the value of his property gets more protection for his  money 
than a member who insures his property more fully.     His partial losses 
are payable in full  - as though he had more insurance  - and he saves on 
premiums.     The  company,   however,   must charge  all members higher 
rates when properties  are generally underinsured than when they are cov- 
ered for higher amounts.     The larger insurance base  reduces the rate 
per $100  of insurance  required to pay losses. 

Most  companies  do not  require  a minimum amount of insurance  in 
relation to the value  of insured property.     Only about  a third of the 
companies  use  a deductible  (in some instances,   minimum-loss)   clause 
on their wind insurance.    10/    (See table  3.)     If the  clause is  used,   it 
is  usually mandatory and not  elective  for  an extra premium. 

The  chief purpose  of insurance  is  to protect the  insured  against his 
more severe unforeseen losses  and not to pay small claims  that he  can 
well  bear.      These  include particularly "upkeep"   and  "maintenance"-type 

10/   Under  a $25  minimum-loSs  or  franchise  clause,   for  example,   a 
loss  of $24  or less  is  not payable;   but  one  for $25  or  more  is  payable 
in full.      Under  a $25  deductible  clause,   that  amount  is  deducted from 
any loss,   large  or  small. 
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claims.     In relation to amounts paid,   settlement costs on the small 
claims are high.     In some instances,   it costs the company as much or 
more to inspect the loss  and adjust the claim as the claini payment a- 
mounts to.     A $25 or $50 deductible  clause in connection with its wind 
insurance might well be the  solution to rising wind-loss  and assessment 
rates  of some  wind-writing companies. 

Approximately two-thirds  of the wind-writing fire  mutuals use rein- 
surance to some  extent in connection with their wind insurance (tables  3 
and 7).     Approximately a fifth of these companies  operate within a county 
or township.     (See table  5. )    It is usually considered inadvisable,  how- 
ever,   for a company that operates in a limited area to offer wind insur- 
ance unless  such business is  adequately reinsured.     The law of averages, 
upon which insurance is based,   depends on the operation of a large num- 
ber of independent probabilities.     In a small area,   many properties 
might be damaged or destroyed by the  same storm.     Therefore,   the geo- 
graphic spread is not large enough to permit a small conapany that offers 
windstorm coverage to depend on the  law of averages.     Nevertheless, 
size of operating territory appears to be inversely,   rather than directly, 
related to use  of reinsurance on the wind risk.     The  companies that op- 
erate over the larger areas tend to use it to a greater extent than do the 
companies that operate in snaaller territories  (tables  7  and  8). 

Operating Territory 

The proportion of companies that operate within one  county or town- 
ship has  declined since  1936.     (See table  2.)    In the West and the Plains 
States,   mutual companies tend to operate over larger areas.     For the 
country as  a whole,   almost three-fourths  of the companies still operate 
in 5 counties  or less,   and often in only one  county.     (See table  3.)    By 
size of company,   it was found that 9 in  10 of the smallest companies   - 
those having less than $5 million of insurance  - operate in  5  counties or 
less; whereas  only a fourth of the largest  companies operate in areas of 
this size.     (See table 4.)    About half of the non-wind-writing fire mutuals 
still operate in one  county or less  or on a township basis»     (See table 
5. )    Including the  wind-writing as  well as the ngn-wind-writing companies, 
three-fourths  of the farm fire mutuals that operate in an area this small 
have 90 percent or more of their fire insurance on strictly farm proper- 
ty (table 9). 

Insurance in Relation to Value 

The fire-loss patterns for farm and urban property differ.     A high- 
er proportion of the  farm properties that  catch fire are  completely de- 
stroyed.     For that reason,   adequate  insurance on farm property is more 



Table 7. - Percentage of sample farmers* mutual fire insurance companies that use reinsurance on 
fire and wind risks,  by region,  kind of company,  and size of operating territory,   1954 1/ 

Kind of company and size 
of operating territory 

Northeastern 
States 

Fire 
risks 

Wind 
risks 

Appalachian, 
Delta,   and 

Southeastern 
States 

Fire 
risks 

Wind 
risks 

Corn Belt 
and 

Lake 
States 

Fire 
risks 

Wind 
risks 

Western 
and 

Plains 
State 

Fire 
risks 

Wind 
risks 

United 
States 

Fire 
risks 

Wind 
risks 

Non-wind-writing fire 
mutuals: 

Operating in: 
I county or less or on 

township basis  
2-5 counties — 
6-10 counties  
II counties or more - 

All  

Wind-writing fire mutuals: 
Operating in: 

I county or less or on 
township basis  

2-5 counties —  
6-10 counties  
II counties or more ~ 

All—— ^— 

Per-     Per-    Per-     Per-     Per-     Per-     Per- 
cent       cent      cent       cent       cent       cent      cent 

80 

Per-     Per-    Per- 
cent       cent      cent 

CO 

20 — __ 7 -__ 67 .__ 61 -_— 58 -.. 
tc 

48 --- 30 —••_ 81 —_ 59 -_• 72 .... ' 

75 ___ 0 __- 90 __._ 93 V—» 88 »«.. 

100 _—— 0 ___ 78 -_- 50 —- 76 --- 

35   21 75   70   68 —.- 

68 63 11 11 67 57 36 27 43 38 
72 60 35 35 75 73 88 56 70 65 
91 87 50 75 87 82 75 63 84 81 
89 77 78 78 93 81 65 74 82 78 

74 40 42 81 75 67 61 72 67 

1/   See table 1,   footnote  1,   for list of States in each region. 
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Table 8. - Distribution of sample farmers* mutual fire insurance companies, 
percentage using reinsurance,  and selected operating items per $100 of 
insurance,  by size of operating territory,   1954 

Item 

One 
county or 
less or 
on town- 

ship basis 

Size of operating territory 

2-5 
counties 

6-10 
counties 

11 
counties 

or 
more 

Companies (as percentage 
of total number)  

Use of reinsurance (as per- 
centage of number in 
group): 

On fire risks  
On wind risks 1/  

Operating items per $100 of 
insurance in force on 
Dec.  31: 

Losses paid: 
Fire risks——^- —— 
Wind risks 27— — — - 
Total 3/  

Operating expenses 4/—^- 

Total cost (losses plus 
operating expenses) — — 

Income from members  

Safety fimds 

Percent 

37 

5.2 

19.2 
22.0 

54.8 

Percent 

36 

5.2 

22.2 
22.1 

51.1 

Percent 

15 

6.8 

22.4 
23.3 

52.6 

Percent 

12 

56 71 87 81 
38 65 81 78 

Cents Cents Cents Cents 

13.8 14.4 13.0 14.0 
5.6 7.7 7.7 8.9 

14.0 17.0 15.6 22.9 

12.5 

35.4 
48.6 

74.4 

1/ Based on companies writing wind insurance. 
2/ Based on wind insurance in force. 
3/ Aggregate losses paid divided by fire insurance. 
4/ Excludes  reinsurance premiums. 
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Table 9. - Percentage distribution of farmers' mutual fire insurance com- 
panies, by percentage of total fire insurance carried on farna property 
and by size of operating territory,   1954 

Percentage of total 
'                  Size of operating territory 

fire insurance 
carried on farm 

property 
December 31 

(percent) 

One 
'  county or 
[    less or 
[    on town- 
'. ship basis 

2-5        :*      6-10 
counties   .   counties   • 

:        11          : 
;    counties 
;        or 

more 

All 
.companies 

100  

95-99 — : 

90-94 -  : 

80-89 : 

70-79  - : 

60-69 ^— ; 

51-59  : 

'    Percent      Percent        Percent        Percent      Percent 

25                    16                    16                      8                 18 

29                    31                    33                    20                 29 

21                    24                    23                    17                 22 

10                    15                    16                    21                 14 

8                    10                      8                    14                   9 

4                      3                      2                    11                    5 

3                      12                      9                   3 

Total ; 100                  100                  100                  100               100 

important to the insured than in the  case of town property.     Now that 
most farms  are electrified,   the situation is  changing somewhat.   11/ 
With the tremendous increase in pieces  of electrical equipment and num- 
bers  of appliances on farms,   lightning damage to them is increasing the 
proportion of small claims.     Moreover,   losses  of animals  (usually 1 or 
2  at a time)  from lightning have long been an important cause of loss. 

To the extent that moral hazard may be present,   overinsurance is 
particularly dangerous in the  case  of farm property.     Often,   fire-protec- 
tion services  are not available.     In reply to the question,   "If property 

11/   More than 9 in  10 in 35 States. 
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values decline,   could company reduce its insurance on fire policies with- 
out the permission of members  (but subject to cancellation by them)?" 
about  61  percent of the replies were "yes".     (See table 3.)    The propor- 
tion answering yes was even higher in the Appalachian,   Delta,   and South- 
eastern States.   12/    Also,   the proportion was  as high for the  larger as 
for the smaller companies.     (See table 4. )    K a drastic decline in farm 
property values  should occur,   probably there would be considerable  ad- 
vantage in being able to make  overall policy reductions,   on a percentage 
basis,   before loss  rates became unmanageable. 

Obsolescence or special circumstances,   however,   can create overin- 
surance with respect to individual properties,   even when replacement 
costs in general are rising.     For that reason,   a periodic inspection and 
loss-prevention program has been found to be worthwhile by some  com- 
panies  as  a service to members,   in building goodwill,   and in reducing 
losses  and premium rates.     As mentioned previously^   more than 90 per- 
cent of the  companies inspect properties before they are  accepted for in- 
surance.     About  65 percent make inspections upon renewal of policies 
and   before  applications  are  accepted.     Not more than  1  in  10  companies, 
however,   inspect properties in all 3  instances  (1)  before  acceptance, 
(2)  upon renewal,   and (3)  during the term of the policy.     (See table 4. ) 

For the  country as a whole,   about  53 percent of the fire mutuals 
limit their insurance to 75 percent of value.     (See table  2.)    However, 
in the Northeastern States,   about a third of the companies limit their 
insurance on farm property to two-thirds of the value of the property. 12j 
(See table  3. )    A higher proportion of the larger than of the smaller 
companies insure properties for more than 75 percent of value.     (See 
table  4. )     The  companies with the highest portions of their insurance on 
farm property tend somewhat to limit their insurance to less than 75 
percent of the value  of the property (table  10). 

Approximately  1  in 5 farm fire mutuals use a fractional valuation 
clause in the settlement of losses.     (See table 4.)    In some States,   the 
clause is not permitted.     Under the three-fourths value  clause,   the  one 
most  commonly used,   the  insurance indenmity is limited,   not only by 
the  amount of insurance on the building or other item but also by three- 
fourths  of its value  at the time of loss.     As mentioned elsewhere,  many 
companies will not insure  a building for more than three-fourths of its 
value wnen the  application is  accepted;  but some  companies make the 
further limitation that they will not pay more than three-fourths  of its 
value if and when a loss occurs.     Partial losses up to  the amount of 

12/  See table  1,   footnote  1,   for a list of States in each region. 
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Table 10. - Percentage distribution of farmers' mutual fire insurance com- 
panies,  by percentage of total fire insurance carried on farm property 
and by maximum percentage of value insured,   1954 

Percentage of total 
fire insurance car- 
ried on farm prop- 
erty December 31 
 (percent) 

Maximum percentage of value insured 

100 
percent 

80 
percent 

75 
percent 

66-2/3 
percent 

Other 

All 
com- 

panies 

Percent Percent Percent Percent Percent   Percent 

100  

95-99 — 

90-94 — 

80-89 —- 

70-79 — 

60-69 — 

51-59 —- 

Total 

0.7 

.9 

1.0 

1.0 

.8 

.6 

2.2 

7.0 

5.1 

3.3 

1.8 

1.1 

.9 

10.3 

15.7 

11.4 

7.4 

4.3 

1.9 

1.0 

3.2 

4.2 

3.4 

2.4 

5.7 21.4 52. 0 15.9 

0.6 

2.0 

1.0 

.6 

5.0 

17.0 

29.8 

21.9 

14.7 

1.8 .6 9.3 

.6 .1 4.4 

.3 .1 2.9 

100.0 

insurance are still payable in full. 

To the extent that partial losses  account for most loss  payments  on 
contents  of dwellings,   livestock and machinery,   Eind equipment,   there  is 
some inducement to underinsure these  classes  of property.     Each proper- 
ty class  is usually insured for  a blanket amount  covering a number of 
items.     A definite amount of insurance is not attached to each item;  a 
lump sum applies to all items that make up the particular class  of prop- 
erty.     As partial  losses  are usually payable  in full up to the  amount of 
insurcuice  on the  class  as  a whole,   a small amount of insurance  often 
covers  most losses,   particularly if the  property,   such as  livestock  and 
machinery,   is  at scattered locations.      The  company should make  an ef- 
fort to get  enough insurance  on these  property classes  so they will pay 
their  own way.      The  determination  as  to whether  a kind  of property is 
paying its  own way results  from,   and is  a byproduct of,   rate  classifica- 
tion. 
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Loss  and assessment rates tend to be high for a company that per- 
mits underinsurance  of personal property covered for blanket amounts. 
The  reason lies in the fact that the  company does not have  as  much 
total insurance over which to spread its assessments to meet loss pay- 
ments.     So far as the partial losses  are concerned,   an underinsuring 
company may pay about as  much out in claims  on a given amount of 
personal property as  another company that requires  more adequate  cov- 
erage of such property.    In  comparison with the  second company,   the 
first company may be obliged to charge higher rates.     Thus,   it is  at a 
competitive disadvantage in relation to the second company. 

Approximately three-fourths  of the farm fire mutuals  do not require 
a minimum amount of fire insurance in relation to property value  (See 
table  3.)     The proportion is  even higher in the Northeastern States.   13j 
For the  country as  a whole,   about three-fifths  of the wind-writing com- 
panies have no minimum insurance  requirements  with respect to the wind 
peril.     About  1  in 5  companies  in the  Com Belt and Lake States  and in 
the Western and Great Plains  States  require that,   in the  case  of wind 
insurance,   a member must insure his property for at least  50 percent 
of its value.     Particularly in these two regions,   many companies  re- 
quire that the wind insurance on a particular building must be for the 
same  amount as  the fire insurance. 

Problems  of overinsurance  and of underinsurance. - Farm insurance 
is usually sold under the longer term contracts  (table  3),   so that policy 
increases tend to occur on renewal dates.     Thus,   the insurance tends to 
lag behind changes in farm property values.     This tendency for insur- 
ance to lag behind property values  serves  as  a safety factor for the com- 
panies when values  are rising;  but it also means that many farmers  do 
not have enough insurance protection against higher replacement costs. 

If underinsurance  is widespread,   loss  rates  must be high in order to 
permit payment of losses.     This is because many losses  are for less 
than the  face  amounts of policies,   and these  losses  are payable in full. 
More insurance in relation to value increases the insurance base  and 
permits  a company to charge lower rates than would be necessary other- 
wise.    Thus,   the  company is placed in a better position competitively. 
The determination of which  classes  of property are paying their own way 
is  an important reason for rate  classification.     Moreover,   if all mem- 
bers   are  required to insure  their properties  for  about the  same propor- 
tion of value,   their assessment levies  are more equitable  than if each 
member is permitted to take  as  little insurance  as he  chooses. 

13/   See table 1,  footnote 1,  for a list of States in each region. 
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Underinsurance is particularly objectionable to mutuals in the  case of 
windstorm insurance.     The  small claims  usually account for a relatively 
high proportion of all claims paid for wind damage.     14/   (See figure 5.) 
A member who is permitted to choose  a small amount of wind insurance 
on an old frame  building is getting a rare bargain at the expense of his 
neighbor who takes  more insurance in relation to value.     About 3 in 5 
wind-writing farm fire  mutuals have no minimum insurance  requirements 
in connection with their wind insurance.      (See table  3.)    Another  13 per- 
cent require that their wind insurance be at least  50 percent of property 
value.     With increasing replacement costs,   underinsurance probably ac- 
counts for a substantial part of the increase in wind-insurance loss  and 
assessment rates  in recent years*   15/ 

The amount of insurance on property should never exceed its value, 
after allowance for depreciation.     K careful underwriting methods have 
been used,   there should never be  any overinsurance in connection with 
new or renewed policies.     But,   with property values falling, properties 
covered by long-term policies  may become  overinsured before reapprais- 
als can be made of the amounts of insurance  carried in relation to value. 
The losses paid by farm mutuals  averaged more than 24 cents per $100 
each year from 1930 to  1932,   largely as a result of overinsurance cre- 
ated by declining property values.     (See figure 4. ) 

Maximum single-risk acceptance or retention. - Most farm companies 
are limited by law as to the  amount of insurance they may accept or re- 
tain (if they use reinsurance) on a single risk.     Usually,   the State in- 
surance  codes do not define the term "single risk" precisely,   so there 
is little uniformity among companies in its interpretation.     Sometimes it 
is defined as one building,   one farmstead,   or as  all buildings within a 
specified distance from each other.     Other companies define it as the 
amount of insurance under one policy,   as  all of the insurance on one 
man's property,  or as  all property subject to destruction by a single fire. 
A company may write two or more policies on different parts  of a farm- 
er's property,   to permit it to stay within the single-risk limitation but 
to enable it to give the farmer the protection he asks for.   16/ 

14/   Wind-loss patterns,  by size of claim,   are shown in U.  S.  Dept.  Agr. 
Agr.  Inform.  Bui.  70(2,  pp.   14-15), 

15/   For the specialized farm mutual windstorm companies,  loss rates 
per $100 of wind insurance are shown,  by years,  for the period 1921-50, 
in the above-mentioned report (p.   12). 

16/   For the country as a whole, there was an average of 1. 25 policies 
per member on December 31,   1954. 
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Since  1936,   there has been an increasing tendency to define  a single 
risk as  all buildings  subject to a single fire or as  all buildings within a 
specified radial distance  of each other,   and less tendency to define it as 
a single  building.      (See  table  2. )     Even a definition based on radius 
should be flexible  enough to permit judgment in borderline  cases.     For 
example,   in some  such instances,   the prevailing direction of the wind 
might be the deciding factor.     Sparks from a large barn filled with hay 
might well ignite  a dwelling with a wood-shingle  roof 100 feet away,   if 
the wind is blowing from the barn toward the house.     Moreover,   it is 
well known that fireproof exterior walls tend to funnel the heat and 
sparks  upward,   so that such buildings do not create as great a hazard 
to nearby buildings  as do large wooden structures. 

Since   1950,   mainly because of the increase in replacement  costs, 
most companies have increased their acceptance and retention limits,   17/ 
The  single-risk acceptance  or retention limits  reported by about  70 per- 
cent of the  companies were established subsequent to  1950.      (See table 
6.)    In  1954,   about 38 percent of the farm fire mutuals  accepted or re- 
tained $10, 000 or more on farm dwellings,   whereas in  1936 less than a 
fourth did so.     (See table  2. )    This,   together with the increased use of 
reinsurance,   indicates that many companies  adapt their insurance to meet 
the increased need for higher protection against rising replacement  costs. 

It was found,   however,   that a higher proportion of the larger than of 
the smaller companies use reinsurance on fire risks  at any given level 
of single-risk acceptance or retention (table  11).     Ordinarily, however, 
the  smaller companies need reinsurance more than the larger ones.   With 
reinsurance,   a small company  can retain,   say,   $5, 000 of the risk and 
reinsure the  rest,   thus giving its members the protection they need with- 
out jeopardizing its safety funds or risking an extra assessment levy to 
meet an unusually high loss. 

Within the limits  of the insurance  codes  or charters  applicable to 
farm companies,   there is  considerable  latitude in the  amount of fire in- 
surance that may be  accepted or retained on a single  risk.     Some  com- 
panies  may be  more  conservative than they need to be with respect to 
the number of high-valued risks they will accept or retain,   as well as to 
the amount of insurance applicable to each.     There  may be a tendency to 
think of the probability of loss  of 2 buildings,   for example,   as twice as 
great  as  the probability of loss  of  1. 

17/ 1Î a company has a single-risk maximum of $10, 000 and does not use 
reinsurance,  the maximum is an acceptance limit; but if it uses specific- 
risk reinsurance,  it is a retention limit. 
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Table 11. - Percentage of sample farmers' mutual fire insurance compsuiies 
within specified size and single-risk limitation groups that used reinsur- 
ance,   1954 

Single-risk acceptance 
or retention on farm 

dwellings 1/ 

Less than $3,000 

$3,000-14,999 — 

$5, 000-$7,499 — 

$7, 500-$9, 999 — 

$10,000-$14, 999 - 

$15,000 or more - 

No limit set  

Fraction of insurance 
or véilue ~- 

Size of company 
(millions of dollars of insurance in force 

on December 31) 

Percent Percent Percent Percent Percent 

64 

51 

38 

29 

47 

61 

54 

0 

95 

83 

66 

46 

45 

48 

69 

80 

100 

91 

96 

65 

51 

65 

58 

67 

100 

97 

97 

96 

67 

62 

73 

43 

100 

100 

100 

92 

84 

62 

100 

100 

1/   Frame,   imrodded,   with fire-resistive roof,   and located in an vm- 
protected area. 

As shown in table  12,   if each of 2 buildings is insured for $10,000, 
at a "pure" premium rate (loss cost) of 10 cents per $100,   a total pre- 
mium of $20 is collected.     Of this amoimt,   $19.98 is applicable to the 
risk that only one of the buildings will burn.      The other 2 cents is 
associated with the risk that both buildings will burn.     The probability 
that both will burn is  multiplicative,   not additive. 

As  shown in table  12,   if 50 buildings were each insured for $10,000, . 
at the above-mentioned rate,   $500 would be  collected in premiums; but 
only 56 cents of this would be applicable to the risk that 3 of the buildings 



Table 12, - Apportionment of loss cost ("pure" premium),  by number of buildings insured,  based 
on probability that one in  1, 000 will be destroyed by fire 

Buildings insured 

Probability of loss  of- 

building buildings buildings buildings buildings 

Subtotal 

Total 
"pure" 

premium 
1/ 

2  

5  

10 - —. 

50  

100 —. 

500 —. 

1, 000 . 

Dollars      Dollars      Dollars      Dollars      Dollars      Dollars      Dollars 

19. 98 0.02 

49.80 .20 

99.10 .^9 

476.08 23.35 0.56 

20.00 

50.00 

99.99 

499. 99 

20 

50 

100 

500 

905.70 89.75 4.40 0.14 — 999.99 1,000 

3,034.94  1,515.95        377.85 62.66 7.78   4,999.18 5.000 

3,680.66  3,680.66   1,838.49        611.60        152.44   9,963.85        10,000 

1—1 

I 

1/   Each building insured for $10,000 at a "pure" premium of 10 cents per $100 of insurance. 
"Pure" premium per building = $10 (or 0.001 x $10, 000). 
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will burn in  1  year.     Even with 50  such risks,   95 percent of the risk 
cost is  still associated with the loss  of only 1  of the buildings.     The 
reader is  reminded that the remarks in this and the two preceding para- 
graphs apply only to the fire  risk with respect to segregated farm build- 
ings,   for which the probabilities of loss are entirely independent.     Wind 
losses do not meet this  requirement,   and,   therefore,   these statements 
do not  apply to windstorm insurance. 

Policy Term 

Regardless of policy term,   farm mutual assessments  are usually lev- 
ied annually to pay losses  and operating expenses.     In the  case of the 
perpetual or continuous policy,   there is probably greater danger of under- 
insurance when values  are rising and of overinsurance when values have 
started down than in connection with policies that are written for definite 
terms.     The longer the term of the policy the more the insurance tends 
to lag behind property values,   unless there is  a systenaatic policy reap- 
praisal or reinspection program.     The  amount of insurance tends to be 
kept  closer in step with values when policies come up for renewal more 
often. 

Since  1936,   a slight tendency toward increased use of the  3-year and 
continuous policies has been noted.     (See table  2. )    However,   for the 
country as  a whole,   about  6 in  10  companies  still use  a  5-year policy, 
either exclusively or most frequently.     Poiicies for 3 years  are  more 
common in the Northeastern States than elsewhere,   whereas the  continu- 
ous policy is most common in the Appalachian,   Delta,   and Southeastern 
States.   18/    (See table  3.)    The  5-year policy still predominates in the 
Corn Belt and Lake States  and in the Western and Plains States.     The 
largest companies  apparently tend more toward using a continuous policy 
and less toward using one that has  a  5-year term.     (See tsible 4.) 

Reinsurance  or Concurrent Insurance 

Reinsurance is the process by which part of the ultimate liability of 
loss  is transferred from one  company to another.      Thus,   a company is 
able to "insure"  itself against losses beyond an amount its  officials 
think it  can safely carry,   considering the  size of its  safety funds.    Re- 
insurance may apply to specified high-valued properties  or to the busi- 
ness  of the company as  a whole.      This transfer of risk is  an intercom- 
pany affair in which the property owner has no voice or direct interest. 
If he has  a loss,   it is paid to him by the (direct-writing)  company that 

18/   See table   1,   footnote   1,   for a list of States  in each region. 



- 43   . 

issued his policy.     It makes little ciifference to him if part of the money 
comes from another company. 

Through reinsurance,   a company is  able  adequately to insure high- 
valued properties,   yet to transfer part of the risk to another company. 
Or if a company covers the wind peril,   it may obtain reinsurance that 
will cover most or all losses during the year or other specified period 
in excess of a stipulated volume or amount per $1,000 of wind insurance 
in force. 

If the reinsurance appUes to specified high-valued risks,   it is called 
specific-risk reinsurance.     Reinsurance of this kind may be on a pro 
rata or excess-loss basis.     An example will illustrate the difference. 
Suppose  a building is insured for $9,000.      The direct-writing company 
keeps $6, 000 of the risk and cedes the remaining $3, 000 to another com- 
pany.     If the building burns to the groimd,   the direct-writing company 
pays  $6, 000 and the reinsurer pays the other $3, 000 under either plan. 

Difference in case of partial loss. - If fire damage to the building 
amoimted to only $1, 000,   the direct-writing company would pay the full 
loss under the excess-loss plan.     Under this plan,   the  reinsuring com- 
pany pays only the part of the loss that exceeds  the direct-writing com- 
pany's  retention ($6,000 in the example).     Under the pro rata plan,  how- 
ever,   the  ceding company would pay $667  and the reinsurer would pay 
$333.     The  2  companies  share any loss,   complete or partial,   in the 
same proportions that they shared the insurance. 

Either specific-risk plan is suited to the  reinsurance of high-valued 
properties  against the fire hazard.     The excess-loss plan,   however, is 
probably even better adapted to need than the pro rata plan,   because 
under it the direct-writing company gets  and pays  for only as  much pro- 
tection as it needs.     A somewhat similar "blanket"   plan of excess-loss 
reinsurance is used in some States.   19/    Under it,   all risks in excess 
of the direct-writing company's  retention are automatically ceded to the 
reinsurer.     There is no reporting of specific risks  as written  - only of 
losses that require a contribution by the reinsurer. 

The kind of reinsurance that is best adapted to coverage of the wind 
peril is  the  aggregate-excess type of contract (1).     Under it,   the direct- 
writing  company is protected on its  aggregate wind losses,   both large 
and small,   in a single year or other period of time.     Amounts  of in- 
surance  and losses  on specific properties  are not reported.     The  rein- 
surance  applies  to the business  of the  company as  a whole. 

19/   See  report mentioned in footnote 27,   page 57 . 
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Concurrent insurance is  different.     Under it,   two or more companies 
have concurrent insurance on the same property.     This provides  ade- 
quate coverage.     Usually,   the participating companies  are conscious  of 
the coexisting insurance.     They take steps to see that the  combined in- 
surance does not exceed the value or a fraction of the value of the prop- 
erty.     Concurrent insurance has the disadvantage  of requiring a farmer 
to become  a member of more than one  company.     At times,   it may cre- 
ate friction between companies,   particularly in case of loss if the con- 
tract terms in the several policies  are not strictly comparable.     Rein- 
surance is increasingly substituted for  concurrent insurance as  a means 
of providing adequate  coverage of high-valued properties. 

In 1953,   reinsurance  companies sponsored by State associations of 
mutual insurance  companies were in operation in 13 States with respect 
to the fire peril.   20/    In Nebraska and Wisconsin,   State-association- 
sponsored programs were in effect with respect to the wind peril.    How- 
ever,   the reinsurance with respect to wind was not under a type of con- 
tract considered to be most useful to wind-writing companies. 

The proportion of farm mutual companies that use  reinsurance to 
some  extent on fire risks has  more than doubled since  1936.     (See fig- 
ure  1 and table  2.)    The impetus given to reinsurance no doubt stems 
from the high farm property valuations that have prevailed in recent 
years.     It provides a means for covering current high costs of building 
replacement more adequately without creating any additional risk to the 
direct-writing company. 

As  of 1954,   almost 7 in 10 companies used reinsurance.     Wind risks 
were reinsured to about the same extent by the wind-writing companies. 
Fewer companies in the Appalachian,   Delta,   and Southeastern States 
used reinsurance than in any other region.   21/    (See table 3.)    As men- 
tioned previously,   however,   companies in this region have more safety 
funds in relation to insurance than companies in any other region. 

The use of reinsurance is directly related to size of company;  the 
larger companies tending to make greater use of reinsurance.     (See 
table 4.)     This is true in connection with both fire  and wind risks.    Re- 
insurance is  often needed to a greater extent by small companies than 
by large companies.     For a  small company,   a complete loss of 1  (or 

207   See report mentioned in footnote 27.      The   13  States  are Califor- 
nia,   Illinois,   Indiana,   Iowa,   Michigan,   Minnesota,   Missouri,   Nebraska, 
New York,   North Dakota,   Ohio,   South Dakota,   and Wisconsin. 

21/   See table   1,   footnote   1,   for a list of States in each region. 
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perhaps  2) highly insured risks  might greatly increase current loss  and 
assessment  rates.     Probably for this  reason,   as explained elsewhere, 
a higher proportion of the smaller than of the larger companies limit 
their single-risk acceptance  (or retention in the  case of companies  ced- 
ing specific reinsurance) to less than $7, 500.     (See table 4. ) 

In all regions,   it was found that the use of reinsurance was inverse- 
ly related to size of operating territory.      (See table  3. )    Companies that 
operate within one  county only are less likely to use it than companies 
that operate in larger areas.     This  situation was true for wind-writing 
fire companies  as well as  for non-wind-writing mutuals.      (See table  8.) 
At least in connection with wind risks,   a company operating in a small 
area needs  reinsurance more than a company operating in a much larg- 
er territory. 

Farm mutuals in many States need but do not have economical rein- 
surance facilities.     The reinsurance of segregated farm fire  risks need 
not be over an area greater than a State.     However,   a sufficient spread 
with respect to wind risks probably can be obtained only on a nation- 
wide basis.     The organization of an agency to provide  aggregate  excess 
reinsurance of the wind risk could be  a promotional and organizational 
goal of the National Association of Mutual Insurance Companies. 

Rate Classification 

Rates  should be equitable as between members  and  classes  of prop- 
erty as well as  adequate,   from the  company's viewpoint,   for the pay- 
ment of losses  and expenses.       Yet about three-fourths of the farm 
mutual   companies still do not classify farm properties  by degree of 
risk for the purpose of charging rates that reflect fire-loss probabili- 
ties.     They charge only one  rate on all classes of farm property.    (See 
table  2.) 

The situation with respect to classifying farm property for rating 
purposes has  changed little  since  1936,   when "more than two-thirds" of 
the  companies used the one-rate plan.     Perhaps  the reasoning has been 
that most farmsteads  consist of a conaplete  set of buildings  and,   if all 
buildings  are insured by the same  company,   it makes  little difference 
whether an overcharge on the  dwelling helps to pay for  an undercharge 
on the bam.      Or perhaps  the  burden of additionar "paper work"  in set- 
ting up the  rate  classes  and preparing  assessment levies based on them 
may have been overestimatedé     Nevertheless,   as between farmsteads, 
the dwelling on one,   for example,   may be of brick,   with fire-resistive 
roof,   central heating plant,   lightning  rods,   and with fire-protection 
services  on call,   while  another may lack some  or all of these advantages. 
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It is not equitable to charge both farmers the  same  rate. 

Aside from equity,   a company that  classifies  its  rates has  a compet- 
itive  advantage over an all-one-rate  company.     Even if they have the 
same  average rate,   the one that  classifies its  rates is  able to quote low- 
er rates on the better risks.     It is in position to attract such business 
away from the other company.     If this  occurs,   the  rate of the nonclas- 
sifying company must increase.     Thus,   it would seem that classification 
must be accepted by more farm mutuals if they are to meet competition 
for the better risks. 

The main reason for not classifying rates appears to be the time and 
expense involved.     For a smaller company,   an electrical calculating 
machine may be the solution.     This machine is  equipped to carry cumu- 
lative products  (insurance x rate,   by classes),   so that a farmer's total 
assessment may be accumulated quickly and easily - without writing down 
any individual component.     Such machines are relatively inexpensive and 
can be quickly mastered.     Some of the larger companies  rent equipment 
which enables them to handle a large volume of rate  calculations me- 
chanically. 

If rate  classes are to be established on the basis of experience, 
rather than judgment,   it is necessary to keep records on the volume of 
insurance in each class,   as well as the amount of losses paid.   22/ 

Cost of Insurance 

In this  report,   the "cost"  of farm mutual insurance is defined as 
losses paid plus operating expenses.     The  assessment income  collected 
from members usually includes  an amoimt for building up the  company's 
safety fimd;  but as this  fund still belongs to members  and is  often drawn 
upon to pay unusually high losses,   the part of assessment income used 
for safety-fund accretions  is not included here  as  a cost to members. 

Attention is  again directed to the fact that insurance in force and 
losses paid,   as  shown in this report,   are based on direct rather than 
net business.     If a company ceded part of its  insurance to another com- 
pany, these cedings were still counted as on the books of the direct-writing 

22/   If,  for example,  barn losses during a representative 10-year period 
have"totaled $20, 000 in connection with $10 million of insurance on barns 
(year-end totals for 10 years or 10 x average insurance),  the loss cost on 
barns has averaged 20 cents per $100.    To this figure,  something must be 
á^ded for operating expenses and (perhaps) an addition to the safety fund. 
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or ceding company.     Likewise,   losses paid on ceded business were 
counted as part of the loss payments  of the direct-writing company to 
its members.     Consequently,   losses  incurred on assumed business  are 
not included in the figures for the  accepting  company.     As  stated previ- 
ously,   they are included only for the  direct-writing or  ceding  company. 
Whether cedings  were in part or on a  100-percent reinsured basis,   the 
handling was the same. 

Premiums paid for reinsurance,   return premiums,   and disbursements 
in the nature of capital expenditures were not included in operating ex- 
penses.     Moreover,   the income from members  of the direct-writing com- 
pany does not include  reinsurance premiums  collected by it on risks as- 
sumed from other companies or loss payments  collected from reinsuring 
companies  on business that was  ceded to (assumed by) the latter. 

All figures per $100 of insurance   - losses paid,   operating expenses, 
income from members,   and net assets or safety funds   - are based on 
the amount of fire insurance in force  at the end of the year.   23/     This 
was true for the wind-writing fire mutuals as well as for the non-wind- 
writing  companies. 

For the farm fire mutuals,   the downward trend in losses paid and 
the upward trend in operating expenses per $1,000 of insurance from 
1914 to  1954 are shown in figure 4,     Wind losses are included in the 
losses paid by the wind-writing companies.     For companies that offer 
extended coverage,   these losses  are also included.     If wind is not cov- 
ered in the endorsement,   such losses are usually relatively small. 

In tables  8,   13,   and  14,   the "total"  of losses paid per $100  of insur- 
ance is based on amounts  of fire insurance in force.     The wind insur- 
ance  of the wind-writing fire  mutuals was not added to the fire insur- 
ance of these  companies to arrive  at total insurance in force.     On the 
contrary,   it was  assumed that a company's fire insurance represented 
its  maximum liability.     For example,   suppose  a farm building is insured 
for $8,000  against fire damage and for $5,000  against wind damage.   The 
$8, 000 represents the maximum liability of the  company with respect to 
this building.     However,   $5, 000 of the $8, 000 of insurance on the build- 
ing also applies to the wind peril.     In taking this viewpoint,   it must be 

23/   Figure 4 is an exception.    There,  losses paid and operating expenses 
are^ased on the average insurance in force during the year,  or halfway be- 
tween the amounts outstanding at the beginning and end of the year.    See 
Agricultural Finance Review (8, v,   18,  p.   108), 
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Table 13. - Percentage distribution of farmers' mutual fire insurance companies,  an 
selected operating items per $100 of insurance,  by type and size of company,   1954 

and 

Item 

Size of company 
(millions of dollars of insurance in force 

on December 31) 

Less 
than 

.  5.0 

•  5-   :  10- 
:  9.9  :  19.9 

20- 
:  39.9 

40 
or 

more 

Percent Percent Percent Percent 

72     71     65 
28     29     35 

Percent 

75 
25 

29 
71 

100 100     100     100 100 

Cents Cents  Cents Cents Cents 

Percentage of companies 
insuring against: 

Fire only 1_/  
Fire and wind  2/   -- 

Total   

Operating items per $100 of fire insur 
anee in force on December 31: 

Income from members: 
Fire-only companies   1/  
Fire-wind  companies   2/--  

All companies  

Operating expenses:   3/ 
Fire-only companies   1/  
Fire-wind companies   2/  

All companies  

Losses paid: 
Fire peril  
Wind peril 4/ ■  

Total  5/  -  

Accumulated safety funds: 
Fire -only companies   !_/  
Fire-wind  companies   2/  

All  conxpanies  

21.6 
34.2 

23.2 
36.1 

20.5 
33. 9 

19.9 
29.7 

19.8 
44.8 

24.9 26:6 24.7 23.2 39.9 

5.3 
9.3 

5.9 
10. 2 

4.8 
9.8 

4.6 
9.3 

4.6 
11.4 

6.4 7.1 6.4 6. 2 10.0 

14.6 

11.8 

16.0 

7.9 

14.3 
8.1 

13.7 
9.0 

14.7 
8.1 

16.9 17.1 18.6 15.7 19.9 

62. 2 
93. 8 

59.4 
96. 0 

49. 1 
62.0 

45.8 
76. 3 

46. 6 
65, 7 

70. 8 69.6 58.0 56.6 62.3 

1/   Includes  companies  that insure  against lightning  and extended-coverage perils 
Other than wind. 

2/   Includes  companies  that  insure  against  above-mentioned perils  in addition to 
wind. 

3/   Excludes  premiums  paid  for  reinsurance. 
4/   Per  $100  of wind  insurance  in force  on December  31,    1954. 
5/   Includes  losses  paid  for damage  by extended-coverage perils  such  as   explo- 

sion,   smoke,   and wind. 
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Table   14. - Number of farmers'   mutual  fire  insurance   companies,   insurance  in  force,  .and  selected 
operating items  per  $100  of insurance,   by States,   regions,    and  types  of companies,    1954 

insurance in 
force on 

December 31 
2/ State 

and 
region 

T>pe 
of 

pany 
1/ 

Com- 
panies 

2/ 
Fire Wind 

3/ 

Per $100 of insurance in force on 
December 31 

4/ 

Losses paid 

Fire 
Wind 

5/ 
Total 

6/ 

Operat- Income 
mg ex- from   *' Safety 
penses mem- funds 

7/ bers     \ 

Connecticut- 

Delaware — 

Maine  

Total — - 

Maryland  

Total --- 

New 
Hampshire 

Total  

New Jersey  

New York  

Total  

Pennsylvania -- 

Total  

Vermont  

Total  

Northeastern 
States -- 

Total  

Alabama  

Arkansas     

Total  

Florida  

Georgia  

Total  

W 

W 

W 
NW 

W 
NW 

W 
NW 

W 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

W 

W 
NW 

NW 

W 
NW 

No. 

1 

8 

4 

41 
72 

141 
155 

15 
2 

17 

1 

8 
11 
19 

Mil. 
dol. 

18,6 

13.8 

Mil. 
dol. Cents       Cents       Cents      Cents       Cents       Cents 

18.3 

14.8 

4. 1 

137.3 

21. 9 

96.3 

24. 3 

25. 1 

8/       161. 8 

48. 8 166. 9 

8 
21 

    46.4 
54.2 

35.4 56.3 
54.2 

11.1 
7.3 

52. 1 
51.5 

40.3 
76.0 

29 

5 
2 

108.9 

— 

47.0 

13.0 
8/ 

35.4 

12.6 

56.2 

18.9 
8/ 

10.8 

10.4 

52.1 

32.0 
8/ 

41.5 

113.7 
8/ 

7 140.4   13.0 12.6 18.9 10.4 32. Ó 113.i 

27.9 
9/ 

28.4 50. 6 14. 6 
9/       10.0 

28.7 
42.0 

64.0 

168.6 

27.7 

14.2 

22. 5 
23.8 

28.4 

33.3 

22.8 

113      1,678.9 

77 
49 

23. 2 

14.2 
12. 5 

22. 8 

14.6 

50. 2 

33.2 

26.4 
23.8 

14. 6 

12. 2 

11. 5 
6. 8 

34. 5 
32.4 

25. 1 

24. 2 
12. 6 

9. 2 

9.6 
5.2 

33. 5 

27.3 
27.1 

126      1,848.5 

3 
2 
5 201.3 

14.0 

 8/ 
—QT 

14.6 

8/ 

22.8   ■ 

8/ 
sT 

9.0 

 8/ 

17. 6 
21. 1 

18.1 

QT 

27. 2 
21.2 

8/ 

10.7 
6.4 

27. 2 

 8t rr 

30. 5 
31.2 

749.8       18.5 18.1 

86,0 

1/ 
8/ 

37.2 

48,9 
18.9 

6.9 

10.4 

25.7 

44.1 

58.7 
18.9 

9. 7 

26.1 

28. 8 
12.5 

30.6 

99. 5 

94.6 
48.9 

209.9 

3. 2 

8/ 

45. 2 

44. 6 
37.4 

10.4 

5. 5 

53.8 

8/ 

26. 8 

8/ 

55.3 31.2 
37.4 9.8 

79. 2 
47.0 

117. 5 42. 2 5. 5 49.7 24. 5 69. 1 

307.6 
220.0 

28.8 306.9 

8/       134.0 

57.6 
60. 2 
58.9 

53.3 
83.2 
57.1 

8/ 
"87" 

71,8 
66.0 
70.4 

104.4 

78.8 
126.9 

88. 9 84. 8 

8/ 8/ 

186.0 
167.3 
175.7 

See  footnotes   at  end  of table. Continued 
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Table   14.- Number of farmers'  mutual fire insurance  companies,   insurance  in force,   and  selected  op- 
erating items  per $100  of insurance,   by States,    regions,   and types  of companies,    1954   -  Continued 

State 
and 

region 

Type 
of 

com- 
pany 

1/ 

Com- 
panies 

2/ 

Insurance in 
force on 

December 31 
2/ 

Fire 
Wind 

3/ 

Per $100 of insurance in force on 
December 31 

4/ 

Losses  paid 

Fire 
Wind 

5/ 
Total 

6/ 

"Operat- 
ing ex- 

Income \ 
from   * 

penses 

:    V 
mem- \ 
bers    ; 

Safety 
funds 

Kentucky  

Total  

Mississippi  

North 
Carolina  

Total  

South 
Carolina  

Total  

Tennessee   

Total  

Virginia  

Total  

West Virginia  

Total  

Appalachian,  Delta," 
and Southeastern 
States  

Total  

Illinois  

Total  

Indiana  

Total  

Iowa  

Total  

W 
NW 

W 

w 
NW 

w 
NW 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

No. 

13 
3 

Mil. 
dol. 

Mil. 
dol. Cents       Cents        Cents       Cents       Cents       Cents 

1/ 
8/ 

15.6 
8.7 

5.5 26.9 
8.7 

17.4 
5.1 

52.7 
14.4 

16 

2 

16 
14 

194.4 

42.8 

1/ 
8/ 

21. 5 

50. 1 

36.2 
25.3 

5.5 

9.8 

5.7 

25. 8 

59.9 

25.7 
25. 3 

16.7 

13.2 

8.2 
12.0 

30 178, 2 

8/ 
8/ 

33. 1 

18.0 
30. 2 

5.7 

6.0 

25.6 

23.3 
30. 2 

9.3 

27. 3 
17.5 

39 

5 
8 

442.2 

8/ 

13.4 

11.3 
20. 9 

7.2 

4.6 

15. 5 

12.3 
20.9 

12.7 

21.6 
8.8 

13 

109 
69 

90.0 

1/ 
8/ 

16. 2 

25.7 
20. 6 

4.6 

6.2 

16.7 

29.3 
20.6 

15.1 

17.5 
11.2 

178      1,680.7        993.0       24.8 6.2 27.8 16.4 

149     3,476.9 11.0 3.9 12.0 5.0 

50. 5 

155.0 

38.9 
51.5 

82.9 
73.0 

44. 6 
29.4 

55.9 
38.4 

20.4 

232.9 
5.0 

217. 9 

64.0 

163. 1 
187. 2 

42.5      170.0 

24.4 
381.3 

10 26. 5 — 27.7 6.0 28. 8 19.5 75. 1 294.0 

27 8/ .—- 13,3 2.8 16.0 11.9 39. 1 41. 9 
3 8/   28.7   28.7 7.7 34.2 43.4 

30 290.0 — - 13.8 2.8 16.4 11.8 38.9 42.0 

20 8/ — 14.0 7.2 16.7 13.0 33.0 129.9 
19 8/   10.8   10. 8 11.8 25.6 74.7 

31.5      118.8 

233. 6 
126. 0 

37.4      179.0 

119.7 
129. 7 

52.9      121.4 

w . 10 8/   13.2 9.2 21.2 6.6 88. 1 71.5 
NW . 186 8/   12.4   12.4 5.3 18.7 47.1 
 : 196 2,642.8   12. 8 9.2 16.2 5.6 49. 8 57. 8 

w" 14 8/ .- 18.7 7.9 29.9 17.7 59.6 88.7 
NW. 58 8/   17. 9   18.1 6. 1 26. 6 59.6 
 : 72 1,598.4 --- 18.4 7.9 25.1 12.8 46. 2 77. 1 

w' 70 8/ „. 9.7 3.9 12.0 5. 5 22.7 46. 3 
NW: 79 8/   12.0   12. 1 4.6 18.3 49.9 

48.2 

See  footnotes  at end of table. - Continued 
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Table 14. - Number  of farmers'  mutual fire insurance  companies,   insurance in  îorce, and selected  op- 
erating items  per  $100  of insurance,   by States,   regions,   and types  of companies,    1954- Continued 

State 
and 

region 

Michigan  

Total  

Minnesota  

Missouri  

Total  

Ohio  

Total  

Wisconsin  

Total  

Corn Belt and 
Lake States-- 

Total --- 

California-- 

Total --- 

Colorado  

Total --- 

Idaho  

Total --- 

Kansas  

Montana  

Total --- 

Nebraska -- 

Total --- 

Type 
of 

com- 
pany 

1/ 

W 
NW 

NW 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

W 
NW 

W 

W 
NW 

W 
NW 

Com- 
panies 

2/ 

Insurance in 
force on 

December 31 
2/ 

Fire 
Wind 

3/ 

Per $100 of insurance in force on 
December 31 

4/ 

Losses paid 

Fire 
Wind 

5/ 
Total 

6/ 

Operat- 
ing ex- 
penses 

7/ 

Income 
from 
mem- 
bers 

No, 

12 
48 

Mil. 
dol. 

Mil. 
dol. 

8/ 
8/ 

Cents 

20. 2 
20.4 

6.4 25. 1 
20. 5 

16.0 
6.7 

44. 5 
29.9 

60 1,779. 2 

154     2,411.3 

19 
121 

8/ 
8/ 

20.3 

10.3 

14.0 
22.0 

6.4 

4.7 

22.9 

10. 3 

16. 8 
22.0 

11.5 

4.0 

9. 6 
5.9 

36.4 

15. 5 

31. 2 
30.0 

140 

54 
39 

956.8 

8/ 
8/ 

20.3 

14.8 
14.6 

4.7 

7.2 

21.0 

21. 2 
14.6 

6.7 

4.8 
4.6 

30.3 

25.1 
18.8 

93      2,514.0 

32 
159 

8/ 
8/ 

14.8 

14.4 
12.8 

7. 2 

5.1 

19. 5 

15. 6 
12.8 

4.7 

6.7 
3.4 

23.4 

23. 1 
17. 1 

191      3,094.5 

211 
844 

8/     — 
8/     — 

13.1 

14.7 
13.7 

5.1 

7.0 

13.4 

20.4 
13.7 

4.1 

8.9 
4.7 

18.3 

42.7 
19. 9 

1,055   18,473.9  6,009.8   14. 1 7.0 16.4 6.3 29. 2 

10 
2 

8/ 
8/ 

12.6 
7.5 

9/       13.2 
7.5 

17.5 
12.4 

27.4 
40. 8 

12 

3 
3 

555.7 

8/ 

12.4 

5.8 
7. 6 

9/ 

9.7 

13.0 

8.9 
7. 6 

17.3 27. 5 

23.0 
23. 2 

310. 5 

8/ 
8/ 

6.1 

13. 6 
12.6 

9.7 

8. 7 

8.7 

13.8 
12. 6 

9.1 

15. 5 
4.7 

23.0 

40.7 
25.0 

10 

5 
7 

257. 5 

468.4 

8/ 

12.8 

10.3 

9. 5 
8.9 

8.7 

11.2 

7.5 

13, 3 

24. 7 

10. 7 
8.9 

10. 5 

13.3 

12. 3 
8,4 

33.4 

37.3 
19.7 

12 

25 
17 

84.4 

8./ 
8/ 

9.3 

8.6 
5.9 

7. 5 

4. 5 

10.0 

15. 5 
5,9 

11. 0 

5.8 
4.6 

30. 2 

22. 6 
11, 1 

42 986.3 8.4 4. 5 14.6 5. 5 20.0 

Safety 
funds 

Cents       Cents       Cents       Cents       Cents 

39.4 
67.4 
52.9 

42.0 

82.0 
60,3 
65. 2 

30. 5 
33.8 
31.3 

46. 6 
33, 8 
36. 1 

51.9 
46. 2 
48.6 

67.0 
51. 9 
66.6 

43.0 
66.4 
46.7 

82, 1 
78,4 
80.4 

51.5       134.4 

113.3 
76.0 
98. 8 

59. 6 
26. 1 
56.9 

See  footnotes  at  end  of table. Continued 
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Table 14. - Number of farmers'   mutual fire  insurance  companies,   insurance  in  force,   and selected op- 
erating items  per $100  of insurance,   by  States,   regions,   and  types  of companies,   1954   - Continued 

State 
and 

region 

Type 
of 

com-; 
pany 

1/ 

Com- 
panies 

2/ 

Insurance in 
force on 

December 31 
2/ 

Fire 
Wind 

3/ 

Per $100 of insurance in force on 
December 31 

4/ 

Losses paid 

Fire 
Wind 

5/ 
Total 

6/ 

Operat- 
ing ex- 
penses 

7/ 

Income 
from 
mem- 
bers 

Safety 
funds 

No. 
Mil. 
dol. 

Mil. 
dol. Cents       Cents       Cents       Cents       Cents       Cents 

North 
Dakota- W 

NW 
4 

29 
1/ 
8/ 

10. 1 
9.3 

25.6 31.4 
9.3 

13. 9 
5. 5 

43. 8 
15. 9 

48.0 
68.0 

Total - 

Oklahoma 

Total - 

Oregon—- 

Total - 

W 
NW 

33 

1 
2 

389.9 

 8/ 

9. 6 

9.0 
9. 5 

25. 6 

11.3 

18.2 

20.3 
9.5 

8.9 

6.4 
3.0 

19. 5 

44. 6 
23. 6 

60.4 

408.0 
30.3 

W 
NW 

28.4 

8/ 

8.9 11.3 18.9 6.0 

12.9 9/ 
9/ 

13.2 14.2 
9/ 4.9 

42.2 

35.1 
11. 1 

36.4 

70. 1 
1, 340.0 

South 
Dakota 

Total  

Texas  

Total ^  

Utah  

Washington  

Total  

Wyoming  

Western and 
Great Plains 
States  

W 
NW 

W 
NW 

W 

w 
NW 

w 

w 
NW 

2 
42 

141.0 

8/ 
8/ 

12.8 

10.7 
6.4 

97 

13.2 

13.1 

22.4 
6.4 

14.4 

9.8 
3.8 

35.7 

43. 8 
11. 5 

79.9 

166.2 
36.8 

44 

22 
11 

43ÍB. 9 7.3 

8.4 
6.6 

13.2 

4.7 

9.7 

13. 1 
6.6 

5. 2 

4. 6 
5.6 

19. 5 

31. 2 
27.5 

66.7 

96.4 
142.6 

33 437.9 

38.0 

8.3 

8.4 

7.8 
3.7 

4.7 

10.0 

8/ 

12.9 

8.7 

8.7 
3.7 

4.7 

16.9 
8.3 

31.0 

43.3 
27.4 

98.3 

225.8 

109.7 
275.4 

94 
120 

269.4 

10.8 

7.6 

8/ 

9.4 
8.1 

1/ 

6.7 

8. 6 

8/ 

15. 6 
8. 1 

16. 5 

8/ 

11.6 
5.2 

42.5 

8/ 

32. 8 
16. 6 

117.8 

8/ 

85.6 
60. 1 

Total  

United States 

Total  

214       4,417.1     2,665.7      9.1 6.7 14.0 10.0 28. 2 80.3 

W 
NW 

555 
1, 188 

15. 1 
13.9 

8.3 21. 2 
13. 9 

10. 7 
5.0 

40.3 
20. 8 

69. 
50. 

1,743     28,814.7   11,418.3    14. 5 8.3 17. 8 7.9 30. 9 60. 6 

1/ W = Wind-writing  fire  companies;  NW = Non-wind-writing fire  companies. 
2/ All  companies, 
3_/ The  part  of the  fire  insurance  that  also  applies  to wind  peril. 
4/ Sample  companies. 
5/ Wind  losses  divided  by  wind  insurance. 
6_/ Aggregate  losses  paid divided  by fire  insurance. 
Ij Excludes   reinsurance  premiums. 
8/ Information  not  available. 
9/ Data  inadequate. 
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assumed that all of a company's wind business is  on properties that it 
also covers  against the fire peril.     If a company writes wind,   as well 
as fire,   insurance,   it is likely that,   in most instances,   both kinds  of 
insurance  are  carried in the same  company.     Wind losses per $100 of 
insurance  are based on only the  amount of wind insurance in force. 

The percentage of companies insuring against the wind peril is shown 
by company-size groups in table  13.     In this table income from members, 
losses paid,   operating expenses,   and net assets  or safety funds per $100 
of insurance  are shown separately,   by size groupings,   for wind-writing 
and non-wind-writing fire mutusils.     The size groupings  are based on 
volume of fire insurance in force on December 31,   1954.     From this 
table,   one  can,   for example,   determine about how nauch a conapany's as- 
sessment rate,   aggregate losses,   and operating expenses would be in- 
creased per $100 of fire insurance in force,   on the  average,   by adding 
the wind peril.     From it,   one might also determine about how much 
more safety funds are held by the wind-writing than by the non-wind- 
writing fire companies. 

By size of operating territory,   it was found that in 1954 losses paid, 
operating expenses,   income from members,   and net aôsets or safety 
funds per $100 of insurance were all generally higher for companies 
that operate over larger areas than for companies that operate over the 
smaller areas.     (See table  8.)    It is  realized that comparisons based 
on one year's experience may not apply over a longer period.     The num- 
ber of companies and the amount of insurance in force,   as well as the 
operating items mentioned,   are shown for 1954,   by States,   regions,  and 
type of company (wind versus non-wind-writing companies).     (See table 
14.) 

Income from Members 

Assessment income,   as the term is used here,   refers to regular as 
well as  any extra assessment levies.     Regular levies  may be  made in 
advance or on a postloss  basis.     Around  56 percent of the  companies 
now collect estimated insurance  costs for a year ahead when the policy 
is issued,   and later they collect their estimated  costs annually in ad- 
vance.      (See table  2.)     The plan of operating largely on postloss  as- 
sessnaents  amounts to giving insurance protection on credit.     In the 
past,   money was  sometimes  borrowed until postloss  assessments  could 
be levied and collected.     Most of the postloss,   as well as the  advance- 
payment,   companies  have  accumulated  safety funds and do not need to bar- 
row money.     It is  therefore  more  difficult to distinguish between the 
two assessment procedures. 
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The income  of many farm mutuals now includes  some  investment, 
as well as  assessment income.     On December 31,   1954,   around 70 per- 
cent of the farm fire  mutuals had some part of their safety funds in 
government.   State,   or municipal bonds.     (See table  6. )    Only the part 
of income that was  collected from member^  is included as  income in 
this  report.     Such income includes policy and membership fees col- 
lected from new members.     It excludes interest income.     As mentioned 
elsewhere,   there  appears to be  some trend away from the  collection of 
a membership fee,   particularly by the larger companies.     (See tables 
2 and 4.) 

Some  companies,   particularly those operating under general mutual 
laws,   now write policies under which the  assessment privilege is lim- 
ited.     A few that are still classified as  farm companies write nonas- 
sessable policies.     As discussed under another heading,   most companies 
that operate under farm mutual laws  still write policies under which 
pro rata membership liability is unlimited.     However,   most of these 
companies have safety funds that are  considered adequate.     The "hidden" 
reserves  (assessment privilege) of such companies,   as  security for the 
payment of losses  constitute  an asset that is  seldom drawn uponv 

By geographic  regions,   the income from members  of the non-wind- 
writing companies,   per $100 of fire insurance in force on December 31, 
1954,   ranged from a low of 16. 6  cents in the West and the Great Plains 
to a high of 38.4  cents in the Appalachian,   Delta,   and Southeastern 
States.   24/   (See table 14.)      For the wind-writing companies,   income 
from members  ranged from 30. 5 cents  in the Northeast to  55. 9  cents in 
the Appalachian,   Delta and Southeastern States.      The figures  for both 
types  of companies  combined are  also shown in table  14.     As the in- 
come  figures  are higher for the wind-writing than for the non-wind- 
writing companies,   the   combined figures  reflect the proportion of com- 
panies in the State or region that write wind insurance and the volume 
of such business in relation to the fire insurance. 

During  1954,   the  companies with the greatest amount of fire insur- 
ance  in force  were  represented  in both the  lowest  and the  highest  av- 
erages  with respect to income  from members.      (See table   13.)     Those 
in the  non-wind-writing group had the  lowest  average income  from mem- 
bers   -  19. 8  cents  per $100;  whereas  those  in the wind-writing group 
had the  highest average income from members   - 44. 8  cents. 

24/   See table  1,   footnote   1,   for a list of States in each region. 
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Except in a few States  where the laws  specifically permit a limit on 
membership liability,   most farm mutual companies  continue to operate 
without any stipulated limit.     This liability differs,   however,   from the 
unlimited liability attached to a partnership.     It is  pro rata in that each 
member is  obligated to pay only his pro rata  share of losses  and ex- 
penses.     A creditor  could not  collect from individual members   - only 
from the  company which,   in turn,   may assess  and collect from its  mem- 
bers  on a pro  rata basis,   according to the  amounts of insurance carried. 

Net Assets  or Safety Funds 

Many farm mutuals  are incorporated under separate farm mutual laws. 
As  assessment companies,   they are not  required by law to set up un- 
earned premium reserves.     However,   most of the companies had accu- 
mulated safety or reserve funds  by the end of 1954.      (See table  2.)    In 
contrast,   only about  a third of the  companies had such funds  on hand 
in  1926. 

A safety fund or reserve eliminates the necessity for the company to 
make an extra levy to pay losses or to increase its insurance charges 
after high-loss years. In earlier years, as mentioned previously, many 
companies borrowed funds to pay losses until postloss assessments could 
be made. With a safety fund, a company can charge for its insurance 
in advance and can draw from or add to its safety fund when losses are, 
respectively,   more or less than anticipated. 

These  safety or reserve funds belong to members  and serve to stabi- 
lize their assessment rates,   thus placing their annual insurance levies 
on a more or less  fixed-cost basis.     Because loss payments per $100 
of insurance vary somewhat more from year to year for the wind-writ- 
ing than for the non-wind-writing fire mutuals and more for the smaller 
than for the larger companies,   the former in each instance tend to build 
up larger reserves in relation to insurance than the latter. 

As  stated previously,   a company that  covers  wind,   in addition to fire 
and lightning,   needs  more safety funds per unit of insurance than does 
a company that covers  only the latter (and perhaps  a few minor)  perils. 
For the  country as  a whole,   the  safety funds  of the  wind-writing fire 
mutuals  amounted to about  69  cents  per $100  of insurance  in force  at 
the  end  of 1954,   compared with  50  cents  for the  non-wind-writing com- 
panies.      (See table  14. )     By regions,   companies in the  Appalachian, 
Delta,   and Southeastern States  tended to have  larger reserves in relation 
to insurance than companies in other  regions.   25/    For the  country as 

25/   See  table   1,   footnote   1,   for  a list  of States by regions. 
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a whole,   the smaller companies tended to have the largest safety funds 
per unit of insurance.     (See table  13.)    This was true for both types  of 
companies.     About  1  in 8  companies  operate in a territory as  large as 
11  counties  or more.     Such companies  are largely of the wind-writing 
type  (table  5),   so as  a group they tended to have the largest reserves in 
relation to insurance  (table  8).     About 70 percent of the  companies had 
part of their net assets  or safety funds  in United States,   State,   or mu- 
nicipal bonds  on December 31,   1954.      (See table  6.) 

More should be known about the  safety funds  required in relation to a 
given volume  of insurance.     The term "required"  is  used loosely here, 
as  any selected safety-fund level is  associated with a probability that it 
will be adequate.     A conapany could not be expected to have safety funds 
equal to its  outstanding insurance. 

Company officials should have  some idea of the adequacy of company 
safety funds for paying several highly insured losses (table  12)  or for 
paying unusually high aggregate losses in a single year.     Any deficiency 
may be  covered by reinsurance,   which is usually obtainable for the fire 
and wind business  separately.     Different contracts are usually required 
in order to cover both perils. 

The  combined experience of many companies has indicated that a 
company's  annusil losses per $100  of insurance have exceeded twice their 
average only about  5 percent of the  time,   or once in 20 years,   in the 
case of non-wind-writing farm fire mutuals  (3,   p.   132). 

The experience of 42 specialized farmers'  mutual windstorm insurance 
companies from  1937 through  1950 indicates that there is about  1  chance 
in 8 that annual wind losses per $100 will exceed twice the  company's 
average losses  (2,   p.   33;  4).     For smaller companies,   the  chances  are 
somewhat greater;  for larger companies,   they are somewhat less.    More- 
over,   the chance of having amnual wind losses that exceed 3^ times  a 
company's  average  loss  appears to be in the  order of about  5 percent, 
or once in 20 years.     Therefore,   the  cbance that  annual wind losses will 
exceed 3^ times  a company's  average wind-loss  rate per $100  of insurance 
appears  to be  about the  same  (1  in  20)   as  that it will have  annual fire 
losses that amount to twice the  company's  average fire-loss  rate. 

Suppose a company's  wind losses  have  averaged  15  cents per $100 
over a representative  period,   and that its  safety fund now  amounts  to 45 
cents per $100.     According to the probabilities  given,   the  company might 
expect its  annual wind losses to exceed its  safety fund  about once in   20 
years.     Company officials  may wish to reduce  the  chances  of having to 
make  an extra assessment by taking  out  aggregate-excess  reinsurance 
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which goes  into effect when annual losses  exceed 45  cents per $100,   or 
3  times the  "expected"   looses.    26j     Or if the  company has  $10  million 
of insurance in force,   the starting point of the  reinsurance protection 
might be  $45,000  (which is   0.0045 x   10,000,000).      If the  current year 
happens to be  an unfortunate  one,   current income  may be  adequate to 
pay operating expenses   connected with the  wind business,   as  well as any 
fractional contribution toward excess  losses required by the reinsurer.   27/ 

The  above  discussion dealt with loss  distributions  associated with the 
fire and wind  risks.     If operating expenses  are included with losses 
paid,   the  two items  together  constitute the  cost to members.      (The por- 
tion of the  assessment levy used to build up the  company's  safety funds 
still belongs to members,,) 

The distribution of annual costs,   as percentages  of average  cost,   for 
46 non-wind-writing  and 44  wind-writing  companies  in Ohio during the 
period  1942-53  is  shown in figure  6.     An annual  cost per $100 of insur- 
ance  was  computed for each  company for  each of the  12  years   - by  di- 
viding the  annual  cost by the year-end insurance  in force.     A simple  av- 
erage  of these  12  figures  was   calculated.     Each  annual  cost per $100 
was  then  converted to  a percentage  of the  company's  average  cost  per 
$100  for the period.      The   12 percentages  for  a company therefore  were 
based on its  own  average  cost,   which may have  been quite  different from 
that for  any other  company;  but the   12 percentages  for each company 
looked a lot alike,   so they were pooled by class  intervals.      That gave 
552  (12 X 46)  company years  of experience for the non-wind-writing com- 
panies  and  528  (12 x 44)  for the  wind-writing  companies.     "Percent  of 
time"  in the figure therefore  refers  to the  percentage  of the total  com- 
pany years  (552  or  528)  that fell in each percent-of-average-cost group. 

Loss-Prevention Activities 

Loss prevention is  as  much a function of farm mutuals  as  loss dis- 
tribution.     If all fire losses  were partial losses  amounting to less than 
the face amount of the policy,   and if there were no minimum-loss  or 
loss-deductible  clause in the  contract,   the insurance would usually cover 
the full loss  incurred by the  farmer.     However,   in the  case  of farm 
property,   it is  usually considered necessary to place the upper limit of 

26/ The expected loss is the amount of insurance for the current year 
multiplied by the (simple) average annual loss rate per $100 of insurance 
for the  selected base  period. 

27/   Under  an  aggregate-excess  reinsurance  contract,   the  protected 
company is  often  required to  share,   to the  extent  of say  10 percent,  in 
any losses  incurred under it.      See U.   S.   Dept.   Agr.      Agr.   Inform. 
Bui.    119  (1). 
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insurance at something like three-fourths  of the property value at the 
time the insurance  is  written.     Therefore,   if the property is  destroyed 
by fire,   the company does not stand the full loss  and farmers  seldom 
collect the full amount of such losses  from the insurance proceeds.    The 
farmer's share of the  loss  can be  reduced if,   through inspections,  losses 
can be prevented,   and if,   through fire-suppression services,   demolition 
rates  can be  reduced.     Our farm mutuals  can and do perform a real 
service in doing the things  collectively that farmer-members tend to neg- 
lect to do for themselves individually. 

Based on a sample of 232 of the  companies for which lightning and 
fire losses  could be separated,   it was foimd that in 1954 about $1  was 
paid out in connection with lightning losses for each $3 paid out for fire 
losses.   28/     This means that a fourth of the loss payments  of the non- 
wind-writing company in  1954 were chargeable to lightning as  a cause. 

With the increased electrification of farms,   the installation of light- 
ning arresters  may provide  a worthwhile  activity for farm mutuals.   Such 
arresters  are inexpensive.     Moreover,   the testing of lightning-rod sys- 
tems  with an ohmmeter might be part of the same loss-^prevention pro- 
gram. 

Inspection of properties. - One of the  chief reasons for the  low loss 
and assessment  rates  of the farm fire  mutuals  is the  practice  of these 
companies  of inspecting properties before accepting them for insurance. 
However,   this  practice is not so prevalent as  it once was.     In  1936, 
about 97 percent of the companies  made such inspections.      (See table 2. ) 
By  1946,   the proportion had dropped to 92 percent;  and by  1954 it had 
dropped to  89 percent.     The practice is more prevalent in the Appalach- 
ian,   Delta,   and Southeastern States than elsewhere.   29/   (See table  3.) 
Moreover,   a higher proportion of the smaller than of the larger com- 
panies  follow the practice.     (See table  4. ) 

As  of  1954,   about two-thirds of the  companies reported that they in- 
spect farm properties  on policy-renewal dates as well as  at the time the 
insurance is written.      (See figure  1.)     But only about  1  in  10  companies 
appear to have  a systematic program that includes inspection during the 
policy term as  well as  at the time  the insurance is  written and when 
policies  are renewed.     It was found that more of the larger than of the 
smaller companies have  continuing programs  that  call for the reinspection 

28/   Two samples  of about equal size were taken and the percentages 
were about the same for each sample.    Every policy covered both hazards. 

29/   See table   1,   footnote   1,   for a list of States in each region. 
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of properties during the terms  of policies.   (See table  4.) 

A good way to build goodwill among menabers  and to obtain new mem« 
bers  might be to set up a systematic inspection program.     It would be 
the kind of advertising that is  freely passed from friend to friend. 

Only a few of the farm fire m.utuals lend or sell fire  extinguishers to 
members.     Only about 3 percent of the  companies lend them to mem- 
bers  and about  16 percent sell them to members.     (See table  6.) 

Organized farm fire protection, - Substantial gains  in the extent of 
fire-protection services to members of these farm fire  mutuals  are found 
by comparing the  results  of the  1946  and  1954 surveys.     In the former 
survey,   about  61  percent of the  companies  reported that organized fire- 
protection services were  available  in at least part of their operating ter- 
ritories.     In the  1954 survey,   however,   about three-fourths of the  com- 
panies  reported that this  situation existed. 

A higher proportion of the members of companies in the Appalachian, 
Delta,   and Southeastern States were without fire-department services than 
in any other region.   30/   (See table  3.)     The proportion of companies 
that have fire-department services  available to more than 70 percent of 
their members was higher in the Northeastern States  and in the Corn 
Belt and Lake  States than in the other two  regions. 

Some  relationship was  found between the percentage of a company's 
members having fire-truck service on call  and its  fire-loss  rate of 1954 
(table  15).     In general,   fire-loss  rates declined with the increasing prev- 
alence of fire-protection services.     Fire-loss  rates did not  appear to be 
related to the percentage of a company's insurance that was  on strictly 
farm property.      (See table  15.) 

The above data appear to indicate that,   in 1954 at least,   fire-protec- 
tion services  were  related to low farm fire-loss  rates.     When such serv- 
ices  are not available  and farm property catches fire,   it often bums to 
the groimd.     Complete destruction usually means not only that the com- 
pany pays  but that the  farnaer must bear part of the  loss.      Organized 
fire-protection services therefore mean more to farmers than any saving 
in costs  of insurance.     Some farm mutuals,   like  commercial companies, 
do grant  rate  credits  for fire-truck service that is  not more than a spec- 
ified distance  away,   if there  is  telephone  service  and  a water  reservoir 
on the  farm. 

30/   See table   1,   footnote   1,   for a list of the  States  in each region. 
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Table 15. - Fire-loss rates per $100 of fire insurance,  according to percent, 
age of insurance on farm property and percentage of members having fire 
service on call,  sample farmers' m.utual fire insurance companies,   1954 

Percentage of members 
having fire service 

on call 
(Percent) 

Percentage of total fire insurance in force 
 on farm property on December 31 

50-59 
percent 

60-89 
percent 

90-99 
percent 

100 
percent 

Average 
1/ 

Com- 
panies 

Cents      Cents      Cents      Cents      Cents   Number 

0    
1-19  - 
20-39    
40-69    
70-89  - 
90-99   
100   

Average  1/  

25.2 
16. 6 
9.2 

12.9 
8.2 

16.7 
15.8 

38.9 
22.7 
14.0 
11.9 
12.4 
14.8 
14.3 

20.0 
16.0 
23. 5 
15.2 
13.3 
14.2 
12.9 

15.2 
15.6 
14.9 
16.8 
12. 1 
11.2 
12.4 

24.1 
19.0 
16. 2 
13.9 
12.7 
14.2 
13.4 

53 
81 
57 

146 
164 
164 
415 

14.7 14.2 14.3 13.7 14.2 

Number Number Number Number 

Companies 24 297 578 181 1,080 

1/   Aggregate fire losses divided by aggregate fire insurance in force. 

A total of $229, 625 was  reported as paid or donated during 1954 to 
local fire departments by 599,   or 44 percent,   of the farmers'  mutual 
fire insurance  companies.     (See table 3. )    In a few instances,   these pay- 
naents  represented contributions for the purchase of new rural fire- 
fighting equipment;  but in many instances,   they were payments for fire- 
truck runs to members' farms.     In the  1946 survey,   363  companies re- 
ported payments  of $124, 898 (7).     Based on the number of companies re- 
porting payments,   the average per company was $383 in 1954,   compared 
with $344 in  1946.     As  more fire-protection programs  are placed on a 
tax-supported basis,   there is less need for the farm mutuals to contrib- 
ute to such programs.     In areas where rural fire protection is generally 
established on a tax-supported basis,  fewer companies  reported payments 
to fire departments for service to their members. 
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Compensation of Directors  and Agents 
for Obtaining New Business 

Farm mutuals usually pay their directors on a per diem basis.    How- 
ever,   the secretary is  a salaried executive official who often serves 
also as treasurer of the  company.     Often he takes  applications for in- 
surance   at his office or in the field;  but acceptance of these  applications 
may require the approval of company directors. 

There is evidence that the method of paying agents or directors for 
writing new business is gradually shifting from the use of a flat fee per 
member or policy to the use of a commission based on the advance  as- 
sessment or premium collected from the member.     (See table  2. )   How- 
ever,   companies  still compensate agents  and directors in a variety of 
ways for the  acquisition of new business.     An agent or director may re- 
ceive all or part of the policy fee;  or he  may receive,   in addition,   a 
payment from the  company based on a mileage or time allowance or a 
flat amoimt per policy. 

In  1936,   about  71 percent of the farm fire  mutuals paid their direc- 
tors'  or agents* fees or salaries  for the new business they obtained for 
the  company;  by 1954,   the proportion that followed this practice had 
dropped to about  57 percent.     (See table  2. )     On the other hand,   the 
proportion of companies that operated on a commission basis increased 
from 25 percent in 1936 to 40 percent in 1954.     There was little differ- 
ence between regions  as to how directors  and agents  were  compensated 
for obtaining new members.     (See table  3. )     There was  a definite  rela- 
tionship between size of company and method used.     Most of the smaller 
companies were on a flat-fee or salary basis,   while most of the larger 
companies were on a commission basis.     (See table 4.)    As indicated 
elsewhere,   apparently the faster growing companies  are those that use  a 
commission rather than a fee or salary basis for compensating agents 
or directors for acquiring new business  (table  16). 

Factors Associated with Growth in Volume  of Fire Insurance 
Since  194T" 

In an effort to determine to what extent selected operating practices, 
as  available from the questionnaire,   might be  associated with rate  of 
growth in volume  of insurance  between  1944  and  1954,   the  percentage 
increase in insurance  during this   10-year period was  computed for  each 
of 384  companies.      The  companies were  selected  at  random.      They were 
then divided into 3  groups   - the third with the highest rate of growth, 
the third with the  lowest  rate  of growth,   and the  remaining third with 
rates  of increase that fell between the  2  extremes. 
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Table 16. - Selected operating practices of sample farmers' mutual fire in- 
surance companies by rate of growth in volume of fire insurance between 
1944 and 1954 

Item 

Average maximum percentage 
of value insured 1/ —  

Average minimum percentage 
of value insured 1/  

Companies insuring against 
windstorm in addition to 
fire peril  

Companies insuring against 
extended-coverage perils 
(including wind in many 
cases) ^- 

Method of compensating agents 
or directors for new business: 

Fee basis  
Salary basis — —  
Commission ^~ 
Other basis or combination - 

Total ^-—  

Size of operating territory: 
One county or less or on 

township basis  
2-5 counties ^- 
6-10 counties ■  

Rate of increase in volume of fire 
insurance between Dec.   31,   1944, 
and Dec.  31,   1954:   The one-third 
of sample companies with -  

Smallest 
rate of 

increase 

Medium 
rate of 

increase 

Highest 
rate of 

increase 

Percent 

75.9 

52. 5 

Percent 

77.6 

54.1 

Percent 

78.7 

56. 1 

Percentages of companies 

35.7 36.7 62.7 

64.4 

22.6 
7.3 

24.1 
46.0 

69.6 

30.7 
6.3 

29.9 
33. 1 

86.5 

20.5 
9.1 

32.8 
37.6 

100.0 

37.0 
26.8 
16. 5 

100.0 

23.4 
36.7 
27.4 

100.0 

16. 8 
37.6 
14.4 

See footnotes  at  end of table. - Continued 
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Table 16. - Selected operating practices of sample farmers' mutual fire in- 
surance companies, by rate of groAVth in volunae of fire insurance between 
1944 £ind 1954  - Continued 

Item 

Rate of increase in volume of fire 
insurance between Dec.  31,   1944, 
cuid Dec.  31,   1954:   The one-third 
of sample compéinies with -  

Smallest 
rate of 

increase 

Medium 
rate of 

increase 

Highest 
rate of 

increase 

Size of operating 
territory: - Continued 

11 counties or more- 

Total 

Use of reinsurance on fire 
risks  

Percentage of total fire insur- 
ance that is on farm property: 

100 percent  
90-99 percent  
51-89 percent  

Total  

Rate classes used on farm 
property with respect to 
fire peril: 

Only 1  
2-4-   
5-9    
10 or more  

Total 

Use of reinsurance,  by amount 
of single-risk acceptance or 
retention on farm dwellings: 2/ 

Under $5, 000  
$5, 000-$9, 999  
$10,000 or more  

Percent 

19.7 

100.0 

68.0 

11.7 
50.8 
37.5 

100. 0 

67.0 
24.4 
5.2 
3.4 

100.0 

Percent 

12.5 

100.0 

86.4 

10. 8 
60.5 
28.7 

100.0 

76.8 
12.5 
8.0 
2.7 

100.0 

Percent 

31. 2 

100. 0 

83.7 

16.0 
33.6 
50.4 

100.0 

53.5 
31.6 
9.7 
6.2 

100.0 

55 90 96 
79 94 96 
64 ~   72 65 

1/   Simple  average. 
2/   Based on companies using reinsurance. 
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It is  realized that one or more of the selected operating practices 
for the sample  companies  may have  changed during the  10 years.     For 
example,   a company that now pays its  agents  on a commission basis 
may have  started doing so only recently.      With no information  as  to 
when the practice was  adopted,   the  company had to be included among 
those paying commissions,   even though naost of the growth in business 
may have been developed while agents were on a fixed-fee basis.  Errors 
of this kind could not be  avoided,   as detailed information is not avail- 
able for reporting companies,   except for the benchmark years  of 1916, 
1926,   1936,   1946,   and  1954.    With this limitation in mind,   the results 
are now presented. 

The  companies that had the highest rates  of increase in volume of 
fire insurance between 1944 and  1954 were in general those that: 

(1) Set the higher maximum ratios of insurance to value. 
(2) Set their minimum insurance requirements higher in relation to 

value. 
(3) Insured against the wind peril. 
(4) Wrote extended coverage in some form. 
(5) Paid their agents  or directors on a commission rather than a 

fee basis. 
(6) Operated over the larger areas. 
(7) Use reinsurance on fire  risks,   particularly if their maximum 

single-risk acceptance is less than $10,000. 
(8) Now have lesser proportions  of their total insurance on strictly 

farm property. 
(9) Classify their rates. 

Reasons for Reduction in Number of Companies 

So far as this  report is  concerned,   a farm company is  considered 
to be any nautual insurance  company having more than half its  fire in- 
surance on farm property.     When a company reports less than half,   it 
is dropped from the farm mutual category.     About half of the "dropped" 
companies  since  1940  are no longer carried  as farm companies because 
they did not meet this  definition (table  17).      This  reason accounted for 
about three-fourths  of the  companies  dropped in the Northeastern region 
and for about half of those dropped in the Western and Plains States.  31/ 
In the  Corn Belt  and Lake States,   consolidations  and mergers  accounted 
for about  6  in  10  dropped companies. 

31/   See table  1,   footnote  1,   for a list of States in each region. 
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Table  17. - Reasons for reduction in number of farmers'  mutual fire 
insurance companies,   by regions  and by size of company,   1940-54 

Region and size 
of company 

Dis- 
continued 

y 
:    Merged   ; 

Became 
■ "nonfarm" ' 
companies ' 

[         2/ 
Total 

Percent Percent Percent Percent 

15 7 78 100 

42 16 42 100 

23 60 17 100 

27 20 53 100 

22 24 54 100 

Region:   3/ 
Northeastern States  
Appalachian, Delta,  and 

Southeastern States  
Corn Belt and 

Lake States  
Western and Great 

Plains States  

United States  

Size of company, based on 
last-reported amount of 
fire insurance in force: 

Under $2 million  
$2 million or over   -— 

Average size of 
companies  4/. 

43 31 26 100 
3 18 79 100 

Million Million Million Million 
dollars dollars dollars dollars 

0.7 3.1 35. 1 19.9 

1/ Reason unknown. 
2/ Less than half of insurance reported as  on strictly farm property. 
3/ See table  1,   footnote  1,   for list of States in each region. 
4/ Simple  average. 

By size  of company,   it was  found that  most of the smaller companies 
were  dropped because they discontinued operations  or  merged with other 
companies.     Most of the larger companies were dropped because  they 
became nonfarm in  character.      (See  table  17. )     The last   reported amount 
of fire  insurance  on the books  of the  companies  that  discontinued opera- 
tions  averaged less  than $1  million.      For the  merged  companies,   the 
average  amounted to $3. 1  million;   and for the  companies  dropped be- 
cause  they became  ^'nonfarm, "  the  average  was  $35.1  million.    Table  18 
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Table 18. - Number of farmers' mutual fire insurance companies in opera- 
tion,   1936,   1S46,  and 1954,  and number organized and number "disappear, 
ing, " during periods 1936-46 and 1946-54,  by regions 1/ 

Item 

:  Appa- • 
ilachian. :   Corn    : 

North- :  Delta, :   Belt     : 
eastern :    and and     : 
States : South- : Lake   : 

¡eastern : States   : 
: States   : 

West- : 
ern and: 
Great :    Total 
Plains : 
States : 

Number Number Number Number Number 

Companies,   1936 

1936-45: 
Organized  
Disappeared or 

dropped 2/   

401 169 1,109 262 1,941 

Companies,   1946 

1946-54: 
Organized —^— 
Disappeared or 

dropped 2/   

Companies,   1954 

2 14 

37 8 

366 175 

1 11 

71 8 

296 178 

8 

56 

5 

26 

29 

127 

175   1,061    241   1,843 

11 29 

19 

119 

178        1,055 214        1,743 

1/   See table  1,   footnote  1,   for list of States in each region. 
2/ Includes those merged with other companies and those "dropped" 

because they no longer had more than half of their insurance on feirm 
property. 

gives ein accounting of the organization and "disappearance" of companies 
since  1936,   by regions. 

SPECIALIZED FARMERS'  MUTUAL WINDSTORM INSURANCE 
COMPANIES  32/ 

On December 31,   1954,   there were 64 specialized farmers' mutual 
windstorm insurance companies in the United States (table  19).     They 

32/  See U. S.  Dept.  Agr.  Agr. Inform.  Bui.  70 (2),  U.  S.  Farm Credit 
Admin.  Bui.   21 (6) for additional information on these companies. 
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Table 19. - Specialized farmers' mutual windstorm insurance companies: 
Number of companies and insurance in force,   and selected operating 
items per $100 of insurance,  by States and regions,   1954 

State and region 
Com- 
panies 

2/ 

Insur- 
ance 
in 

force 
Dec. 31 

2/ 

Per $100 of insurance in force 
 on December 31  3/  

Losses 
paid 

I Operat- 
ing ex- 
penses 

Income 
from 
mena- 
bers 

Safety 
funds 

Million 
Number dollars Cents      Cents      Cents      Cents 

New York  
Pennsylvania— 

Northeastern 
States  

1 
2 

42.2     16.3 3.8        19.3 18.0 
10.4     30.4 11.6        32.2 19.7 

52.6      18.4 5.0 21.3 

Arkansas   
Appalachian, Delta 

and Southeastern 
States  

24.5     20.1 8.7 25.8 

24.5     20. 1 

Illinois ■■ 
Indiana  
Iowa  
Michigan  
Minnesota  
Missouri  
Ohio  
Wisconsin  

Corn Belt and 
Lake States ■ 

11 
4 
1 
3 

11 
4 
5 

14 

950.9 
86.3 

1, 598. 5 
902.2 

1,527.6 
536.2 
506. 1 

1,336.6 

11.9 
13.7 
6.0 
8.4 

21.7 
10.4 
11,3 
9.0 

8.7 

2.6 
4.4 
4.9 
3.5 
8.2 
4.0 
3.3 
7.0 

25.8 

16.3 
20.2 
23.0 
13.5 
33.8 
21.3 
15.7 
20. 5 

Montana  
Nebraska  
North Dakota-  
South Dakota  

Western and Great 
Plains States  218.5     49.2 6.5 32.6 

United States- 64 7,740.0      12.3 5.2 21.9 

63.7 

34.5 
30.3 
33.9 
39.5 
56.0 
42.2 
24.0 
30.8 

53 7.444.4 11.2 5.1 21.6 37.9 

1 3.7 4.0 3.2 17.6 54.1 
3 55.7 21.9 8.9 12.6 23.5 
1 65.6 91.1 7.8 43.8 72.1 
2 93.5 33.2 4.8 34.1 67.6 

62. 1 

38. 5 

1/   See table  1,   footnote  1, 
2/   All companies. 
3/   Sample companies. 

for list of States in each region. 
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had about $7. 7  billion of insurance in force.     Adding to this  figure the 
$11.4 billion of wind insurance  carried by the wind-writing farm fire 
mutuals,   we find that the farm mutual companies  carried about $19. 1 
billion of wind insurance  on their books.      About  91  percent  of the wind 
insurance of the specialized companies was  on farm property (table   20). 

During  1954,   the wind losses paid by the  specialized companies  av-* 
eraged  12.3  cents per $100 of wind insurance in force  at the  end of the 
year (table  19).     For the farm fire  mutuals,   wind losses,   based on wind 
insurance,   averaged  8.3  cents.     (See table  14.)    In  1954,   loss  rates 
were highest for the specialized companies in North Dakota,   and highest 
for the fire-wind  companies in Delaware and Maine.     The  only special- 
ized companies in the  Northeast are in New York and Pennsylvania 
(table  19). 

During  1954,   the  operating expenses of the specialized wind compa- 
nies  averaged  5. 2  cents per $100 of insurance  (table  19);  for the wind- 
writing fire mutuals,   they averaged  10. 7  cents per $100  of fire insurance 
in force  at the end of the year (table  14).   33/     Operating expenses per 
$100 of insurance were highest for the specialized companies  in Pennsyl- 
vania and Arkansas  and lowest for such companies in Illinois  and Ohio. 

For the country as  a whole,   the income  from members  of the  spe- 
cialized wind  companies  during  1954  averaged about  21. 9  cents per $100 
of insurance in force  at the  end of the year (table   19).     The income was 
highest in North Dakota,   because of levies  made necessary by high wind 
losses in  1954.     It was lowest in Nebraska,   Michigan,   and Ohio. 

Based on countrywide  averages  for  1954,   if a farmer had obtained 
his  fire insurance from a specialized (non-wind-writing)  fire mutual and 
his wind insurance from a specialized wind  company,   he would have paid 
assessments totaling 42.7  cents  (20.8,   for fire,   and  21.9 for wind) per 
$100  of insurance  for his  protection.     If he had obtained his protection 
from a wind-writing fire  company,   he would have paid only 40. 3  cents 
for it  and would have  saved  2.4 cents per $100 of insurance.     However, 
as  shown in table  19,   most of the specialized wind  mutuals  operate in 
the Corn Belt,   Lake,   Plains,   and Western States.     Few operate  in the 

33/   For the non-wind-writing fire  mutuals,   operating expenses  aver- 
aged   5. 0  cents.      Therefore,   operating expenses   on the basis of special- 
ization (5. 0   cents  for the  non-wind-writing fire  mutuals   and  5. 2  cents 
for the specialized wind  companies)  was  less  than the  10. 7   cents for the 
combination fire-wind  companies.      The latter type  of company makes 
both coverages  available.      For such  companies,   operating expenses   can- 
not be  separated  as  between the  fire  and wind business. 
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Northeastern States or in the Appalachian,   Delta,   and Southeastern States, 
The loss  and assessment rates  of the specialized wind companies vary 
more widely from year to year than do those of the wind-writing fire 
mutuals.     The fire business  of the latter type of company tends to sta- 
bilize its loss  rates  over time. 

At the end of 1954,   the specialized wind companies in North Dakota, 
South Dakota,   and Arkansas had the highest,   and those in New York, 
Pennsylvania,   and IsTebraska,   the  lowest safety funds in relation to in- 
surance  carried.     For the  country as  a whole,   the  safety funds  of the 
specialized wind companies  averaged about 38. 5 cents per $100 of in- 
surance in force at the end of 1954 (table  19),   compared with 69. 2 cents 
for the wind-writing fire mutuals.     (See table  14.) 

A few companies  still classified in this  study as  specialized wind 
companies have started writing fire insurance.     For most of these com- 
panies,   the volume of fire insurance in force is  still relatively small. 
As  more farm fire mutuals  start writing wind insurance,   it is  likely 
that other specialized wind companies will begin to offer fire insurance 
to their members.     In a few years,   few specialized companies  may be 
left in either the  fire or wind fields.     Most of the wind companies  may 
eventually be wind-writing fire mutuals. 

Operating Practices 

About half of the  specialized wind mutuals  operate Statewide;   more 
than a fourth operate in  5  counties  or less or on a township basis. 
(See table  20).     Like the farm fire mutuals,   most of the specialized 
wind companies use  a 5-year policy.     More than half of them operate 
on a postloss basis.     This is true of the  larger as well as the smaller 
companies.     However,   the  charging of membership fees in connection 
with new insurance is  less  prevalent among the larger companies.   About 
3 in 5  companies  use  only one rate for farm property. 

About  32 percent of the  reporting companies have no minimum insur- 
ance  requirements  in relation to the value of farm property,   and only 
about  1  in  5 use  a deductible  or minimum-loss  clause.     In many in- 
stances,   the  clause is  for $5 or less.     Only about  3  in  5  companies 
deduct for "betterment"  (depreciation)  when,   because  of storm damage, 
a roof must be  replaced. 

Small wind losses,   amoimting to $50  or less,   usually account for 
about  85  percent  of the number of claims  paid by the  specialized wind 
mutuals.    34/     (See  figure   5). 

34/   See^ footnote  15. 
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Table 20. - Specialized farmers' mutual windstorm insurance companies: 
Number of companies reporting and volume of insurance reported; selec- 
ted operating items per $100 of insurance; and percentage distribution of 
companies by selected operating items,   by size of company,   1954 

Item 

Size of company 
(millions of dollars of in- 

surance in force on 
December 31) 

Less 
than 
20 

20- 
99.9 

100 
or 

more 

Total 

Reporting companies: 
Number  
Insurance in force - 

Number Number Number Number 

20 
178 

20 16 
923      6,021 

56 
7. 122 

Cents       Cents       Cents       Cents 

Operating items per $100 of 
insurance in force on 
December 31,   1954: 

Losses paid  
Operating expenses  
Income from members — 
Safety funds  

8. 8 
3.8 

18. 5 
39.6 

18.6 
4.9 

20.9 
38.9 

14. 6 
6.1 

25.7 
38.4 

12.3 
5.2 

21.8 
38. 5 

Percentage of insurance that is 
on farm property: !_/ 

100 percent  
90-99 percent  
80-89 percent  
51-79 percent  

Total  

Territory served: 
5 counties or less or on 

township basis  
6-10 counties  

Percentage of companies 

Percent Percent Percent Percent 

25 21 6 18 
40 48 o3 49 
10 26 25 20 
25 5 6 13 

100 100 100 100 

60 
5 

20 
20 

0 
0 

29 
8 

See footnotes on page  76. - Continued 
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Table 20. - Specialized farmers' mutual windstorm insurance companies: 
Number of companies reporting and volume of insurance reported; selec- 
ted operating items per $100 of insurance; and percentage distribution of 
companies by selected operating items,   by size of company,   1954 
- Continued 

Item 

Size of company 
(millions of dollars of in- 

surance in force on 
December 31) 

Less 
than 
20 

20. 
99.9 

100 
or 

more 

Total 

Number Number Number Number 

Territory served:  - Continued 
11 counties or more but not 

Statewide  
Statewide or more than 1 State  

Total  

Most common policy term: 
3 years  — 
5 years   
Continuous  
Other  

Total  

Assessment basis: 
Postloss  
Advance payment  
Both of above  

Total  

Membership fee charged  

Reinsurance used ^-  

Accepts reinsurance  

Writes concurrent insurance  

Deducts for "betterment" when an old 
roof is replaced by a new one  

5 20 12 13 
30 40 88 50 

100 100 100 100 

10 15 12 12 
70 65 75 70 
15 10 13 13 
5 10 0 5 

100 100 100 100 

60 45 69 57 
40 50 31 41 
0 5 0 2 

100 100 100 100 

84 80 44 71 

47 72 88 68 

6 44 77 39 

0 0 13 4 

63 60 56 60 

See footnotes  on page  76. - Continued 
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Table 20. - Specialized farmers' mutual windstorm, insurance companies: 
Number of companies reporting and volume of insurance reported; selec- 
ted operating items per $100 of insurance; and percentage distribution of 
companies by selected operating items,  by size of company,   1954 
- Continued 

Item 

Size of com.pany 
(millions of dollars of in- 

surEince in force on 
December 31) 

Less 
than 
20 

20- 
99.9 

100 
or 

more 

Total 

See footnotes  on page  76. 

Number Nvunber Number Number 

Uses deductible or minimum-loss 
(franchise) clause  

Kind: 2/ 
Deductible  
Minimum, loss  

Total  

Amount: 2/ 
$5  -  
$10     
$25  
$50  —a.  

Total  

Payment of agents or directors 
for obtaining new business: 

Flat fee or salary,   with or 
without mileage  

Commission or fee plus 
commission  

Total  

Agents adjust losses  

Up to an amount not greater than 
$100 or "small" losses 3/-r  

26 

67 

33 

100 

84 

38 

25 

50 

60 

37 

63 

100 100 

73 

55 

75 

70 

19 

20 100 50 37 
80 0 50 63 

100 100 100 100 

60 0 0 38 
20 0 0 12 
20 0 0 12 
0 100 100 38 

100 100 100 100 

52 

48 

100 

78 

53 

- Continued 
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Table 20. - Specialized farmers' mutual windstorm insurance companies: 
Number of compauiies reporting and volume of insurance reported; selec- 
ted operating items per $100 of insurance; and percentage distribution of 
companies by selected operating items,  by size of company,   1954 
- Continued 

Item 

Size of company 
(millions of dollars of in. 

surancein force on 
December 31) 

Less 
than 
20 

20- 
99.9 

100 
or 

more 

Total 

Number Number Number Number 

Agents adjust losses: - Continued 
Up to an amount greater than $100 3/ 

Total  

Rate classes used on farm property: 
1  - -  
2  
3  - -   
4   
More than 4  

Total  

Rate on dwelling as percentage of rate 
on barn: 4/ 

100 percent  
70-99 percent  
50-69 percent  
Less thein 50 percent  

Total  

Minimum percentage of value insured: 
No minimum, required  
40 percent  
50 percent  
66-2/3 percent  
70-75 percent  
Some other percentage  

Total  

62 

100 

61 
0 

17 
17 

5 
100 

100 

45 

100 

72 
21 

7 
0 
0 

100 

100 

30 

100 

50 
7 

14 
29 

0 

100 

100 

47 

100 

61 
9 

13 
15 

2 

100 

89 •92 62 82 
6 0 15 7 
5 8 15 9 
0 0 8 2 

100 100 100 100 

43 25 30 32 
0 0 8 2 

57 32 38 42 
0 6 8 5 
0 12 8 7 
0 25 8 12 

100 
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Footnotes  for Table  20 

1/   Weighted average  "percent farm":     91  percent for each size group. 
The fraction of its  insurance that was  on farm property was  multiplied 
by each company's insurance in force.      The  sum of these products for 
individual companies was  divided by the  aggregate windstorm insurance 
to obtain the weighted average. 

2/   Based on number of companies using a deductible or minimum- 
loss  clause. 

3/   Based on number of companies permitting agents to adjust wind 
losses. 

4/   Frame building,   unrodded,   with fire-resistive roof,   and located In 
an unprotected area. 

In the absence of a deductible or minimum-loss  clause,   these  small 
claims  are payable in full.     It matters little whether a small or a large 
amount of insurance is  in force on specific properties.     So if members 
are permitted to take small amounts  of insurance to cover high property 
valuations,   they get bargain rates for insurance  against small losses, 
but they are not well protected against large losses.     To the extent that 
they take  advantage of the situation,   underinsurance  exists  and assess- 
ment  rates per $100 of insurance must be higher than they would other- 
wise need to be.     With more adequate insurance in relation to value, 
the  company's  insurance base would be increased and lower rates would 
cover the same volume  of losses.     Competitively,   an underinsuring com- 
pany is therefore placed in a poor position with respect to its rates. 

As  stated above,   in the  absence of a deductible or minimum-los s 
clause,   partial wind losses  are payable in full up to the  amount of in- 
surance.     From the  company's viewpoint,   these small claims mount high 
in the  aggregate.     The  cost of settling them is high in relation to loss 
payments to members.     Moreover,   they often come in large volume as 
the  result of widespread storms   - when the pressure of loss-adjustment 
work is  at its height.     Therefore,   they add to claim work and even de- 
lay and increase the  cost of settling the more disastrous  claims.    When 
labor and material are in great demand,   their costs  are usually high. 
From the viewpoint of farmers,   many of these  small claims  fall in the 
maintenance  category.    Farmers need protection against the more severe, 
unanticipated,  losses that could be disastrous,   rather than the  small up- 
keep losses.     Payment of the latter is not  a real function of insurance. 

An insurance  indemnity should be for a capital loss  and not for meet- 
ing anticipated  operating  costs.     A deductible  or minimum-loss clause 
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is therefore particularly appropriate in the case of wind insurance.    If 
a proper reduction in rate has been allowed,   the farmer who has  a de- 
ductible wind policy is  not required to help pay for the upkeep of build- 
ings belonging to his neighbors.     Again from the viewpoint of the  com- 
pany,   "missionary work"  nciay be needed to sell deductible policies;  but 
this fact is not sufficient reason for not making them available  and 
stressing their advantages.     Improvements  in insurance should originate 
with the companies  as well as from outside sources.   One  company ad- 
vertises its deductible wind policy as providing "the protection you need 
plus the economy you want. " 

About two-thirds  of the specialized wind companies use reinsurance 
of some kind.     The kind used was not always  clear from the  responses. 
However,   it is generally recognized that an aggregate-excess  contract 
is the most suitable type of reinsurance  against the wind peril.     Under 
it,   the reinsuring company pays  all or most of the losses that occur in 
one year that exceed a specified level  - in volume or per $100 of wind 
insurance in force.     The reinsurance applies to the wind business of the 
company as  a whole,   not to certain buildings;  and it becomes  operative 
when the  stipulated level of losses has been reached.     Moreover,   it ap- 
plies to all losses  of the  company  - small as well as  large. 

Additional information on the operating practices of the specialized 
farmers'  mutual windstorm insurance  companies,   by size-of-company 
groupings,   is  shown in table  20. 

INTERCOMPANY COOPERATION 

Intercompany cooperation among farm mutuals is  expressed primarily 
in two ways: (1)   by menabership in and attendance at State,   regional,  and 
national association meetings,   and (2)  through cooperation on matters  of 
reinsurance,   standardization of forms,   and so on at the local level. 
Through their associations,   the  companies  work together on matters  of 
research and legislation and exchange ideas  on common problems. 
Through the State associations,   separate  reinsurance  companies have 
been set up in 13 States.   35/ 

The National Association of Mutual Insurance Companies  was  organ- 
ized in  1895.   36/   It now has  some  1, 200 member  companies,   most of 
which are farm companies.    Its committees include those on accounting, 
agent's relations,   claims,  office methods,  and youth farm fire-prevention 
contests.     In all,   30 State associations of mutual insurance companies have 

35/   See  footnote   20. 
36/   Address,   2105 N.  Meridian Street,  Indianapolis 7, Indiana. 
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been organized.   37/     Matters  of legislation are a particularly important 
part of the activities  of the State  associations. 

For many years,   in Iowa,   the Statewide farmers'  mutual windstorm 
company,   the farmers'  mutual reinsurance  company,   and the  county fire 
mutuals have  shared the  cost of periodical inspection of insured farms. 
In Iowa and New York,   100-percent  reinsurance  arrangements  with re- 
spect to the wind peril  are  available to county fire mutuals.     In a num- 
ber of States,   including Iowa,   specialized windstorm companies have 
made their windstorm insurance available to county fire  mutuals through 
joint-policy arrangements.     The farm mutuals  also cooperate at State 
and national levels with respect to the  standardization of forms  and op- 
erating practices. 

37/   Arkansas,  California,  Colorado,  Georgia,  Idaho,  Illinois,  Indiana, 
Iowa,  Kansas,  Kentucky,   Maine,   Maryland,   Michigan,   Minnesota,   Missouri, 
Montana,  Nebraska,  New Jersey,  New York,  North Dakota,  Ohio,  Oregon, 
Pennsylvania,  South Carolina (inactive),   South Dakota,   Tennessee,   Texas, 
Virginia,  West Virginia,   and Wisconsin. 
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APPENDIX 

Budget Bureau 4Û-R  1716.1 
Approval expires  9/30/55 

UNITED  STATES DEPARTMENT OF AGRICULTURE 
Agricultural Research Service 

Production Economics Research Branch 
Washington 25,   D.   C. 

  1955 
(Month) ÎDayî 

(Name of company) (Address) 

1. Against what perils does  company insure? 

a. Fire /7     c.   Extended coverage ....     /7 
b. Fire and lightning [J       d.   Windstorm (but not as E. C. )f^ 
e.   Other coverages (specify):  

2. About what percentage of company's fire insurance is  on: 

a. Farm property  % 

b. Nonfarm property in open-country areas     ....    % 

c. Village,   city,   and suburban property  % 
100 % 

NOTE:    If company writes windstorm insurance ONLY,   please 
fill in above spaces with respect to such insurance. 

If less than half of company's  insurance is on farm 
property,   we do not classify it as a farm mutual. 
In that event,   remainder of foim need not be  com- 
pleted.     However,   the questionnaire  should be  re- 
turned to us  (with item  2 filled in)  so that we  may 
remove  company name from our list of farm mutuals. 

3. Please indicate the area in which company operates: 

a. Townships ^number       c.   Statewide £1 

b. Counties  number       d.   States number 
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4.   For what terin(s) does company issue policies? 

a. One year /7       d.   Continuous £J 
b. Three years     ..... // 
c. Five years £J e.   Other (specify)  

If policies are issued for more than one term,  please 
circle most common term, 

5.   If an extended-coverage endorsement is offered on farm buildings: 

a.   What perils  are included? 

Vehicular damage / /Aircraft  
Explosion (except )     .   . /7 Windstorm  
Riot / / Hail (except crops)   .   .   .. 
Smoke (except ) .   •   . fl 

Other (specify)   

b.   Year first offered? 

I.   Is it optional ? Yes^No^ 

If "y^s, " please give fire and E.  C.  rate in 1954 for following 
property classes (frame,  unrodded,  with nonflammable roof, 
located in an unprotected area): 

Annual rate 
per $100 of insurance 

Fire 
Cents 

Farm dwellings 

Barns   .... 

E,a 
Cents 

6.   Based on recent loss adjustments,  please estimate percentage that com- 
pany's insurance now in force on farm property is of the current value 
of such property: 

a. For fire insurance?  ^% 

b. For windstorm insurance (with respect to companies 
writing only that kind of insurance) ? __^ ^% 
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7. Considering that members stand part of their losses in cases of 
complete demolition,  about what percentage of full fire and 
lightning losses on insured farm property was paid by your 
company in 1954?  ^% 

8. Please indicate provisions for protection against payment of more than 
the value of farm buildings: 

 Applies  
In all 
cases 

a. Three-fourths value clause  /V 
b. Two-thirds value clause  // 
c.    ^ loss clause  £J 
d. Other (explain) ^  

Under cer- 
tain condi- 

tions 

B a 
e.   Check here if clause applies only in connection with property 

that is vacant or unoccupied at time of loss? Fl 

9,   If building values decline,   could company reduce its insurance on 
fire policies without permission of members (but subject to can- 
cellation by them)?   Yes n No /7 

10.   Single risk limitation (with respect to unprotected farm property): 

a. Maximum fire insurance accepted (without reinsurance) or 
retained (if company cedes part of insurance) as a single risk: 

(1) Dwellings $ 

(2) Barns $  

b. In what year was this limit set?   

c. Company definition of a single risk: 

(1) Buildings subject to single fire £J 
(2) Buildings not separated from other buildings by 

more than a stated distance f^ 
(3) Single building (without regard to nearby buildings)/7 
(4) Other (describe) 
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11. On what assessment basis does company operate? 

a. Postloss  
b. Advance  assessment  

12. Does  company usually inspect farm property: 

a. Before insuring it? Yes^7 NoZ7 
b. At each policy renewal date? Yes/ / No/7 
c. During term of policy? Yes/7 No/ / 

(1) If "y^s"  to (c),  describe provisions for and timing 
of any continuing or periodic inspection program: 

13. Are livestock insured against loss from fire and 
lightning?       YesfJ NoZ7 

If "yes": 

a. Maximum insurance per head of ordinary (mature) 
cattle?  $  

b. Does company require a minimum amount of in- 
surance in relation to the value of a herd of or- 
dinary cattle?   Yes 2^7 No/7 

If "yes, " please describe  

c. In case of loss,  is insurance on herd prorated over 
number of head owned at time of loss to determine 
anaount payable per head (subject to stated n^aximum 
per head)? Yes ¿J No fj 

If "no, " how are losses settled?  

14. Does company insure purebred cattle? Yes /V No /7 

15. Does company write "all-risk" insurance on cattle for 4-H 
members or other groups? Yes /7 No/7 

16. What membership fee is collected when new insurance is written? $  
Is it collected (a) on each member riov (b) on each policy /7 
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17. What is company's plan for compensating its agents or representatives 
for taking applications ? 

a. All of policy fee /V   d.   Commission Fl 
b. Part of policy fee /V     e.   Combination fee or salary 
c. Salary or hourly basis  .   .   . / / and commission.   .   .   . A7 

f.   Fee plus mileage .   .   .   .// 
g.   Other (describe)   

18. Who usually adjusts fire losses? 

a. Directors /7       c.  Adjusters ¡^ 
b. Salaried officials ....   .// d.  Loss-adjustment 

committee ¡1 

e.   Agents         (not exceeding %^ ) 

19. Does company regularly lend fire extinguishers to 
members? Yes/y   ^o£J 

20. Does company sell fire extinguishers to members?   .   .   .   Yes/7    No/7 

21. Does company regularly pay for runs of fire trucks to members' 
farms ? YesfJ    No¿J 

If "y^s" (a) how much per run? $ 
(b) Is an extra charge made for insurance to cover 

such cost ? Yes Z7 NoZ7 

22. What is the approximate percentage of company's members 
who have fire-truck service on call?  % 

23. Total donations and payments to local fire companies 
in 1954? $  

24. What fire-preventive measures does company undertake? 

a. Youth farm safety contests ? Yes/7 No/7 
b. Sponsor organized farm fire protection?    ......     Yes/ /  No/ / 

If "yes," how?  
c. Other fire-preventive or suppression measures (describe) 
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25.   Please give the following information for company AS OF DEC.   31,   1954: 

a. Number of members  

b. Number of policies  

c. Direct insurance in force $ 

d.   Amount of direct insurance in force against 
windstorm (as extended-coverage or otherwise)?    .   .   .$ 

e.   IF COMPANY INSURES AGAINST BOTH FIRE AND WIND 
did you add the wind to the fire risk to obtain the total 
in (c) on page 4? .   .   ,   .   Yes PI  No Fl 

If "y^s, " please give total ajnount of direct windstorm 
risk that was added $ 

f. Direct losses paid during 1954: 

(1) Fire and lightning $ 

(2) Wind $_ 

(3) All other $_^ 

Total direct losses paid $ 

g. Operating expenses during 1954 ......$ 

h.   Were loss-adjustment expenses: 

(1) Included in item (f) as part of loss 
payments? Fl 

(2) Included in item (g) as part of 
operating expenses? .Fl 

i.   Net assess-^ent income in 1954? $ 

Number of assessment levies in 1954:   .   .          

j.   Net assets (difference between assets and 
liabilities) on December 31,   1954 $ 
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il) Approximate percent of net assets in bonds 
or other U.  S. ,  State,  or municipal se- 
curities as of December 31,   1954?  .   .   . % 

NOTE:    QUESTIONS 26-30 APPLY TO WINDSTORM INSURANCE 
AND ARE TO BE ANSWERED ONLY BY COMPANIES 
WRITING SUCH INSURANCE (whether as extended cov- 
erage or otherwise. ) 

26. Can a member obtain from your company less wind insurance than he 
has fire insurance on a particular building? Yes/7 No/^ 

27. What types of roofs are usually considered uninsurable?   

a. Is  insurance refused on buildings with such roofs?.   .Yes/7 No^7 
b. Is building accepted with an exclusion on the roof? .   . Yes/ / No/ / 

28. Does  company deduct for betterment when an old roof is 
replaced by a new one because of wind damage?.   .   *   .   *    .   Yes/VNo/7 

29. Are agents given authority to adjust wind losses? Yes/^Noy^ 

a.   If 'V^s, " up to and including what amount? $  

30. Is a deductible or minimum-loss clause used? Yes//No// 

a. If "y^s, " what percent reduction from "full-coverage" 
rate is granted for its acceptance?  % 

b. If it is a deductible,  please give amount $  

c. If a minimum-loss clause,  please indicate minimum 
amount payable (larger losses being payable in full)    .   . $  

31. If company does NOT write wind insurance (as extended 
coverage or otherwise) on farm buildings,   does it write 
such insurance for another company? Yes/7No/7 

If "yes, " please indicate arrangements for writing it: 

a. Written by means of a joint policy  
b. On policy of a windstorm company  
c. By company agents who are also agents for 

another company       rj 
d. Under some other arrangement FJ 
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32.   What maximum percentage of a farm building's 
value will company insure?  

With respect to: 
Fire 

% 

Minimum insurance requirements: 

If none,  check here         Fl 

As percent of farm building's value?    .... % 

As percent of fire insurance carried? .   .   .   •       XXX 

33.   How many rate classes are used on farm property (number) 

34.   Assessment rate per $100 of insurance in 1954 (frame con- 
struction,  unrodded,  non-flammable roof,  and located in 
an unprotected area): 

Farm dwellings  ^ 

Wind 

O 

% 

% 

With respect to: 
Fire      [       Wind 
Check for "yes" 

35.   Is company reinsured with respect to any of its farm 
risks ?     Yesfl ^ofl  .     If "y^s, " please check 
kind(s) of reinsurance used: 

Specific-risk cedings: 
On pro rate basis  
On excess-loss basis , ^ 

Automatic (blanket) reinsurance with respect to: 
All risks written in excess of reñtention.   .       f^ 
Aggregate losses for year which exceed an 

agreed figure        /^ 

Comments regarding reinsurance  

36. Does company accept specific-risk cedings of farm 
risks from other companies        /^ 

37. Does company write insurance concurrently with 
other companies        // 

£7 
¿J 

D 

O 

a 
n 
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38. If they are available, we should appreciate your sending 
us one copy of each of the following. Please check each 
item enclosed: 

a. Application A? e.  Rules and rates £J 
b. Inspection report    .   . ^7 f.   Report(s) of fire losses 
c. Policy .¿^ by causes £J 
d. Bylaws HI g.   Annual statement or latest 

report to members // 

39.   Please use space below to give additional information which may be of 
special interest in connection with company: 

If you wish to receive a copy of the 
results of this study,  please check 
here ri 

Name of person making report 

Position with company  

I)   s   GOVERNMENT PRINTING OFFICE: 1956      O 403321 


