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Preface

-

	

This training package is one of a number of training packages designed

by the ILO-MATCOM Project to assist people who plan or carry out train-

ing for the managerial staff of agricultural co-operatives in develop-

ing, countries.

The training provided under this training package, as well as under the

other packages in this series, is based on a thorough analysis of:

(i) the tasks and functions to be performed in agricultural co-opera-

tive societies in developing countries;

(ii) the common problems and constraints facing the effective perform-

ance of these tasks and functions.

The result of this analysis is reflected in the MATCOM "Curriculum

Guide for Agricultural Co-operative Management Training". The Guide

contains syllabuses for 24 management subjects and MATCOM has produced

training packages, similar to this manual, for the following subjects:

- Collecting and Receiving Agricultural Produce

- Transport Management

- Storage Management

- Marketing of Agricultural Produce

- Supply Management

- Rural Savings and Credit Schemes

- Staff Management

- Financial Management

- Cost Accounting

- Risk Management

- Project Preparation and Appraisal

- Work Planning

- Export Marketing

- Management of Larger Agricultural Co-operatives

For more information on the above training material, please write to:

The MATCOM Project

c/o CO-OP Branch

International Labour Office

CH 1211 Geneva 22

-

	

Switzerland.
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THE TRAINING PROGRAMME

l. The Target Group

This training programme is designed to assist in the training of

anyone who has responsibility for advising on or actually managing

the risk reduction and insurance of co-operative societies. This

may include co-operative advisors, managers or other staff who are

involved in this activity.

2. Aim

The aim of the programme is to enable trainees to identify and as-

sess the risks in an agricultural co-operative, to identify ways

and means of reducing or eliminating such risks and/or to make the

appropriate insurance arrangements so as to guarantee for the co-

operative society the best possible security.

In particular, the course should improve trainees ability:

- to recognise the risks facing an agricultural co-operative and

its members;

- to identify ways of avoiding or reducing risk, and to assess the

costs and benefits involved in risk reduction activities;

- to describe the basic principles of insurance, and to identify

different ways of organising insurance;

- to identify those risks which can and cannot be insured against;

- to identify the particular problems of agricultural insurance;

- to distinguish between different ways of obtaining insurance;

- to complete insurance proposals and to understand the meaning of

their society's policies;

- to identify what they are and are not entitled to claim for from

an insurance company in the event of loss;
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- to make claims and obtain settlement from their insurance as

	

quickly and equitably as possible;

- to identify situations where livestock insurance is economic,

and to take account of the necessary restrictions;

- to identify circumstances when crop insurance is desirable and

feasible, and to obtain such insurance or collaborate in its

provision if it is not yet available;

- to identify the full range of general business insurance which

may be applicable to their co-operatives, and to avoid common

misunderstandings when taking out or claiming on an insurance

policy;

- to apply accurately what they have learned to their own

societies' insurance arrangements.

3) Use

The course as described in this manual can be used for a

specialised course on risk management. The complete programme, or

individual sessions or parts of sessions, can also be incorporated

in the curriculum for a more comprehensive management training

programme.

4) Duration

The complete programme, as described in this manual, consists of

14 sessions . Session times vary from 1 to 3 hours. The total

programme will take between 25 - 30 hours , or between 3 - 5 days ,

depending on the qualifications and experience of the trainees and

the hours worked each day. The time may well be exceeded, and

each instructor must decide on the likely duration in view of

local conditions.

5) Training Approach and Methods

The programme is based on the assumptions that training is

expensive and that money for co-operative management training is

scarce. Therefore, it looks upon training as an investment, and



IV

unless the training yields results, the return on the money in-

vested in it will be nil.

On their return from the training programme, the trainees should

be able to show concrete results of improved management . In order

to prepare and equip the trainee to achieve this, the programme

has adopted a highly active learning approach through the use of

" participative" learning methods .

Trainees will not learn about Risk Management in a general and

passive way. Their day-to-day management problems have, as much

as possible, been translated into realistic case studies and other

problem-solving exercises. Trainees (working in groups and on

their own) will learn by solving these problems with the necessary

assistance and guidance from the trainer, who will act more as a

"facilitator" of learning than as lecturer.

Every trainee, even if he or she has never actually managed a co-

operative society or been concerned with its insurance or risk re-

duction programmes, has some ideas and suggestions from which the

others can learn; if any or all of the trainees have such exper-

ience, they can contribute a great deal to the learning of the

others. This material is intended to allow and encourage every

trainee to contribute as much as possible from his own insights

and experience, so that all will go away with the accumulated

knowledge that each brought to the programme.

This sort of shared learning is in fact almost always more import-

ant than the knowledge that you, the instructor, or the material

itself, can contribute. If you do no more than allow every indi-

vidual to put in what he knows, and to learn from what the others

know, you will have achieved a great deal.

Remember that knowledge is like fire; you can share it with other

people without losing anything yourself. You should treat each

trainee as a source of ideas and suggestions which are at least as

valuable as your own, and the material is designed to help you to

draw out, or "elicit", these contributions.

The "application session" at the end of the programme should be a

link between the classroom sessions and the actual work of the
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trainees, helping them to find concrete and acceptable solutions,

to their specific problems in the field of risk management.

6. Structure

The programme is divided into six TOPICS and each topic is covered

by a number or SESSIONS (see the table of contents on page XI).

The following material is provided for each session:

- a session guide for the trainer (yellow pages), giving the

objective of the session, an estimate of the time needed and a

comprehensive "plan" for the session, including instructions on

how to conduct the session;

- handouts (white pages) of all case studies, forms, etc., to be

reproduced for distribution to the trainees.

7. Adapting the Material

Before "using" the programme in a real training situation, it will

probably be necessary to adapt it. This can be done as follows:

Read through the material and decide whether:

- the programme can be run as it is;

- only certain topics or sessions should be used;

- new topics and sessions should be added.

Your decision will depend on the training needs of your trainees

and the means you have at your disposal.

Carefully read through the sessions you have decided to use.

Check the subject matter in both the session guides and the hand-

outs. Modify them to include local currencies, names, crops and

so on. Such adaptation will help trainees identify themselves

more easily with the people and the situations described in the

handouts and will increase the impact and effectiveness of the

	

training programme.
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Do not feel that this manual is like a book which contains the

only answers. It is merely a collection of suggestions and ideas,

which you must adapt, modify, use or reject as you think fit.

The best evidence that you are using it properly will be the

amount of changes, additions and amendments you have yourself

written into this copy.

8. Preparing the Handouts and other Learning Aids

Handouts constitute an important part of the training material

used in the programme. They can be reproduced from the original

handouts supplied in the ringbinder, after the necessary adapta-

tion has been made. Reproduction may be done using whatever

method is available: stencil, offset printing, photocopy, or even

carbon copies or handwritten copies if no other method is avail-

able.

The only item of training equipment which is absolutely essential

is the chalkboard.

Some suggestions for visual aids are given in the session guides.

If flipcharts or overhead projectors are available, you should

prepare these aids in advance. If they are not available you can

still use the chalkboard.

The Pre-course Questionnaire should be sent to the trainees in ad-

vance. Trainees should be asked to complete it and hand it in at

the beginning of the training programme.

9. Preparing Yourself

Some trainers may feel that material of this sort means that they

need only spend a few minutes preparing for each session. This is

not the case.

You should go through the following steps before conducting any

course which is based wholly or in part on this material:

1. Read it carefully; be sure you understand the content, and

that you can envisage what is intended to happen in the class-

room.
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2. Work through all the calculations; be sure that you under-

	

stand them completely and try to predict the errors that

trainees are likely to make, and the different answers which

may not be wrong, but which will be worth following up.

3. Work through the case studies yourself, and try to predict all

the possible analyses and answers which trainees may come up

with.

4. Look up and write down on the material itself, as many local

examples as you can to illustrate the points that are raised.

5. Plan the whole session very carefully; try to predict approx-

imately how many minutes each section of the session is likely

to take, and make the appropriate modifications to fit into

the time that you have available. Do not take the suggested

time at the beginning of the session too seriously.

10. Conducting the Programme

While using the material, you should try to observe the following

guidelines:

1. Arrange the seating so that every trainee can see the faces

of as many as possible of the others; do not put them in

rows so that the only face they can see is your own.

2. Be sure that the session is clearly structured in the

trainees' minds; outline the structure at the beginning,

-

	

follow it or say that you are diverging from it, and sum-

marise what has happened at the end.

3. Bear all the learning points in mind, and do not forget the

job-oriented objectives of the session.

4. Be flexible, do not follow the material slavishly and be pre-

pared to change the approach, depending on what trainees,

themselves, suggest.

5. Avoid, whenever possible, telling the trainees anything; in

a successful session all the points will have been elicited

from them by skillful questioning.

6. If you fail to elicit a particular answer from the trainees,

it is your fault not theirs. Persist, by asking the same
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question in different ways, by hinting and so on, and only

make the point yourself if all else has failed.

7. Use silence as a weapon; if nobody answers a question, be

prepared to wait for 20 or 30 seconds in order to embarass

somebody into making an attempt.

8. Avoid talking yourself. Trainees' discussion and suggestions

should occupy around three quarters of the total time; ask,

listen and guide rather than talk. (The more you yourself

talk, the more you are revealing your own insecurity and

ignorance of the subject, in that you are not willing to risk

questions or comments with which you cannot deal).

9. Never ridicule a trainee's answer or suggestion; there is

bound to be some merit in it somewhere, and the very fact

that he or she has put forward a suggestion is commendable.

10. If you cannot answer a trainee's question, or comment on a

suggestion, (or even if you can) ask another trainee to

answer or make a comment. You are the facilitator, not the

source of knowledge.

11. Write trainees' own words on the chalkboard whenever pos-

sible; do not follow the words in the material, even if they

are more precise.

12. Be prepared to act as "Devil's Advocate", there are usually

no right or wrong answers to management questions, and

trainees must see and understand both sides of every issue.

13. If trainees appear to be following a quite different track

from that suggested in the material, do not dismiss this out

of hand; it may be as useful or more so.

14. Call on the silent and, if necessary, silence those who talk

too much.

15. Be sure that everybody understands what is going on; do not

allow the discussion to be taken over by the few who under-

stand.
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16. Be dynamic, lively and active. Move around, walk up and down

the classroom, and generally keep everyone alert by your

physical activity.

11. After the Course

Be sure to contact every trainee, in person or at least by letter,

about six months after the end of the course to find out how

they have managed to apply what they have learned. If they have

failed, it is not they who were at fault, but the course.

Either the training was ineffective, the trainees were poorly

selected or you failed to recognise problems which might prevent

them from applying what they learned.
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SESSION 1.1

INTRODUCTION

Objective:

	

To demonstrate the importance of improved risk manage-

ment in co-operatives, to ensure that all participants

are aware of the objectives of the programme, to intro

duce trainees to one another and to ensure that all ad-

ministrative details are in order.

Time :

	

1 to 2 hours.

Material :

	

Completed pre-course questionnaire, timetable and a list

of participants.

Session Guide :

1) The opening of the programme should be brief and to the point.

The speaker should include the following points:

- The need to identify and reduce risks, not necessarily by in-

surance, but by better management.

- The need to assist members to reduce the risks of their own

farming activities, through better farming and, when appro-

priate, through helping them to insure themselves direct or

through the society.

- The importance of understanding that insurers have difficulty

in dealing with small farmers, and of the role that co-opera-

tive societies can play as a "bridge" between the companies and

farmers.

- The importance of complete insurance, but the waste of over-

insurance.

- The need to understand how to arrange insurance, and how to

claim if it is necessary. Managers should not feel that they

can leave this to brokers or company representatives, any more

than they can leave seed or fertilizer selection, or crop price

setting, entirely to their suppliers or customers.



- The need for society managers, and members, to know about in-

surance and what it can do for them, so that they can make use

of whatever services Government or other agencies are able to

provide.

2) In order to exemplify the objectives and the contents of the

course, confront participants with a number of questions like the

following, and explain that the course will deal with problems of

this type:

- Are you sure that every risk in your society has been identi-

fied, and has been reduced as much as possible?

- Are you sure that everything that should be insured in your so-

ciety has been insured, and in the most economical way?

- Are your members aware of how they can reduce the risks in-

volved in their own farming activity, and can they insure them-

selves properly, either direct or through their society?

- Are you quite sure how to claim, if it is necessary, and are

you quite clear as to what losses you can, and cannot, claim

from your insurers?

- Are you quite sure that your society's insurers are the best

possible ones for the job?

3) Go briefly through the timetable, stressing to trainees that they

will be required to contribute their own experience and ideas, and

not merely to listen to other people talking. People learn by

doing, rather than by listening.

4) Ask each trainee to summarise his prior training and experience,

and to state what he hopes to gain from attending this course.

Refer to the pre-course questionnaire if necessary. Identify the

special experience that each trainee brings to the course, em-

phasising the point that the group as a whole is an extremely

powerful source of expertise and experience.

5) Explain that the purpose of the course is to improve trainees'

abilities actually to manage their societies more effectively, and

not merely to repeat theories or principles without putting them

into practice.



Session 1.1

Sheet 2

Tell trainees that the instructor intends to contact them at a

later date in order to assess how successful they have been in ap-

plying what they have learned during the course.

6) Ensure that any administrative problems are dealt with. Matters

of accommodation, payment of expenses, transport, rooms for pri-

vate study and any other points of information should be settled

now.
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SESSION 1.2

WHAT ARE THE RISKS ?

Objective :

	

To enable trainees to recognise the risks facing an

agricultural co-operative, and its members.

Time :

	

1 to 1 1/2hours.

Session Guide

1) Trainees may be concerned with the risks involved in:

	

- The co-operative society itself.

- The members' farming activities.

If trainees are only concerned with risks and insurance for the

co-operative, and if the co-operative is not itself involved in

farming, it will be clear that some of the following material

should be omitted.

It may be appropriate, however, to suggest to trainees that they

should be concerned to protect their members against the risks in-

volved in farming.

Ask trainees who are not involved in insurance for their members

why they might consider this. Their answers may include:

- Insurance is one of the oldest and most fundamental forms of

co-operative activity; it can make a real contribution to mem-

bers' loyalty.

- A co-operative society should be concerned with all aspects of

its members' welfare, not only the marketing of the crops they

grow, but to protect them from losses if their crops fail.

- If members borrow money from their society, and their crops

fail, the society as well as the members will be protected if

they are insured.



- Insurance can accumulate funds which the society can invest for

the good of the members until or unless such time as it is re-

quired to pay claims.

2) Ask trainees to suggest what is the main difference between farm-

ing and other forms of business. Elicit the suggestion that all

enterprises are risky but agriculture is particularly subject to

risks:

- The weather affects several types of enterprises, but it is the

single most important influence on farming, and is quite beyond

human control.

- Every business can suffer because its owner or workers become

ill, but farmers have to face not only the possibility of dis-

ease affecting them, but the risk of pests and diseases affect-

ing their animals and crops.

- Most farms are among the smallest of all businesses; losses

that might be absorbed by larger businesses can be disastrous

for a small farm.

Stress that farming is not necessarily the most risky of all busi-

nesses; mention examples of business enterprises which fail more

often than farms. Agriculture is however, subject to a wider

range of less controllable risks than any other types of business.

Risk management and insurance is therefore particularly important

for farmers and for co-operative societies which serve them.

3) Ask trainees to put themselves in a position of a typical co-oper-

ative society member; what can go wrong with their farms?

Allow them up to 20 minutes to produce as long as possible a list

of the risks faced by a farmer. Remind them that they should in-

clude not only the risks particularly associated with farming, but

also those which face any business enterprise.

4) When trainees have completed their individual lists, ask them to

re-examine them and to, suggest how they might usefully be classi-

fied. Elicit through discussion the following categories, en-

suring by appropriate questions that all categories are covered:
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a. Risks to property

1. Risks from natural causes.

2. Risks caused by people.

3. Risks caused by the economy in general.

b. Risks to the farmer and his family

1. Natural risks.

2. Accidents.

c. Risks to the farmer's employees

1. Natural risks.
2. Accidents.

d. Risks of claims arising from injury to other people

5) Trainees may not have thought of all these categories of risk;

allow them up to a further 15 minutes to classify all the risks

they have written down into one of the above categories, and to

include examples of risks in those categories which they may not

have previously included.

6) When all trainees have written down at least one risk in each

category, and preferably far more, ask one trainee to suggest an

example of a.l; obtain further examples for this category from

other trainees in turn. When four or five have been suggested re-

peat the procedure for categories a.2, a.3, b.l, b.2 and so on.

The risks in b. and c. are the same, but separated because they

happen to different people.

Write trainees' suggestions on the chalkboard; they will ob-

viously differ according to local circumstances, but typical ex-

amples might include:

a. 1. Hail, flood, drought.

Coffee berry disease, wheat rust, food and mouth disease.

Locusts,   rats, jackals.

2. Theft, riot, fire.

Bad management by the farmer.

Fire set by enemies.



Careless employees.

Badly organised transport.

Poor marketing.

3. Declines in crop prices.

Input price increases.

Scarcity of inputs.

No buyer for crops.

b. 1. Death, infirmity, pregnancy, sickness.

2. Poisoning from chemicals, accidents with machinery,

driving accidents.

c. 1. As b.l.

2. As b.2.

	

d. Damage by animals.

Overspraying of neighbours' crops.

Injury to others in driving accidents.

Inadvertent injuries through chemicals to purchasers of

crops.

7) Remind trainees of the distinctions made earlier between members

of the co-operative society and the society itself. Go through

the list on the chalkboard and ask trainees to identify items

which are most relevant to a co-operative society, and to -add any

which apply to a society and not to individual farmers.

The changes will depend on the activities of trainees' societies,

but stress that the following are particularly important for a so-

ciety:

a. 1. Risks caused by people such as fire, employee theft, bad

management of all kinds, careless employees, members not

repaying loans, member disloyalty.

2. Risks of all kinds caused by the economy such as falling

prices or higher costs.

c. 2. Accidents to employees.

d.

	

Claims from others.
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8) Remind trainees that this course is not only concerned with in-

	

surance. Stress that insurance is only a last resort, and that

risk management is mainly concerned with avoiding and reducing

risks, as well as insuring against them.
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SESSION 1.3

RISK REDUCTION

Objective :

	

To enable trainees to identify ways of avoiding or re-

ducing risk, and to assess the costs and benefits in-

volved in risk reduction activities.

Time :

	

2 to 2 1/2 hours.

Material :

	

Micro Case Studies "Risk Reduction Problems."

Session Guide :

1) Distribute the micro cases. Divide trainees into groups of not

more than five members each, and allow them up to 60 minutes to

solve the problems.

The supplementary information should only be given to groups which

ask for specific items. They should not be given any information

other than that which they request, in writing, and they must not

show the information to other groups.

2) The supplementary information is as follows:

Case A

1. The elephants had done about $500 worth of damage.

2. The society's total turnover was $100,000 per year.

3. The fence would cost $5,000 and was expected to last 20 years.

4. It will cost about $100 to pay the children to scare the ele-

phants away every night during the season, but some people

doubted that this would really keep the animals away.

5. A drought such as had led to the unusual migration could be

expected about every five years, according to climatic re-

cords.

Case B

1. The society's total stock was worth about $10,000.



2. The total leakage, as calculated by the accountant, was $1,000

over the year but he could not say how it had taken place.

	

3. It would cost $2,500 to strengthen the store. The store was

going to be replaced in any case in five years' time.

4. It would cost $1,000 a year to hire a watchman.

Case C

1. The total value of crops processed every year was $10,000.

2. New equipment would cost about $1,000.

3. The cost of the crops wasted because of the breakdown was

$200.

4. The engineer had said that the society could expect about the

same level of reliability in the future; it was unlikely to

get worse for many years.

5. A stock of the most commonly required spares, whose failure

had led to the breakdowns, would cost $100.

Case D

1. The total turnover of the society was $20,000 a year.

2. If there was a flood, it would most likely destroy the whole

crop, worth about $20,000.

3. The extra cost of building the store on the site on the hill

would be about $5,000.

4. The rainfall records showed that there was likely to be a

flood high enough to destroy the warehouse about 1 year in 20.

3) Reconvene the class and ask a representative of one group to state

their answer to the first problem, together with their reasons.

All the problems share the same characteristics, and trainees

should through working on them and subsequent discussion appre-

ciate that:

- Before making any decision to spend money on risk reduction, it

is necessary to know:

- how much loss will the accident cause, if it does happen;

- how easily can the society absorb the loss if it does occur;
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- how likely is the loss to occur;

- what will it cost to prevent it;

- is the proposed method of protection absolutely certain to

prevent the loss, or only partially certain.

4) Suggested answers to the four problems are as follows:

Case A

- Cost of loss is $500, this is insignificant in relation to the

society's total turnover.

- The loss was likely to occur one year in five or one fifth of

the time. The average loss per year would therefore be one

fifth of $500, or $100 per year.

- The fence would cost $250 a year on average ($5,000 divided by

20 years).

- The fence would be more expensive than the average annual loss,

and should not be built.

- The cost of hiring the children would be the same as the loss,

but would not necessarily be a complete solution; this solu-

tion should not be selected.

- The danger should therefore be tolerated unless any member can

think of a cheaper solution, or is willing to protect his own

crops on a self-help basis.

Case B

- The loss of $1,000; this is significant but not fatal for the

society, but may increase in the future.

- The store improvement would cost $500 a year ($2,500 divided by

a 5-year life). This is half the cost of the loss.

- A guard would cost the same amount as the loss.

- Both solutions might be of little or no use, since the leakage

may be occurring through faulty issues or receipts, dishonest

staff, suppliers or members, or for many other reasons. The

manager should therefore improve the stock control and issue

system, and through spot checks of particularly attractive



items and finding out how leakage is occurring before trying to

cure it.

Case C

- The cost of the losses were serious but not catastrophic.

- The annual cost of new machinery would be $250 ($1,000 divided

by 4 years) on a pessimistic estimate of when the new central

plant would be installed.

- The investment in spares, which would have to be purchased in

any case, was only the same as the annual loss; the society

should therefore acquire a stock of the necessary spares.

Case D

- The average loss per year would be $20,000 divided by 20, or

$1,000.

- The cost of preventing the loss would be $5,000, or 5 times the

average loss.

- Nevertheless, because the loss would probably destroy the so-

ciety completely, and cause untold hardship to members, the so-

ciety should choose the more expensive site.

5) Trainees may feel that information of the sort provided in this

exercise is not generally available. How can anyone know whether

there will be floods or droughts, or whether a particular form of

security will completely prevent theft?

Prepare to toss a coin; ask trainees whether anyone knows whether

the result will be "heads" or "tails"; clearly nobody knows for

certain.

Ask trainees what they can say about the result; nobody knows

what any particular result will be, but everyone knows that in the

long run about 50 per cent will be "heads" and 50 per cent will be

"tails". How do we know this?

Stress that statements of this sort depend on experience ; we are

familiar enough with coins to be able to state confidently that



Session 1.3

Sheet 3

there is a 50/50 chance of any particular side coming up in any

particular throw.

Ask trainees to recall accidents that they themselves, or their

societies have suffered. Were they completely unexpected, or

could someone have foreseen the possibility and suggested what

likelihood there was that it might happen?

Stress that there are few totally unexpected occurrences; theft,

fire, car accidents, diseases and so on all occur often enough for

it to be possible to make a very rough estimate of how likely they

are to happen. Only on such a basis can management decide what it

is worth spending in order to avoid them.

Refer trainees to the list of risks prepared in the previous ses-

sion. Apart from insurance, how can a farmer, or a co-operative

society, protect itself against the various types of risk? Elicit

suggestions such as:

a. 1. Risks to property from natural causes

- Irrigation, insecticides, veterinary care, careful site

selection.

2. Risks to property caused by people

- Good employee selection, training, effective security

systems, installation of fire extinguishers.

3. Risks caused by the economy

- Crop diversification, selection of good marketing chan-

nels, diversified sources of supply.

b. 1

	

Risks to people caused by natural causes

c.1-Good health care, family planning.

b • 2

	

Risks to people caused by accidents

c

. 2

- Staff and farmer training, proper equipment mainten-

ance, efficient control of dangerous chemicals.



d.

	

Risks caused by claims from others

- Effective fencing, employee and farmer training, gen-

eral good management.

Stress that many farmers, and every co-operative society manager,

must take all the above steps, and others, in order to avoid or

minimise the risk of loss. Insurance is not a substitute for

care, but a supplement to it.
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Risk Reduction Problems

The following cases describe situations where a society manager is con-

sidering whether to reduce risks in a particular way. You are required

to advise him what to do, and you must assume that no insurance of any

kind is available.

You may find that certain information is lacking in some cases. If so,

write down exactly what information you want, and give the request to

the instructor; if it is available it will be given to you, but the

information should not be revealed to any other group.

Case A

	

The manager of the Abacus Society felt that something had to be done to

prevent elephant damage to his members' crops. The previous year there

had been a severe drought, and herds of elephants had ranged far beyond

their normal habitat in search of food. They had as a result trampled

over a large proportion of the society's members' crops.

Since all the members' farms were grouped together, it was clearly the

task of the society to provide some protection and a number of differ-

ent suggestions had been put forward. A firm of fencing contractors

had offered to build a strong elephant proof fence between the forest

and the farmers' plots. Someone else suggested that the society should

pay a group of members' children to light fires and sit up around the

night singing and playing in order to scare the animals away. Another

member of the committee, whose farm had not been touched by the ele-

phants, said it was impossible and in any case unnecessary to guard

against the elephants. He thought that both suggestions were a waste

of time and money.

Case B

The manager of the Backgammon Society was concerned about the "leakage"

of stock from the farm supply store. The store was an old building but

quite serviceable, but there were several places where a determined

thief could possibly get in at night. The manager wondered what he

should do; one possibility was to hire a night security guard, while

another was to improve the store. Alternatively, they might close down

the farm service altogether, he thought.



Case C

The committee of the Calculus Society did not know what to do. Their

processing machinery had broken down twice during the last season, be-

cause one or two parts needed frequent replacement, causing great in-

convenience and some loss. The equipment was quite old, but service-

able, and although the spare components could quite easily be in-

stalled, it took at least three days to obtain even the most commonly

used items. It would be possible to replace the equipment in time for

next season, but in three or four years at most the co-operative union

was going to build a new large-scale plant to process the crops from

every society in the district and it would then be uneconomic for the

Calculus Society to run its own plant.

Case D

The manager of the Deliberate Society was uncertain where to recommend

that the new store should be built.

Most members thought that it should be built on the flat land between

the road and the river. Some of the older people thought that this was

dangerous, however. They remember the floods in the past, and said

that the store should be built above the road on the hill. They ad-

mitted that the extra cost of levelling the site and cutting a new road

would be high, but surely, they said, it was better to be safe than

sorry.
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SESSION 2.1

WHAT IS INSURANCE ?

Objective :

	

To enable trainees to describe the basic principles of

insurance, and to identify different ways of organising

insurance.

Time :

	

1 to 2 hours.

Session Guide :

1) Remind trainees that the case studies in the previous session

	

showed how co-operative societies could prevent or at least reduce

the risk of certain accidents; why is any additional protection

necessary?

- It is impossible totally to prevent accidents.

- The cost of protection may be prohibitive.

- The financial loss caused by an accident, even if it is very

unlikely to occur, may be such that it would destroy the so-

ciety and its members' livelihood.

Ensure that trainees understand that insurance is a way in which a

number of people contribute relatively small sums of money to a

_

	

common pool, which is available to any one of them should an acci-

dent occur.

Ask why a co-operative society needs to join such a group; would

it not be cheaper and simpler for the society to "insure itself"

by reserving a certain amount of money each year, to be used only

if an accident occurs?

- An accident may occur very soon, before enough money has been

accumulated.

- The accident may be so unlikely that the amount of money to be

reserved each year would be insignificant and the book-keeping

would be immensely complex.



- No society is likely to be able to calculate the individual

likelihood of all possible accidents occurring, and thus to

calculate the amount of money to be reserved.

- A very unlikely accident may cost a great deal of money; be-

cause it occurs so rarely, a co-operative could not accumulate

the necessary sum of money in any reasonable period.

2) Stress that all the above points apply even more obviously to in-

dividual farmers. Ask trainees whether there is any reason why an

organisation should "insure itself" in the way that was des

cribed. What circumstances would make self insurance appropriate?

- A large organisation can withstand the losses even from an ex-

pensive accident.

- A large organisation can afford to make the necessary calcula-

tions of risks and the administrative expense.

- An organisation may after some experience realise that they are

more successful at avoiding certain risks than other similar

organisations. The cost of insurance depends on the average

experience, and it might be cheaper for an organisation with

better than average experience to insure itself.

Stress that self insurance is only appropriate in a large organi-

sation, and only for some of the risks they face.

Ask why it is particularly necessary for agricultural co-opera-

tives to carry proper insurance.

- Agriculture is a risky activity.

- Members may depend on the society not only for extra money, but

for their whole livelihood.

- Most co-operative societies are fairly small organisations.,

- Very few co-operative societies have large enough cash reserves

to cover the cost of unexpected accidents.

- Very few co-operative societies have been in existence long

enough to make a detailed record of their accident experience.
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3) Every country and community has traditional "insurance" schemes

whereby every member of the group contributes a certain fixed

amount, and can then have the use of the total amount when he or

she needs it.

Ask trainees to describe "cow clubs", "self help groups", or other

informal insurance schemes of this sort. Typical examples might

include:

- A club where 12 members contribute $1 a month each, and each

has the use of the full $12 once a year.

- A sickness club, where members contribute a small amount each

month, which is made available to whoever is judged to need it

most each month.

- A dowry club, where heads of families contribute a certain sum

every year, and those whose daughters are to be married and

must have a dowry share the amount every year.

Why are these traditional forms of insurance insufficient for mod-

ern farmers and agricultural co-operatives?

- There are so many risks, and they can be so large, or infre-

quent, that one community cannot cover them all.

- Since the group has to be too large for all members to come to

know one another, there is a need for a formal organisation and

procedure to avoid dishonesty.

4) Trainees may or may not be able to insure with a co-operative in-

surance  company. In any case, ask why insurance is a particularly

appropriate activity for a co-operative to be engaged in.

- Co-operation is self help by a community; insurance is a way

of sharing misfortune in order to lighten the burden on every

individual member, and is thus an ideal co-operative activity

and consistent with the co-operative spirit.

Ask a trainee to imagine that he is the local leader in a com-

munity, and wants to provide insurance against some particular



form of accident to other people in the community; how might he

go about it?

	

Elicit the following suggestions:

a. He could follow the traditional method, asking each member of

the community to subscribe a certain sum, calculated on the

basis that it would just cover the expected losses.

b. He could form a co-operative society, and proceed as (a)

above.

c. He could try to start an insurance business for his own pro-

fit, by asking people to subscribe rather more than he thought

to be necessary, aiming to retain the profit.

Stress that the first two methods are what are called mutual in-

surance; regardless of whether or not the organisation is a for-

mal co-operative, it is owned by its members and any surplus is

distributed at the end of a period as a bonus or refund.

The third method is a private or joint stock insurance company,

which is owned by the people who started it. They invested some

of their own money in it to get it going. Any profit belongs to

the owners, who may not themselves be insured with the company at

all.

5) Write the following figures on the chalkboard/OHP:*

- 10,000 people have insured.

- Probable claims 100 per year at $2,000 each.

Ask trainees what the annual "premium", or cost of insurance,

should be.

They may calculate that the total claims will be 100 x $2,000, or

$200,000, and that the premium should be this amount divided by

the 10,000 people, or $20 each.

* OHP = overhead projector
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Ask what has been forgotten, if necessary reminding trainees that

'

	

while the administration of traditional community self help in-

surance to 10 or even 100 people might be carried out on a volun-

tary basis, 10,000 people will need some full-time staff to col-

lect premiums and process claims.

Ask trainees to suggest that the administrative costs might be,

and elicit a figure such as $20,000 per year. What should the

premium be now?

The obvious answer is $20 + $20,000 divided by 10,000 members, or

$22 each.

Remind trainees that the annual accounts of the society would now

appear as follows:

Premiums:

	

10,000 x $22 = $220,000

Claims:

	

100 x $2,000 = $200,000

Administrative Costs:

	

$20,000

Surplus/loss

	

nil

Ask trainees whether there is any way in which the insurance or-

ganisation might increase its income, apart from higher premiums.

Stress that premiums are usually paid at the beginning of the

period for which insurance is being purchased; claims are paid

out after losses take place so that the insurer has the use of the

money in advance.

Ask trainees how much money the organisation will have at the be-

ginning of the year:

- $ 220,000

and at the end of the year:

- nil

What is the average amount of money in the society's hands during

the year?



- $ 110,000

What might the organisation be expected to do with this money?

Clearly the money should be put on deposit; if bank deposit in-

terest is 10 per cent, the organisation will make an additional

income of $11,000, which will be a surplus.

Ask trainees what the organisation will do with this surplus, if

it is a mutual society, or a private joint stock company.

- A mutual society will return some part of the surplus to its

members.

- A private company will retain the profit of $11,000.

Stress that any insurance company would expect to start with some

resources, in case claims were larger or earlier than expected;

how could a mutual company obtain these resources?

- Higher initial premiums, to be refunded if experience justi-

fies.

A private entrepreneur might be expected to invest his own money

in this way, probably to be withdrawn later in the form of pro-

fits.

6) Ask trainees whether they would prefer to be insured by a mutual

society or a private company as described in this simple example.

Clearly they would prefer the mutual society, since they would re-

ceive a refund of $1 each.

Ask trainees to suggest what might distinguish a well managed in-

surance organisation from a badly managed one.

- Regular and prompt collection of premiums.

- Members/Customers carefully screened for honesty and com-

petence.

- Administrative expenses kept as low as possible.
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Show by example how only five per cent higher claims could almost

	

wipe out the surplus of $11,000 in the example given. Stress that

while mutual societies are more in the interest of the insured

than private companies, if all other things are equal, trainees

should select the company which can demonstrate a successful re-

cord, regardless of its ownership.
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SESSION 2.2

WHAT CAN BE INSURED ?

Objective :

	

To enable trainees to identify those risks which can and

cannot be insured against.

Time :

	

1 to 2 1/2 hours.

Material :

	

Case Study "Insurance Request".

Session Guide :

1) Distribute the list of insurance requests; allow trainees up to

five minutes individually to consider the first request and to

make a definite decision. When they have all done this take a

vote as to whether or not the request is insurable; ensure that

all trainees make a decision one way or the other, even if they

are not certain which is correct.

2) Go through the complete list of requests one by one in the same

way; record the number of trainees voting to accept or reject the

request in each case. When all the requests a) to m) have been

covered, ask individual trainees to explain their decisions; eli-

cit answers as follows:

a) Yes; an animal or other possession with a known replacement

value, even if this declines or increases over time, can be

insured. If the bull dies after some years the society will

only receive what it would cost to replace it at that time,

regardless of the fact that it was worth a great deal more

when it was first purchased.

b) No; it is difficult if not impossible to take out insurance

against a totally new risk, where there is no experience and

when the unknown risk has to be shared with a very small num

ber of people or organisations. The insurance company would

probably request verified data on the experience elsewhere

with the new process.



c) Yes; something of variable value, such as goods in stock, can

be insured so long as there is some reasonably accurate and

	

verifiable record of what it is worth at any particular time.

The record should be kept in a separate place if possible.

d) No; it is not usually possible to insure against regularly

expected and frequently occurring risks. The premium would in

any case have to be extremely high.

e) No; it is not possible to insure against losses caused

through war, because everyone in the country, or even in a

whole region, will suffer enormous loss at the same time. No

insurance company could possibly afford to pay for all the

claims they would receive.

f) Yes; even relatively frequent losses can be insured against,

providing they are the same as those suffered by many other

organisations and individuals so that the insurance company

can make some estimate of the likelihood of the loss, and thus

the level of premium.

g) Yes; it is possible to insure against the loss of something

which is not owned by the organisation, such as the life of

its manager, if there is an "insurable interest", that is, if

the organisation will lose if the accident occurs.

h) No; it is not possible to insure any more than the financial

replacement value of an item. The extra sentimental or status

value is indeterminate and cannot be covered.

i) No; insurance and gambling are not the same thing. The event

must be of some direct concern to the society wishing to be

insured, and not merely the subject of a bet.

j) Yes; theft can be insured against. Premiums will go up if

theft increases, and societies may be required to add extra

security locks, bars or other protection before an insurance

company will insure their premises.

k) Yes; natural disasters can be insured against providing there

is some evidence as to their frequency and they are not too

catastrophic.



Session 2.2

Sheet 2

1) No; it is not possible to insure against a loss which cannot

-

	

be  estimated in advance. The society would only be insured

against the loss in value of the cattle which caught foot and

mouth disease, and not the possibility of slaughter without

compensation.

m) No; it is not possible to insure against something which will

happen because the insurer decides to make it happen; losses

must be accidental, not deliberate.

3) Go through the decisions and draw out the following general guide-

lines as to what kinds of risk can be insured; summarise these on

the chalkboard/OHP and ensure, if necessary through further ex-

amples, that every trainee understands what they mean.

-

	

Only financial losses can be covered.

- Only risks which are incurred by a large number of people or

organisations can be covered.

- Only accidents in which the insured has "an insurable in-

terest" can be insured against; the insured must suffer loss

in the event of the accident taking place.

- Only risks which can be roughly calculated in advance can be

insured against.

- Risks which will cause catastrophic loss to vast numbers of

people cannot generally be insured against.

- Only risks which are reasonably unexpected can be insured

against.

-

	

Only losses which are accidental can be insured against.
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Insurance Requests

The committee of the Guardian Co-operative Society has only recently

discovered that it is possible to insure against losses of various

sorts. They have compiled a list of the risks against which they would

like the society to be insured, but before sending them to the co-

operative insurance company the manager has asked you to advise him as

to which of the risks can and cannot be insured against, and why. Con-

sider each item, and decide whether it is likely to be possible to in-

sure against the loss described; if not be prepared to say why.

a) The society have recently paid a high price for a stud bull, to

service members' cows. It would obviously be a serious loss if the

bull were to die for any reason or to be incapacitated, since he

was expected to enjoy many years of useful life. The committee

want to insure against anything happening to the prize bull.

b) The society have recently adopted a new and very advanced method of

milk processing. They were one of only three societies in the

country using this method, and there was a slight risk that if a

certain unusual condition of combination of temperature, humidity

and chemical impurities occurred, a large loss might happen. The

society wished to insure against this.

c) The society's warehouse was a wooden building of some age, but

quite serviceable. The volume of goods stored in the warehouse

varies from day to day, and even more from season to season, and it

would be a disaster if it burnt down and this stock was lost. They

wanted to insure against such a loss.

d) One of the society's vehicles was rather old and unreliable, and

broke down fairly regularly. They could not afford to replace it

at the moment, and when it broke down the members' milk which it

was carrying was frequently spoiled. The committee would like to

insure against losses which occurred in this way.

e) The political situation looked more dangerous every day. The so-

ciety's buildings were only a few kilometres from the frontier, and

if war was to break out one possible invasion route led very near

their premises. This was certainly unlikely, but surely it would

be possible to insure against such a catastrophic loss, they

thought.



f) Road accidents were all too frequent in the area; the society

wished to insure its vehicles against any damage they might incur

as a result of accidents.

g) The society's success was to a great extent due to the manager's

skill and efficiency, and members of the committee had frequently

referred to him as "irreplaceable". He was no longer young, and

although it was unlikely the committee wondered if they could in-

sure the society against inevitable losses the society would suffer

in the event of his unexpected death.

h) The committee and indeed the whole society were proud that theirs

was the only co-operative in the region which the president person-

ally had visited. The chairman had remarked once that his signed

photograph which the president had presented to the society on the

	

--

occasion of his visit was the most valuable thing they possessed.

The committee decided they would like to insure it for a large sum

in recognition of its symbolic importance in the society's history.

i) The members of the society were very fond of gambling, and a group

of them approached the manager one day to ask whether he could ar-

range to insure them against the risk of losing their money if they

bet on the wrong horse in the local races.

j) Because of unemployment and pressure on land, more and more people

were turning to theft for their livelihood. The society's posses-

sions were well protected, but any loss would be serious; they

wanted to insure against theft.

k) The nearby river had been known to flood up to the level of the so-

ciety's buildings, although not for many years. A big flood would

cause severe damage, and the committee wanted to insure against

this.

1) Foot and mouth disease was spreading in the country. If the cattle

held by the society caught it, they would seriously lose condition

and decline in value. There was also a possibility that the

Government would adopt a slaughter policy, whereby all animals in

any herd where even one had the disease would be slaughtered and

burned without compensation. The committee wanted to take out in-

surance which would cover against any risk from foot and mouth

disease.
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m) The committee was not sure how long the old tractor would last.

Some thought four or five years more, while others thought they

would have to make the decision to stop spending money on it within

the next season. In any case, they would have to buy a new tractor

quickly, when they did decide to dispose of the old one, and they

wanted to take out insurance to cover the loss.
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SESSION 2.3

THE PROBLEMS OF INSURERS IN AGRICULTURE

Objective :

	

To enable trainees to identify the particular problems

of agricultural insurance, from the insurer's point of

view, so that they can help to enable their members to

enjoy the benefits of insurance.

Time :

	

1 hour (with guest speaker, add 1-12 hours).

Session Guide :

1) Trainees are most probably familiar with life Assurance. Ask

trainees what distinguishes this from other forms of Insurance,

apart from the slight differences in the words.

- The accident, that is the death of the assured, or his reaching

a certain age, is bound to occur; a fire, theft or other loss

covered by insurance need never happen.

Trainees may be expected to advise their members about life assur-

ance, but this does not come within the scope of this course. Ask

trainees when their societies might possibly be concerned to take

out a life assurance policy, which will pay the society some money

if somebody dies.

- It may be necessary to assure the lives of people, whether they

be members or not, who owe large amounts of money to the so-

ciety, and whose heirs are unlikely to be able to pay if they

die.

- Some organisations which depend a great deal on one employee

assure themselves against his or her premature death; ask

trainees whether any of their societies are likely to take out

assurance on their lives!

2) Few agricultural co-operative societies are likely to be concerned

with life assurance; trainees who are interested in the subject

will certainly be able to obtain information from any local co

operative assurance company which transacts life business. Ask



trainees to list the types of insurance with which they are fami-

liar, apart from life assurance, and the specific risks associated

with each. Elicit a list such as the following types of cover:

- Fire insurance, against loss of goods or buildings by fire.

- Theft insurance, against loss of property which is stolen.

- Car insurance, against damage or injury caused in vehicle acci-

dents.

- Health insurance, against costs incurred because of disease.

- Marine or air insurance, against losses during transport by sea

or air.

- Third party or indemnity insurance, against losses caused

through claims by other people against the insured.

Ensure that all trainees understand the nature of the risks that

each of the types of insurance covers. Use local examples to il-

lustrate the nature of each type of protection.

3) Refer to the previous 2 sessions, and the types of risk which

agricultural co-operative societies, and their members, are likely

to be able to insure against.

Ask trainees to put themselves in the position of an insurer who

is considering starting to offer insurance to agricultural co-

operatives and their members. What would be the ideal types of

farmers, the ideal environment and accompanying facilities which

would characterise an area in which they would prefer to operate?

Elicit suggestions such as the following:

- Fairly large farms so that each unit to be insured would just-

ify the necessary administration and appraisal before insur-

ance, and the inspection and verification required in the event

of claims.

- Farmers with a good understanding of what can and cannot be in-

sured, and of the requirements of insurance, in order to mini-

mise a possible request for insurance or frivolous or irrele-

vant claims.
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- Skilled farmers, who will through their efforts avoid most ac-

	

cidents or risks so that claims will be limited to what is un-

avoidable.

- Clear land tenure and boundaries, so that any damage can be

clearly defined and easily verified.

- Good data on previous history of losses of all kinds, as the

basis for calculating the risks of accidents and thus the

amount of premium to be charged.

- Good communications by road and telephone, so that accidents

can be quickly notified and any necessary inspection takes

place as soon as possible.

- Farmers with a good understanding of the need for and benefits

of insurance, to minimise the need for lengthy explanations and

to ensure that the majority of farmers are insured against all

risks, rather than particular small ones, thus making admini-

stration easier.

- Farmers with reasonable cash reserves, so that they can pay

premiums well in advance in order to build resources from which

to pay any claims.

4) Note the points on a chalkboard; it is clear that most communi-

ties in which agricultural co-operatives operate possess few if

any of these characteristics. How can the problems be avoided,

and what in particular can a co-operative society do to make it

easier for their members to enjoy the benefits of insurance?

It is clear that the general process of development will in time

overcome the disadvantages, but how can farmers be economically

insured in spite of the obvious difficulties?

Go through each of the desirable characteristics which are lacking

and elicit suggestions such as the following:

- Problems arising from the small-scale of individual farmers can

be overcome by co-operative action; a co-operative society can

discover individual requirements and distribute insurance to

individual small-scale members just as it distributes ferti-

lizer or other supplies in smaller quantities than are economic

for the producer to handle. Discuss ways in which a society



can collect together the insurance needed for members, and ar-

range a joint policy with an insurance company.

- The co-operative can include insurance in its programme of mem-

ber education to overcome the problems of ignorance and suspi-

cion, so that established insurance companies will be able to

deal with them directly; and the members themselves will feel

confident when determining their insurance needs.

- Farmers' skills can and should be improved through education,

input supply and marketing activities of any co-operative. As

members' productivity increases, they will be more attractive

propositions for an insurance company.

- Land tenure and registration is usually the responsibility of

Government, and there may be little a society can do to accele-

rate what must be a laborious process. A society can, however,

undertake a group policy, covering the whole area as if it was

one large farm; problems may still arise in the settlement of

claims, but they can probably be dealt with more easily and

equitably by a local society than by a large and distant in-

surance company.

- A co-operative society should collect data on farm production,

accidents and all aspects of agricultural activity, as the

basis for credit allocations, and marketing arrangements, input

orders and many other decisions. This data can be of great

value to a prospective insurer.

- A co-operative society may not be able to build roads or pro-

vide telephones, but it can provide a communication link to

members for an insurance company, reducing the delays and dif-

ficulties involved.

- Most members may not be able to pay a premium in advance; the

society can provide them with credit for this, as for other

purposes, and thus enable them to pay when required.

5) If possible representatives of one or more insurance companies

which are anxious to do business with local farmers and co-opera-

tive societies should be invited to speak after this session.

They can be requested to describe their facilities, and to discuss

ways in which they can work with co-operative societies for the

benefit of their members.
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SESSION 3.1

SELECTING INSURANCE

Objective :

	

To enable trainees to distinguish between different ways

of obtaining insurance.

Time :

	

1 1/2 to 2 hours.

Material :

	

Summary of Cover. (This should be replaced by local

material if possible.)

Session Guide

1) Ask trainees to imagine that they have decided to insure their so-

ciety against as many as possible of the risks which can be

covered by insurance. What questions will immediately occur to

them, if they have not taken out insurance before?

Elicit the following items of information:

- From whom should the insurance be obtained?

- What information will the insurer need?

- How many different policies will be needed?

- What will it cost?

- On what basis will the risk be valued?

- What will be the actual procedure for obtaining insurance?

- What is the procedure for claiming in the event of loss?

Ensure that trainees are familiar with the terminology; the pro-

posal being the document which the person or organisation wishing

to be insured submits to the insurance company, and the policy

being the legal document which the insurance company gives to the

insured when insurance is being provided.

There are a number of general principles which apply to most forms

of insurance; these will be covered in the following two ses-

sions. Later sessions will cover special problems arising in:



- Motor vehicle insurance.

- Livestock insurance.

- Crop insurance.

Fire and theft insurance will be covered in the following two ses-

sions.

2) Ask trainees first to suggest from whom they might buy insurance;

what are the two types of decision which must be made when de-

ciding to buy anything, such as a bar of soap or a newspaper?

- What brand or make to buy?

- From where to buy it?

Ask any trainee who already has some insurance, either for himself

or his society, where he bought it.

Show by reference to this purchase, or to organisations known to

trainees, that insurance, like many other products, can be bought

in two different ways:

- Direct from the "manufacturer" (in this case, the insurance

company).

- Indirectly through a "retailer" (in this case, an insurance

broker).

If it is possible for societies or individual farmers to buy in-

surance through brokers, or direct from insurers, ask trainees to

suggest the advantages of each. If they have no experience of in-

surance, they should consider the advantages and disadvantages of

dealing directly, or indirectly, with any manufacturer.

Elicit the following suggestions:

Buying direct

- Lower prices.

- Greater possibility of negotiating special arrangements.
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- Reduced delays in dealing with queries and particularly in

settling claims.

- Great knowledge of the supplier's staff and suitability.

Buying through brokers

- They offer insurance from a wide range of companies, so that a

customer can choose the most suitable one.

- They are generally smaller, flexible local companies with local

knowledge.

- A customer is likely to deal with a partner or other senior

person in a broker's office who will be better qualified than a

clerk in a company.

- Brokers usually have offices in small towns while insurance

companies are based in capital cities or even abroad.

- Brokers may have time and ability to visit individual custo-

mers, to identify risks which may not have been noticed and

generally to act as consultants with no bias towards a parti-

cular company.

Discuss any experience trainees have had with either method;

identify suitable local brokers and companies which deal direct.

Obtain and distribute literature from them, and if time allows ask

their respective representatives to describe their services.

Stress that price is not the only thing to consider when buying

insurance. Brokers may add 15 per cent or even 20 per cent to the

cost of insurance, but this may be a cheap price to pay for per-

sonal advice, and particularly, help in dealing with claims.

Some insurance companies maintain field staff who offer similar

services to brokers; identify any which do this, and discuss

trainees' experience with them.

3) Refer back to the example of the soap or newspaper; remind

trainees that price is not the main factor to be considered when

buying items of this sort. What other factors are important in

the choice of supply of insurance?



Elicit the following suggestions, if necessary by referring to

pairs of organisations with which trainees may be familiar, in in-

	

surance or not, and ask them to identify the critical differences

between them.

a. Is the company efficient, quick to respond to customer

queries, and in dealing with claims?

b. Is the company owned by local interests, such as the co-opera-

tive movement, so that its funds are invested in socially de-

sirable ways?

c. Is the company well established, with substantial reserves

able to deal with an unexpectedly large number of claims?

Ask trainees to imagine that three insurance companies X, Y and Z,

are rated good or poor according to each of the three standards a,

b, and c. Their society has received quotations from all three,

and the cost of insurance is the same; how will they rank the

three insurance companies?

Company X

	

Company Y

	

Company Z

Standard a

	

poor

	

good

	

poor

Standard b

	

poor

	

poor

	

good

Standard c

	

good

	

poor

	

poor

If possible, refer to three local companies which more or less

fall into these categories. They need not be insurance com-

panies, but could be suppliers of farm requisites, or market out-

lets, with which trainees are familiar.

4) Ask trainees for their rankings; summarise them on the chalkboard

in order to see which of the three suppliers is judged best, sec-

ond best and worst by trainees as a whole.

Ask any trainee who has ranked Y or Z as No. 1 to explain why ef-

ficiency or social responsibility is more important than sound es-

tablishment. Ask whether they would prefer to be sure that their

claims will be paid if necessary, or to have efficient service and

to know that their premiums have been invested in specially de-

sirable activities.
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Stress that sound establishment and adequate resources are by far

the most important factors when selecting an insurance company.

How can a manager judge the soundness of an insurance company?

- Age of the company.

- Size of the company.

- The links to international companies.

- Examination of its balance sheet.

- Recommendation from a reputable source such as a good firm of

insurance brokers.

5) Stress that there are usually a number of well established com-

panies, so that efficiency -and social responsibility can be con-

sidered. How would they choose between companies Y and Z if both

were soundly established and offered the same price?

- Efficiency and rapid handling of claims can save the insured

co-operative from bankruptcy in the event of a disaster.

- If a specialist co-operative owned insurance company invests

its premium income in local agricultural activities, these may

be socially desirable but they are likely to face the same

risks as the society's own farmers which are insured with it.

What will be the effect if the company's customers and its in-

vestment suffer a severe loss at the same time?

Stress that insurance is a business like any other. Co-operative

insurance companies are usually not given monopoly rights to co-

operative and their members' business, but have to compete with

state owned or private companies to offer the most appropriate

service.

Refer back to Session 2.1. Remind trainees that mutual insurance

companies are essentially co-operatives, in that they distribute

their profits to policy holders who also own the company. Co-

operative insurance companies, therefore, have an immediate ad-

vantage in that they do not have to pay dividends to share-

holders. This should enable them to obtain a reasonable share for

co-operatives' business without any special privileges.



6) Ask trainees to imagine that they are themselves insurers, who

have taken on the insurance of a large number of farmers who may

	

possibly incur a similar loss at the same time, because they grow

the same crops in the same area. How can the insurer avoid the

danger of being unable to pay the claims because so many of his

customers suffer loss at the same time?

Trainees may be familiar with the operations of bookmakers; how

do they avoid the risk of bankruptcy if they have accepted too

many bets on the same horse?

Trainees may refer to the possibility of running away. Stress

that this is not an option for an insurance company, and elicit,

or describe, the process of "laying off" whereby a bookmaker can

share the risk of his losses with other bookmakers who are not so

exposed to that particular risk, and may in fact wish to spread

their own risks.

Show how an insurance company can do the same, by arranging "re-

insurance" with other companies which are not exposed to the same

risks. Show that larger national or better still international

companies are particularly able to do this, either within their

own operations or through their connections with other companies

with different risks. This is a further reason for choosing to

insure with a large and well established insurance company.

7) Remind trainees of Session 1.2 and the large number of different

risks which farmers and co-operative societies face. Is it neces-

sary to buy insurance against each risk, individually?

Distribute copies of the "Summary of Cover" or, if possible, a

similar document from a local company.

Allow trainees up to 15 minutes to examine this summary, and to

compare it with the list of risks prepared in Session 1.2. What

risks are not covered by this all-inclusive insurance policy?

- Crop losses other than to crops already harvested and in

storage.

- Losses caused by falling prices.
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- Losses caused by fraud, either by employees or others.

	

(Trainees must distinguish carefully between theft and fraud.)

Ask trainees to suggest why these losses are not covered.

- Crop losses are likely to happen to all or a majority of

farmers in a particular area. Refer to Sessions 2.2 and 2.3;

losses of this sort are very difficult to cover, because so

many claims are likely to come all at the same time.

- Price fall also affects all farmers who grow a particular crop.

- Fraud, as opposed to simple theft, is usually the subject of

legal proceedings. The losses are often not clear cut, and a

society may be able to claim damages from whoever has defrauded

them. It would also be very easy to defraud an insurance com-

pany by pretending that fraud had occurred.

8) Ask trainees to suggest how they might protect their societies

against these risks, if they are not locally covered, and against

any others which may be covered in the example but are not obtain-

able locally.

- Crop insurance is possible under certain circumstances, and

will be covered in Session 5.2. When it is not available, how-

ever, societies and their members can only protect themselves

through better husbandry.

- Protection against price fluctuation is often provided by gov-

ernment marketing boards or other intervention schemes whose

objective is to avoid excessive fluctuations in farmers' in-

come.

- If trainees societies have access to commodity trading facili-

ties, elicit or explain the mechanism of "forward trading",

whereby it is possible for a society to protect itself against

the possibility of future price reductions by "selling for-

ward", that is making a firm contract to deliver a certain

quantity of a crop at a fixed price but at a specific future

date, usually three, six or twelve months from today, regard-

less of the price which may be ruling at that future date.

Stress that this also involves the chance of loss, in that the



price on the future date may in fact be HIGHER than that which

was agreed.

- Even if forward trading facilities are not available, it may be

possible to make advance contracts with customers, at fixed

prices, for future delivery. Here again, the customer is

covering himself against the chance that the price may go UP,

while the seller is avoiding the risk of it going DOWN.

- A society can insure itself against theft, by outsiders or by

its own staff. As it is often difficult to determine exactly

how much has been lost in the case of embezzlement or other

staff dishonesty an insurance society will not pay an indefi-

nite claim. The only real protection against staff dishonesty

is good management.

9) Refer trainees to the summary of cover already distributed; how

will a society or farmer decide which of the 11 classes of insur-

ance to purchase?

- He will only want to cover risks which he is likely to incur

(if he has no livestock, H, J and K are clearly unnecessary).

- He may already be covered for risks under another scheme (for

example, Section G may be covered under a society's health

scheme).

- He may want to minimise expense.

The last reason depends on the price to be charged; how is this

calculated, and on what is it based? Refer trainees to Session

2.2; the insurer needs to know:

- The likely frequency of claims.

- The administrative costs.

Allow trainees 15 minutes to calculate the premiums for the fol-

lowing circumstances:

- 1,000 people insured.

$1,000 value of property insured by each.
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1 in 50 chance of total loss of property to anyone insured in

1 year.

$10,000 administrative expenses.

Elicit the following calculations from one or more trainees:

- Cost of claims ( 1 x 1,000 x $1,000)

	

$ 20,000
50

Cost of administration

	

$ 10,000

Total Cost

	

$ 30,000

Premium for each insured
$30,000 = $30, or 3% of sum insured.
1,000

Remind trainees of Session 2.1; what other sources of income

would the insurance company have; when are premiums paid by the

insured, and when are claims and advertising expenses paid out?

- Premiums are paid in advance, but expenses are usually fairly

evenly spread throughout the year and claims are paid after

losses occur. This means that the company will have money to

invest.

Ask trainees to assume that the money can be deposited at ten per

cent interest a year; what income will the company earn from this

source? Elicit the following calculations:

- Cash on hand at start of year

	

$ 30,000

Cash on hand at end of year

	

$

	

nil

Average Cash on hand

	

$ 15,000

Interest

	

$ 1,500

This can be used to reduce premiums and/or to provide a profit, or

surplus distribution, to the owner of the company.

10) Ask trainees to identify which are the major factors affecting the

premium:

- The number of insured people, companies or societies.

- The value of what is insured.



- The number of losses.

- The amount to be paid out in the event of loss.

Ask trainees how they can reduce the premium they will have to

pay.

- In a mutual or-co-operative insurance company, the surplus dis-

tributed will be larger, and the net premium less, if more

people join.

	

Trainees should therefore support co-operative

insurance initiatives, so long as they are well managed and

adequately banked.

- They must under-value or over-value what they insure. If it is

under-valued they will not be adequately covered in the event

of loss. If it is over-valued the company will only be liable

to pay the current value of what is lost, regardless of the sum

for which it was insured and the premium paid.

- They can reduce the chances of loss. Trainees may be familiar

with no claim bonuses for car insurance. The same principle

applies to all forms of insurance. Premiums are based on the

insurer's estimate of each insured's likelihood of making a

claim, and a representative of the company will normally in-

spect what is to be insured and assess how well it is being

protected. Specific reductions may be given for special forms

of protection such as security guards, fire extinguishers,

safety training courses, and so on.

- They can reduce the amount they will claim in the event of

loss. Any trainees with private car insurance will be familiar

with the system of excess , whereby the insured agrees only to

claim for losses beyond a certain amount, and to bear the cost

of this himself. This reduces the number and amount of claims,

and most insurance companies make a substantial price reduction

in cases when claims are likely to be small, so that a reason-

able excess will eliminate a number of claims altogether.

11) Refer to the earlier discussion on the choice of an insurance com-

pany; how can a company itself reduce the cost of premiums?

- By good management and reduced administration costs.
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- By careful investment of its funds to earn the maximum return

and avoid losses.

- By selecting low risk customers, and helping them to avoid

losses by field advice, safety research, publications and

training.

Stress that insurance is a "mutual" undertaking; the company and

every policy holder benefit if the company is well managed and

claims are minimised.
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Summary of Cover

(Courtesy of National Employers' Mutual Insurance Association
Swindon, England)
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SESSION 3.2

PROPOSALS AND POLICIES

Objective :

	

To enable trainees to complete insurance proposals and

to understand the meaning of their society's policies.

Time :	1 1/2 to 2 hours.

Material :

	

Proposal Form Schedule.

Proposal Form.

Farmers' Inclusive Policy.

(These forms should if possible be replaced by local

documents.)

Session Guide :

1) Ensure that all trainees have retained their copies of the summary

of cover used in the previous session. Distribute copies of the

proposal form schedule. Ask trainees to relate each section of

this to the appropriate section of the summary of cover; go

through each section with them.

- Ensure that trainees understand all the words and terminology.

(Proposer = person or organisation wanting to take out an in-

surance.)

- Ensure that trainees understand why each piece of information

is needed by the insurance company.

- Ask trainees to suggest additional items that might be included

in their country.

2) Refer to items such as A.1, A.2, A.4, B.1 and B.2; what problems

will arise in valuing these items?

- The number of animals, amounts of produce and so on will vary

from day to day or even hour to hour, and it will be impossible

to value them accurately.



- The condition and age of crops, animals and equipment vary;

some become more valuable and others less, but they will not

	

remain the same.

Ask trainees to suggest how these problems can be overcome:

- Valuations are used as the basis of the premium; the amount to

be paid out in a claim may be higher or lower, depending on the

value at that time.

- The total insured is more important than the value of each

item. If the total value insured is sufficient, the value of

every individual item which is lost will be covered in the

event of loss.

3) Ask every trainee with insurance policies of any kind whether they

fill in a new proposal for every year. They do not; insurance is

usually renewed every year so long as the premium is paid and no

major changes have taken place.

Ask trainees to suggest what might be the dangers of automatic re-

newal:

- In most countries inflation of ten per cent or more per year is

normal. Insurance values can very rapidly cease to cover more

than a small proportion of the replacement cost of what is in-

sured.

- New items are added to the society or farm, but may not be in-

cluded in the insurance.

Stress that it is the responsibility of the insured to check that

everything is included, and that values are brought up to date.

Some insurance companies are willing to add a certain percentage

automatically to the valuation and to the premium every year, but

the insured must still check that old items are removed and new

ones included each year, or more frequently as necessary.

4) Distribute copies of the proposal form, which accompanies the

schedule and is a legal document on which the actual policy is

based. Ask trainees to go through the proposal, checking their

understanding of the importance of specific dates.
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- Accidents which occur outside the period, even by a few min-

utes, cannot be covered.

- Insurance is usually not valid until the premium has been re-

ceived by the insurers. The starting date on the proposal is a

request and not necessarily acceptable to the company if the

premium has not been paid.

Ask trainees to read the questions one to ten:

- They should understand why each is included, and suggest other

items of information which a local insurance company might re-

quire but are not relevant in the United Kingdom.

	

5) Draw trainees' attention to the empty space for further informa-

tion. Ask trainees to compare the following situations:

a. A farmer sells a buffalo to someone else. He knows that it

tends to be savage in the middle of the day, and has injured

people in the past. The buyer does not ask about the animal's

temperament, and the farmer says nothing about it. Two weeks'

later the buffalo attacks the buyer's neighbour and breaks his

leg. The buyer sues the seller for damages.

b. A farmer insures a buffalo of similar temperament against any

claims from third parties for damages. He knows about the

animal's temper, but, since the insurance company does not ask

about it, he says nothing. The buffalo attacks a neighbour

and injures him, and he claims his medical expenses from the

farmer. The farmer in turn claims the expenses from the in-

surance company.

Which if any of these claims will succeed?

a. So long as farmer A did not actually deceive the buyer, by

stating something which was not true, he is not liable. The

buyer must beware.

b. The insurance company need not pay, because insurance is based

on "ultimate good faith", that is, the proposer must declare

everything he knows which may affect the risk. The insurance

company does not have to ask for the information specifically.



6) Ask trainees to suggest similar examples of breaches of good

faith, relating to other items in Sections A to L of the sche-

dule. These might include:

- Failure to disclose that a certain storage area is liable to

flooding.

-

	

Failure to disclose that a certain employee has a criminal re-

cord.

-

	

Failure to disclose a history of fire damage.

Stress that there need not be any intention to mislead. If a pro-

poser knows something which is in fact important, regardless of

whether he believes it to be important or not, the insurance

policy can be held invalid if he fails to declare it.

7) Distribute copies of the farmers' insurance policy, or, prefer-

ably, a policy from a local company.

Show trainees how each section of the policy corresponds to a sec-

tion of the proposal and in the summary of cover.

Allow trainees up to 15 minutes to look through the documents.

Ask them to mention any points they do not understand.

Some clauses relate to British law or other features such as civil

problems in Northern Ireland (last page) or the British climate

(Section A).

Most, however, are general applications. Terms which may not be

clear include:

- "Endorsements" - These are particular notes which may alter

the basic conditions. They may be printed in the policy, as

in the sample, or may be noted on one policy, such as whether

a particular animal or building might be excluded from cover.

-

	

"Average" - The method by which insurance companies can reduce

claims to take account of under-insurance (this will be dealt

with in the following session on claims).
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-

	

"Indemnity" - The obligation on the insurer to make exact fin-

ancial compensation for whatever loss the insured may have

suffered.

8. Ask trainees to note:

a. "The limits of liability" such as A and B whereby no animal's

value is to exceed £5,000 unless the animal is specifically

listed.

Ask trainees why this is included:

- The farmer could claim that a particular animal included

under the general heading of "livestock" in A, which hap-

pened to be killed or stolen, was of very high value. If

the animal was destroyed, it would be difficult to disprove

such a claim.

b. The "exclusions" such as electrical equipment in A or un-

explained shortages or disappearance in B, or losses due to

clerical or accounting errors in D.

What is the purpose of these exclusions?

- These are items where the risk is greater than all the rest

of the policy, and it is easier for the insured to make a

fraudulent claim.

c. The exclusion of the first £25 of certain losses, such as in

A3 or B4.

This means that the insured has to pay the first £25 of any

claim; if the total loss is under £25, he will not make a

claim at all. Why should the insurers demand this?

- To avoid a large number of small claims, which may arise

from petty theft or wind or rain damage to property.

d. The definitions, such as the specific mention of 8.00 pm or

6.00 am in P, the territorial limits in E, or mechanically

propelled vehicles in F.



Why has the company defined these terms, and others, in such

detail? Ask trainees what disputes might arise if these terms

had not been so clearly defined:

- Money might be stolen when it was not in a safe at 8.05 pm

which would in summer in the United Kingdom be in broad

daylight. The insured might claim that this was in the

daytime, so there must be no room for disagreement.

- An accident might occur to an employee of the firm under-

taking training in another country where risks might be

greater. The territory must be exactly defined.

- The insurance company might attempt to refuse a claim if it

arose  from damage caused by a trailer or plough, rather

than a tractor which was towing it; it is therefore vital

to define the term "motor vehicle" exactly.

Stress that insurance policies are legal documents, with the addi-

tional requirement of good faith, in that both sides are obliged

to declare any relevant factors in addition to what is contained

in the agreement. It is better to spend time and paper in exact

terminology in order to avoid uncertainty which can lead to liti-

gation.
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Proposal Form Schedule

(Courtesy of National Employers' Mutual Insurance Association,
Swindon, England)
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Proposal Form

(Courtesy of National Employers' Mutual Insurance Association,
Swindon, England)
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SESSION 4.1

WHAT CAN BE CLAIMED?

Objective :

	

To enable trainees to identify what they are and are not

entitled to claim for from an insurance company in the

event of loss.

Time :

	

2 to 22 hours.

Material :

	

Micro Case Studies "Claims".

Session Guide :

(If possible, stages one and two should be completed in advance of the

session in order to allow time for allocating the roles as fairly as

possible.)

1) Distribute the case studies and allow trainees up to 20 minutes to

read them and quickly to note their choices in the space pro-

vided. Stress that all that is needed at this stage is a rapid

first opinion, which may or may not be correct. Do not permit any

discussion at this stage.

2) Collect the papers. Go through them quickly and allocate one or

more trainees to argue the case for and against in each of the

eight situations. The ideal circumstances would be a group of 16

trainees, one of whom was for and another against the claim in

each case; this is unlikely to be what actually happens. It may

be necessary for some trainees to argue against their own views,

or to present more than one argument. It may also be necessary to

have teams of varying numbers, depending on the total size of the

group and their opinions.

3) Redistribute the papers, marking on each one the case and side

which each team or trainee is to represent. Tell trainees that

they are to present the case indicated on their paper for two min

utes and no more. Allow them up to 15 minutes to prepare their

presentation.



4) Call on the first claimant to present his or her case, to be fol-

lowed by the opposite argument. Ensure that trainees are held to

	

the two minute limit; stress that this is an opportunity for con-

cise speaking as well as learning about insurance.

After both sides have presented their opinions, take a vote. Re-

cord the results on the chalkboard/OHP, and then describe the

actual insurance practice which would be observed in each case, as

below.

Try to avoid spending too much time on each case; at the same

time, avoid presenting the "answer" as purely a matter of law or

regulation. Elicit suggestions from trainees as to why the normal

practice is as it is; what might be the consequences of a dif-

ferent ruling?

a. The double claim is wrong .

The purpose of insurance is to indemnify ( compensate) the in-

sured against loss, that is to restore him as nearly as pos-

sible to the position he would have been in had the loss not

occurred. The injured employee must therefore not profit by

his injury, and will only receive his expenses once. His per-

sonal injury insurance company will probably pay the claim,

and in turn claim the money from the society's insurers.

If it is possible to claim from a number of different in-

surance companies, there would be a risk of fraud because

people could insure their property many times over and then

cause it to be lost or destroyed. This is avoided if they are

prevented from profiting from its loss.

Trainees may point out here or in case g. that life insurance

is without limit, and policies can be taken out with a number

of different companies at the same time. Point out that in-

surance companies will insist on a medical check before in-

suring somebody's life, and that death by suicide normally

disqualifies the heirs from claiming.

b. The claim is wrong.
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It is not possible to under-insure in total and then claim the

full value of one item that is lost, even if this is only a

small proportion of the total. The society's property is only

insured for one half of its real value, and only one half of

the claim, or $500, will therefore be paid. This is what is

known as the principle of "average".

c. The claim is correct .

The insurance company must "indemnify" the society against its

loss. If they can replace the wheat, or show that the society

can replace the wheat, they need only pay whatever is neces-

sary to do this, but the most economical and sensible solution

will probably be for the company to pay at the rate of $150

_

	

per ton. The society must not profit from the loss, but it

must not lose either.

d. The claim is wrong.

The insurance company is not liable to pay for all the losses

that may occur as a result of the first loss, but only for

what is actually lost.

Ask trainees to suggest what might happen if the principle of

non-liability for "consequential loss" was not observed; what

claims might arise from the loss of a 50 cent key or a $50

packet of seeds.

e. The claim is correct.

Professional charges incurred in assessing the amount of loss,

and in restoring what was lost, are included as well as the

actual cost of restoration. The fee was not strictly lost,

but it only has to be paid because of the loss, and since the

insured society must be restored to what would have been the

position had the loss not occurred, the fees are covered.

f. The claim is wrong .

The insurance company can choose to restore the loss in what-

ever way it chooses, so long as the result is as nearly as

possible a genuine replacement for what was lost. The society



can sell the vehicle they receive from the company, and buy a

new one, as they would have been able to do had the old one

not been destroyed. The insurance must restore them to the

position they enjoyed before; but they cannot insist on

having cash instead of another vehicle of equal value.

g. The claim is wrong.

Over-insurance cannot always be prevented, since an insurance

company cannot physically inspect everything that is insured.

They can, however, investigate, if not inspect, items on which

claims are made, and must as always adhere to the principle of

restoring the insured society to its prior position, rather

than allowing it to make a profit by the loss of whatever was

insured.

h. The claim is correct .

Although the damage was caused by water, the water damage was

itself caused by the fire. Even if the water damage greatly

exceeds the fire damage (which often happens) it is assumed

that the alternative would have been a still greater total of

fire damage and claims against water damage are settled. Sim-

ilarly, if a society is insured against theft and not against

fire, and thieves set fire to their premises, the claim will

be settled, because it is caused by the burglars who consti-

tuted a risk that is covered.

S) If time allows, ask trainees to mention similar cases from their

own experience. Stress that the principles involved in each of

the cases are basically common sense, and necessary if the whole

system of insurance is to operate.
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Claims

Your name .............................................................

The following cases describe claims which were made by co-operative so-

cieties under insurance policies which did in fact cover the types of

risks in question. Examine each case, and decide quickly whether the

claim is right or not. Mark your choice in the place provided.

a. An employee of Society A who was himself insured against injury,

however it might occur, was injured while working for the society.

The society was also insured against claims by its employees

arising from injuries while they were working for the society. The

employee has to face substantial medical charges, and he claims

these from his own insurance company and from his employer, since

he knows that his employer can in turn claim them from its own in-

surance company.

Right/Wrong

b. Co-operative Society B is insured under an inclusive policy. The

total value covered is $50,000, but the proposal was originally

made five years ago and inflation now means that the society's in

surable possessions are now worth $100,000. $1,000 in cash is

stolen from the society, and the policy states that sums of cash

which are stolen can be claimed up to a maximum of $1,500. The so-

ciety claims for $1,000, since the policy specifically mentions

that sums of money well above this amount can be claimed.

Right/Wrong

c. 100 tons of wheat in Society's C store was burned in December,

three months after harvest. The crop had been bought from members

for $100 a ton. The society had planned to sell the wheat in the

following March, when it would have been worth about $150 a ton.

The society claimed $15,000, because this is what they would have

received, but the insurance company argued that they should only

pay the cost of the wheat to the society, that is $10,000.

Right/Wrong.



d. Co-operate Society D bought a pedigree bull for $1,000, with the

intention of starting an upgrading service for members' cattle.

	

They also spent $500 on a special pen. The animal was stolen and

it proved impossible to find a suitable replacement. Members were

so disappointed that 20 who had joined because of the new service

left, and a further 20 who had been expected to join did not do

so. The extra retained surplus that might have been expected from

the 40 members was $20 each per year. The society therefore

claimed a total of $2,300 for the bull, the pen which was now use-

less and the loss of potential business.

Right/Wrong.

e. Society E's offices were burnt down, and the manager called in a

valuer to calculate the value of what was lost. The valuer's fee

was $100. The manager proceeded to have the office rebuilt; the

architects' and surveyors' fees were a further $200, in addition to

the cost of the building. The manager claimed for the total of

$300 for professional fees because, as he said, he would not have

had to spend the money had the fire not occurred.

Right/Wrong.

f. Society F had a fairly old Land Rover, in quite a good condition,

which was totally destroyed in an accident. The vehicle was in-

sured, and the insurance company happened to have an exactly simi

lar vehicle in its own fleet which was surplus to its require-

ments. They offered this in settlement of the claim, but the so-

ciety refused. They claimed the resale value of the vehicle in

cash, because they wanted to buy a newer model rather than to con-

tinue with the old one, and would be able to pay the additional

cost from their own resources.

Right/Wrong.

g. The manager of the Co-operative Society G was very proud of the new

grain mill which had been donated by a foreign agency largely as a

result of his efforts. He was convinced that it was worth at least

$2,000, and insured it for that amount. The mill was destroyed in

a fire three years later. The insurance company offered $1,050 as
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new machines of this type actually cost $1,500 and were estimated

to last ten years at most. $1,050 was a reasonable depreciated

value. The manager was furious; he said that if the society was

still paying a premium based on his valuation of $2,000, the com-

pany should pay that amount.

Right/Wrong

h. A fire broke out in Society H's farm supply store. By good for-

tune, a powerful irrigation pump was in the society's yard at the

time, and the mechanic succeeded in getting it working and a power

ful stream of water was directed onto the fire. The fire was

quickly put out, and caused little damage. The water, however,

ruined large quantities of fertilizer and seed. The society

	

claimed for their replacement under its fire policy, but the in-

surance company refused to pay, saying that the policy only covered

fire damage itself.

Right/Wrong.
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SESSION 4.2

MAKING CLAIMS

Objective :

	

To enable trainees to make claims and obtain settlement

from their insurance as quickly and equitably as pos-

sible.

Time :	1 1/2 to 2 hours.

Material :

	

Claims Conditions.

Goods in Transit Claim Form.

(These documents should, if possible, be replaced with

	

similar documents from a local insurance company, and

the Session Guide modified accordingly.)

Session Guide :

1) Ask trainees to imagine that they have just incurred a loss,

caused by fire, against which they have been insured. Ask them to

imagine that they are dishonest, and allow them up to ten minutes

to write down as many ideas as they can whereby they would attempt

to defraud their insurance company, once the accident had oc-

curred, in order to claim more than they should.

Ask trainees to read out their suggestions and elicit ideas such

as the following:

- Destroy surplus stocks or other unwanted items by burning them

in the same place.

- Arrange for repairs to be carried out which include improve-

ments not necessitated by the fire. Once these are done, no-

body could tell what made them necessary so the cost can be

claimed.

- Delay the claim as long as possible in order to include repairs

and other losses which may be incurred later which might not

have been covered.



2) Ask trainees to imagine themselves to be the insurance company

which wanted to satisfy their customer's claims but also wanted to

avoid being cheated through fraud or excessive claims.

What would they demand from their customers in order to prevent

the types of frauds which trainees have suggested above?

Elicit the following suggestions:

- Prompt notification of any loss.

- Complete information about what was lost.

- Freedom to investigate and assess what had been lost.

- Freedom to settle the claim as was most convenient for the

insurance company.

- Some guarantee that the customer is not able to add to the

damage and thus increase the claim.

3) Distribute copies of the claim conditions (or, preferably, a

similar local document).

Allow trainees up to ten minutes to read them; discuss the

contents, with reference to the points raised by trainees in point

1) above.

- Item 1 . The customer must give advance notice of likely damage

as well as notification "as soon as reasonably possible" of any

damage that has occurred. This avoids delays.

- Item 2 . The insurance company retains the right to inspect

what has been lost, and to prevent any further loss, whatever

else the customer may wish to do.

- Item 4 . The customer may not start any repairs without the

insurance company's permission so that they may first carry out

a complete inspection.

Discuss any other items in the conditions; refer to the example

of Society A in the previous session for explanation of Item 8,

over-insurance, for instance.
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Whatever claim form is to be used in this session should be dis-

cussed with a representative of a local insurance company, or a

lawyer, in order that the instructor may be briefed on any points

about which the trainees may need further information.

4) Refer to the case of Society F in the previous session; ask

trainees to suggest alternative ways in which the insurance com-

pany might find it economical to settle claims. Stress that a

cash settlement is only one way.

Elicit the following three alternatives, if necessary by asking

trainees to how a damaged building, or injured animal, or similar

examples might be restored:

- Cash to pay for whatever must be done to restore the customer

to his previous position before the loss.

- Repairs undertaken on the instructions and at the expense of

the insurance company.

- Replacement as in the case of Society F, with an equivalent

item.

Remind trainees that most companies will try to do what their

customers want, but that they have the right to choose to repay as

they wish. Ask trainees why it is in the long-term in the cust-

omer's interest to assist the insurance companies to minimise the

cost of claims.

- Premiums ultimately depend on the cost of claims; excessively

costly claims increase premiums.

- A mutual or co-operative insurance company returns its surplus

to its customers. Lower claims are thus in everybody's in-

terests.

- Many insurance companies, particularly in vehicle insurance,

try to avoid making their safer customers pay the cost of those

who are more accident prone.

5) Ask trainees why an insurance company should want to differentiate

between its customers, and avoid allowing accident prone customers



to benefit from the greater care, and lower claims, of others. Is

not insurance meant to involve the equitable sharing of risks?

- Lower risk customers will easily calculate that their insurance

is too expensive in relation to their claims. They will go to

another company, or even stop being insured at all if they are

large and substantial enough to cover the likely risks. Many

government departments and large companies in fact do this.

- High risk companies will not be motivated to improve their pre-

cautions, because they will appear to be making a "profit" out

of the insurance.

- Eventually the company may find itself only with the.high risk

customers, the safer ones having left. Claim costs will in-

crease dramatically, and the high premiums may cause further

customers to leave, so that the company will eventually have no

customers at all.

Ask trainees how an insurance company can encourage its customers

to take better care of their property, and at the same time avoid

making those who are more careful having to bear the cost of pay-

ing claims to those who are not.

- Allow "no-claim bonuses" to customers who make no claims over a

period, increasing for each subsequent period without a claim.

- Increase premiums for customers who persistently claim more

than the average.

- Refuse insurance at any price to customers with chronically bad

records. Remind trainees that most insurance proposal forms

ask the proposer whether or not he has been refused insurance

by another company in the past.

6) Refer trainees to the insurance offered for goods in transit under

Section M of the summary of cover which was examined in Session

3.1.

Ask trainees to examine the Section M of that summary, and the

corresponding Section M in the proposal and the policy. Stress

that the schedule of items proposed in the insurance proposal is
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in fact incorporated into the policy itself, as an attached docu-

ment, and is referred to in the policy as the "policy schedule".

Distribute the goods in transit claim form; this is a typical

simple claim form as used by most insurance companies. Go through

it with trainees and for each section ask:

- Can trainees understand how they will fill it in?

Can trainees understand why the information is required by the

insurance company?

In particular, ask trainees why the following information is re-

quired:

Item 1 . Actual time of accident.

- To be sure that the accident has been reported as quickly as

possible and to cross-check with the police and any witnesses

in case of doubt.

Item 2(a) . Total value of load.

- To be sure that the total insurance is sufficient, so that an

"average" can be applied if the total cover is inadequate, as

in the case of Society B of Session 4.1.

Item3.3.

	

"Salvage".

	

- Any money that is received by selling whatever remained after

the accident which must be set against the claim.

Item 3 . "Excess".

- The amount by which the insured may have agreed to reduce any

claim in order to avoid the expense of small claims and to re-

duce the total amounts which are claimed.

Item 4 and 5 . Police information.

- To be sure that necessary legal formalities have been completed

and to cross-check in case of doubt and to obtain information

about any other individuals or organisations which may have

been responsible. It may be possible that they were insured

	

and that the insurance company against whom the claim has been



made can in turn claim from the insurance companies of whoever

else may have been involved.

Item 7 . Complete details of the vehicle's journey.

- To cross-check in case of doubt, and to be sure that the damage

was in  no way exaggerated by actions after the accident.

Items 8 and 9 . Details of ownership and goods.

-  T o be sure that the goods which were lost or damaged were act-

ually the property of the insured, and that they were not

covered by any other insurance such as that of the transport

contractor, supplier or customer.

Item 10 . Records of the driver.

- To be sure that the driver was not in any way disqualified and

without cover by insurance, because of his past record.

7) If time allows, ask trainees to complete the proposal and a claim

under Section M of the insurance or any other appropriate part of

whatever document is being used. Remind trainees:

- The claim form is a legal document and deliberate untruths can

be punished at law.

- Insurance ultimately depends on good faith, since all items of

the claim cannot be verified. The whole system of insurance

cannot work if people are dishonest.
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SESSION 5.1

LIVESTOCK INSURANCE

Objective :

	

To enable trainees to identify situations where live-

stock insurance is economic, and to take account of the

necessary restrictions.

Time :

	

12 to 2 hours.

Material :

	

Death Claim (or, preferably, an equivalent local docu-

ment).

Session Guide

1) Allow trainees up to 15 minutes individually to list as many rea-

sons as they can why it may be particularly difficult and expen-

sive for an insurance company, of any kind, to offer insurance for

farm livestock.

Ask individual trainees for their suggestions, and continue round

the group until all ideas have been summarised on the chalkboard.

If any of the following are not included, elicit them from

trainees by asking appropriate questions. List suggestions on the

chalkboard.

- Animals change in value day by day.

- The risks to animals depend on their age and on the use that is

made of them.

- It is difficult to distinguish one animal of a particular breed

and age group from another.

- Epidemics can kill large numbers of animals in one area, lead-

ing to massive claims.

- The causes of death are difficult to determine.

- Individual animals are not worth very much money.

- Animals can easily be killed and sold, or removed, and then

claimed as being stolen.



- Veterinary services are often inadequate, distant and very

expensive, and farmers are not aware of their importance.

- Animal carcasses decompose rapidly after death, making an in-

spection difficult.

- The salvage value of carcasses can be substantial, but also

falls rapidly as the carcass decomposes while awaiting inspec-

tion.

2) Stress that in spite of these difficulties, livestock insurance

is possible; in Japan nearly 2 million beasts are insured, and

600,000 cattle are insured under one scheme in India. Why is

livestock insurance necessary, and in particular for what.types of

farmer, and against what risks?

- A loss of even one animal can be catastrophic to a small

farmer.

- Animals are often both a source of food and an essential source

of power for ploughing and harvesting. The loss of a milch

buffalo, for instance, can deprive the farmer of milk for his

family and next year's arable crop.

- Animals are often purchased with loans made for this purpose.

If the animal dies the farmer may have no chance of repaying

unless he is insured.

- Even large farmers can lose the majority of their herd through

flood, attack by wild animals, theft or an epidemic. They too

need insurance cover.

Remind trainees of Section K of the sample policy, covering conse-

quential loss from foot and mouth disease. Losses from epidemics

are often compensated by Government in rich cuntries, so that only

the extra cost involved in restocking need be covered by in-

surance. Farmers without this protection must provide it for

themselves, through insurance.

3) Divide trainees into groups of between three and five members;

they are to imagine that they are a committee which has been asked

to design a livestock insurance scheme for farmers in their

country.
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They should decide what sorts of restrictions and conditions they

`

	

will apply in order to overcome as many as possible of problems

already identified, but still to provide a reasonable service to

farmers in order to achieve the objectives mentioned above.

The groups should copy down the list of problems which should have

been left on the chalkboard/OHP.

Stress that they need not determine the exact limits, clauses and

so on; they should just think of reasonable ways in which they

can offer a service that is economic to the insurer and the in-

sured, including small-scale farmers who particularly need this

form of protection.

Allow the groups up to 30 minutes to complete the exercise. Cir-

culate among them, ensuring that they are not going into too much

detail, and are covering as many as possible of the problems.

They may care to allocate individual problems to individual group

members, in order to cover the complete range.

4) Reconvene the class; ask one group to present its suggestions,

and list them on the chalkboard.

Ask each group in turn thereafter to present those of its sugges-

tions that have not already been listed, or which differs signifi-

cantly from those already suggested.

If some groups disagree as to the necessity of others' sugges-

tions, or prefer another approach, encourage discussion. Ensure

that trainees balance the interest of the farmers and the

insurance companies. If their arguments are unduly weighed on one

side or the other, no scheme will be viable.

Suggestions should include the following ideas. Elicit those that

may not have been mentioned by referring to material in earlier

sessions on Excess, Average and so on.

- Cover should never be 100 per cent of the value of the stock.

It may be 80 per cent, or as low as 50 per cent, to discourage

deliberate killing.



- Cover should be segmented and different premiums offered not

only for different breeds and types of animals, but also for

	

different uses. Refer to Section J; an alternative classifi-

cation for cattle is:

Breeding bulls

Cattle being fattened for slaughter

Milking cows

Cows or heifers 30 days before and after calving

Calves up to 6 months

Heifers from 6 months until 30 days before calving.

- Demand that farmers declare the breed, age and use of each ani-

mal on  the proposal.

- Demand that every animal in each category is insured, for the

same value each, in order to prevent farmers selecting only

those at risk or just insuring one or two and then pretending

that the one that died was in fact the one insured.

- Impose a routine devaluation clause, by a certain percentage

every year, to cover decline in value through age.

- Exclude young animals or those beyond a certain age.

- Exclude specific risks such as death in giving birth, death in

transit or while being castrated, or impose a specific sur-

charge for covering these risks.

- Demand that carcasses be retained for at least 24 hours before

disposal.

- Demand that the company should be informed of loss within a

very brief period after the accident.

- Set an appropriate excess which farmers must cover themselves

out of a claim, to minimise the expense of dealing with small

claims.

- Demand that farmers state the use to. which any animal which is

the subject of a claim was being put at the time of death.

- If it is feasible for farmers to use local veterinary services,

demand that they obtain care for diseased animals and that

claims are supported by an inspection report signed by a veter

inary. (Refer to the claim form, annd go through each part



Session 5. 1

Sheet 3

stressing that the veterinary is asked to confirm that the

farmer was adhering to the conditions of the policy.)

- If local veterinary services are too distant or expensive, at-

tempt through a co-operative movement, government services or

other means to promote an economic and convenient veterinary

service in the area to be covered by insurance.

- Offer discount for vaccination against certain disease, or re-

fuse insurance for animals which have not been vaccinated.

- If necessary, charge different premiums for animals from dif-

ferent parts of the country, to cover different degrees of

risk.

- Insist that the insurance should be provided through a local

	

individual or institution such as a co-operative society, with

local contacts and familiarity, to minimise inspection costs

and to avoid fraud by the pretence of theft.

5) It may not be possible to offer livestock insurance to many

farmers who need it, because of the low value of their animals,

poor communications or lack of veterinary services.

Co-operative societies can and should attempt to overcome these

disadvantages so that the benefits of livestock insurance can be

economically provided to the members, either by a co-operative or

an independent insurance company.
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SESSION 5.2

CROP INSURANCE

Objective :

	

To enable trainees to identify circumstances when crop

insurance is desirable and feasible, and to obtain such

insurance or collaborate in its provision if it is not

yet available.

Time :

	

2 to 22 hours.

Material :

	

Crop Insurance Policy.

Summary of developing country crop insurance schemes.

Note :

	

If crop insurance is not available to the members of

trainees' co-operatives, and is unlikely to become

available in the near future, it may be advisable to

omit this session rather than to raise false hopes. If

a scheme is being considered, the trainees should gain

from the general introduction to this subject. If crop

insurance is regularly available to members of trainees'

societies, the session should be revised to take account

of the details of the schemes with which they are fami-

liar.

Session Guide :

1) Remind trainees of the previous session, and the arguments in

favour of agricultural insurance of all kinds. Ask trainees to

suggest arguments in favour of crop insurance, recognising that

for most farmers arable crops are their sole source of income, and

that even those farmers who have livestock usually depend also on

income from arable crops. Elicit the following suggestions:

- Small farmers may be near to subsistence level even in normal

conditions; a major crop failure may force them to sell their

land or face actual starvation.

- Credit is an important means whereby small farmers can improve

their conditions. Crop failure at the wrong time can make re-



payment quite impossible, so that they are no longer eligible

for credit and may lose whatever security they pledged.

- Their income stability is often more important for improved

welfare than income increases.

- Farmers are often reluctant to adopt unfamiliar techniques be-

cause failure would be catastrophic.

- Massive crop failures and the resulting hardship often have to

be covered by Government relieve schemes. This prevents

farmers from becoming genuinely independent, and causes ill

will among the non-farming section of the community.

2) Ask trainees what happens to borrowers and lenders of seasonal and

long-term credit when large numbers of farmers are unable to pay

because of crop failures if they are not insured.

- The lending scheme may collapse through non-repayment.

- Someone may have to step in with massive subsidies to allow the

scheme to continue in spite of default.

- Farmers may become permanently indebted.

What are the effects of permanent indebtedness on farmers?

- If their debts are cancelled, they may conclude that they may

never  repay, even when they can.

- If they have borrowed from local money lenders, they may end up

as landless bonded labourers, even for several generations.

What are the effects on the lenders?

- Private banks may withdraw from agricultural credit, or feel

compelled to charge very high premiums which effectively ex-

clude the small farmers.

- Staff of Government schemes, and the general public, will come

to regard credit schemes as disguised "hand-outs", and unscru-

pulous politicians may exploit them as a source of goodwill.

3) Massive crop failures at least attract attention, and lead to some

form of relief, such as "food for work" programmes, free food dis-
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tribution or, at least, debt cancellation. Ask trainees what hap-

pens to individual farmers or small groups in a particular area

who suffer crop failure through no fault of their own, when most

farmers in the area produce reasonable crops.

- Repayment is demanded, and they may have to sell their farms or

whatever else they pledged as security.

- These farmers may be ineligible for credit in future years.

- The results of the misfortune, whatever they may be, are nor-

mally neglected because even a reasonable number of individual

farmers scattered among a far larger number who have produced

good crops tend not to be noticed.

4) It should be clear from the above that insurance against crop

failure would be very desirable. Ask trainees why crop insurance

is not more widely available, what are the main problems they

might expect.

Remind trainees of previous sessions, they should mention problems

such as:

- Inadequate data is available about expected yields or previous

experience of crop failures.

- Inadequate records of planted areas and land or crop ownership.

- Farmers do not understand the benefits of crop insurance and

all the necessary procedures.

- Losses can occur for large numbers of different reasons, and it

is not easy to prove what caused the loss, and who was event-

ually responsible.

- The standards of farming differ widely from one farm to

another, so that it is difficult to know what yield might have

been expected, and who is responsible for any shortfall.

- Poor communications make inspection of proposals and verifica-

tion of claims difficult and expensive.

- All farmers in a region or a whole country may suffer a failure

at the same time, so that even a nationwide scheme would be un-

able to cover all the losses.



- Many farmers grow very small areas of a large number of differ-

ent crops, of different varieties.

- Climate and fertility differ from one region or one farm to

another.

- Farmers may feel that the insurance means that they need not

make an effort to grow good crops themselves.

- Farmers may take out insurance only when they have reason to

expect poor results, so that the scheme will not be viable.

- Falling prices or poor quality can also lead to the same pro-

blems as low yield; it is difficult to cover all the risks.

- Losses may be caused by flood, disease, arson, pests and many

other causes. It is easy to defraud an insurance company when

farmers are faced with so many risks.

5) Ask trainees to imagine that they had to design a crop insurance

scheme for their country; what decisions would they have to make?

Elicit the following major decision areas:

a. In what areas should the scheme operate?

b. What qualifications should be expected of farmers who parti-

cipate?

c. What crops should be covered?

d. What risks should be covered?

e. How will the cost of the scheme be covered in case of an ex-

cess of claims or costs over premiums?

f. What proportion of the total value of crops will be covered?

g. How should farmers be motivated to reduce claims?

h. How should claim amounts be calculated?

6) Divide the class into no more than three groups. Allow each group

up to one hour to produce an outline design for a crop insurance

scheme to operate in an appropriate area in their country. Advise

groups that it may be helpful to proceed as follows:

i. Decide on the target area of the scheme.
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ii. Allocate each of the topics b, c, d, e to one or two group

-

	

members and ask them to produce the answers.

iii. Consider and integrate the decisions on b, c, d and e with

the scheme as a whole.

iv. Determine the operating details.

Provide OHP-transparancies or flipchart sheets to enable the

groups to present their plans.

7) Reconvene the class, asking the groups to present their sugges-

tions in turn.

Invite questions and comments after each presentation. Attempt to

work from the groups' presentations, and trainees' subsequent com-

ments, to recognition of the following general guidelines which

should probably be followed if a crop insurance scheme is intro-

duced to small-scale farmers for the first time.

a. The scheme should operate in a well defined area, with well

documented cropping records, reasonable communications and

similar climate and fertility throughout. There should also

be a planned or actual credit scheme reaching most of the

farmers, using communication channels such as effectively man-

aged co-operatives to maintain close contacts with individual

farmers.

b. The scheme should be compulsory for all farmers who receive

credit, and optional for others. Farmers who are not eligible

for credit, because of their inefficiency, should not be

eligible for the insurance scheme either.

c. The scheme should initially cover one crop only, which should

be one on which the farmer's family depend for their living

and is grown extensively and evenly throughout the area. It

may later be extended, but only to the most important crops.

d. The scheme should insure against specified risks only, which

should be measurable, reasonably infrequent but seriously des-

tructive, such as serious drought, typhoon, hurricane, or

frost. Data on rainfall, etc, should be available in order to

verify whether or not the risk has in fact occurred.



e. The scheme should cover only losses from risks which have been

specified in advance, and not losses which arise from

unidentified means.

f. The scheme should cover losses from low yield, and not from

low prices or low quality.

g. It is almost inevitable that a crop insurance scheme will ini-

tially have to be financially sponsored, rather than being

self-sufficient from the outset. The sponsor may be the

national co-operative movement, an agricultural or other bank,

a large seed or fertilizer manufacturer or, if necessary, the

Government.

h. The scheme should cover at the very most only the farmers' in-

vestment in a crop (including family labour).

	

i. Claims should be based not on the expected selling price of

what was lost but on what was spent on seeds, planting, culti-

vation and so on.

j. Farmers should be encouraged by discounts to take out insur-

ance contracts for several years. Farmers who do not claim

for a certain period should receive progressive no-claim bon

uses, and discounts should also be given for the use of parti-

cular recommended agricultural practices.

k. Average cost figures should be calculated for the region.

Local inspections through co-operatives or other channels

should prevent farmers from under-spending on planting in

order to make a profit out of claiming.

1. Claims should only be accepted when there is proper evidence

of the accident. Weather and other conditions should be moni-

tored by local representatives.

8) Distribute copies of the crop insurance policy from Sri Lanka.

Ask trainees to read through it and point out that the policy

would be accompanied by a schedule of the insured land and crops,

like the policy document which was used earlier in the course.

Point out that this scheme started in 1958. Write on the chalk-

board/OHP these very approximate summarised results of the first

15 years experience, to 1973.
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Total ha. covered 120,000

	

Total premium due

	

$ 850,000

Total premiums actually paid

	

$ 320,000

Claims paid

	

$ 800,000

Administrative expenses

	

$ 250,000

Total Government subsidy required

	

$ 730,000

Ask trainees to bear these results in mind when examining the

policy. How would they explain the poor premium collection re-

cord?

When going through the policy, trainees should in particular

notice the following points:

- Point 3. Cover: "Insurance unit" refers to the particular

farm, for which records are already available for credit and

security purposes.

If the land is not farmed by the owner, the tenants or other

owners of the crop , as opposed to the land, are covered by the

policy.

-

	

Point 4 . The insurance is for a three year period.

-

	

Point 8(i) . The farmer has to do his best to avoid losses.

-

	

Point 10 . The farmer must maintain proper records.

-

	

Point 11(a) . The premium may be paid in cash or in kind, with

the crop (presumably after the period to which the insurance

relates).

-

	

Point 13 . "No-claim bonuses" are paid to non-claimants.

- Point 14(ii) . The claim cannot exceed 50 per cent of the

selling value of the crop.

- Point 16(ii) . The farmers must meet the first 30 per cent of

any loss.

-

	

Point 19 . The policy can be used as security for a loan.

- Point 21 . The policy is void if the farmer gives any false

information.

Trainees should note that general farm debts, including insurance

premiums, were frequently cancelled during this period for poli-



tical reasons, thus depriving the scheme of about two-thirds of

its premium income.

	

Ask trainees how this might have been avoided. Stress that the

actual operation of any crop insurance scheme should be separated

from credit sales, and premiums should be collected at or before

planting to ensure cover.

Compare these details with whatever conclusions trainees

themselves have come to on the previous exercise. Discuss the

reasons for whatever differences that may have appeared.

9) Distribute the summary of developing country crop insurance

schemes. This information may be out of date and incomplete.

Compare it with whatever schemes are used in trainees' own

countries, and with the outline schemes which they themselves have

produced.

Ask any trainee who has experience of crop insurance to comment on

the benefits, and any problems they have experienced.

If, as is more likely to be the case, crop insurance is not gen-

erally available, discuss the problems that might arise in its in-

troduction. Ask trainees how they can help to bring pressure to

bear on appropriate authorities to carry out some experiments.

How can they help to overcome some of the operating problems

identified, which may be what is preventing introduction of the

scheme?
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Crop Insurance Policy

(Crop Insurance Division - Dept. of Agrarian Services,
Sri Lanka)





I

Summary of Developing Country Crop Insurance Schemes

Country

	

Crops Covered

	

Risks Covered

	

Sponsorship

	

Voluntary/Compulsory

Chile

	

All main crops

	

All major risks

	

Government

	

Compulsory for borrowers

Costa Rica

	

Rice, maize, cotton

	

All major risks

	

Government

	

Compulsory for borrowers

Cyprus

	

Wheat

	

Hail, drought

	

Government

	

Compulsory

Greece

	

All main crops

	

Hail, frost, windstorms

	

Government

	

Compulsory

India

(experimental only)

	

Selected crops

	

All major risks

	

Government

	

Voluntary

Jamaica

	

Bananas

	

Wind

	

Government Compulsoryy

Mexico

	

All main crops

	

All major risks

	

Government

	

Compulsory for borrowers

Mauritius

	

Sugar

	

Fire, cyclone, rainstorm

	

Private

	

Voluntary

Sri Lanka

	

Rice

	

All major risks

	

Government

	

Compulsory

Zambia

	

Maize

	

Fire, lightning

	

Government

	

Voluntary



Session 5.3

Sheet 1

SESSION 5.3

LIABILITIES, VEHICLES,. FIRE AND THEFT

Objective :

	

To enable trainees to identify the full range of general

business insurance which may be applicable to their co-

operatives and to avoid common misunderstandings when

taking out or claiming on an insurance policy.

Time :

	

2 to 22 hours.

Material :

	

Micro Cases "Insurance Decisions".

Session Guide :

1) Remind trainees of Session 2.2. Stress that while livestock and

crop insurance are naturally of particular interest to farmers,

the most common and the most necessary types of insurance for any

co-operative and its members, are similar to those which can be

bought by any business or individual.

Ask trainees to recall Session 1.2 and to mention a number of

risks which a co-operative society is likely to have to face, and

which can be insured against.

Write trainee's suggestions on the chalkboard/OHP in five differ-

ent columns, without at this stage labelling them. When at least

two suggestions have been made in each of the following cate-

gories, ask trainees to explain the classification.

- Fire

- Motor vehicle

- Theft

- Employers' liability

- Public liability

Trainees should also distinguish between theft, fire and damage

insurance and liability insurance. The former covers losses in-



curred by the society, while the latter covers claims made by

others for damage which may have been caused by the society.

Remind trainees of Topics 3 and 4. These related to conventional

business insurance as well as specialist agricultural aspects.

Stress that there are a number of other general principles, in ad-

dition to those covered in Session 4.1. They apply to all types

of insurance, and are based on common sense; it is important for

anyone managing the insurance of any enterprise to be aware of the

points.

Distribute the micro cases, and allow trainees up to 40 minutes to

read through them and make their preliminary judgements. As with

Session 4.1, they should not attempt a complete analysis, but

should choose the view that occurs first to them, based on a com-

mon sense appraisal.

Trainees may feel that there is not enough information; if they

ask for further information, ask them to state exactly what they

need. If they are able to do this, give an answer which is rea-

sonable and does not contradict the conclusions which follow. En-

sure while trainees are working through the material that they are

in fact going through it quickly rather than spending too long on

any one situation. Remind them at appropriate intervals of the

point they should have reached.

3) When trainees have finished, find out by a show of hands how many

believe that Mr. A's family and how many believe that the society

is right in situation a. Go through each of the answers which

follow, ensuring that trainees understand them. If at all pos-

sible, go through the exercise well in advance of a session with

an insurance expert or ask such a person to join in the session.

This is desirable in order to ensure that the answers are consist-

ent with local practice. It may also be appropriate to omit some

situations or to have others which describe locally familiar dis-

putes.

a. Mr. A's family are right.

The society is responsible for anything that happens to Mr. A

while working for them. Damages may be reduced by a small
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amount to allow for Mr. A's carelessness, but fundamentally

any employer must ensure through appropriate selection, train-

ing and supervision, as well as by physical arrangements, that

accidents do not happen.

b. The insurance company was right.

Most policies specifically exclude "riot and civil commotion"

since these are outside the normal calculable risks and are

likely to affect large numbers of customers. Governments are

responsible for maintaining law and order, and may therefore

be expected to reimburse individuals and organisations who

suffer because law and order had broken down.

c. The society was right.

Trailers or other vehicles which are attached to an insured

vehicle are usually covered by any policy which covers the ve-

hicle itself.

d. The insurance company was right.

Fires which start by self-ignition because of improper storage

or harvesting conditions are not normally considered as acci-

dental fires and damage arising from them may be therefore not

covered by a normal fire policy. Anyone responsible for

storing produce which is liable to internal heating should

take care to store it in a safe condition, and should observe

it regularly in order to prevent damage.

e. The insurance company was right.

Vehicle insurance is linked to the vehicles and not the

drivers. Some insurance policies cover only one or more named

people as drivers, but most co-operative societies' vehicle

policies would cover the vehicle when driven by anybody autho-

rised by the society. This does not cover anybody authorised

by the society to drive somebody else's vehicle.

f. The colleague was right.

If the society had a special insurance policy to cover re-

placement of frozen produce lost through freezer breakdown,



they could of course claim, but an ordinary machinery policy

will only cover the cost of repairs to the machine itself, and

	

not consequential losses resulting from its breakdown.

g. The manager was right.

No-claim bonuses are awarded for the absence of claims, and

not for the absence of accidents. The intention is not only

to reward safe performance but also to discourage small claims

and thus avoid administrative expenses. It does not matter

whether or not the insurance company knows about an accident.

They are only concerned with whether or not a claim has been

made and if it is withdrawn in time the no-claims bonus will

still be awarded.

h. The treasurer was right.

Boilers are particularly likely to be damaged, and cause dam-

age, when compared with most machinery, and have usually to be

insured by a special policy, which includes regular inspection

and maintenance requirements.

i. The manager was right.

The society's public liability policy will cover legitimate

claims made by anybody against the society, regardless of the

ultimate responsibility for whatever happens. The insurance

company may well be able to claim from the chemical manufac-

turer all or part of the money paid to the families of the

people who died, but this is no concern of the co-operative

society. The insurance company is responsible to them.

j.  T he insurance company was wrong.

Unless the policy specifically excludes accidents which arise

in the course of illegal activities, the vehicles are covered,

whatever they were doing.

k. The worker was right.

When somebody is paid by and working for a society, he is

covered by the society's insurance, regardless of where he is

working. The situation would be no different if the Kappa So-
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ciety was being paid for its workers' services by the other

	

society. The other society would only be liable if they were

actually paying the wages of the workers directly to them.

1. The insurance company was right.

Equipment which is regularly inspected by an insurance company

as a condition of its being insured must be maintained as re-

quested by the company. The accident might of course have oc-

curred a few days' earlier, in which case the insurance com-

pany would have had to pay. However, they can argue that they

correctly estimated the intervals between inspections and that

the timing of the accident showed that they were correct.

	

4) If trainees still appear uncertain of some of the principles in-

volved, make up further examples to illustrate them. In parti-

cular, refer to Session 4.1 and ensure that all trainees are aware

of the importance of the following principles:

-

	

"Average", whereby the total value of what is insured must be

sufficient, and any claim will be proportionately reduced if

it is not.

- "Consequential loss", whereby insurance only covers damage to

or loss of what is insured, and not any loss that may arise as

a further result of the accident.

-

	

"Over-insurance", whereby it is not possible to make a profit

by insuring something for more than it is worth, through one

or more than one company. The objective of insurance is to

restore whoever is insured to the position they would have

been in had the accident not occurred, not to make them better

off as a result.

-

	

"Ultimate good faith", whereby everything that has any bearing

on the likelihood of accident must be declared to the in-

surance company when the insurance proposal is being made,

even if the company does not specifically ask for that piece

of information.
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Insurance Decisions

Read through each of the following descriptions of insurance disputes.

Make a rapid decision as to who is in the right, and mark your answer

in the space provided. You may feel that further information is re-

quired; make what assumptions you think are appropriate and proceed

with the exercise as rapidly as possible. You have three minutes for

each decision.

a. Mr. A is employed by the Alpha Co-operative Grain Milling Society.

He has been told on several occasions never to clean the mill un-

less the power is switched off, but he finds it more convenient to

leave it on. He accidently trips the operating switch when leaning

into the mill, and his body is crushed between the rollers. His

family sue the society for damages but the society claims that it

was Mr. A's fault for disregarding instructions. They send a

wreath to the funeral.

Mr. A's family is right / The society is right.

b. Elections tend to be violent, and in 1982 a mob broke into the Beta

Society's store and started a fire, because, it was said, the

chairman was from the same area as the recently deposed president.

The store was completely destroyed, and the manager claimed under

the society's fire insurance. The insurance company refused to

pay.

The society was right / The insurance company was right.

c. The Gamma Society purchased a large new trailer to help collect

members' crops. The society's tractor driver connected it up on

the first morning, and drove it out of the yard. Because he was

not used to towing a long trailer, the rear of the trailer struck

another one of the society's vehicles and severely damaged it. The

trailer itself was not seriously damaged, but the manager claimed

for the replacement of the damaged vehicle under the society's pol-

icy. As he said, the trailer was being towed by the tractor which

was covered by insurance. The insurance company refused to pay,

however. They said that the trailer should have been separately

insured.

The Gamma Society was right / The insurance company was right.



d. The Delta Society collected a huge heap of high quality hay from

members' fields, to be sold to the local horseracing club. Unfor-

tunately the hay was rather damp when it was stored, and it event

ually caught fire through the intensive heat generated through the

process of decay. The whole heap was destroyed, but the manager

was not worried; he claimed for the cost under the society's fire

policy. To his horror, the insurance company refused to pay.

The manager was right / The insurance company was right.

e. Edward, the manager of the ETA Society, had to borrow the chair-

man's car, since the society's vehicle was out of order and there

was no other way of getting to town to collect the monthly wages

from the bank. Edward thanked the chairman for helping the society

by allowing him to drive his brand new Range Rover. The chairman

was only too pleased to be of assistance, he said. On the way back

from the bank a bus came round the corner on the wrong side of the

road. Edward did his best to avoid it but the bus tore away the

front wing and badly damaged the roof of the chairman's car. When

Edward finally got back to the society, with the money intact, the

chairman was sympathetic. "Thank heavens," he said, "you are not

severely hurt, and the society's vehicle insurance will pay for the

repairs if that drunken bus operator has no insurance." The chair-

man himself had only third party insurance, and the bus driver was

not insured. Much to Edward's disappointment, the society's

insurance company also refused. Edward threatened to withdraw his

business from the company, but they insisted that his insurance did

not cover the accident.

Edward was right / The insurance company was right.

f. Frank, the manager of the Friendly Fishermen's Society, was de-

lighted that they finally managed to purchase their own freezing

plant. Six months later, however, the compressor broke down on a

festival holiday. When the staff returned to work they found that

$10,000 worth of fish were ruined and the walls of the cold storage

room would have to be replaced because of the damage done to them

by the rotten fish. He was relieved that the society's machinery

insurance would cover the losses, since they would replace the

machinery and pay for the ruined fish, as well as repairing the

cold storage walls, but a colleague warned him not to be too
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optimistic. He explained that the damage to the machinery might be

	

covered, but he doubted whether the insurance company would cover

anything else.

The colleague was right / The manager was right.

g. The manager was disappointed when George had a minor accident on

the last day of the year, causing $70 worth of damage to the so-

ciety's lorry. He filled in a claim form and sent it off to the

society's insurers, but then realised that the society would lose a

$100 no-claim bonus if the claim was settled. He tried to get the

letter out of the mail so that the insurers would never know what

had happened, but failed. He then wrote another letter, asking

them to ignore the claim, but a colleague with some knowledge of

insurance warned him that the company would certainly cancel the

bonus in any case. "After all," he said, "the bonus is a way of

rewarding better than average performance, and George has proved

that our society is no safer than average."

The manager was right / The colleague was right.

h. Hilary Society has recently installed a powerful boiler as part of

the drying plant. The manager said that they need not insure it

since they had recently disposed of several other bits of equipment

and the boiler would not mean that the total value of machinery was

above that which was insured. The treasurer disagreed; he said he

was sure that they should take out a separate policy for the

boiler, regardless of its value.

The manager was right / The treasurer was right.

i. The Iota Society sold maize for human consumption and also for seed

stock. They put a special chemical dressing on the seed maize to

prevent insects and birds from eating it after it had been sown.

The two types of maize were carefully separated but through an ad-

ministrative error some seed maize was sold on the open market. A

number of people died because of the poisoned coating. Their fami-

lies sued the society and the manager passed the claim on to the

insurance company. They made some enquiries and found out that the

manufacturers of the chemical had never warned the staff of the

Iota Society about this danger. They therefore refused the claim,

and told the manager that it was the chemical supplier's fault.

The Iota Society should claim from them.



The Iota manager was right / The insurance company was right.

j. Some employees of the Jolly Society ran an illegal grain smuggling

business by trucking stolen grain across the frontier every night.

They carefully returned the vehicles before dawn, and were only

found out by members when one of the trucks had an accident. The

committee dismissed the staff and claimed for the cost of repairs

to the vehicle under the society's comprehensive policy, but the

insurance company refused. They said that the policy did not cover

the use of vehicles for illegal purposes.

The committee was right / The insurance company was right.

k. The Kappa Society used to every year "lend" some of its labourers

to the Jammu Society, since their members' harvest time was differ-

ent. The Jammu Society's labourers were returned to the Kappa So

ciety to help loading two months later. One of the Kappa Society's

people fell off an insecure heap of sacks and broke his leg while

working in the Jammu Society's store. He demanded payment under

the Kappa Society's insurance but the manager told him to claim

from the Jammu Society, since he was working for them at the time

of the injury. The Jammu Society was not insured, however, and the

worker demanded that the Kappa Society should pay his claim.

The worker was right / The Kappa Society - manager was right.

1. The Lamda Society had a crane which they used for loading bales of

cotton. It was specifically mentioned in the society's inclusive

insurance policy, which covered public liability. The insurance

company made a routine visit, and mentioned in their report that

the wire cable needed replacement. The manager made a note to

order a new cable as soon as funds were available, but a few days

later the cable broke and the falling load severely damaged a

visitor's car. The visitor claimed damages from the Lamda Society,

who in turn passed the claim to the insurance company, secure in

the knowledge that the crane was covered and, as the manager said,

the accident might easily have happened one or two days before the

inspection took place. The insurance company refused to pay, be-

cause, they said, the inspection had been ignored.

The society was right / The insurance company was right.
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SESSION 6.1

APPLICATION EXERCISE

Objective :

	

To enable trainees acccurately to apply what they have

learned to their own societies' insurance arrangements.

Time :

	

1 to 3 hours or more.

Material :

	

Trainees' societies' insurance policies, or copies of

them, together with any accompanying schedules.

Session Guide :

1) Trainees should have been warned before the session, or when pre-

paring for the course itself, to bring with them as much informa-

tion as they can about their societies' insurance arrangements.

This should if possible include:

- Details of insurance companies.

- A list of all policies.

- Copies of all policies.

- Copies of all accompanying schedules.

- Details of any claims made dur ing the past 12 months.

Three or four selected trainees, with the most comprehensive and

best organised sets of material, should be asked to leave the

classroom for a period and individually to study their material

and familiarise themselves with its contents.

2) Ask the remaining trainees to suggest as many questions as they

can which they feel should be asked about a society's insurance,

in order to be sure that it is as complete, economical and effect-

ive as possible.

Elicit and write down on the chalkboard/OHP questions such as the

following:



- Are values updated at least once a year to allow for inflation,

or is there an automatic allowance for inflation?

- Are all additions to vehicles, equipment and machinery auto-

matically checked to see if the total value of what should be

insured Should be increased?

- Are all new purchases or types of equipment checked to see if

they require special insurance, even if the overall value need

not be increased?

- Are disposals of equipment or other changes in a society's ar-

rangements monitored so that any insurance which is not re-

quired can be cancelled and premiums reduced accordingly?

- Are stocks covered by insurance for the highest likely value in

the year?

- Are adequate records of stocks, equipment and other items

covered by insurance kept in a safe place which is not likely

to be destroyed by fire?

- Is cash insured both when in the society's premises and when in

transit?

- Are goods in transit which belong to the society covered by in-

surance?

- Has the society investigated the possibility of insuring

against the consequential loss of operating surplus which might

arise from an accident, and what are their conclusions?

- Does the society minimise the administrative cost of insurance

by making use of every appropriate and economic comprehensive

policy rather than taking out a number of separate policies,

all of which must be separately appraised and renewed?

- Does the society "shop around" for insurance regularly, in

order to ensure they are buying insurance from the least expen-

sive source?

- Is the society making use of insurance brokers to obtain eco-

nomical and unbiased advice, or has it at least appraised the

possibility and decided in favour of placing business directly

with insurance companies?
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- Are the society's insurers rapid and efficient at dealing with

claims, and if they are not have alternative insurers been in-

vestigated?

- Is the society covered against losses arising from third party

claims, public liability and employee dishonesty, as well as

more obvious types of insurance such as vehicles, fire and

theft?

- Does the society make use of its insurer's risk reduction ad-

visory services, in its own and the insurer's interest?

3) When the complete list has been prepared, ask the three or four

society representatives to return. They should sit facing the

rest of the group, and should in turn show them, by reference to

the material they have, that they can answer all the listed ques-

tions satisfactorily.

The session may if appropriate be organised as a competition.

Each of the "contestants" can be awarded a point if he or she is

able satisfactorily to answer each question. The winner should be

the competitor with the most points (the instructor's decision as

to whether or not the question has been satisfactorily answered is

final).

Stress to the remaining trainees that the competitors were se-

lected because they were able to bring together a reasonably well

organised and complete set of data about their societies' in-

surance. It is likely that other societies whose representatives

were not able to do this are not so well insured. All trainees

should ask themselves the same set of questions on their return to

their offices, and should make appropriate arrangements to remedy

whatever deficiencies are identified.




