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situation in the light of particular financial circumstances and for
risk.

(4) to consider risk taking attitudes and actions relative %o
financial progress, adequate size, income level and growth rate.

(5) to examine how conditions and/or attitudes toward risk
situations affect efficient use of resources.

(6) to consider farmers' reaction toward uncertainty in view
of related goals and values.

The major findings of the study weres:

(l) Judged by the criteria developed in the study, farmers were
inadequately protected against certain risks. VWhile they had adequate
jnsurance on buildings, machinery and equipment, and household contents,
their protection against major frauds, adverse judgment of law and the
loss of income of a key person was insufficient. This was especially
$rue in 1961. Evidence and opinions tended to indicate that farmers
had a more precise assessment of tangible risks such as fire than on
intangible risks such as prematbure death, disability, frauvd and liability.

(2) Influences external to the business rather than sound decisions,
based on risk assessment, served as guides for protecting the business
against risk.

(3) Wnile younger farmers had more aggressive risk taking
attitudes than older ones, they did not differ gsignificantly in
value orientations and income aspirations.

(4) That appropriate attitudes on risk, values and income

levels are conducive to rapid financial progress.
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living and healthy encugh to work. Fowever, it is doubtful whether many

families would have enough economic resources and insvrance to maintaln
their present standard of iiving and attain their present objectives
were the chief provider to die prema abturely.

Tn aericultore the problem of economic security is furthex
complicated by the close interrelationship of the firm and household.
The most common type of farm organization in Cznada. is the family farm.

Tt is apparent that the goals of the family and the firm must be conglde
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ile it is very often assumed that a firm is mainly
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agriculiure reguires that this objective be modified in owder to maximize

5"‘3
g,__l
<

satisfaction of the family. Meximization o of sabisfaction of the
then becomes the goal and main motivational force behind the farm produc—
ing unit. At tlmes, the firm's economic security and progress is placed
in Jeopardy for the familyls' satisfaction and economic security.

Because of the complex nature of farming, the competing interest
of the firm and +the household and because of uncertainty farmers can only
plan for a brief period of time., The success of a business will depend to
a large extent on a farmer's anticipation of the farm business wh hich is
influenced by past experience, knowledge, predisposition to act in a
certain dirvection and expectabtion of the future. If a farmer anticipates
a poor crop year and allocates resources accordingly, resources will be
underutilized and income that could have been realized will have been lost
if conditions made for an excellent crop year. On the other hand, if cone

o e

tions make for a poor crop year but the farmer anticipates and plans for
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a bumper crop year then his expenses will have been much higher than
necessary. It is for this reason that resources are often inefficiently
used.

Two of the most serious problems in the farm industry have been
fluctuation in yields and fluctuations in prices of farm products. In
Manitoba,l as early as 1812, when the first Selkirk settlers arrived,
farmers suffered unexpected disasters year after year from early frosis,
grasshoppers, mice, etc. which destroyed their crops. Since then farmers
have experienced many crop losses due to hail, drought, flooding, grasse
hoppers, and other causes., Unexpected flooding in 1826 forced some
carly settlers to leave their farms and migrate to the United States.

In the last 20 years, meny farmers along the Red and Assiniboine rivers
have had o move to higher land to escape flooding. In 1950 and as
recent as 1966 serious flooding along the main rivers caused consider—
able damage to buildings and reduced livestock production, adding %o the
cost of production and waterlogging much of the land so that crop
production was seriously affected. Periodically the Western farmer is
reminded of the dry years. The 1930's stand cut vividly in the minds

of many old timers as a disasterous drought era with extremely low yvields
accompanied by give away prices. As recent as 1961, drought lowered
yields to the lowest level since the 1930's. Because of these uncertain-
ties, Manitoba farmers need accurate risk evalustion and appropriate

protection programs to minimize their losses.

14 . R n . . , s s
Strange, HeGole, A Short History of Prairie Agviculture, Winnipeg:
Searle Grain Company Itd., 1954.
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Price fluctuations have added %o the wide fluctuations in yield.
Normally price is influenced by svpply aﬁd demand. Yet, low prices have
‘been known to occur when production was extremely iowa Por example, some
of the lowest wheat prices in Western Canada have occurred ab a time when
production was at its lowest level such as during the depression years.
Price and yield variations have cavsed wide fluctuations in production
value in Manitoba even in the most Tecent peripd9 as may be viewed in
figure l. |

The need for stabilizing income from adverse effects of weather, .
natural causes, and price fluctuations has without gquestion been one of
the most serious problems facing Manitoba farmers since the opening of the
West. - This éroblem will be accentuated as agriculture becomes more
intensive and more capitalized.

FIGURE: 1

Total Production Value and Iivestock in Manitoba

1940 = 1965
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Sources lManitoba Farm Outlook 1967, Manitoba Dept. of Agriculture and
Conservation.

Agriculture has changed drastically in the last century from a

completely integrated high labor input way of life to more specialized
intensive capital input business. One hundred years ago each farm had

to provide most of its inmpuis for survival and production. From this

modest beginning a more specialized wnit develcped which depends more
and more on other industries and other farms for its inputs. As shown in
table 1 the inputs increased from 8% to 20%, accompanied by a reduction
in labor of 63% to 3% of total inpubs == evidence of a structurzl change
of the farm unite.
TABLE 1
DISTRIBUTION OF IWPUT GROUPS, 1935 to 1963

i +s based on constant dollar data
L 1958 base weights)

Real Vachinery  Purchased  Fertilizer

& Feed and and
Period Labor Estate Eguipment Seed Lime Misce
1935=39 63 21 8 3 - 5
1G40=44 58 20 11 5 1 5
1945=49 53 19 14 1 1 6
1950=54 45 21 20 6 1 7
195559 39 2% 21 8 2 7
1860=63 35 24 22 8 2 9

Source: Dawson, J., Changes in Agriculture to 1970. Economic Council of
Canads Staff Study Ho. 11, 1964.
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s the resource mix shifts toward a capital intensive agriculture

with more borrowed capital, farms become more susceptible to uncertainty

RO SEYS

gher fixed costs and the
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and adverse farm income experien
countervailing pressures for lowering per unit cost, faxrms are forced ©
become larger to spread over more product tion units such as acres and
animalse In an article written by A.Ge Ball,  he projected that if the
present uvpward trend of larger farms continued at 24% over a ten year
period, that the average farm in Manitoba would increase from 338 acres
to 520 acres in 1981. If this forecast is
realized, the demand for capital will increase significantly and the in-
dustry will shift from a relatively self=supporting capital indusiry %o
a higher borrowing industry. As farm units become larger and expansive
users of borrowed capitaly they become more vulnerable to adverse
conditions of risk and uncertainty.

If the ferm decision makers are over conservabive in theix
attitudes, it is doubtful whether the agricultural industry will be able
to make the progress that is economically warranted. In a study carried
out by Carr, he found that farmers had a strong preference for self-
financing.

On many of the numercus small f rnsy self=financing was imposed by
i

the lack of income to repay borrowed capital., On many farms, both
large and small, oeﬁfmllﬂaﬂcflg a2s preferred becavse of the opera-

~,

torts desire for the independence of owning his farm fully, his feax
of debt or other related reasons.

Ball, A.Ce, The Hconomic Opportunities. Proceedings 1966 Workshop

"ijeeting the Needs of Tomorrow's Commercial Farmers', Wi
Manitoba Agricultural Economics Association.

AN

Carr, D.W., a quobte taken from Dawson, J., Changes in Agriculbure fo
1970, Staff study No. 1l. Economic Council of Cunada, 1964,




Tf farm families are to progress from relatively small units %o
laxrger more specialized commercial farms, better risk management plan-
ning an@ different risk attitudes are essential for progressive financial
success. Risk management is an integral part of farm management,
primarily because of its unique recle in providing enough economic security
for the unp:edictable and unforeseesble. Assets must be protected from
natural hazards, fire, burglary, theft, and many other hazards., Inconme
from‘crops mnst be guaranteed in one way OT another, livestock must be
protected from disease, sickness, weather, and multiple hazards, and the
business and the family must be safeguarded from premature death and
disability. In other words, for rapid financial progress the firm nmust
assumekriskg yet, it must have enough economic security to meet the
unforeseen.

Objectives

The objectivg of this study is to examine risk, attitudes to risk
in ferm investment and farm practices, value orientations, insurance
programs and their influence on financial success.

Specifically, the objectives ares

1) to determine the extent of risk and farmers® reaction %o risk.

2) to assess farmers' formal and jnformal insurance schemes and
their opinions toward specific insurance schemes.

3} to determine the optimum protection level for particular risk
situations in‘the light of particular financial circumstances and prefer-
ence for risk.

4) to consider risk taking attitudes and actions relative to

financial progress, adequabe size, income level and growth rate.



5) to consider how conditions and/or attitudes toward risk
situations affect efficient resource allocation.

6) to consider farmers! reaction toward uncertainty in view of

related goals and values.

These objectives will be examined as they relate to the hypotheses,
derived from the preblematic situation.

Problematic situation

Farming todsy requires adequate protection against uncertainty and
risk situations. Farmers on the < ome hand, heavily discount and cautions=
1y weigh each new decisiong while at the same time many pressures have
evolved for larger farms, use of more borrowed capital, adoption of new

farm practices, economies of scale efc., all of which stress the importance

Q

risk taking in investment and farm practices. These two opposing ideas
appear to run counter to one another. Yet, very few attempts have been
made to examine the need for adequate insurance and the need for risk
taking as an integral part of ferm business.

Farmers and insurance agents may not examine the problem in the

same way. Insurance agents may view the farmer a8 a prospect Tor a quick
W )

sale, spending very little time examining the farmers entire business needs.
Farmers are very scephical about insurance agents and salesmen in general
hem the proper information for complete analysis. Thusy
farmers may ot times buy insursnce that they do not require while at the
same time go withouw

Another problem that arises with insurance is that insurance is sold

piecemeal. Some fire insurance companies sell only fire insurance and



extended coverage, bubt not hall, others sell only fire, extended coverage
and crop hail insurance. All-risk crop insurance is sold only by the
province. Most life insurance companies sell only life insurance,
accident and Sicknéss, annuities and health insurance, A4s individual
insurance compsnies promote only their own products, few provide to the
farmer and his family a complete analysis of his insurance needs., There
are indications, if we may generalize from studies done on the general
public, that farmers are inadequately insured and receive improper
advice,

or evaluating their insurance

iy

WMany farmers lack the proper training
needs. Though insurance sgents are well versed in certain aspects of in-
surance, few have sufficient knowledge to understand all insurance
policies plus 21l the hazards faced by the farm business and his family,
and to advise properly. Farmers have so little information on insurance
alternatives that they can not easily decide whether they require addition~
al insurance. This lack of knowledge either mekes them postpone their
decisions to buy additional insurance or forces thenm into a quick
decision.

While adequate protection is of absolute necessity, it is also

necessary for farmers to take some risks. Without an adequate method for

ions it is wvery 4difficult To

(o]
o
o
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svaluabing insurance needs and risk sit

T

determine which risk to retain and which to insure. 1t is necessary to

£

Consumer Reports. New York: Consumers Union of U.Se Inc. issues ol
Janvary, February and March, 1967.
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devise methods %o help farmers eveluate their insurance needs, which will

inancial progress.

2.

Hypotheses

),

Hypotheses were advanceds

regards to every class of
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2) That farmers? assessment of risk is more precise in areas of

wible assets and risks then in the less obvious kinds of riske

3) That influences external to the business serve as guides for

protecting the business from riske

4) That risk abttitudes, inceme aspirations and values of younger

farmers differ from those of older farmers.
5} That such stiitudes constitubte restrictions cor stimuli of

5

primary importance to the financisl success of the farm business.
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' it were possible to foresee exactly what the future holds,

=y

there would be no grounds for economic uvncertainty and no need for
insurance schemes. Because of adverse effects of risks, methods for
managing wisks and protecting against loss have been developed. Since
no one knows exactly what the future holds, everyone has to be a risk
- . . 1

manager not by choice, but by necessity.

Uncertainty arises because of incomplete knowledge of the future.
Plans in agriculture must be made at a point in time for a product which

will be forthcoming in the future. Under uncertain knowledge the entre-

SN

£

preneur is faced with decisions and planning about his farm and the
allocation of rescurces based on fubure expectations. It was Knight's

book Risk, Uncertainty and Profit.” which first focussed attention on

N

the knowledge possessed by managers at various stages in the decision
making process. Koight was also very explicit in distinguishing between
the two basic degrees of knowledge which would give rise to conditions

of wigk and uvncertainty.

Since then, many definitions on risk and uncertainty have been

1o s o . -
Williams, Gehe Jr., and Heins, R.M. Risk, lManagement and Insurance
Torombo: 1 C raw=Hill Coe, 1964.

N

Knight, F.H., Risk, Uncertainty and Profit. New Yorks Houghton
m;fflen Company, 1921,
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developed. Some economists like ﬂlcks?) Hardy ' and De Gale Johnson

make no distinction between the two terms, others find a clear cut

distinction between risk and uncertainty, while most entrepreneuvrs re«
fer o oubcomes which lead to losses as xiske

Tnder these circumstances it is imperative that we have a clear
wnderstanding of these terms. Defining risk is not an easy task, as
is evidenced from the numerous definitions and large amount of litera~
ture on the subject. Consequently, the most suitable way for distine-

wishine between risk and uncertainity is to briefly examine some of

the literature on the subject and to group risks in general categories.

Risk may be defined as an oubcome which is measurab le in an

empirical and gquantitative sense, while uncerbainty as an oubcome which

. s . 6 .
cannot be established in an empirical or quantitative sense. In this
definition of risk, it is not essential that each outcome for each

parbicular item be predictable. It is only necessary that the

o

~

probability of outcome or loss be established for a large number of

cases or observationse.

4

7 Ticks, J.R., Value and Capital, Clarvendon Press, Oxford, 193%.

P . - . . Ny i

Y Hardy, C.0., Risk and Risk Beaving, University of Chicago Press, 1923.

5 . . . .

< Johnsony D. Galey Forward Prices for Agriculture Chicagos The
University of Chicago Press, 1947.

6

Heady, B.0., Economics of Agricultural Production and Resouxrce Use,
Englewood Cliffs, We.Je: Prenbice~Hall Inc. 1952, pD. 440=44%,




Empirical probabilities of cutbcome can

-

he established by either

one of two methods: through “a priori" calculation or from statistical
analysis of past experience. The Mo priori! of cutcome can be known
beforehand. For example, it is not necessary that a large continuous
number of calves be born before establishing that the chance of obe=
taining a bull or a heifer is one-half, However, in statistical
analysis, probability can be established only if the sample of
observation is large enough, the observations are repeated often in
the population, and the observations are independently and randomly
distributed. Insurance companies can predict fire losses and similar
outcomes with a high degree of certainty so that the phenomena under
classification cen be classed as risk. Thus, the greatest istinction
between the two terms is that risk is insurable while uncertainty is
note For example, it is impossible for the farmer to predict whether
his house will burn down, to him it is uncertain. However; %o the
insurance company it is predictable (to estimate the probability)g and
it is possible to estimate in aggregate the exact loss. Thus, to The
insurance company it is a risk and is predictable in aggregate, while
to the individual it is uncertainty and is unpredictable even in

aggregate as his case is unigue and he owns only one house.

F

n uncertainty, the probability of an outcome cannot be
established in an empirical or a quantitative sense. Uncertainty

is always present when knowledge is imperfect and the parameter cannot

T 1vid., ppA40-443.
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be established (i.e. the mean, the variemce of the outcome). Uncertainty
is enbirely subjective in nature in that it refers to anticipation of the
future and is arrived at by estimation and judgment, or by formulating an
image of the fuxuxees

In Risk, Uncertainty and Profit, Professor Knight arrives at the

distinction between risk and vncertainty by relaxing the assumption of
perfect knowledge == an attribute of static economics as usually stated.
It became apparent to him that mansgers are’involve& in decision making
in dynamic conditions where change and knowledge of the future is inm-
peri‘e_,cte Managers arrive at their decisions by establishing the
probability distribution»of expected events., Within the dynamic
situation, he found it necessary to distinguish between sitvations in
Which knowledge of probsbility distribution is complete enough to set
up insurance schemes (risk) and situations in which knowledge is nob
complete enough to set up insurance schemesA(uncertain‘by)°

The practical difference between the two categories, risk and
uncertainty, is that in the former the distribution of the out=
come in a group of instances is known (either through calculation
g priori or from statistics of past experience), while in the case
of uncertainty this is not true, the reason being in general that
it is impossible to form a group of instances, because the situation
dealt with is in a high degree unique. The best example of
uncertainty is in comnection with the exercise of judgment ox

the formation of those opinions as to the future course of events
which opinions (and not scientific knowledge) actually guide most
of our conduct. Now if the distribution of the different possible
oubcomes in a group of instances is kuown, it is possible to get
rid of any real uncertainty by the expedient of grouping or
“eonsolidating? instances.

Hardy, however, took exception to Knight!s interpretation of

risk and wncertainty.

8 Knight, F.H. Ope. cit. p. 233.
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1t appears probable that the cases of statistical probability end
the cases of true uvncerbtainty are essentially alike differing only

in the amount of information we happen to have at hand to deal with
them, the length of time necessary to accumulate a line of cases
big enough to establish a stabtistical freguency and the fineness of
the classification we are usinge9

Willet's distinchion between risk and uncertainty is more a
of

bt

ifference between objective and subjective aspects of apparent
variability in the course of natural events. Whatever effect risk may
have on economic activity is brought about through psychological in-
fluence of uncertainty. The fundamental facts of human nature on which
the doctrine of risk is based are that in economic affairs uncertainty

is

}.J

n general a disagreesble state of mind and that the disagreeableness
e o e 10
increases as the uncertainty increases.

Johnson, on the other hand, recognizes five different knowledge
situations in which the manager finds himself with respect to a given
e 11
problens

The five situations can be grouped into states of knowledge
(a) subjective uncerfainty, (b) subjective risk situation and
(c) subjective certainty. 4 further classification can be made of the
4

subiective uncertainty situations: (1) the inactive situation, in
-/ 2

which available information is inadequate for a decision concerning a

? Hardy, C.0., Risk snd Risk Bearing. University of Chicago Press, 1923,

10, , . I - .
Willet, AoHo, The Fconomic Theory of Risk and Insurance, University
of Pensylvania Press, 1951, p. 29

11

Johnson, C.L. and Haver, C.B., Decision laking Principles in Farm
lanagement, Lexingtons: vbucky Agricultural Statistics Bulletin
oo, 593. University of Kentucky, 1953.
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contemplated action and in which the cost of acquiring more information
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exceeds its value; (2) th
metion is inadequate for decision and in which the value of acguiring
knowledge exceeds its costss (3) the forced action situation, in which
svailable information is inadequate but in which action is forced by
outside circumstances. In subjective risk sitvations, the manager does
not see the probable results»of a contemplated action perfectly but
sufficiently enough to decide whether %o act or not to act; and accept
the conseguences of the decision and sction. It is usually in such
situations that managers buy insurance, set up safety margins, use

-

reserves and discount and use othexr formal and informal insurance means

k]

f bearing the risk. In subjective certainty situations, Imowledge 1s
nearly complete enough for managers to act as though they had perfect
knowledge. In these situations, managers do not set up safety margins
discount results or mainbain reserves in case of trouble. The declision
may be either tc act or not to act.

Williams, Gohe Jr. end Heins, R.l. define risk as an ''objective
doubt concerning the outcome in a given situation. It is the doubt a
11 the

. . oL, 1 13
possible outcomes and their probablility or chance of occurrence®.””

person would have concerning the future oubcome even if he knew

w

: is the doubt of outcome which remains in spite

e

Under this approach Tis

12 . s . . . . .
Probability is the relative likehood that the oubcome will occur. If

the probability is O the loss will not occurs if the probability is 1,
the loss will occur. The closer the probability is to O or 1 the more
certain one knows the outcome.

13 peams ) .
Williams, Gohs JTes OP. Cils Do Do




of a personts knowledge of the possible losses and thelr probabilities
of risk, This risk can be measured by the variation of the possible
resulis. If & loss is certain to occur, the chance of loss is one but
S U4
|92

e ITLS

k igs 0. Uncertainty

is the subjective doubt concerning the outcome dvring a given
period. Uncertainty is the doubt which exists whether or not
one knows all the possible oubcomes and the probability of
their ocourrence. Risk is the same to all perscns uvnder a
given set of circumstances: uncertainty varies among Dpersons
and depends upon the information at their disposal and their
ability to use this information to estimate the risk.ld

The manager in planning for the future is faced with uncertainty
in addition to risk elements where varisbion in cubcome is substantial.
For example, crop yield variability or inatability may be classed both
as risk and uncertainty depending on the situation. Under perfect
knowledge about the future, the farmer is faced with instability of
yield which is risk where the paramebers are established. Yet, each
individual entreprencur may have his own degree of belief in the oul-
come which is vncertainty and is subjectively determined uncertainty.
The key diffevrence being thait in cne case it is measurable and
predictable while in the second it varies with each individual.

An oubcome which is & risk to one person may be an uncertainty
to another. For exemple, the probability of a house burning down, to
o farmer, is unpredictable, while to the insurance company it is a
rigk which in aggregate can be predicted with some degree of certainty.

Basically then risk is objectively measurable while uwneertainty

is the psychological response of an individusl toward risk. Risk is a

14 103g
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combination of hazards and is measured by objective probabil ity whil
2

e
. . s X o . 15 . o
uncertainty is measured by a subjective cegree O1L heliefl, In view of
these definitions on risk and uncertainty, this study will use the two
terms synonymously and use risk whenever references are made to these

EN

two conditions, leaving it %o the reader to remember the real differ-

RISK CLASSIFLE
Risks may be identified and classified by th eir causes, their

effects, their nature, their sources or other sultable dimensions.

2

pai

The appropriate method depends greatly on the purposs of the classifi-
cation. In this study, the most appropriate method appears to be one
hased on type of riske

Conditions giving rise to uncertainty about the future are The
sources of risk in the business. These sources may be classified as
dynamic (speculative) ox static (pure).

Tynamic sources of risk are caused by change which can either
create profits or losses. Dynamic risks are ambivalent and can be
referred Lo as speculative. Static risks are concerned with losses
caused by the irregular forces of nature or the mistakes or misdeeds

of humsn beings. Staftic risks can only bring loss and arve referred to

16
. . e .o o &
as pure riske. A similar classification was used by Willet and

1’:\
7 Pfeffer, L., Lnsurance snd Fconomic Theory. Published for the
3.5, Huebnex FOQﬂdauLun for Insurance Bducation, Homewood,
Illinois: Richerd Irwin Inc., 1956.

16 L.
Wi
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hr and Hedges™' 1o classify risk,

- o - s N e o Ty
Dynamic ox {Speculative) Sources of Risk.

Dynamic (speculative) risk exists when there is a chance of

<§

gein as well as a chance of loss. A business operating in a dynamic

situation is subject to change and uncertainty. Management, being a
function of human resources, is respensible for coordinating and

upervising the rescurces of the firm. Management exists because

decisions must be made in an atmosphere of risk and uncertainty. IT

action took place within a static, perfect knowledge situation, oub-

comes can be known with certainty. However, as the firm operates wi

less than perfect knowledges there is indeed a need and function for
management in the formulation of expectabtions of alternative cour

of action., Costs must be established; market demand must be anticie
pated and many other decisions must be made. Furihermore, many
changes can happen tc upset these expectations—-strikes may arise,
surpluses may be produced, thus lowering price, machine repair costs
mey rise, fertilizer may increase in price, government tax policy may

f materials, and changes in popular tastes, technology,

new inventions, may create new problems which will thus require new
decisions.
Agricultural property mzy alsc be destroyed or damaged by

intentional acts of man. Farm property is as subject to damages from

wers, vriots, vandalism, arson, abttempted theft, civil commotions or

E s Enterprise,

1 . - )
1 Mehr, R.I., and Hedges, Beho, Risk Menagement in Busines
Homewood, Illinois: Richard D. Irwin Inc., 1963, . 474»
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other civil actions as are other industrial properties. During a war
ferm property may be damaged by bombs, grenades, and plane debris.

Thus, changes in the beheviour of the politi

]

al, social, or econcmic
environment are dynamic sources of risk--and are called dynamic .

Management Decilsions

Change is inevitable. As the manager is operating in the
presence of change, he must continuvally formulate new policies with
respect to production, marketing, finances and persomnel. In his role
as farm manager he must make decisions as to what o produce, how much
how large an invenbory to carry, what marketing chammel to

finance, how and where to recrult hired labor, what Dpay

o
0
o
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schedule to adoph, how to maintein healthy relationship with other
businesses, tc name but a few. The exact source of management risk is
not that decisions must be made, but that decisions must be made without
all the necessary knowledge.

lenagement risk will be discussed under three main categoriess
a) marketing risks b) production risks and ¢) financial risks.

Marketing risks

Marketing risk arises not so much from change itself bubt from
insbility to predict either the extent or time of these changes.

Marketing risks are those elements which make 1% uncertain as %o
whether the production can be sold at a price high enough %o vield a
fair veturn on investment. The time period between production commif-
t

ments and Tl imal ale of the product 1 of the most imy ant
nts and the ult te sale of the product is one of the most important

elements in eliminating uncertsinty in the market. llbre specifically,
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marketing risks consist of factors that influence either the monetary or
the real demand for the goods or services involved. For example, general

price levels may suddenly decline after a high equipment or building in-

estment has been made, making it impossible to dispose of the crop or

livestock at

j&u)

profit, and, perhaps, requiring disposal at a loss. New
innovations can render stocks of merchandise obsoclete. For example,

evergreen Christmas trees have declined in demand mainly because of the

Ao

innovation of Christmas trees made from plas

Probably the greatest cause of price fluctuation in agriculitural
products arises from their relative inelasticity of demand and supply
¥

in a given pericd. In the short run, the demand for agriculitural pro-

products tends to vary from season (o season depending largely on
weather conditions. With seasconal variations in supply, prices become
uncertain. A partial crop failure due to drovght or other causes, while

the demand remains failrly constant, will push prices up. A bumper crop,

on the other hand, will force the price down.

Supply and Demand of Farm Products in Short Hun S

Price
P

1 — e e e
P

0 — e o e e o o e S e
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Quantity
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Mis can be illustrabed by figure 2. Lel us assume thal prices

are nob restricted by government programs and that the anticipated

prrice is PO and the demsnd is DD, while the average supply is SO Sge

If the farmer experiences g bumper crop his supply will increase S 3
s J 2°

P, showing a decrease in price of P, and on On the other hand, if
h

farmers experience decrease in cxrop due to drought, the price will

increase to PTO

While inelasticity of demand is responsible for uncertainty of

long rim. Because of the walbting period necessary for preduction,; a

farmer cannot readily adjust his production and crganisabtion ss quickly

as the market dictates. Christmas trees take 10 years to grow to
maturity. Cattle mature and produce only after three years. Thus,
the crucial questions for the manager becomes: Will the anticipated
demand be realized? or Will changes occur drawing prices down to a
low level, making it unprofitable?

The very nature of farm enterprise, therefore, demands that

the farmer must plan ashead, trusting to stabllity of demand

for his aggregated commodities and prepared to lose uvpon
individual contributions. But planning shead involves con-
siderable risks since the anticipabted demand may not cccur
through various reasons, upsetting the farmerits production

plan. Once the plan is started and is fairly advanced, the
farmer cannot immediately discontinuve or retrace. HMeanwhile 18
he stands to bear the losses incurred in planning the expansion.”

8 - c . .
1 Ray, KeRoy Principles and Practices of Agriculiural Insurance,

Sankar Ghosh lLane, Calcutta: Bookland Private Ltd., 1958,




FIGURE 3

Supply and Demand of Farm Products in Long Run

Price

Quantity

As shown in Figure 3, farmers may anticipate price P2 at the

present market situation and plan accordingly. However, innovations
or changes may occur reducing the demend for the product to D, Dys

reducing anticipated prices to P1 making it voprefitable.

Production Risks

The operstor must also meke decisions involving production and
personnel management. Production risk is primarily concerned with

a3 1

esources, labor, and technology. Risks in production

{2
(@]
o
oy
o
1..1 N
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are mostly those involved in making decisions on resource allocationg
cost of materials, labor supply, use of technological changes, use
of uvntried processes and new inventions. As most commercial farmers
ave interested in learning more about existing production techniques
and substituting new techniques whenever possible, they are always

facing the risk of umrealized profits.
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The introduction of new machinery, new investment, and
technigues may not only render farmers! previous inves
but mey require additional organizational changes. The introduction
of the combine, is an example of this risk. This innovation made
many changes; it required additional capital, rendered the old thresh-
ing machine valueless, and it created new problems in farm organization
requiring less labor but more labor skillse The replacement of horses
by tractors alsoc created new problems rendering the horse barn ohsclete,
requiring additional capital, fuel, grease, better trained labor and
eventually a complete reorganization of farm producti

New materials, and new innovations may either be highly
successful, unsuccessful or even detrimental to the business and to the
public at large. Many new chemicals, fungicides, and various other
drugs have been shown to be detrimental to human health and the health
of animals. Dieldrin and aldrin, two very reliable and rather inexpen-
sive grasshopper insecticldes, have been shown to be exbremely hazardous
4o human healdth. These two products were banned as grasshopper control
in Manitoba in 1965, The premature and improper use of a new wild oatb
chemical on s large scale was also shown to be very costly to some
farmers in Manitoba, in 1950. The use of some herbicides to control
weeds in fields and shelterbelis is a further example of an nnsuccessiul
innovation.

Risk in personnel administrabtion involves questions dealing with

20 . \ . L
employees of the farm. " (Changes in the relationship between employer

culture, "Managerial
fonTerence held in

Wielson, J., Structural Changes in Commercial Agri
Requirements of Farm ¥irms, 1980 Proceedings of a
Chicagzo, I1lle,; CAED Report 24. p. 68.
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and employee can have a tremendous impact (favcrable and unfavorable)

o meke efficient

ot

on the farm business. The operator is challenged
use of labor resources, while at the same time mainbain good employers

employee relationship. He must answer sone of these guestions. What

salary and fringe benefits ave required to maintain good relationship
and increase productivity? Vhat weaction will the employee have to
managerial decisions? Is/he honest? Can he be trusted? lanagers
must face persona ities and hnmam_béhavioural changes wﬂich are very
gifficult to predict and are usually identified as persocrmel risks or
part of production wiskse

el

The menager in making production decisions must be able Lo answer

some of these questions. How fast will these changes occur? What

)

o

)

chances will cccur? To what exbent will they affect the production

b
-3

Will these new developments prove successful? These are a few guestions

i

which must be snswered by the producer before implementing decisionse

Financial Risks.

Tn the management of a farm the financial function of a farmer

is the raising and administering of funds. Probably one of the areatest
hazards facing the agricultural industry and the farm foday is fore-
casting needs of the farm. Inadequate capitel is freguently a cause

of business failure., There should be sufficient capital to operate the

farm and take advantage of economies of scele., When the manager over

e use of credit relstive to his ability to service the debt,

there also the risk of financial insolvency.

In arriving at a balanced level of financial need many questions

have 0 be answered. Whalt is the proper balance between the use of short



term, intermediate term and

asset ratio? Should more credit be used to expand

2 i the business? Will

production income arrive in time to meet payment commitments? VWhat
criteria should be used to borrow additional credit? Yhat level of
investment is necessary to maintain g level of income sufficient
nrovide the Tamily with a reasonable level of living? These and many
more decisions, based on criteria and personal experience? have to be

3.

made by the farmer, to make the business successiul,
The problem of adequate farm size is a controversial issue in

agricultural economics. Criteria such as acreages, investment, proe-

0]

duetion have been used to define adequate size of family farms. In a
study carried out by Walker "gross volume product? and "improved
acreage" appeared to be the most sensible measures of farm size. Cost
economies were very subsbantial on farms that produced a volume of

output up o $10,000. per year. The veduction in unit cost continued

up to the point where approximately $30,000. worth of crop product had

been produced. '"The optimum size of farm in terms of volume of oubput

.

is therefore the farm firm that can produce about

e

534,000, worth of

N s . o . o oz - w 2L
crop product. This optimum size larm congists of 883 improved acres.
He further remarked that meny farms in Manitoba could benefit greatly
from expansion to take advantage of economies of scale. However, farmers
were reluchant %o make changes because of subjective risk and uncerbain-

ties. This condition was further aggravated "by the fact farmers are

21 . . . . X o ar
Walker, HoV., Hconomics of Farm Size in the Carman Area of Manitoba,
Unpublished Ph. D. Thesis, University of Manitoba, Department of
Agricultural Economics, 1964. PP 167168,




ing their own capital and labchza’ Though economies
of scale do exist in agriculture for certain farms it must be remembered
v was carried out in Cerman and may have scme limitation

in application in other areas of Manitoba or on other farms. It is the

individual farmer's responsibility to determine the optimum size. A

young farmer is also faced with income instability, where it is essentilal

that he survive the first few years in order to be in husiness in the

fd

ong TN For survival the cperator requires a safe equity asset

4!

£

ratio which is different for each farm and depends on a combination o

N

many different factors (i.e. management ability, available resources;

ot
ot

hat so many financisl decisions have

Ty

source of credit, etc.)s. The fac

+o be based on past experience with an eye on the foture, it is evident
that financisl risk is extremely difficult and far from certain.

Social and Political Changes

Changes in the socisl philosophy or political influences of a

o iy

group may affect the business markedly. Some help farm production while
others interfere. To the extent fthat businesses are influenced by lecal,

provincial, national and international changes, they are faced with
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the freedom of individual actlon. For

instance, farmers ave told that they have to produce a cerbain quality
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Governmend

political influence and
wanted, However, as the population becomes more urbanized their poli

cal power diminishes. Many of the covernment assisbance programs nave

been asimed st preserving the family farm, with subsidies and sympathetic
Programs.

The guestion that plagues the form populabion is: Will the
increasing urbanized population (labour and consumers ) be willing to
support a program aimed ab preserving the status quo and helping a select
group?

Political change or development can slso cause a reduction of
business profits by bringing about either a decrease in operating in-
come or an increase in operating costs. Government increases in taxes
on material goods, minimum wage laws, safety regulabtions, public health

hazards acts, gas tax regulations, end government competition Hr durable

goods during the war, are examples of government developments and changes

I

that have influenced production costs.
As Toarmers sre Taced with these unecerbainties, they are

with political riskse.
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The introduction of a new product with the expectation that it

o

will meet a need or create a new demand is probebly one of the mos®
characteristic features of modern industrial life. Large amovnts of
funds are invested by industries to develop new px roducts or ubilize
present products. Progress by innovation is risky. Yet this progress
in imnovation cen influence farm production considerably by meking use
of waste products which could not have previously been used or by ne~

placing products which were formerly produced on the farms

Static (Pure Sources of Risk

7

Static risks are those which are inseparable from any form of

economic activity. They will be present in staticnaxry society as nmuch

as in one that is either progressive or relrogressive. They are ine

)

volved in the poésioilities of loss as a result of the forces of mnature,
or the actions of the carelessness or criminality of human beings. L%
should not be interpreted that by static we mean perfect knowledge of
the future, because risk involves the possibility of a divergence between
the expected and actually reallzed courses of events. Every divergence
will result in a chenge in either capital, investment or other disture
pances and so change the static adjustment. IHowever, static risks would
continue o exist even in a society thal experiences no change in
political, social or economic environments.
To the firm, one of the major sources of gtatic risk is the

risk of physical property loss or damage to property. Property risks

N

in which the family or firm hes a financial interest

=]

exist when property

may be destroyed, damaged, reduced in value or lost.




31

Property may be physically destroyed, damaged or impaired by

netural csuses; (water, earthguake, lightning) or by careless and

,
i
=
=

’:)

criminal acts of humen beings (arson, theft, ebe). lehr and Hedges

A
. P . . L
recognized five main classes of stabtic risks;
1) Physical damage %to assets.
2) Loss of possession by fr and or criminal action.

Toss of ownership through an adverse judgme ent of lawe

o W
A p——a

Toss of income resulting from damage to property of others.

Toss of net income resulting from death, or disability to
operator, or other persons dire 1

ctly or indirectly assoclated
and/or influencing the busines s {other nmembers of the
& Y
Tamily)e

Wi
S’

Tn this study, we make use of the above classification of static

risks, to stratify farm business visks., The fourth btype of risk was not

<
discussed primarily because of 1 the study. It must be

Il

recognized, however, that it may be as destructive as other risks when

Physicael Damage o Assets

Form Business Assebs subject to static risks may be classgified
as: 1) reazl property, 2) tangible personal property and 3) intangible

.1

property. These assels may be damaged, destroyed, or lost, either by

acts of man.

subject to destruction or damages by nature. Buildings might be burned

down by lightning. Water may cause s0il erosion and depletion of soil

24 .., - :
' Jehr and Hedges oD, cit. De 606




buildings or egquipment. Windstorms, tornadoes, or earthguakes may

damage and destroy property.

Properbty risks due to physical hazards comprise perils of nature
throuch weather or other meteorologilcal causes such as hail, windstorm,

drought, excess moisbure including flood and inmmdation, excessive
heat, natural fire, and lightning, untimely rain, frost. and freezing,
and late spring or fall. The hazsrds of the weather zve not new on the
prairie provinces. Hany floods have been experienced in the Red River
Valley925 as far back as the btime of the Selkirk settlers. In fact
sgricultures! main characteristic has been its dependence on weather
and its variability in yield.

Variability in farm production is also caused by biological
factors such as diseases, rust, smubt, conbagious diseases, infectious
diseases, illness, insect damage, mold, and rodents. The destruction
of crops and livestock by biological factors are also well known through-
out the prairies. MNeny cattle had to be destroyed due to tuberculosis
in the 1950's or the outbresks of rabies in Manitoba in 1963 oxr the
wheat rust epidemic in 1954 where crop vields were reduced considerably.
.

Watural hazards are a continuous threat to farming and have caused con=~

sidershble hardship to agriculturalists throughout the prairie provinces.

2 ; . o rrs o . . . e
> Strange, HoG.L., A Short HisTOXy Of Prairie Agriculture, Winnipegs
Searle Grain Company Ltd., 1954.
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Tormers are more concerned sbout weather than any other riske. They
contimually speak about weather, rain or heat. They continually try
t0 protect themselves against any possible losses due to weather
unesrtainties by buying larger eguipment, by constructing buildings and

insulating buildings to fight the cold or to protect against the blazing

J

ST

Farm property may also be destroyed, or damaged by unintentional
acts of men. Man mey also cause property damage by being negligent in
his operation. An example of negligence would be car relessness in re-

Eo

pairing the brakes on a mobor vehicle which may ad to accidents and

property damage. Small tools (i.e. wrenches, pliers) may also be lost
by leaving them lie anywhere, cattle may be. lost by faulity fences,
erosion may occur by improper use of s 1 mansgement. These and many

others sre examples of risk occurring by involuntary actions of man bub
are potentigl sources of loss.

Agricultural property may be destroyed or damaged by intentional

£

o Esd
I}

acts of man. Farm property is as subject to damage from human nature as
any other industrial property, il.e. by bombs, shells, grenades, ricts,

vandalism, arson, abtempted thelt; and civil commobionse.
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ticeskle when the interview was conducted.
e was Lair1y dry and farmers were
extra moisture. The personal experience of the
cultural representative may also atiest to the
srmers abbach to weather.




illegal means such as burgl

fuel are exposed to theft by out-

2Ty 1 Lo rrred o mnAd Rhe R o O o
easily accessible to burglary and theft. Embezzlement is falrly easy
in agriculture (for example, if a farmer hires custom workers to spread

N .

herbicide, it is very easy to steal herbicide rather than spread 1t on
the field). Forgery, the act of forging, fabricating or producing

falsely, may occur in agriculture. The crime of falsely and fravdu-

(T\

ing or instrument which i1f genuine would

lently making or altering a writing

the rights of others. For example, writing

o

e of some legal effect wupon
a false chegue by a person other than the cwner, without au ‘thorization.
tion, the act of intentionally misepplying property for a

certain person or use, may occur in farming. Though it can more easily

happen on larger sized farms, and on corporabe farms, it may also occur

when farm help or another member of the family is assigned a certe gin
responsibility. By intentionally missallocatbting resources a destruction

or a loss mav be caused to the farm firm, Willful abstraction is the

voluntary act of withdrawing or stubbornly refusing to listen to reason.
3 o o

For example burning stubble on a slope knowing fully that the steep slop




will erode if left bare. This will reduce fertility and eventually
production, Swindling is the act or process of obtaining money or

roperty from one by fraud or deceit. Dishonest persons, businessmen,

o]

"

hired help, can by dishonest acts or by trickery induce the farmer to

«1.

art with some valuable cbject. The farm business is continuvally ex-

o

L

posed to fraudulent and crimine 1 viclence by people associated with
farming which may cause direct losses 4o the preoperty and which would

incresse production cost or reduce profits.

Loss of Ownership through an Adverse Judgment of lLaw

Dusiness firms may be held legally responsible for damages,
or destruction of property belonging to other people, cuased by their
negligence, either by the owners themselves, their employees or their

- 1

property. Under certain conditions, the perscn causing the loss meay
be held financially responsible by law to compensate and restitute
the 1loss.

According to Heins snd Williams a person or firm is exposed to
N . R~ A C
two kinds of liabilities civil and criminal. In criminal action the
actual legal procedure is begun by the crown ox the law enforcing

officer on behalf of the society. Criminal liability is usunally

clearly defined by statute or sdministrative rule. In civil liability

the statute, administrative rules, and prior court decisions amnounce
the rights of the parties as opposed +to each other. Civil ldiability

'1

action is normally taken by one party acainst another party for the
" od D & o

)

Y

wrongs alleged . Without question, a farmer is exposed to the

o L

27 w7 s . ..
[ yilliams, Gehe Jr. and Heins, R.M, oD, cit. Do 1l4e




ity and casualty claims arising from numerous
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Here are a few examples of the most common sources of ligbility
lossg {oustomefs may be injured on
be injured hy a farm vehicle), tl
combaminated by various sources, causing hodily injury and disease,
employees may be injured or disabled, and killed, a visitor may be

injured on the premises by an animal or by other objects, breach of

contracts mey occur, and other peoplefs property may be 4
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Penalties consist of indemnity for the loss or punitive damages
imposed by the court, restitution of property, or loss,; 1nJUNCLLVe

velief precluding future conduct or action, court expenses, and even

possession of property. "To , the victim of a liability suit, the loss
is just as real as though the assets used to pay the damages and

] 3 aT Nakd . TR 5 n“28
other costs were destroyed by fire or were lost Dy thefth, In

farming, while the probability is small, the size of loss may be large

£

end requiring the farmer's entire savings to satisfy a judgment from a

.

Toss of et Income Resulting from Death or Disagbility of Key Personsg

The loss of a key manager, employee or cwner by sickness or by

by

death may affect a2 firm as severely as the loss of a physical asset.

1.

It must be recognized that continucus health and 1ife is an uncertainiy.

jod
th
i

23 ,
Mehr and Hedges 0pP. Clit. Do 10,




Death may cccur suddenly and prema turely Niaahility by sickness
eath may Ccccur suacenly anc prema SR L DLLIGY 0¥ SLCKNESS
disease or accident may impair the services of an important person,
resulting in higher production costs or lower produchion.
The untimely death of a key person may cavse sericvs losses to
3 LY SR
the business end family. It may occur at a time when the firm is

heavily mortgaged and requires continuous menagement for success. LT

nmay occur when the firm depends on the right decision for success. 1%
may also occur when the family depends heavily on one personts income
for necessities and economic security. As the firm is

cost of production, through improper decisions, unsure tenure, and

e in mansgement, resulbting from premature death, it is faced with

o
>

chan,
his riske
Disability, whether permanent or temporary, may cause seriocus

hardship to the family and the firm. It is not uncommon to hear that

h

o farmer had to quit farming for reasons of health. In such circume
stances it mey be as seriouvs as premature desth through high medical
costs and improper management, and long delays in declsions. Further-
more, as bemporary sickness or disabl 1ity causes delays and exira

expenses, especially when 1t occurs at critical periods such as

harvest, and seeding, farms are exposed to this riske




is responsible for coordinating and supervising the

in a dynamic environment. It is within this

h
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regources o
dynamic system that the manager must formulate his expectations of the
future for albternstive courses of action. Without uncertainty fhere
would be no place for management in the coordinating sense, except for
establishing initisl plans. Under perfect knowledge, a variable input
would be uvtilized (in the case of one output with one variable input )

until output meximized profit. Bguilibrium would he reached at the

point wheres

When knowledge of the fubure is uncertaln, management must
function conbimiously. Decision making under these conditions is re-
lated to, dependent on, and in turn influences the mansgerial processes
of observing and analyzing. As uncertainty increases, the number of
decisions which must be made by menagement also increases. The greater
the number of decisions, the less perfect they become because the
_sunportjnw knowledge upon which they are based beccme less perfect. Under
these circumstances, the menager must decide upon a plan of action which
itv. His decision to use formal and informal insur-
ance schemes™ will depend to a large extent on his utility oreference for
wisk relative to security and expectations in regards to future events or
fubture opportunities. As o fermer is feced with vncer

choose among alternatives that differ in their degree oI

b

Both types of insurance schemes are ! lcally the same. Both have costs.
Premlum payments in the case formal insurance and loss of income
{opportuﬂz+” csst; in the case insurance,




example, a farmer who buys fire insuresnce on his barn is accepting
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loss {the insurance premivm) in preference to the combination of a small
he is choosing a certainty in preference %o uncerteinty. A farmer who buys
vimself to a large chance of losing.a smell
emount {the price of the ticket) plus a small chance of winning a large
amount (the prize) in preference to avoiding both risks. Ie is choosing
vncertainty in preference to cerbainty. The major economic decisions of
a farm mensger in which wzisk plays an important wole concerns the use of
variable inputs bo maximize his satisflaction. Friedman and Savage &X-—
plain this concept in terms of maximization of utility (indifference

curves). Under the conditions on which the indifference curve analysis

o)

o

is based, very little extra effort

e

5 regulired

o reach numevrical wbility
7 . . . . . - .
{choosing among alternatives involving rlgx} to meximize expected

satbisfaction values.

=

¥

 choosing among albernmatives open o ity whether or not these
alternatives involve risk gg farmaé} a consumer unit behaves as
if {(a) it had 2 consistent set of preferences; (v) the prefer-
ences could be completely described by a function attaching a
numerical value == to be designated "utility" -~ to alternatives
each of which is regarded as certaing (0} its objective were to
meke its expected uwbtility as large as possible 2

=
=

To explain this reaction to unecertainty they developed a theory
of insurance and a theory of gambling.

Tt was assumed that tobtal viility was a2 function of money income

2 . . e e . o et .
Friedman, M. and Savage, L.J. The Utility Analysis of Choices Involving

Tisk, Chicaszo: The University of Chicago Press he Journal Of
=f o = S H
Tolitical Bconomy". Vole LVI 1948 pp. 279-304.

? Ibid. p. 267




alone. When an entrepreneur insures, he exchanges a risk situation for
a certeainty situatione4 Before insuring, the individual normally runs
a chance (p) of incurring a loss as well as a chance (1~p) of not in=
curring a loss. He is retaining his present income earning power 12
(Figure 4). After insuring, the entrepreneur is certain that he will
possess some earning power T# which is ordinarily less than 12° This
new earning power must have more utility to the person taking insurance
than the average of the two possible outcomes in the uninsured situation.
This implies that losses become increasingly important as they increase

in size.

FIGURE 4
Utility Choise Analysis for Risk Preference

Utility

I

Hi_me-.—e——a-a-m;—-

1 I*
Income ‘
If I represent the income of a farmer per unit time, and U(1)

the utility attached to that income if it is regarded as certain.
Let us measure the.utili#y of a given income earning power on the

vertical axis and the income earning situation on the horizontal axis:

4 some interpretations taken from Bradford, LoA. and Johnson,; Gole., Farm
Management Analysis. New York: John Wiley & Sons Inc.sy 1953. Dpe 403=410




where,
12 = uninsured income position if no loss cccurs
Il = wninsured income position if a loss occuxrs
I = average dollar of 12 and 11, weighted according to the
probability of loss to galll, in the following proportion
1=p {(ieee L=L = lep %
ra
» g T T
- Y /.‘ -
= B (Ij} * !\.#“’”i> L?
The utility curve UU is the wtility dewived from sach income. The

The chance of a loss = D
The chance of no loss = L-p
Then the average ubility of uninsured situastion iss

welghted by the yﬁeb&u¢klbi83 of thelr occurrences.

To insure, the ubtility of I¥ must be greater than the average utility 1

Loue)
it Iﬂ?'<i U, then the individval will prefer not %o ingure. 1In this

case he will refuse insurance.

<)
Then  UI¥ = U, he will be indifferent.
Thus, it may be inferred that losses have increas sing marginal disutility
s they increase in sizeg,
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The concept of chance taking in every day business
is relatively the same as insurance, except that the utility function of

the individual, if he is to gamble, is usually concave from above.
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In 2 visk situsiion, the entreprenevr exchanges a-cerbainty
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chance situation involving probabilities of both a gain and a loss. The
average income of the loss and the gain situation is usually less than

what the income would be if the chance were not hakene.

FIGURE 5

Utility Choice Analysis for Gertainty Preference

Utility | 5
o

U (12)

I I I Ix I

Income
Let us assume that before taking a risk, a farmer has control of assets
yielding a given income I¥.
After taking a chance, the probability of receiving a higher

income I, is (p) and of receiving a lesser income I, is (1=p).

% = average of I1 and 12 weighted according to chances of
gain or loss
=p (1) + (=p) (1)
I =

1 chance taking income with a loss

s
[

chance taking income with a gain
The utility of this income iss

- @) (eT,) ¢ (ep) @e1)



If the average utility (straigh% line) is greater than the
utility of the income (U « I*) before taking a chance, the chance i3
taken. *

ieces I > I*

Tn this case he will not be willing to pay more than I¥* -
chance taking.

This implies that the utility of gains in income and income =
producing ability must increase at an increasing rate.

Thus, income and income-producing assets have increasing marginal
utility for a person taking a chance.

The behaviour of individuvals to insure and gamble simultaneously,

combined with the multiple prize in formal gambles (everyday business

decisions) tend to indicate the following utility curve UU.

FIGURE 6

T1llustration of a Typical Shape of a Utility Curve

U
Utility /

Present

Income

I= Income I,
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inccme) being such that I - L, is the actuvarial
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1
¥
6
P
=

i
4.
worth of a ticket {imput) (iee. equal to (1-p) x {12 -I.). In

ot

‘he individual won the prize, his net winnings would be

[

T, - I¥%, since the cost of the ticket (input) must be subtracted from

This implies that a person may teke chances ond insure
simulteneously. It also implies that an individual, prefers larger to

long chances for big geins, is willing to insure against major losses,

but refuses to take smell chances or engage in petty insurance schemes.

Asset preferences, and declsions to gamble or insure are

hes

¢

. . - . s I'g - " 4 Lo . N N
determined mainly by expechations (subjective and oogeotlve) in regards

ies, along with preferences either for risk or
security.

[
Boulding” developed a theory of uncertainty or an indifference

o

preference map, wilth the most probable {expected) value on fthe vertical

axis (OY) and some measure of the cextainty of this value on the horizontal

axis (QX), the possible ranges of values. These were developed by using
the theory of insurance and gamble.

represents o certain income NP with a range of
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income ON. P would represent an aversge value of any income having a

o i) 1

renge of OF, but which would more likely fall & Ea

o
7 Boulding, K.B., A Reconstruction of Bconomics. New Yorks John Wiley

3

& Sons, InCe, 1950. pp. 116=134.




FIGURE 7T

Indifference Analysis of a Theory of G

Most

Iyi £ ”’»:
nrobable L

(expected)

values

I

Range of values (risk)
Suppose that an individual has a capital sum of &, with objective

odds of x to 1, and with a subjective valuation of y to lo

He bets a sum n,

Then, the extremes of the range of possible values are
(a~n) if he loses; a + n (x-1) if he wins,
The range iss

(1) r = nx , indicating that as n increases the range increases.

The expected subjective value of the assets is:

v = (a=n) (y=1) +

a + n §x=12
y : ¥
(2) = a + n (x=y)

y

Eliminating n between equation (1) and (2) we get the equation of the
opportunity line '

v= &+ I SX@XZ‘

= 8 + T

i 4
158 L



If ¥ = v (i.e.) the subjective and objective 0odds are the same, the
opportunity line becomes simply v = a l.e. line ¥R. If x exceeds y, the

sve a pogitive slope (M?)9 and if v exceeds % a negative

et
[
]

[¢]
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slope (M),

A system of indifference curve may be postulated. If the operator

is a wisk averter, the curves slope upward. This implies that Lo induce

=

im to take a longer chance the opportunity or expected value must be

larger. The indifference curve slso becomes steeper at higher ranges,
indicating that the more risk an individual is bearing, the less he wants
to accept more risk. The slope of the indifference curve indicates the
increase in range of valwes which the individual would be willing fo
accept in return for s unit increase in expected values. Thus, The
higher indifference curves are those toward higher expected values and
lower risksy and vice versa.

If indifference curves are sbeeper than an opportunity line,
like Lys the individual will refuse %o take chances, sbaying at M. If

he is nob adverse to risk bearing, his indifference curve will be flat

like I.. THe will then gamble an amount represented by P, loe. an amouvns

obiective odds. The slope of the opportunity line, in this case must
I3 Rrgiv o g 3

be positive.

If his subiective odds are egual to, or less than the betting



not a disutility; where he is willing to give up expected values in order
to have greater risk. Opportunity line MI', could be touched only by an
indifference curve like 15,

Thus, the only logical explanation of chance taking, especially
gambling, is that either people have an over estimate of their own
good fortune, rating their chance of winning more than the actuarial
value or having a preference for riske.

The same logical reasoning may be applied to the concept of

insurance. The result of insurance at a rate equal to the expected

chance is to reduce the range without changing the expected value.

FIGURE 8

Indifference Analysis of a Theory of Insurance

Most -2

piobable
(expected)
R

value

Range of valuves (risk)

In this case the individual moves from P, his position without
insurance, along PM towards M. If the cost of insurancésis greater than
‘the expected value, the opportunity curve has a positive slope such as

R

This is & normal assumption, if insurance companies are to stay in
- business.




This may be illustrated mathematically

where A& = the value of the insured object
l/z = probability of destruction

iy

Supnose a is the botal cost of insuvrance, abt a premivm rate ©

plight iy

vy so that if a loss occurs the claim paid is ay.
4« g = value if no loss occurs
ay = a = value if a loss occurs
The renge is © = A = ay (1)
The expected value (subgective} is then
Vo {Aw&) x-1 + & Qyml}‘i QZ)
x pis

v = 4 (z=1) + (&~v) (1-1)
X \:" y—)

i

A(1-1 + o (1-1)
y ¥

Tf the insurance cost is exactly equal to the gubjective expected
value, Le€e (x=y); the opportunity line is constant at
v = A (1=1), +the expected value of the capital

N

Let us assume that

TR is the opportunity line whexs P represents no insurance

An individusl having a strong risk aversion, indifference

curve such as L., steeper than the opportunity iline at all points

5

where they cut it, will insure fully e~ at R where rvisk is fully

el




eliminsted. If he has less risk aversion, such as indifference
curve I, which touches the opportunity line at T, he will not
’ &

ine only
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insvre fully. He will proceed
up to the point T.

Since the optimum combination is not the same for all firms

amilies because of differences in their economic status, the

o]
5
jo3]
-y

s ~ . . . v I
nature of their exposures, their attitudes toward wrisk (wnich
makes vp their utility preference mep) each firm must make its

own plan. Consequently, menagers undertake various strategies
available to them Lo reduce risk and maximize their own aatisface
tions.

Strategies may be divided inbtc two broad categories, personal

and impersonal. Personal strategies refer to devices, techniques

1J-

or expressions emploved by a manager in dealing with other PECHLE e
T - (% G4 (=3 D &= ks

-

Tor example bargaining done by a manager with a neighbour or feed

man, is perscnal. Impersonal strategles, on the other hand, can

be insurance and other contractual dealings.

]

o4

insurance' involves the payment of a premium to

P.—J

Forma
someone in return for protection asgainst loss from risk. Informal

e
151

insurance {Selfwihsurance} involves the case where the firm se

) . . .
37 o Py 71 G113 ol
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Appendix B contains a more debailed discussion on availsble
Cormal and informal ilnsurance schemes.
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nerson assuming risk with all its consequences. In the case of
an informal scheme, if disaster should strike, the person whose
roperty is damaged or destroyed still bears the burden of the

PR

loss. Basically the difference 1
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the transfer of the responsibility for bearing the risk o a

second party, while with informel insurance the individual or

firm cacrries the riske
While formal and informsl insurance schemes appear to be
the most logical classification of probtective methods, most

: managenent tools’
(7\ Aoyt c‘«k 2 Teovrent ond redice risk oo 2 {2y fe e ok
VL AV GLO TLSK JoFrevent anc reguce LLSK BN Dy Asgume IFL3iKe

" e e S . - & .
The latber can be furbher classified in {a) retention (b) transfer,

3

The method which sppears most sensible is to avold risk,
whenever possible. It mey be avoided by refusing to assume it

particular

[x
e
(&)
H
H .
0
=
@]
1y
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even momentarily. A firm mey avoid

enterprise by refusing to engage in that schbivity., A family may

avoid the risk of auntomobile accident by refusing to own a cal.
This method has some application but it is not always the mos

t -

neible nor zlways the most profitable to use. Some risks, such

n
[
=
n

as the risk of death, may even be unavoidable, even with the best

methods. Nevertheless, in certain situations, risk avoidence is

both possible and desirable.
2. Prevent

The next method is to prevent risk whenever possible. Loss



o

prevention and reduction means reducing uncertaintiss through

o -

improved technigues and organizational procedures. In agriculture

)(‘

many improved techniques, for example, fire resistant insulation

meterials, safety shields, better lighting facilitles, more power-

<_:

ful machinery, better fertilizer, new insecticides, and new

9]

eveloped to reduce risk. Weabther safely

38

{‘J

rbicides. have been

features have been devised o rectify weather excesses-=for example,

ot

drainsge ditches to remove excess water, lrwigation to supplemen

new wheat varieties to increase yields and avoid
hardiness, However,; loss
prevention and reduction methods offer only a vartisl solution fo
the problem in risk management.

A third method is o venture into an activity, assvming its
viskse A farmer mey assume the risk because it is unavoidable or

because the advantages outweigh the disadvantages. In the latter,

it would be poor risk management to use deliberately more resources

to reduce risk than would be the risk itself, Risk managers may
(&) %

e

1

bear risks, eithe

H

alone, in combination with a group of person,

or by transferring the risk to a second pariy.

Risk may be solely retained by

v or actively.



For example, a farmer may think that the only scurce of

may know that other forms exist but postpone decisions to take insur—
snce through negligence or lack of interest. Retention is active
when the person evsluates other methods of handling wisk and
voluntarily decides to pay potential losses oub of accumulated funds
and resources. He may also decide to retein the risk when other

weys of handling risks are not available. For example, farm land

the magnitude and probability of the risk, and

e relative cost of albernative methods. TFor example, although a

il, he may find the cost to be too high, relative to size of loss
4 probability of loss,
Risk rebention, passive and active, may by chance be the most

retention of risk, though it may not be the most appropriate way of

8
Self insvrance is =z form of retention. A distinction must be drawn
between this form and others. In self insurance the farmer can pre-
dict feirly accurately the losses (me n, varisnce) it will suffer
because it has a 1'a,cwe number of widely scaftered and falrly homo-
genecus units, as’ cofipared %0 other icrms where tLe probab bIlity

carmot be known apriori or calculatfed.
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Combination of Risk

The next method which mey be employed to reduce risk is by
pooling or combining risks. Hisks are pooled when the number of

13

P JEN et L n) = ,X LA - - b S, S 5 i "'l,, s e 3
mits are increased. A firm mey expand internally or through a
merger with other farms. This method increases the number of units
exposed to 2 given risk. A small operabor may minimize the effect of
some risks by either diversifying or by combining a larger number of

The principle of combining risk may be explained by the Lax
of Larce Numbers which states thalt as The number of observations are

increased. the ability to predict accurately increases. The greater

the more likelihocd that the actual

I,..J

s 2 s - - oo ]
probabilities. By having a larger number of units to make

predictions, the chmnce of being correct increases. The law does nd,

however, provide the tools to remove risk; it only helps the firm to
vreduce the error of inaccurete estimation. Nevertheless, by increase—

}..h

ng the chance of predictability it helps %o determine the true costs

of opershion and remove some of the doubts associabed with insufficient
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Diversifying on a farm. has

for reducing risk and loss. An operator can diversify in two

I . - S . .
Williams, Gohe. Jre and Heins, R.M. op. cilfe Do 43,

i

12 . .
Mehr & Hedges op. cit. pe. 103,
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possible wayss a) by segregation oL

assets {i.e. multiple en

[l

0

of assets (or other persons sharing ownership in the property ).

r
O
o
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Though partial diversificati s the wusual practice, complete

diversification can be arrived at by spreading risk over a wide

.

urchase, time of selling, and date of maturity so that the firm is

et

completely probtected and balanced from any possible gains against all
possible loss. However, it must

. . . LN 3 -1
will not incresse the ability to predict risk, instead it spreads the

U)

risk over & large
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Diversification may be used as a precautionaxy method for
stabilizing income or minimizing loss. Under perfect knowledge; a
farmer will meximize his income when the marginal rate of product
substitubion equals the inverse price ratio of the products. The
optimum degree of diversificatiocn or speci ialization will, fto a large
degree depend on the technical relabtionships between inputs and oubpubs
for each product and any technical conditions of complementarity ox
supplémentarity for the products when they are produced in combinge
tion, However, since we are not operabing in pexfect knowledge

.

situations, the main pruposes of diversification are either to minimize
the varisnce of outcome, or to put a floor under the income level.

The principle of diversificabion
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still a wider margin, having o considerably greater destabilizing

effect, If however, the corwelation coefficient p is =1.0 then the
. 2 2 2 o0 . .
equation becomes U~ = O, ot O3 = 274"B., The variance under the

1

combined cperabtion can be lower than A alone. The addition of

enterprise B will reduce the total variance (compared to A along)

)

-2 L s
075 the variance o

)

only if the quantity 2@%@@ is greater &

B alone.

Diversification wnder limited resources can have gquite s different

The tobal wvariance for two

vroportion of resources allocated to enterprise A while l=g refers to

. / o~
. (i.e. 1/2 of the resources

jos}

she proportion allccated to enterprise
of A have been shifted %o B to produce B).

Now let us assume that g = 1/2 and le=g = 1/2 substitubing in

. . o 2 2 o 2 —
the above eguation we obtain Gé = 25 U, + .25 Gi +p 3, &
A ] - £

- 3 9 2 oy sl

TWhen G the equation reduces to 0,7 = W25 O5° + .25 Qp o The
£ £ N

total variance in thig case will be decreased only if .25 022 is

ess than .75 @ZQ {the amount by which the variance for enterprise

A ds reduced}s Thus, total variance will decrease if .75 T,

greater than one., When P is + 1.0,the equatiocn reduces
+ G'O;/2 and the total variance will be

3
x X
B 7 TATH

. o s . 2
increased if the sum .25 O + Okﬁ%/2 is greater than .75 T, .
£ —




Also when p is equal to =Ll.0, the equation becomes G&Q = 25 Gz + 025 OO0,

- Gk@é and the divérsification leads in the direction of a lowered
variance; diversion of one-half the resources from A to B will ine
crease variance only if .25 G%Z is greater than the sum; .75 ng +
6;0%/20 This explains the principle of diversification as a method for
reducing variability in income.

Diversification may also be used as a safeguard against disaster
in one single year. The logic used for explaining this concept is
drawn from the sampling theory which states that as the number of
observations drawn from a single population is increased, the variance
will decrease. With an increased number of enterprises, the chance is
decreasgd that a low income for one enterprise will accompany a low in-
come for another (providing returns for different enterprises do not

have a high positive correlation).

FIGURE 9

Diversification of enterprises to stabilize income

output

output Yo B L

The logic used can be illustrated by the following example.

Let us suppose that there are two hypothesess
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of this method would be mutual fire insurance companies premiunms

Speculation of Risk (neutralization)
In speculation an individual tries to balance a chance of

method is to txy to neubtralize a bet made on one baseball team by

placing a bet on the opposing team. An industrial example of this

=
, " ] . vra ol 4 o o s .
type of method is commodity futures.™™ The successful operation of

hedging rests on the assumption that futvres and cash commodities
prices move up and down together. When hedging the speculator
makes simultanecus bul opposite transactions on the futures and
cash markets. For example, if cash wheat is purchased, fubture wheat
is immediately sold and vice versa. Though this method is not very
often used by farmers, it is one which could be used by larger
farmers to protect against wide price fluctuations reducing both
the chance of large gains as well as large losses.

The choice of any one of the basic tosls, either alecne or in
combination, will depend %o a large exbent on an individual's pre-

ference for risk and security.

"y
W]
ot
¢
=
o
o
o
o}
=
o)
feX]
[
e
Q
D
7
8]
B
s
]
o
juy
[0}
o
ot
[
=
g
D
n

In this study an

orientation and values of the farmers shtudied.

" It is the process of shifting the xisk of 2 price change in either
direction.



CHAPTER 1V

ATTITUDE MEASUREMENT

Concept of Attitude

Attitude is a hypothetical comstruct or latent variable, not
directly observable but inferred from verbal expression or overt
behavior. The concept does not refer to any one specific act or
response of an individual but is an abstraction from a large number
of related acts or responses. Accordingly, it is an entity or
process inferred as‘actually existing and as giving rise to a
measurable phenomena, including phenomena other than the observable
that led to hypothesizing the conceptgl

Attitudes are inferred from the way people react to a
particular stimulus. When attitudes are studied what are observed
are the evoking stimulus and the various types of response to that
stimalus.

Rosenberg defines attitudes as the "predispositions to
respond in a particular way toward a specific class of objec’ce"2
For example, a farmer may consistently refuse t0 borrow money re-
gardless of the nany opportunities for investment. In social
psychology this consistent behaviour toward a certain object is

explained by the concept of attitude. Thus, it refers %o certain

! Secord, P.F. and Backman, C.W., Social Psychology. New Yorks

MeGraw-Hill Book Co., 1964.

2 Rosenberg, M.J., and Hovland, C.I., et al. Attitude Organization
and Change “An Analysis of Consistency among Attitude Components”
New Havens Yale University, 1960. p. 1.
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regularities and_consistencies of an individuval's feelings, thoughts
and predisposition t0 act toward some attitude object. These three
components are usually identified by the following termses affective

for feeling, cognitive for thinking and the behaviourial for predis-

pogition to act.
Rosenberg and Hovland diagrammatically3 presented the concept
of attitudes in a simple schematic form.
FIGURE 10

Diagrammatic Presentatioh of the Concept of Attitude

Measurable Intervening Measurable
variables variables variables
(independent) (dependent)

Sympothlien nervous

responses
Yartect
Verbal statements of
affect
Perceptuval responses
Shimitt 2 Verb i tat pﬁ £
i er statements
(individuals, iTTTtudss Cogmitive ba.. Sta °
s X e beliefs
situations,
soclal issues, Overt actions
social groups
and other 3 . Verbal statements
attitude objects) Behaviour concerning behaviour

5 Ipid. p. 3.



as foreign aid programs or be extremely personal, such as one's feeling
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in being short or tall. The three components of attitudes are LHpOT-
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ant parts of attitude
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attitudes are measured., An individualis affective response toward
another object may be inferred through the measuvrement of onels nervous

1

response or through one's verbal statements about the object. The

the behavioral component consists of action tendencies inferred by whe

he does or will actually do when confronted with a given situation.

Thus, attitudes could be defined as "an {enduxiLg} syndrome of response

consisbency with regard to (a set of ) soclal objects®™,” It is through
£ p-

this consistency and enduring characteristic that we are able to measure

=0
attitude., Abttitudes should not, however, be confused with beliefls or

opinions that one holds about some object in the environment. These

terms differ from attitude in being relatively free of emotion
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tive component or the form of
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aspect of attitude about the environmental object. In this study,

tude Measurement. Lindsey, (. editor, Handbook cof
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gy, Vols lo DMass.: Addisson-Wesley Publishing Coo,
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however, since we were unable to measure the emotional component of
atbitude, we were actually measuring verbal response (opinions) and
action which make up attitudes. A further distinction should be made
be#ween attibudes and values. Attitudes are usually thought of as
pertaining to one object. Values, on the other hand; are usgally
thought of as an orientation toward whole ciasses of ob,jectse For
example, a farmer whose value system is socialist would have favorable
attitudes and beliefs toward social welfare, egalitarian and central
governments, While he may have different attitudes toward each of

these objects. Thus, individual attitudes can be organized into a
complete value system. In this study it was important to emphagize

the need for measuring attitudes toward risk in farm investment and farm
practices. Value orientations, opinions and actions toward investment,
new technology and decision meking reflect a farmer's attitude toward
security or risk. A priori it was believed that the security oriented
farmer would try to stay out of debt, be the last to adopt new practices,
take as little risk as possible in selecting a course of action, do the
pest he could with what he had, and set his goals as low as possible %o
avqi&ﬂgetting hurt. These in a sense were the types of criteria used in
evaluating the farmers! attitude toward risk and uncertainty.

Attitude lMeasurement

The contents of an atbtitude were referved to by Green as an

 Ipia
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varisbles in response to specific situvations (questions). By the use

be verified through action taken they

were not too broadly generalized. MNore experimentabtion would have

been reguired before broad generalizations could have been made. 1In
this case, it was possible to make inferences from verbal responses
to similar verbal guestions. This concept of attitude wniverse, wa

helpful in formulating the measurement problem and was particulsriy
useful in discussing the valldity of these attitudes toward risk.
procedure for measuring attitudes lies in selecting a scaling
model by which the dats can be related to the attitude varisble in

P AT o~ e e i 3 S} 1 6 1
guestion. Various scaling methods are available. HMany scientists have
argued thalt psychological attribuies are not entirely measurable nor

2

experimentally verifisble. ! However, others such as Stevens, Fulliksen,

307 4 3 ]

and Lorge have argued that numerical values could be assigned according

P
6 | v .
ussion on the various scaling methods may be obtained
vor: Be Gresn article on Attitude Measurement. Ibid. ©». 330,

1 Ibid




may be used Lo represent relations among objects, and to compare these
objects with other sets of objects similarly measured resulting in a
scale. Stevens, distinguishes mainly four different types of scales:
nominal, ordinal, interval and ratio scales.

=3

Tn nominal scales, objects are placed in several mutually

exclusive cabegories, not necessarily welated. Bach category has a
nomerical lable, with no quantitative meaning to the category in

guestion. The aim is to select iftems with respect to certain charac-

teristics, which are as homogeneous as possible as compared with

differences bhetween cabtegories. In an ordinal scale, the objects are
arrenged in a rank order in respect to some other defined varisble.

In this type of scale, we are unable to say exactly by how much they
differs vet, we are able to say that these individuals or objects have
a higher score than certeain cther individuals.

ance or differences
between objects on the scale can be measured. In an interval level scale,

4 .

meagsurement is expressed in some sort of physical unit which can be

L5
e

agreed upon as a common standard and replicated. An example of an in-
terval is the thermometer. Though we cannot say that 20 degrees
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There sre basically four methods that can be employed to create

Tespons in an inberview. The scientist may use a standardized inter-
view or vnstandsrdized interview form either with open end or closed end

Tn a standardized interview the questions are decided upon in

advance of +the interview and are asked in the same order for all res-

pondents: while in an unstandardized interview the interview is free to
ask all the questions or only a few, and change the order and procedure

the interviewer at the time of the interview. T+t is more difficult fo

standardized interview., Different methods must also be used to analyse
the data.
One of the major areas of discussion among social scientists has

been on the use of open end or closed end questions in interviews. The

i fferences bebtween open end an

8 . - . . .
Maccoby, Bel., and Maccoby, M., The Interviews A Tool of Social
Science, "Handbook of Social Psychology ¥ Thide PP. 450=455




something which he must reproduce spontenecusly; while s closed guestion
ssks the respondent to recognize an object. In general, people have more
difficulty in recalling than recognizing objects. This may lead to two

in the second case respondent may have 2o tendency of choosing answers even
though they have very little knowledge or opinions on the subject matter.
In one it is possible to detect ignorance while in the lattex
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promeves gfecLJbe.f COMMUNICatLOon beltween Tthe interviewsry and whne Ln

It is more like a natural conversabion which should produce a closer repl
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scoring: First they were to assess the range of possible responses

to each iten and then score the items according to the following
ways

Hature of response to risk taking Score # Values
Strong interest @ 5
Approval + 4
Undecided, doubtful, neutral 0 3
Cauvtious - o

Strong sversion e 1

BS _'.i;’)

Bach item was assigned the values 5, 4, %, 2, and 1. An individual
ore was the sun of his scoring on &1l the items, with a higher
score indicating a strong predisposition to risk ftaking on invest-

end farm practices, with a correspondingly low score indicating
a strong aversion to riske

nternal consistency was assumed o be accurate by

knowledgesble Jud vho approved the guestions used and scaled the
responses impartially and as consistently as possible. At this stage,

we may point out that some difficulties were encountered in scoring
incomplete responses. In general, however, most items were scorable

ith relative ease and general agreement.

,,1
C 3~

Content analysis™ ™ was employed to evaluate value orientation

Berelson, B., Conbtent Analysis. Handbook of Social Psychology
37 g )
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onditional value orientaticn. It is possible to measure the relative
ntensity of these values, by a careful account of key words and

freguency of references to the subject matter. One of the grestest
disadvantages of this method is that it is time consuming and requires
a complete wecording of all words,

ave many different methods which can be employed in

evaluating and measuring abtbitudes. The basic wequirements, however,

to obtain consistency, reliability, cbjectivity and reproducti-

(SN

Schwar Llex , Valuve Ovientation in Educational and
Ocovgatloﬁal Journal of Rural Sociology. Vol. 24, 1959,
D 246=256,
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TABLE IV
AVERAGE YIELD AND VARTATION IN WHEAT, OATS, BARLEY AND FLAX IN

MANITOBA AND CROP DISTRICTS #9 & 10 FOR THE PERIOD 1921 - 65

Mean Variance Coefficient of
Variation %

Crop o 10 Man. 9 10 Man. 9 10 Han.

Wheat 19.3 | 21.5 18.5! 31.9 | 35.7 | 22.7 |28.7| 27-6 25.6
Barley 24 26.3% 24.50 36.3 | 57.7 | 64.8 [|24.8} 28.4 32.8

Oats 313 | 34.7 %1.41107.7 {134.9 | 79.5 [32.1} 32.8 2804
Flax 8.6 9.1 8.,8] 3.9 5.5 3.6 122.6] 25.5 21.5
BRye 15.4 | 17.9 16.1} 8.6 | 15.3 8.2 119,14} 21.8 17.9

Sources Weather Data for Yield Predictions University of Manitoba.

were very similar as it may be viewed from table 11l. The type of farming
in the area was mostly mixed farming with beef cattle being the predomin-
ant livestock on most farms.

The long run average yield and variation for wheat, oats, barley,
fla,x and rye summarized in table 1V indicated that the average yield and

variance for the ares was higher than the provincial averages.
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Nature and Source of Data

The data was collected from the 87 charter members of the Western
Eanitoba Farm Business Association who organized the association in 1961.
I% wés felt that a more comprehensive study could be given to the problem
of risk by considering only members who could provide a continuous flow
of financial information for the 5 year period (1961 - 1965). For this
reason only 59 members were thoroughly studied and evaluated. Therefore,
the information was treated as a population. (The sample was known to be
not random). Such treatment invalidates any tests of significance that
are based on assumptions of random sampling. Inferences based upon case
studies, though they do not permit generalizations on an entire farm
population, provide us with new information in the search for knowledge.

Insight on farm problems is gained which serves as a guide for
further studies on risk. If uwncertainty is the most restricting factor
in the decision making process, the evaluation and determination of
various attitudes on uncertainty is crucial’to understanding successful
farminge It was believed that a more accurate analysis could be made
on a group which had reliable sources of financial information than a

sample of representative farms with mediocre
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Certain precautions were taken to obtain internal validity
and external validity. Internal validity was obtained by defining
the universe and its content. In defining a universe of behaviour
the questions asked were directed toward its content. 1i.e. risk.
The content of the item must belong in the universe of_rj.ske Each
item (question) was discussed with G.BE. Ackerman and J.P. Hudson to
determine whether these items graded the farmers on risk attitude.
It was concluded that only 12 3‘.temsl:L showed internal validity.
They reflected attitudes to change in unproven practices, or in
economically proven recommendations, attitudes to the use of
borrowed capital and attitudes towards specialization. These were
cdmbined to measure attitudes of each farmer to farm business
risks, Many other questions could have been asked which may have
yielded the same results. However, it was believed that these were
the most pertinent questions at this time period.

An attribute belongs to the universe by virtue‘of its
content. The investigator indicates the content of
interest by the title he chooses for the universe, and
all attributes with that content belong to the vmiverse.
There will, of course, arise borderline cases in
practice where it will be hard to decide whether or not
an item belongs in the universe. The evaluation of the

content thus far remains a matter that may be decided by
consensus of judges or by obher means.l?

11 The questions were those of questionnaire 1965 section 335 10,
11, 12, 13, 14, 15, 16, 17, 18, 19 and 20.

12 syouffer, S.A. op. cit. D. 84
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Precautions were taken to maintain objectivity and validity of
verbal responses. Two agricultural economists, specializing in farm
menagement, were asked to independently scale the items for risk.

(The author had become so familiar with the answers and respondents
that it became difficult not-to be impartial). To avoid bias, reliance
was placed on the knowledge of the two judges for classifying the
answers. Rach item was scored separately. This permitted the judges
to determine the range of answers without being influenced by other
guestions. Furthermore, farmers? responses were staggered and the
items mixed to assure anonymity of the respondents. Words that could
easily reveal identifica‘tion were omitted.

Finally, the scores from each judge were placed on a master
sheet and compared for consistency. On the majority of cases, they
had similar scores. The scores from each judge on each item were
totalled and averaged. The individual's score was the total of the
twelve gverage scores.

To further test the scores, each individual's total score was
compared with his financial record. There were five items used for
measuring behaviour in regards to farm business practicess liguidity-
ssset ratio, percentage summerfallow of improved acres, number of
enterprises, capital purchases versus internal capital produced by the
business, and amount of fertilizer used per seeded acre. The question-
naire was used to measure a type of universe, while a participantﬂs
financial record may reveal a different type of behaviour. In this

study, each were investigated separately and then examined for exbternal
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validity (oorrelation)el3 However, according to Stouffer to inquire
into the accuracy of opinions does not in general make sense.
Perhaps what is referred to by such an inguiry are problems
concerning the sampling of questions and of bias .... Such
problems are the problems of scale and intensity analysis,
and are internal o the universe. They are not problems of
texternal validityf.l4
The measure of accuracy was not attempted; rather it was a measure
of consistency between the cognitive and behaviorial components
which was examined. Individuals with similar scores had more identical
attitudes to risk than farmers with opposing placing. The greater the
difference the greater the dissonance and the more likely the individual
would change to restore the balance. By comparing the two scores we
were thus able to rank the farmer as to his risk gttitudes. Farmers were
stratified in four quarters: Risk Seekers, Willing Risk Takers, Unwilling
Risk Takers and Risk Averters.

Risk seekers were identified as farmers who had a seeking
predisposition to take risk in farm investment and farming practices.
Willing risk takers had less favorable predisposition to risk. Un=
willing risk takers were cautious. Risk averters were labelled as
having extremely uwnfavorable predisposition to assume risk.

Content analysis was used to determine farmers' value

15

orientations toward level of living. There were five gquestions

13 External velidity is related to the problem of prediction which is
determined imperically. One method is to see how well one universe
correlated with another.

14 Stouffer op. cit. p. 59.

15 These questions were 1, 4 and 5 of section 2 and 7 of section 3
and any other answer that appeared to reflect value orientation
as may be found in Appendix A.
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and be security-minded.
It was hgpothesiied as a working hypothesis that orientations
toward profit and luxury were positively correlated to rapid financial

business progress; while security and leisure orientations were negatively

correlated to rapid financial business progress.

Finally, another method was employed to determine farmers?®
income aspiration. Two questions were asked - first as to whether
their present level of income was satisfactory, a bit low, or con=
siderably lower than desired and a second projective question where
they were asked to compare their income to that of their neighbours
and comment on this income. By combining these two guestions and
their net farm income in 1961-62 and 1965 farmers were classified
according to their income aspiration in four groups: ambitious,
desirable, mediocre and satisfactory. Ambitious described farmers
with exceedingly high desires for superior income, desirable with
high income aspiration, mediocre with moderate aspiration, while
satisfactory represented farmers with almost complacent desires
regarding incone.

Pinally, by the use of statistical tests in was posgsible to
test the general hypothesis that attitudes of younger farmers toward
level of inccme, risk and level of living were different from those
of older farmers.

Analysis of Insurance Schemes

There are three methods which may be employed for protecting
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adequacy to protect the farm business against different categories
of static risk. Minally, findings and interpretation on insurance

mey be examined in different ways. The
t0 basically three methodss 1
analy

ion

I3

cross tabular snalysis,

{rank correlation, and

t and dependent)
statistical tests were limited

gualitative

rsis techniques and coefficient of contingency and correlation

was gualitative, cross

coefficient

e methods

Tepulation is one of the most elementary methods of analyzing
relationships. It involves classification of data into groups accord-
ing to one factor and the calculation of averages of a second factor
for these groups. By this method relationships between risk attitudes
and other wvariables (or any other independent and dependent variables

matter) were discussed and

the obser

vations according to the independent (or

it is possible to observe the
uge of one-way tabuler

analysis, the relationship between one independent and one dependent
1-7 — - A o o A J PR R EY )
Pesrson, Feh., and Bennett, K.Ro., Stabtistical iMethods. Iew York.
Jonn Wiley and Sons Inc, 1942,
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419,283, I%

main sources

relatively young, end had a wminimum of 5 years of farming experience.

They were interested in finsncisl record keeping and account: and
£3 Py O
anglyels and w vractices.

rmers wele

Another

asked to give information, other than financisl, which was used with
their financisl records. Additional essen

been gathered dvring the five yeaxe.

Parm Operators

Farmers were primarily sole proprietors. There were Lour
vartnerships, two of which were father and son and two of which wexe
brother agreements. Three of the agreements were still in affect in

N
L

1965, One of the brother partnerships had disbanded, bu

i

the farm was still in operabtion, a2t the time of the survey it was

included.
Tn 1961 most farm operators owned at least part of their farm
land, except 6 out of 59. These six Larmers rented all their farm

g e
1

land bhecause they had either just started farming, limited capital,

&)

jon

or preferred to follow this farming practice. Nevertheless, at the
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TABLE X
TN RN 19 ST AT T T GAT AT 3 0OA
DEFPENDENTS PER PARY TIW 1961 ATD 1965
. AN £~ T ot o o
Number GL 1965 1961 Percentage
dependents Change
Wumber Percentage Wumber Percentage
of of farms of of farms
farms
0 > 8. 47 8 13.56 =385
L 3 5.08 3 5,08 0
2 8 13.56 5 8. 47 60,0
i 13 22@05 19‘ 52»2 ""3:‘_058
4 14 23,75 13 22.03 7.69
5 10 16.95 7 11,8 42,86
5 A 6.78 4 6.78 0
1 2 3439 0 0 ~100,00
Total 59 10G.00 5% 100,00
Fhﬁree 504—2 jeO?
The total number of dependents per farm increased from 3.07 to
3,42 in 1961 and 1965 xrespectively. The average family consisted of
2 wife, husband, and 2 children. There were, however, thirteen and
seven bachelors at the beginning and end of the study pericd respectively.
Of the latter group, five and two wewe living and supporting their
parents in the respective years.
18 .
Dependents - are defined as people financially dependent on the
farmer.. A was considered as one dependent.
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48% increase

over a 5 year period. As expected, smaller farmers had a larger

percentage of their investment in buildings than the larger ones.
Group I and IIT had the largest change in investment. The largest
investments were in land and machin

68% in 1961 and 1965 respectively.

. ok . o, - » o ., a J
Prom 36 o 50% at current values or from 36 to 41% when adjusted

slues. Though machinery and equipment should be annually revalu-

¢

ated to arrive at s fair market value, it was not practical to

follow this method which may accovnt for the drop in pexcentage

nvestment

ot
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- 2 3 ~ . R
Farmers had proporiionately

in machinery and equipment regardless of size. They had, however

&
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transfer the risk. Only when a farmer has sufficient homogeneous
assets and a large enough sample to calculate or determine g

priori the probability with relative certainty does probability
become an important criterion. When this reliability exists it per-
mits him to pool his resources and plan for his own insurance
program.

A farmer would be wise to transfer a risk whenever the
destruction of the asset may cause bankruptcy or prevent him from
continuing in the businesse Even when the fubure appears profitabls,
it becomes irrelevent if a farmer cammot survive the first few years.

An illustration may help clarify the above situation.

Two farmers A and B farming the same size farm, with hogs as a
second enterprise, ask whether they should buy fire insurance on hogs
and buildings.

Since neither one of the farmers can calculate the probability
of one hog barn burning, they cannot set up their own insurance
program through accumulating savings. The difference lies in the
financial situation of each farmer.

Farmer A is a young farmer, carrying a large mortgage on his
farm. He has just started farming and has a fairly young family. On
the other hand, farmer B is a well established farmer, with very few
debts, with one dependent child. For farmer A the loss of his pigs
and his hog barn through fire may be sufficient to bankrupt him or
even prevent him from rebuilding. It becomes essential for him to

transfer all potential fire losses t0 a second party. Though he may
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average of $2064.76 total protection per farm. Iost farmers

(45) had only insured their wheat, with 14 out of 45 carrying only
75% dollar coverage. Seeded wheat acreage insured under this plan
amounted %o 69.12% of total wheat acreage, with very few other
crops insured. Smaller farms had proportionately more all-risk

crop insurance than the larger ones ' as may be viewed from table
XVI. The same criteria as in Owen's thesis "“An Economic Valuation
of Crop Insurance As a Form of Crop Income Protection“l were used

to determine adequacy of coverage. Owen argued that all-risk crop
insurance coverage should be sufficiently high to cover current crop
expenses. Crop expenses included seed, fertilizer, sprays, insurance,
fuel, custom work, repairs, property btaxes, hired labor, cash rent
and interest on borrowed capital. These were considered as out of
pocket expenses associated with a crop enterprise. He deducted

that this level of coverage would provide sufficient security to
survive a year of disaster and meet expenses accruing to crop
production.

Under these criteria, three farmers had sufficient all-risk
crop insurance to cover current crop expenses; while 30% had
sufficient levels to cover 50% of their expenses.

Using informal insurance, namely off-farm investmen‘c2
45.8% had adequate insurance t0 cover crop expenses in case of

a total crop failure. With off-farm investment, off-farm income

1 Owen, B.E., An B conomic Valuabtion of Crop Insurance as a Farm of

Crop Income Protection. Unpublished Master's Thesis, Department
of Agricultural Beconomics, University of Manitoba, 1966.

2 Off=farm investment includes real-estate investments, government
bonds, Credit Union shares, annuities, stocks or assets that can
be readily converted into cash.
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and formal insurance 29 farmers (49%) had sufficient security to meet
current crop expenses in case of crop failure. Yet there were still
51% of the farmers with insufficient insurance. P.F.A.A. protection
was not considered as an adeguate plan as its level of indemnity was
considerably lower than that of all-risk crop insurance.

Thus, it may be concluded that more than 50% of the farmers had
insufficient protection coverage to meet out of pocket expenses in case
of a crop failure.

While meny farmers did not consider all-risk crop insurance
as important, they viewed hail insurance as an integral part of
farming. Sixty-eight percent of the farmers expressed favorable
atbitudes toward hail insurance. Of the latter 80% emphasized the
need for hail insurance as an essential part of farm practices.

They expressed the need for hail insurance as protection against
high operating costs and high debts. Ten percent felt that they
could carry their own plan due to their low hail experiences and
present financial situations. In contrast, 6.8% indicated that
they did not want hail insurance mainly because they could not
afford the cost of hail insurance. The majority of farmers pre-
ferred hail insurance t0 all-risk crop insurance primarily because
they would receive indemnity if they were hailed out regardless of
potential yieldss while all-risk crop insurance paid the difference
between meximum coverage and harvested crop yields. As one farmer
expressed it "hail insurance protects the top portion of the crop

while all-risk crop insurance protects the bottom portion, which is
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illogical®. They strongly felt that they should receive some
indemnity from an insurance program whenever they experienced
damages.

Farmers, on the average, had spent $63.42 and $170.97 for
$1,004 and $2,847 hail insurance protection in 1961 and 1966 res-
pectively. It was impossible in 1961 to establish which crops
were insured except to point out that 44.0T% of the farmers carried
hail insurance for a total of 38.56% of the total seeded acreage.
In 1966, 61.02% had hail insurance, with 52.9% of the seeded
acreages insured for amounts varying from $10 to $20 per acre.

Though farmers had increased their expenditures on hail
insurance, there were still many farms (38.98%) without hail insur=
ance, and 5.08% carrying neither heil nor all-risk crop insurance.
It was very difficult to conclude that farmers were underprotected
in regards to hail especially in 1966. Yet, by using the crop
expense criterion, 87% had inadequate hail insurance to cover total
crop expenses in that one year.

Thus, it may be concluded that the mgjority of farmers
carried insufficient hail or crop insurance 1o cover crop expenses
and stabilize income, in the event of a crop failure.

Fire & Extended Coverage Insurance

Building and Household Contents

The criteria used by fire insurance oompanies3 for establishing

5 The information was obtained from interviews conducted with
ingurance agents and insurance underwriters.
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insurance and second formal insurance plus off-farm investment, for
year 1965, 9% of the farmers had adequate formsl insurance and 45%
had adequate formal and informal insurance to cover fire losses.
None of the farmers carried insurance on other risks such as
on wind, suffocation and extended coverages.
Thus it may be concluded that farmers did not carry adequate

livestock insurance against most hazards.

Grain and Feed

Grain and feed fire insurance was carried by 28 out of a
potential 59 farmers, with less than 25% of the grain and feed
assessment4 insured, Accurate statistics were not available for
determining storage place, and quantity insured in relatively close
quarters when exposed to fire. Twelve percent of the farmers had
adequate formal insurance and 32% had adequate formal and informal
insurance in both periods to cover complete loss through fire.

This was evident as 40% percent carried some fire insurance on grain
and feed. Though many would not have been bankrupted if fire
occurred, they would certainly have experienced serious set=backs

in their financial progress. In many instances granaries and hay
stacks were stored closely, increasing the hazard and size of loss.

Thus, grain and feed were inadequately insured against fire losses.

4 Inventory values were taken on December 3lst, which was assumed %o
be an average inventory for the year, with the peaks at harvest
and the lows in July.
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loss of Ownership Through an Adverge Judgement of Law

The risk of loss of ownership through an adverse judgement
of law was determined mainly by the potential size of loss. Adverse
judgement of law wusvally results from negligence, carelessness or
other causes which are unforeseeable but highly destructive when they
cccur. Under these circumstances, farmers without liability insurance
from any potential liable suits were considered inadequately protected.

A%t the outset, it may be appropriate fo outline the two basic
assumptions required for the above general statement. It must be
agreed that the loss ﬁhrbugh an adverse judgement of law is an un=
certainty on each farm. In other words, individval farmers are not
immune from this hazard. Farmers may through their negligence or
carelessness incur large losses to other people which may make them
liable. Secondly, while in aggregate the risk is small, The magni-
tude of the loss if it occurs can be extremely costly and even

digastrous to the family and the farm.

Automobile Liability Insurance
Every motor vehicle owner was required by law to carxry

auntomobile liability insurance or pay a penalty of @25&0@5 All

> Penalty, in the sense that if a person had automotive insurance,
he was not required to pay $25.00 at the time of registration.
The purpose of this fund was to protect other people incidently
injured, or whose property was damsged from uninsured owners or
drivers of automobiles.
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L
Change

$  7.28
5. 2055

$6,752.00
T4+ 97%

$  25.82
23, 28%

$8,083%,00
116.14%

3

12

11
Change

3%

S I_J
(6]

9
0. 497

o]

i

NN N
9]

X,

$10,556.00
159. 40%

$ 15.24
11.56%

$10,531.00
180.09%

2
18
2
=6

Iv
Change

$ «218.07

""50@ 56%;
$18,000.00
130.95%

$ =218.07
=30, 56%

$185 333,00
130.95%

0

2

~142-

Total
Change

§  ~1.59

“"‘O @ 86‘,/;

$9,756.00
109.5%%

$  10.67
6.93%

$10233,00
135.34%

8

46



TABLE yxvT

SUMMARY AND COMPARISON OF LIFE INSURANCE IN 1961 AND 1965

Iv Total I 1T i1t v
(1961) (1961) (1965) (1965) (1965) (1965) %552%\
)
"""""" $ 713.56  § 184.12 $  147.11 $  172.53 $  184.64 $  495.49 (
$ 182.53
$14,000.00 $8,904.00 $15,760.00 $17,178.00 $22,705.00 $32,000.00 .
$18662.00
$ 11356 ¢ 153.73  $  136.72 § 147.05 § 162.00 $  495.49 . i
""" $ 164,39
$14,000.00 $7:561.00 $15,043.00 $16,353.00 $21,321.00 $32,33%.00 .
$17794.00
0 23 6 5 A ¢
15
0 17 19 20 22 2
63
5 32 13 9 & 7
57
O 11 1 10 0
47 7 58
2 39 11 14 3 2
35
0 0 0 0 1 O ]
0 10 0 4 3 0
7
0 16 7 1 2 0
10
0 6 3 3 0 o



Group A 1 1T 11T 1
»»»»» Year or change (1961) (1961 (1961) (¢
Average premium $ 139.83 $ 156.15 § 180,85 ¢ .
(operator and other) '
Average insurance coOverage $9,008.00 $6,622.00  $11;421.00 gy,
(operator and other) M
""" Average premium $ 110.90 3 131.81 & 130,80 ¢
(operator) "
Average insurance coverage $6,960,00 $5,822,00 § 9,987.00 %145
(operator) e
No. of farmers with insurance on others 9 7 7
Wo. of term insurance (0p.) 7 2 &
No. of ordinary life insurance {op.) 11 7 9
No. of limited pay life insurance (op.) 14 23 10
No. of endowment life insurance (op.) 11 19 7
No. of %term insurance (other) 0 0 0
No. of ordinary life insurance (other) 2 5 3
Wo. of limited pay life insurance (other) 7 5 4

]
N
[N

No. of endowment life insurance (other)
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thinking on the role of insurance in their business and family.
They had increased their own insurance policies by 38, while at

the same time decreasing by eight the number of insurance policies
from 32 to 24 on their dependents. The total number of term insur-
ance policies as a percentage of total insurance policies had
increased from 12.6% to %6.5%, with all farmers carrying some life
insurance in 1965. This was evident as their total premium on
life insurance had decreased by 0.86% with a marked increase of
109.59% in additional life insurance coverage.

It may be argved that this was not the most appropriate
method for calculating insurance protection and that cash-
surrender values should have been included as part of their total
insurance protection. However, since the main objective was in
evaluating and measuring adequate protection in case of disability
(permenent and temporary) and premature death of the farmer and
other key persons responsible for the welfare of the family and the
firm, it was not relevant. Furthermore as security for loams in
case of emergency, the cash values of most insurance policies were
extremely small and quite insignificant in terms of helping finance
a modern farm business.

The purpose of life insurance in any business is to cover

against premature death of persons directly involved in the success

=144~

of the business. Accordingly insurance coverage should be sufficient

to fullfill two goalss (1) to replace the operator and his key

personnel in case of imminent death unbil adjustments have been
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wntil the estate had been settled. It could significantly have been
higher if it had been considered as a true emergency fund used only
for illnesses or other misfortunes.

These were totaled to arrive at the amount of liguidity
required at death or shortly after. On the same form, liquid assets
were calculated using present life insurance (face value only), off-
farm investments, and borrowing ability of widow. Borrowing sbility
was assumed as an amount totaling up to 25% of total assets. This
gave us a subtotal which would provide necessary liquidity without
sélling out of livestock, grain and feed. However, total liguid
assets may be obtained by selling livestock and grain and feed,
which are fairly liquid assets.

The second form was used to assess critical income commitments.
Housing funds were assumed at $13,000 and $15,000 in 1961 and 1965
respectively and long term debis as mortgage payments on farm.

Present lump sum required for family until children were mature was
calculated using table XLI in Appendix C at 3% interest. The

procedure was to determine the number of years monthly income was
regquired and multiply that amount by desired level of monthly income
divided by 100. It was assumed that the desired monthly income, during
the critical income period, was the present cash living expenditure.
For example let us assume that the present level of living is $400 per

menth and that this income is to be maintained for 15 years.

400 x 14,557.™" = 458,225,
100

11 Value taken from table XLI earning interest at 3% per year.
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The present lump sum required was $58,228.

In the event of a pension plan, monthly income derived from
the pension must be subtracted from the desired level of income.

Total assets were calculated from total farm assets; plus
life insurance and off farm investment.

The difference between Total D and C determined adequate
insurance income.

Step IV was calculated in the same manner as for critical
income except that the value was discounted for the interest
earned in the interim.

For example assuming that present income was required for
15 years at $200. a month 15 years from now. Then
200 x (14,557) = $29,114. The amount would bebdiscounted at

100
present 3% using table LII in Appendix

(@]

29,114 = .597 = $18,381

il

Present value of lump sum required for widow until she reaches
age 65 was $18,381.

The final step was to determine retirement income at $100.
per month. Similar procedure was used to evaluate adeguacy.
By this method, it was found that there was a significant change
from 1961 to 1965. While in 1961, it may be concluded farmers
carried inadequate insurance, they carried sufficient amounts in
1965. In 1965, it was found that 64% of the farmers had adequate

life insurance plus off~farm investment to fulfill liguidity needs.
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However, 963/3 had adequate liquid assebts to meet liguidity

commitments at death or shortly after. Forty-seven percent of

the farmers had adequate resources to maintain present standard

of living during the critical income period, while 17% had

adequate securities for retirement income, with an additional

10% being bachelors, having no responsibilities. Approximately

69% of the ina.d.eq_ua‘te]& protected were from farm families with
operators of less than 40 years of age. This was further evident
when 84% of the operators less than 40 years of age were inadequately
protected to fulfill their responsibilities.

Assuming that the wife had special training and would work
after her husband's death, an additional 10 farmers had sufficient
insurance protection. This increased the total of adeguabely
protected farmers to 63% (or as high as 73% including bachelors).
Thus, it may be concluded that most farmers had adequate life insur-
ance protection against premature death, especially when the house-
wife had special training.

Accident Disability and Sickmess Insurance

In general farmers showed considerable dissatisfaction for
accident and sickness insurance plan, with 37% emphatically
refusing to carry any, with 19% being unsure and guestionning the
plans, and with an additional 17% arguing that it was necessary bub
i‘inding the claims oo difficult %o collect and with too many

vestrictions. There were 19% who felt that they had to carry some.
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as a method for spreading the work load or to stabilize income, to
some to wbilize low quality feed, and to serve as security in case
of drought, hail, crop failure and for borrowing purposes. Farmers
who refused to recognize diversification as a method for protecting
against risk, gave these reasons: that there was no relationship
between diversification and stability of income, that it was a habit
(misconception) rather than a sound management principle, and that
it increased risk by spreading management boo thinly. For them it
wag too difficult to keep wp to date on new innovations and tech-
nological breakthroughs. They believed that today's farming forced
them t0 specialize, to take advanbage of economies of scale.

Diversgification was found to stabilize income and reduce the
coefficient of variation of net farm income over five years. TYet,
while farm enterprise diversificabtion had some stabilizing effect on
net farm income, it was negstively correlated with the number of
enterprises. It may be inbterpreted that as additional farm diversi-
ficabion stabilizes income, net farm income decreases with additional
farm enterprises.

Off Farm Investment

Off farm investment may also be considered as a form of
diversification, and as a source of liguidity. From table XXIX, it was
possible to evaluvate the amount of off farm investment on each farm.

It was beyond the scope of the data to establish the reliability and
interest return from off farm investment. For this reason it was

impossible to establish whether farmers had sufficient off-farm



Lor

ey

ne

el

EAGRVES I

i

é\\ S

Yesar
G

2

D T PO TNE

]

H

H

Qo073
P

5

o v
P

N O

GO 7~ LN~
aF ON e
P ee? BN\

Cd
[@eNe}
LN S

O ey

i
i
H
i
1
(&)
[N H
[«o}
1 §
\O
f
H
. 1
<
[t H
:‘\:‘i £
d
4 ;
H
H
H
H
[@PRZ e
O i H
O S
1 ¢
:
H
H
£ [t
H O
e
.
§
H
[E4aY

ONer~ OV
[QV RN~
[N p—a
-l :

i

D O O O g
QU P NG
L H
i
t
t

© H
o @
” ey §
]
i
] H

¢
¢t

Bl

=5

Tobal
Do
.

-
i

LS
[QU AN

O~

I

o
YRS RIS
W N S

e~ O

Y NS
- et B
OJ e NN

i
!

o] I

L mN\D

O -0 O

[S NN
RPN -

(] e
O o s
CN DY MOV
O od e
O S St

)] (]

O O~
N = O
[N NN

£
i

=




=164=

Nt

i
¢

S

T O

D O
[QR -

MY QO

QO
C

i
H

DN

ooy

~J

N
D LN
—

o

i

S N e S

o

L

H
H

™

G

C

[QUReF RN
PN Se? ponnd S

C IO

O

O

P R

P
L

o H
NN O S

Ie)
O

o

oo

O

w0
LV o S

ol o

H
H
H

<

RN YN N

o
[l

!

O
QO N O

ot

e
@]

s

7/
[RU N
o
A,M"m,\.w
L5E65

H
i
3

EaceXaly

S




=165=

investment to help stabilize net income. Farmers had on the
average $4,295. and $2,261 of off farm investment in 1965 and 1961
respectively with an 8%% increase over five years. This off farm
investment was readily convertible into cash which could be used in
emergencies. By itself off farm investment has very little signi-
ficance, but must be considered in combination with crops, fire and
insurance schemes.

Qff=farm Income

Qff farm incomel2 was fairly important as a source of income.
On the average 18% of the total net income was received from off-
farm sources, with one farmer receiving as much as 60% of his
income from this source over the five year period.cl3 It was not
possible to indicate the source and reliability of this income nor
which member of the family earned it. Nevertheless, off=farm income
constituted an important source of revenue and helped farmers to
increase their net income as may be viewed from table XLIX in

appendix C.

12 Non farm income consisted of all types of off farm income from

family allowance, custom work, part time jobs, off=farm family
income by children or wife, real estate income and interest from
bonds, stocks etc.
13 Net farnm income and off=farm income were compared rather than
gross farm income because of the method of calculating off-
farm income. In practice most expenses relating to off=farm
income are included in farm expenses. It becomes more sig-
nificant to compare net farm income with off-farm income.
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Summary of Results on Insurance Schemes

We are in a position to summarize the results on the first
three hypotheses. In hypothesis one, it was stated that farmers are
underprotected in regards to every risk. Daba presented supports
this main hypothesis:

While the majority of farmers had sufficient fire insurance
0o cover losses of buildings, machinery and equipment and household
content resulting from fire; very few had adequate fire insurance
on grain feed and livestock. A minority carried extended coverage
insurance on buildings and livesbock. In aggregate the probability
of this risk is small, which makes it a rather inexpensive insurance
when taken with a standard fire imsurance policy. Farmers could
have purchased this type of insurance plan with vexry little extra
cost. Farmers carried inadequate formal and informal insurance %o
cover crop expenses in the event of a crop failure.

Farm families had adequate life insurance to cover liquidity
needs in both periods. In 1965, 53% % had sufficient resources to
fulfill the family's financial commitments during the critical
periode’ Considerable changes occurred during the 5 years, bub
5till not sufficient to fulfill these needs in the event of

premature death.

14 Compared to 21% in 1961.
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Few of the farmers had adequate reserves to replace the
loss of income arising from permanent or temporary disability.

In all cases, except two, they carried a compensation insurance
plan (for a loss of a limb, life) at low coverage. The majority
had adequate hospitalization and medical insurance to cover
medical expenses.

Farmers had inadequate general, exmployer's and product
liability insurance, with most carrying no formal insurance. In
general, they had confidence and trust in their neighbours and felt
that this risk was extremely small, even impossible.

Thus, it may be concluded that the evidence supports this
hypothesis,

The second hypothesis, that farmers' assessment of risks is
more precise in areas of tangible assets and risks than of the less
obvious, was generally supported. It was shown that farmers had
sufficient fire insurance on buildings, machinery and equipment,
household conﬁten’cs9 but Lacked insurance on crops, feed and grains
and livestock. Yet it was shown that they had inadequate insurance
and general liability, premature death of a key person, accident
and sickness disability, and medical costs in 1961.

Thus, it may be concluded that farmers® assessment of risks
is more precise in areas of tangible assets and risks than of the

less obvious.



=168=

i

I
c
&)
v

>

o
g

asked to

were

LI

made i

oee

[0}
O

Tran

113

3
O

eque

T

m

A
AV}
6

o
18rmsSe.

o
oL

bax

E

t
el

ounexr

!
2acn

new

E

verybody

~T
2

ere

wh

ood wh

]

g




~169=

o1

s

H

-4
G

ers

m

TEL

EY

<
b

e

14

covera

¢

v

o AT
[SRGHA

U

d

esziive I

o N R

[ S
nuTen

>

£




=170=
more accurate stvtatistical tests.

Relagtionship of Ase to Attitudes

The first main hypothesis was tested.

Working Hypothesis I

“That an association between risk attitudes and age exisbts.®
TABLE XXX

ASSOCIATION OF AGE TO RISK ATTITUDES

Sub-Classes Classes Age

Aggressive Risk Taker Risk Seeckers 33.3
i i u Willing Risk Takers 33.6
{autious Risk Taker Unwilling Risk Takers 41.0
# " # Risk Averters 40.5

According to the above table XXX, younger farmers were more
aggressive risk takers than older ones. There were no gradual in-
creases, rather it was a clear cut difference between two groups -
aggressive risk takers and cautious risk takers.

By the use of Spearman rank test a correlation of = .45

significant at .005,%”

was found. This lends strong support to
the hypothesis that younger farmers had more aggressive risk
taking attitudes than older ones.

Woxrking Hypothesis II

That age and income aspirations are correlated.
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SUCCeSS.
Farmers were stratified in two groups as to whether they were
leisure oriented or non leisure oriented. By X? and contingency co-

efficient, it was shown that no association existed between the two

variables.

TABLE XLIT

ASSOCTATION OF NET FARM INCOME TO LEISURE ORIENTED VALUES

Oriented ’

Values . $5,000. & over less than $5,000. Total
Leisure 14 10 24
Non=leisure 18 17 35
Total 32 27 59

Thus it may be concluded that leisure orientation was negatively
correlated to financial progress.

Trom the above statistical tests, it may be concluded that luxuxy
and profit orientations, were correlated with higher net income, while
security and leisure orientations were of lesser significance; being
Qverruled by profit and luxury orientations, whenever they occurred in
combination.

The next procedure was to test the relationship between value
orientations and margin for growth, and value orientations and gains

from farming. By cross tabular anslysis, it was evident that no
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TABLE XLIV
ASSOCIATION OF GAINS FROM FARMING TO VALUE ORIENTATIONS

CLASSIFIED BY TOTAL FARM INVESTMENT

QOriented Values Group 1  Group 1l Group 111 & 1V
$ $ $

More profit 14128 35974 59855

Profit and Material

comfort 15389 31890 35319

Material comfort 14299 18568 32105

From table XLIV profited orientation was positively correlated
0 gains from farming. Group 1 showed no correlation. However, when
two farmers, one in more profit cabegoxy and another material comfort
were excluded from this group, a positive correlation did exist.

Thus, it may be concluded that profit orientation was a stimulus
t0 higher net farm income, and gains from farming, but not

necessarily to higher margin for growith.
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methods are used to reduce the loss. Both schemes either alone or
in combination are used to reduce losses or increase security.

The main objective of the study was to debtermine the need
for appropriate risk management schemes with the ultimate agim of
indicating that proper risk menagement accompanied with proper
risk attitudes in farm practices were necessary for higher financial
‘success. In addition, an investigation on farmers' opinion and
reactions to formal insurance was made.

In consideration of these objectives and problematic
gituations five hypotheses were advanced and tested. To facilitate
analysis risk was classified in two main cabegoriess dynamic and
static. Stabic risks were the only risks tested for adegquate
protection. Stabic risk occurs either in a progressive or retrogressive
econony Which results only in losses; while dynamic risks were
usually interpreted as changes which may either result in higher
profits or unexpected losses.

The first hypothesis stated that farmers are underprotected
against'every risk. The hypothesis was supported from evidence
obtained in the survey. Crops, livestock, feed and grain were
inadequately insuvred. Buildings, machinery equipment and household
contents were adequately insured from fire and associated causes.
As a group, farmers had most assets adequately insured against
fire., However, assets lacked insurance protection against other
sources of riske.

While farmers had inadequate insurance against major
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Statistical evidence confirmed that risk taking attitudes,
high income level aspirations and more profit oriented values were
associated with extremely rapid financial success whether measured in
net farm income, margin for growth or gains from farming. A positive
correlation existed between net farm income and attitudes to risk,
income and valvue orientation. Stabistical tests failed to show
whether a strong correlation existed between these attributes and
margin for growth and gains from farming. Thus, it may be concluded
that there was some evidence to support the hypothesis that these
attributes were necessary for extremely rapid financial progress but
that the evidence failed to demonstrate that low risk taking attitudes,
low income desires, and security and leisure value orientations were
strong restrictions to financial success.

The prime objective of the study that of establishing the
need for appropriate insurance schemes with the ultimate aim of
indicating that proper risk management accompanied with proper risk
attitudes and values were associatéd with higher financial suvccess was
achieved. The need for more appropriate risk management was evident
from the lack of knwoledge on insurance plans and the inadequacy of
insurance protection carried by farmers. The data showed that higher
rigk taking attitudes was closely associated with higher net farm
income and total farm capital investment. ILarger farms had higher
risk taking attitudes and consequently did not discount as greatly as
smaller ones. It was impossible to determine whether they had reached

rapid financial success because of higher risk taking attitudes or
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4) Further research could be conducted in developing and improving
attitude scales on humen attribubtes which are responsible for the
success of the farm. The ability of a farmer to make sound management
decisions may be as dependent upon "how he sees himself" as upon the
opportunities for productive use of his resources. A dependent type of
person is likely to seek direction and reassurance from others in place
of innovative and perhaps more profitable pioneering action. Here, then,
is a need for cooperabtion among several disciplines = sociology, psychology
and economics. Emperical testing of these attitude scales should be
carried out to determine their predictive significance in the financial
success of the farm.

5) At the present stage of development, there is a further need
for pilot and extensive sample studies in research concerning risk, values
and income aspiratbtions.

Potential extension uses for the findings of this study include
any or all of the followings

1) A summary and classification of farm business risks.

2) Descriptive information on formal insurance schemes. (This
information will have 0 be reviewed periodically in order that it may
serve as a conbtinuing source of reference).

3) As farming becomes more specialized and more dependent on

borrowed capital for rapid financial success, credit agencies ave challenged
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to lend on management ability rather than on collateral. TUse of an
attitude scale on values, risk-taking and business skills could sub-
stantiate the farmer's credit-worthiness.

4) An optimum insurance (formal and informal) for each class of
farm business risk could be required by the farm credit agency.

5) Extension personmel will require research studies on farmers?®
attitudes toward particular technological imnovations, methods and
practices in order %o develop effective communication on their appropriate
use. For this study, summerfallow and cow=calf enterprises illustrated
this need. Scientific application of the theory of dissonance could
well modify existing attitudes and condition farm managers for planned
changes in their business, e.g. for the gradual reduction of summerfallow
am,d. the objective review of the role of the beef cattle enterprise in the

farm business.
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APPENDIX A

Questionnaire 1961

University of Manitoba

Department of Agricultural Economics and Farm Management
TLife Insurance and Off-Farm Investments Questionmaire

Section I
1. What do you own in the way of life insurance?

Identify each policy 1 2 3 4 5 6 7

Company

Coverage

Kind

Annual premium
Special provisions
On whose life

Date written

2. How did you come to acquire these?- - - = = = = = = = = = = = = = =~ =
%, What or who in particular influenced FOUuT= = = = = = = m e o —e =

4. (If applicable) Have you ever used your life insurance as security
for a 1oan?— = = = = = m = m = e s = e e e e e = s s = e

Purpose of loan= - = = = = = = = = = & = o = = - m o s S

5. Have you ever dropped a life insurance policy?- - = = = = = = = - = =~

6. That other kinds of insurance do you carry? Company = coverage = etc.
Kind
Budldings

House Contents
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Auto
Truck
Tractor
Machinery
Livestock
Stored crop
Hail
Liagbility
Nedical
Hospitalization
7. What is your thinking (philosophy) about insurance?=
——= ghout life insurance in particular? |

8. Have you always fel® this way?

Section 11
1. Let's list your off=farm investments (ie. those not part of your

farming operation)

Items ~ Amount  Description Date Present Present
Acquired Value Earnings

Farm land rented oub
Non=farm real estatbe
Agreements for sale
Mortgages

Co=0p Shares
including U.G.Ge

Person loans

Credit Union
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Bonds = Federal
Provincial
Local gov't
Industrial
Co=0p.

Debentures

Private business
Preferred Shares
Savings & Loans
Investors Syndicate
Trust Co. certificates
Mutual funds

Closed end trusts

Comnmon Shares

2. How did you come to acquire these?
3., What or who in particular influenced you?
4. Have you ever used any of the above as security for a loan?

~~—=Which ones

--~-Purpose of loan

5. If you unexpectedly inherited $10,000. how would you use the money?
If you unexpectedly inherited $2,000. how would you use the money?
6. If your long run farm business earnings were to increase by $2,000.

and continue that high year after year, how would you use the money?

Section 111

Now we have some general questions dealing with farming risks, price
changes, level of living and retirement plans.

1. What do you consider to be the more serious risks in your farming

business?



Zo

Wnat is the best way to deal with these risks?
Have changes in the prices of farm products affected your farm
operation very much?
Have changes in priées of things you buy affected your farm
operation very much?
Waich prices? |
Has anything'else affected your level of living? e.g. illlness,
educating children. |
What is your ambition as far as level of living is concerned?
Would you say your present income is Satisfactory

A bit low

Considerably lower
than you would like it

How does your income compare with your neighbours?
Have you done any thinking about retirement?

What do you think is important in your retirement plan?

=208=



=209=

QUESTIONNATRE 1966

University of Manitoba
Department of Agricultural Economics & Farm Managementb

Farm Business Risks

Section 1

16

What do you own in the way of life insurance?

Tdentify each policy

Cempany

Kind

Annual Premium

Special Provisions

On whose life

Date written

Date cashed

Cash value

How did you come to acquire these?

Have you ever used your life insufance as security for a loan?
Purpose of loan |
Iife insurance policies are usually bought for two purposes:
Protection and savings

a) When you originally purchased these policies, were you buying
primarily protection or primarily savings?

b) If you were buying life insurance %today which feature would
you be interested in? Why?

Have you ever dropped a life insurance policy?
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6. What other kinds of insurance do you carry?

Cose Coverage Kind Annual Premium
Auto
Trucks
Buildings

House contents

Tractors

Machinery

Combine

Livestock

Stored crop

Hail

Crop insurance

Liability

Accident disability

Medical (MMS) others

Hospitalization (beyond MHS)

7. What is your philosophy (thinking) about insurance in general?
About insurance in particular? |
About fire insurance?

About crop insuranoe?

About hall crop insufanoe?
about liability insurance?
About medical insurance? |
About livestock insuranée?

8. Have you changed your thinking aboub insurance?
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Section 11

1. Let us list your off-farm investments (ie. those not part of your
farm operation; wife!s investments included)

TTEMS Amount Description Date Present Present
Acguired Value Earnings

a) Farm land rented out
b) Non-farm real estate
c) Agreements for sale

d) Mortgages

e) Co-op shares including UGG
or other co-operative

f) Credit Union shares

g) Bond = Federal
Provincial
Local gov'te.
Industrial
Co=0p.

h) Debentures

i) Private business

j) Preferred shares

k) Contract plans

e.g. W.S5. + L

1} Trust Co. Certificates

m) Mutual funds

n) Closed end trusts

o) Common Shares

p) Other (specify)
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How did you come to acquire these (ay bs ¢, etc.) off=farm investment?
Have you ever used any of the above as security for a loan?
Which ones?

Purposes of loan

I'm going to give you a chance to do some dreaming!

If you unexpectedly inherited $1C,000. how would you use the
money?

It yoﬁr long-run farm business earnings were to increase by
$2,000. over what they now are, and étayed that high year after

year, how would you use the money?

Section 111

Now

I have some general questions dealing with farming risks, price

changes, level of living and retirement plans.

10

2.

3e

5o

What do you consider to be the most serious risks in your farming
business? Explain.

What is ghe best way to deal with these risks?

(Depends on’how he answers previous question)-

How often ﬂéﬁe you ever experienced (ie. poor health, crop failure)
Have changes in prices of things you sell in the last five years
affected your farm cperation very much? Which prices?

Have changes in prices of things you.bﬁy in the last 5 years affected
your operation very much? Which prices?

Has anything else affected your level of living e.g. illness,

accident, educating children,price of land or property, etc.

What is your ambition as far as level of living is concerned?




10,

11.

12.

1-5@

14.

~21%=

Would you say your present income is = Satisfactory
= A bit low

- Considerably lowexr than you
would like it

b) How does your net income compare with your neighbours?
T know that you don't know what their income is, but what is
your impression?
Lately, there has been much discussion on gradual elimination of
summerfallow and perhaps continuous cropping, by professionals,
university, extension, on T.V., in public meetings and in many short
courses., However, the experts don't always agree. How far do you

think you can profitably go?

What do your neighbours think about continuous cropping? In your
opinion, 4o you think that continuous cropping (without summerfallow)
is too risky? Explain.

Another item which has been discussed a lot lately is the beef cow
and cow=calf enterprise. Again, the experts don't always agree.
What is your thinking on cow-calf enterprise as part of your farm
buginess?

b) Under what conditions would you sell your herd of cattle?

Was there any time in the last 5 years when you changed or added
crops and livestock enterprise for the main purposes of getting your
eggs in more baskets? yes=== N0===

How important is diversification as a method for reducing risks?
Which risks? Bxplain.

Do you keep larger equipment on hand than is necessary for average

weather in order to handle the crop in case of poor weather?



15.

16,

17.

18.

19.

20,

21,
22,
23,

24,
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Which equipment?

a) What do you éonsider to be the optimum (ideal) size farm?
b) How many acres (improved)? !
¢) How big a livestock entefﬁrise?

Have you reached that point yet? ,

What is your thinking about ﬁheluse of credit?

b) Has anything influenced your thinking on tﬁe uge of credit?
c) Do your neighbours agree? l
d) What influenced their thinking?

e) What lies behind this thinkingé

’

a) How much can you borrow on your present farm assets?

b) How much would you safely borrow on your present fagm agsets?
Could you have used more credit profitably last vear? YeS=== ﬁOwwm
Did you refrain from borrowing so as %o have properts to mortgage in
case of trouble? Yes==- NO-==

Was there any time in the past five years when you refused

(to use your money) or borrow for an apparently profitable purpose
in order 1o "play it safe’. Yes=== No==-

Explain.

Have you done any thinking about retirement?

What do you think is important in youxr retifement plan?

Have you a pension plan now? (Co. amount, kind, annuai premivm)

What is your thinking about peﬁsion plans, ie. government pension

plan?

?
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In Summary, I would like to identify the risks which you consider
t0 be the most serious.

___ Health (temporary disability)

___ Hail

___ Health (sore back, avthritis, permanent discomfort)

_____ Dxy weather

____ Price changes in things you sell

____Too heavy a debt loan

____ Not enough labor to get the work done on time

___ Teather in general (too much rain at seeding, at harvest or at other time)
___ Price changes in things you buy

___ Quota surplus (can't sell grain)

___ Accident (disability)

___ Crop failure (due %o disease, rust)

___ Livestock (disease, lose, etc.)

____ Premature death

___ Livestock enterprise where you have not had enough practical experience
____ Crop enterprise where you have not had enough practical experience
____ Specialization (most of the eggs in one basket)

____ Crop failure due to insects

____ Loss of property (theft, fire, damage from wind)

____ Adopting practices not tried in the district

___ Keeping up with new technology (ideas)

___ Getting a son or daughter established on g farm, etc.

___ Political uncertainty (outguessing the government )

____Unable to borrow enough money

____ Health in the family - other member of the family

____ Others, specify
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APPENDIX B
FORMAL AND INFORMAL INSURANCE SCHEMES
HMany types of formal and informal insurance schemes are agvailable
to farmers. These will be discussed in relation %o various classes of
risks. The most common types of formal insurance will be discussed in
considerable detail, while informal schemes will be mentioned briefly.

Formal Insurance

In its simplest form, formal insurance consists of a machinery
for collecting premiums from a large number of people and for dis-
tributing a proportion of the sums collected to satisfy valid claims.
The premiums collected should be sufficient to cover the expenses of the
ingurance system itself and perhaps yield a profital

Sources Causing Physical Demage 40 Assets

Crop Insurance - For the area studied, there were three types of formal

crop insurance schemess a) the all-risk crop insurance schemes offered
by the Manitoba Crop Insurance Corporations b) hail insurance offered
by private insurance companiess and c) the insurance relief program of
the Prairie Farm Assistance Act.

In 1959, the Manitoba Crop Insurance Test Areas Act was passed by
the Provincial government for an all-peril crop insurance progra.
Coverage levels for wheat, oats, barley andflag were established at 60%
of the long-term average yield in terms of average grade, at a stipulated
market price for each individual crop. Long-term average yields are ad-
justed for different soil productivity classifications so that the

premium and coverage per acre varies for individual crops, depending on

the productivity rating ' of +the soil upon which the crop is grown.

1
Consumer Report July 1962, p. 352.
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coverage or maximum indemnity receivable also varies with

-

The level o
the stage at which the crop is damaged. Three sbages are recognized:

l) The first stage is after the crop has been seeded and while it is still
possible to re-seed it to an alternative crop. Coverage at this stage is
50% of the total indemnity. 2) The second stage of adjustment is applied
when it is too late to seed to a substitute crop and the insured does not
feel that his crop is worth carrying through to harvest., Maximum coverage
at this stage is based upon 90% of the harvested coverage. 3) In shtage 3,
lOO% of the harvested coverage applies. The indemnity paid equals the
difference between the value of harvested production and the value of
coverage on that acreageaz Fermers talding crop insurance are also exempt
from the 1% PeFehohe levyo.

Hail insurance is also offered tc Manitoba farmers by mutual hail
insurance and private insurance companies. Protection is offered by hail
insurance in the form of a certain amount of coverage per acre, ususlly
between $10,00 and $20.00. The major difference from crop ingsurance is
that the smount of coverage does not depend on value of the crop produced,
but upon the level of coverage the farmer desires. The adjusted loss de=
pends upon the percentage loss which has occurred. For example, if a
farmer insures a crop for $20.00 per acre, and the assessed damage is 50%,
the farmer would be indemnified for $10.00 per acre, regardless of the

gquality of crop and stand.

2 Owen, BeEe; An Bconomic Valuation of Crop Insurance as a form of Crop
TIncome Protection., Published thesis, presented to the Faculty of
Graduate Studies and Research. University of Manitoba 1967.
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Hail insurance can preserve the actual return per acre in the
event of hail damage and assures the farmer some minimum amouvnt per acre

or his crop. The main advantage of hail and crop insurance is that it

Iy

provides protection in case of disaster. However, hail insurance pro-

vides security only for one specific loss, i.e. hail, and covers only

up to the extent of the loss coverage. One of the most severe limitations
of hail insurance is that it provides no indemnity in case of flooding,
erosion and other natural causes, which might accompany hail. On the

other hand, crop insurance provides protection against all risks from any

cause from the time the crop is seeded until it is in the bin. The farmer
nay alsc combine these two methods of insurance and, by so doing, decrease
his range of expectation by a considerable margine.

The Prairie Farm Assistance Act was Tirst passed in parliament in

1939, chiefly as a relief program for farmers in the three prairie pro=
vinces and the Peace River area of British Columbia. The type of protection
offered is similar to the one offered by crop insurance. However, the level

of coverage is so low, and the method of awarding claims so formulated, that

it cannot be called an individual protection program. The amount of relief
under the Prairie Farm Assistance Act is based upon average yield of wheat
in a township, providing the average yield is not more than 12 bushels per
acre. The award is two dollars an acre of the farmer's cultivated land, if

the yield is more than 5 bushels per acre with a maximum award of $400.00.

If the yield is less than five, but more than three, the award is three
dollars per acre with a maximum of $600.00. Or, if the average yield is not

more than three bushels per acre, the award is four dollars per acre with a
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maximum amount receivable in this case of $800.00. The premium is
colleched from the farmers (i.e. 1% of the value) on all grain sold at
elevators. The money collected is put in the P.F.A.A. fund and paid out to
farmers in sreas where the average yield is within the specified limits.

Fire Insurance

The standard fire insurance policy covers losses caused by fire,
lightning, explosion, and removal of objects from the premises endangered
by fire. lost fire insurance policies do not define fire, yelt many couris
have held that a fire has not occurred unless there has been a visible
flame or glow. Consequently, scorching and blackening may not have in-
volved fire, FPurthermore, the fire must be hostile not friendly. A
Whoatile® fire is one which hes escaped from its proper container, so
that if an object is lost by being thrown in a fire, it is not normally
covered under the fire policy. The insurer covers losses 1f fire sets in
action some other peril, unless that subseguent peril is excluded under
the fire policy. Thus, water damage from hostile fire is nsually covered
in a fire insurance policyQB

Wot all fires are covered by fire ilnsurance:

(2) loss or damage to goods while undergoing any process involving
the application of heat, whether fire occurs or not.

(v) loés or damage caused by riot, civil commotlon, war, invasion,

act of foreign enemy, hostilities (whether war be declared or not), civil

; ,
? Insurance Policy - Wawanesaj Williams C.A. Jr. and Heins pp. 189 to 2143
The Insurance Act of Manitoba, Winnipeg, Queen's Printer for Manitoba

Ppe 62“’64@
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war, rebellion, revolubion, insurrection, or military power.

(c¢) loss or damage to electrical devices or appliances caused by
electrical currents other than lightning, uwnless fire ensues and then
only for such destruction or damage as result from such fire.

(d) loss or damage caused by contamination of radiocactive material.
(e) when the building insured or containing the property insured is, to
the knowledge of the insured, vacant or unoccupied for more than a
specified number of months, usually from 4 to 6 months, unless provisions
are made. A property is considered vacant 1if it confains no people or
things; it is consldered wnoccupied if it contains no people. Normally,
the fire insurance policy does not cover money, securities, bills, deeds,
evidence of debt, and other numismatic property. It covers only direct
losses, not indirect or conseguential losseé, such as the loss of business,
increased costs of repair due to any ordinance or law etc.

Pire insurance conbracts normally start at noon standard time of a
specific date t¢ noon standard time of amother expiring date, at the lo-
cation named. Policy term is one year, three years or five years, or any
other specified time peried. The insurer or insured has the right fo
cancel the contract prior to expiring date. Furthermore, if fraud or wile
fully false statement in a statutory declaration in relation to fire loss
were made, it vitlates the claim of the person making the declaration.
Policy may also be declared void if the insured fails to exercise due care
to save his property during and after o loss, or when the neighboring pro-
perty is endangered by fire, or has misrepresented or fraudulently omitted

any clrcumstance which is material to be known to the insurer in order to
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enable it to judge the risk to be undertaken.
Under the fire policy, the insurer agrees to pay the actual cash
value of the loss or the cost of repairs or replacement cost of the

property (whichever is the lesser) with material of like kind and quality.

Usually, the cash settlement value is the cost of repalr or replacement
less physical depreciation; but, it might be less if the property is
obsolete. However, the actual cash value could exceed the repair or re-
placement cost, less depreciation, if the property has some additional
market value. The insurer agrees to share the loss on a pre rata basis
if other valid insurance policies are in force. Nevertheless, the in-
surer will not pay more than the amount of insurance applicable to the
insured assets (i.e. the face value of the policy)e The amount of insur-
ance is limited to the share of the insured in the properiy, unless the
interest of the insured therein was stated in the contract.

As fire insurance applies to various classes of items, buildings
and conbtentss the following types of policies will be discussed:
(2) specific, (b) blanket, (c) gemeral and (d) reporting policy forms.

A specific policy form places a separate amount of insurance on
each kind of property at each location.

A blanket policy provides a single amount of insurance on two or
more kinds of property at two or more locations. The advantage is that

the full amount of insurance can be used to cover any 1oss,

A general policy is used when the insured wishes to divide his
insursnce among insurance companies. It lists the full amount of insur-
ance to be covered and the amount which each company is responsible for.

For example, company A may mske a list of all the ifems insured, stating
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the percentage of loss it is responsible for, along with other companies.

0

Under the standard fire insurance, an optlonal settlement clauvse
may be added. However, this insurance applies only to farm dwellings and
not to outbuildings. This clause in effect makes it possible %o insure
the farm dwelling for its replacement cost without deduction for depre=
ciation. There are no additional premiums required except that the buile
ding has %o be inéured to at least 80% of its replacement cost. A differed
loss settlement clause may also be applied on a sbtandard fire insurance
policy; it must, however, be applied to all bulldings insured on the policy.
The advantage of using this clause is that the insured receives a reduction
in premium. Under this plan, in the event of a loss, the insured collects
50% of the less, and if the insured rebuilds within a specified time periocd
on or within 200 feet of the original site, the insured collects the re-
maining 50%, plus 6% interest.

T+ should be noted that the rate on any farm building or its
contents is determined by competition, subject to Provincial approval.
Once the basic rate is approved, the construction of the building itselfl
plays an important part in arriving at the final applicable rate. Con-
struction of walls, roofs, floors, chimneys, all affect the rate so that
the final rate can only be arrived abt by the agent and the insured.

Insurance is also available for allied lines insurance. These
include protection against extended coverage perils, vandallsm, eaxrth-
gquake, water damage, sprinkler leakage, windstorm, btornadoes etCecesss
They are usually extended on standard fire insurance policy when separate
coverage is specifically demanded, and they are referred to as extended

coverage.
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Fire insurance companies alsc carry insurance for indirect or
consequential losses. Indirect losses occur when damage of assets cause
further losses to the business. An example of a consequential loss is
the loss of income due to the interruption of business. For exsmple, if
a tractor is destroyed by fire during seeding time, direct loss occurs.
However, if the tractor is not immediately replaced; it delays seeding.

If this delay causes a reduction in yield of 5 bushels per acre, this

loss of income is consequential, or indirectly caused by the loss of the
tractor. Conseguential insurance coverage is usually offered in combinge
tion with the standard fire insurance policy, or if desired, as a separate
insurance policy.

It would not add greatly to the study to include a complete
description on all ferms of insurance policies offered by fire insurance
companies. At this stage, it would be sufficient to enumerate the most
important types available. Insurance is available for: business interr-
uption, to cover loss of earning power, resulting from physical damages 10
the property, extra expenses insurance to cover increased cost of production
caused by damage to the premises of the insured, rent value insurance to
protect a landlord or tenant against the loss of rent paid under a rental
agreement, bemperature damage insurance to cover damage and loss resulting
from physical damage to a power supply, such as the loss of broilers from
heat failure or improper ventilation, leasehold rent interest to protect
the tenant sgainst the cancellation of valuable leases when the leased
property are damaged or destroyed, and replacement cost insurance o cover
the difference between the actual cash value of the loss and the replacenment

cost without any deduction for depreclation. Idivestock insurance are avall-

able %o cover the loss of an animal against death through disease, accldent
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or cther specified causes such as transit, castration or other minor

operations of animals, or consequential losses such as sterility, and many

others.

Allied insurance are available along with fire insurance policy
or as separate policy to cover other specified causes of loss. Indirect
or consequential insurance may be used for losses arising from specified
causes - against losses arising out of the inability to use destroyed ox
damaged property, or other specified causes such as temperature, power
failure {disease, sterility, accident) in livestock efCeoees

Floater insurance are avallable %o protect property, at regular

locations. in transit or on other properties, l.e. furs insurance musical
b4 7 b4

instruments, tools, applisnces, machinery, and livestock. This coverage
is wsually attached to the standard fire policy, except if indicated
otherwise,

There are several forms of livestock insurance available which
should be discussed in more detail. There is the usual livestock in-
surance which covers only loss by fire and lightning. It covers hogs,
poultry, dairy or other specified livestock at a specified maximum per
animal.

Then there is the form which covers fire and lightning plus theft

and transportation perils (upset and collision if fransporting conveyance).
& 1=

This form is more appropriate for those who transport their own stock to

market and those who travel with stock to exhibitions. A further extension

can be made to cover livestock from accidental shootinge.

There is also the special floater policy which covers the same

hazards as the previous policy plus loading and unloading while travelling,
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even though death is not a result of an accident to the transportation
conveyance.

Then there is the mortality accident which covers any accidental
death as well as death by disease or sickness. To qualify for this in-
surance a veberinary examination is usually required. The cost for this
type of insurance is fairly expensive.

The deductible herd policy covers mortality from perils similar to
the above mortality policy. However, the assured stands the first loss
equal to the premium paid to the insurer. For example, on a policy of
$15,000, with a premium of $600., the imsured would stand the first loss
of $600., then the company would carry the loss up to $15,000. To receive
benefit the insured must include all insurable animsls. The total amount
of coverage must be at least $1,500. and the minimum number of animals to
be insured must be 15 head. It also requires that no animal be insured
for more than 15% of the total face value of the insurance, or 4,000,
whichever is the lesser. Rach animal has to be identified by name, age,
sex, registration number, purchase price, and amount of insurance.

As previously mentioned, livestock insurance can be included in the
standard fire insurance policy, usually identified either as package,
comprehensive, or umbrella.

Property Insurance - Automobile Physical Damage Insurance

The next tvpe of property insurance which will be congidered is the
j¢ N,

4 . R . . . . . . .
© A Parm Business Digests Wimnipeg. Information Sexvice, United Grain
Growers.
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the automobile and liability insuranceGB Property insurance normally
covers losses or damages 0 the automobile and equipment, while liabi-
lity insurance protects the insured against any potential liability

arising out of the ownership, or maintenance or use of the automobile.

Most policies cover automobile property losses arising from
various perils classified in the following ways (a) all perils,

(b) collision or upset (c¢) comprehensive and (d) specified perils.

(a) All-peril covers perils arising from all causes except
(this also applies to other sections) from war, bombardment, invasion,
civil war, insurrection, rebellion, revolution, military or usurped
power or by operation of armed forces.

(v) Collision or upset provides protection to the automobile
by collision with another object or by upset. Loss or damage caused
by missiles, falling objects, fire, theft, explosion, earthquale,
windstorm, hail, rising wabter, malicious mischief, riot or civil
commotion are not usuvally excluded from this section.

(¢) Comprehensive protects the property from dameges or losses
from any peril other than by collision with another object or by upset.
Loss or damage (applies to and) caused by theft of any person or
persons residing in the same dwelling or premises as the insured by any

employee of the insured engaged in the operation, maintenance or re-
9

pair of the automobile, whether the theft occurred during or after hours

> Feonomical Automobile Insurance; Insurance Act of Manitoba op. cit.
pp. 96-118. The insurance forms used in lManitoba were standardized
for all insurance underwriters. "No insurer shall use a form of
application, policy endorsement or renewal or conbtinuation certifi-
cate in respect of automobile insurance other than a form approved
by the superintendent."
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of such service.

Specified perils are exactly those perils which are specified.
They include perils caused by fire, lightning, theft, or attempted thelt,
windstorm, earthquake, hail, explosion, riot or civil commotion, falling
or forced landing of aircraft or of parts thereof, rising water, or the
stranding, sinking, burning, derailment or collision of any conveyance
in or upon which the automobile is being transported on land or watber.

The excluded perils are: wear and tear, mechanical or electrical
breakdowns, repossession by law, or embezzlement, theft or conversion by
a person who possesses the auﬁomoﬁile under some encumbrance such as a
conditional sales agreement, unless the loss or damage is caused by theft
coincident with the above~described section.

The automobile insured in the policy is the automobile (car,
truck) named in the policy, or temporary substitute aubomobile, or newly
acquired automobile, (providing no other valid insurance covers the new
car and it is within 14 days of delivery).

Temporary substitute aubtomobile is an automobile not owned by the
insured nor any other person or persons residing in the same dwelling
which is used as a substitute while the described automobile is
temporarily removed from services because of breakdown, repair, servicing,
loss, destruction or sale. Newly acquired automobile is defined as an
automobile acquired by the insured when no other valid insurance exists
and it is within fourteen deys of the delivery date. This newly acquired
automobile is not insured unless the same insurer insures all the auntomo-

biles owned on the delivery date and agrees t0 pay any additional
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premiums reguired.
The total amount of recovery depends on the cash value of the
sutomobile at the time any loss or damage occurs. The loss or damage shall

be ascertained or estimated according to such actual cash value with

proper deduction for depreciation. Yet, in no event shall the cash value
exceed what it would cost to repair or replace the automobile or amy part

with material of like kind and guality, except, if the part is obsolete
g 3 DTy

and out of stock. TUsually a deductible clause exists for automobile

property damage or losS.

o Sy

ledicel payment and liability, also part of automobile insurance,
will be discussed later on in this appendix.

sdverse Judesment of Lew (liability losses)

Insurance ig available to protect the business against adverse
judgment of law. As previously explained, property loss through civil
1igbility of criminal action, probably the most destructive type of
damage that may occur, is as real as if the property had been damaged or

destroyed by fire. Potential liability exists whenever somecne suffers

a loss because of the failure of a business or member of the family to

perform certain duties whether it is intentional or unintentional.

Tiability insurance protects the insured against liability
ag

rising from these acts or failure of acts. There are many different

o]

forms of liability insurance available to the firm and family: the

general liability insurance, employer's liability insurance, workmen's
compensation insurance, bailee liability insurance, comprehensive farm
liability and the multiple line property and liability insurance. There

is probably an overlap of coverage in these insurance policies, yet each
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covers a certain range of protection which will be briefly discussed.
tutomobile liability insurance covers accidents arising out of
the ownership, maintenance or use of an automobile within the Canadian
'8

and U.S. boundaries. As previously described, the automobile liability

insurance applies o0 the named automobile, a temporary substitute automobile
not owned by the named insured or spouse, Or a new purchased automobile
replacing the named automobile.

This type of insurance protects (a) the named insured and spouse,
(b) any person using the automobile with the permission of the owner or
spouse, (o) any person legally responsible for the use of the aubomobile.

There are also some exclusions under the basic liabllity plan:
1) while the automobile is used as a public or livery conveyance, unless
specifically declared as such, 2) against liability assumei under any
other agreement; for example, liability imposed by any workmen's compen-
sation law, 3) against ligbility for injuries, diseases, or deaths of
employees of the insured arising out of and in the course of employment,
4) against liability for damage to property transported by the insured or
property rented to or in charge or in custody, or in control of the in-
sured, 5) against lisbility while the insured is towing any hired or
owned {(not borrowed) trailers not described in the contract which is not
covered under an azubomobile liability insurance contract issued by the
same insurer (except trailers which designed for use with a private
passenger avtomobile and are not being used for business by any other
automobile).

Losses covered are usually those defined on page 35 of the

general liability insurance. He may further elect to protect against
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either bodily injuxry or death liability or property damege liability oxr
both types PL and PDe6 He may elect to purchase medical payments and
passenger hazard insurance. Under the medical insurance coverage, the
insurer agrees to pay for each person who sustains bodily injury caused
by an accident while driving, being carried in, oz upén entering or
getting out of, ali reasonable medical and funeral expenses occurring
within one year of the accident. The coverage limit is specified in
the contract. Passenger hazard protects the insured from any loss or
damage resulting from bodily injury to, or death of, any passenger. There
is no aggregate limit arising from bodily injuries or property damage
claims; (i.e. it is not accumulative in nature). The maximum usually
applies to each accident. An insurer may cancel the liability pro-
tection for any of the following reasons: driving while inftoxicated,
leaving the scene of an accident, theft of a motor vehicle, false state-
ments, any felony, criminal negligence while operating an automobile,
fraudulent misrepresentabion, committing acts resulting in driver's
suspension or failure to pay premium when due.

Other forms of avtomobile insurance exist. There is the
schedule automobile liability policy, the comprehensive automobile
1igbility vpolicy, and family automobile policy. These will not be dis-

cussed, since they are irrelevant to the study.

e

Before leaving the subject of automobile liability inswrance, it

This was true in 1961. However, an amendment to the Act in 1962
required only combined coverage, public liability and property
damage at a minimum coverage of $35,000,
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is necessary ho mention the Unsatisfied Judgment Fund.
set up to provide minimum recovery to innocent accident v ctims who are

unable to collect from the wrongdoer after exhausting all their legal

remedies.
at the time of registration an annuzl premivm of $25.00.

The funds are collected by assessing all the uninsured motorists
. 7
Employer'!s liability insurance is also available to farmers as

Under this section, the covered peril is an

a separate policy.
out of, and in the course of, his employment by the insured (employer)

accidental bodily injury or disease sustained by an employee arising
For

which is not covered under the Workmen's Compensation Act {if he carries

this protection), but for which the insured is legally liable.

In turn, the

xample, under certain special conditions, an injured employee, not
cover from some third party on the grounds that the third party's

0]

allowed to sue the employer under the Compensation Act, may sue and re-
e

negligence (as proven by the board) caused the accident.

third party may be able to sue the employer, which the employee could
Employer's liability would provide the necessary pro=-

not have done.

tection, vnless the third party's right arises oud of a hold=harmless
applies to

agreement with the employer.
The Workmen's Compensation Act of Manitoba was first enacted
in 1916 with the last major revision made in 1954. The Act
Queents Prinfter for

1 Unsatisfied Judgment Fund Act = 1965, Winnipeg.

Manitoba.
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most industries, except to farm labour,domesbic and menial servants
#hut the board may, by its order, bring any such employee within the
application of this Act upon the application of his employer”BB in
other words, for most industrial workers, other than agriculture, 1t is
compulsory, while for farmers it is voluntary. It does, however, exclude
a person whose employment is of a casuval nature and who is employed other
then for the purpose of the employee's trade or business. Under this
policy, the workman is covered against accldental bodily injuries and
disease for which the insured employer or firm may be legally respon—
sible vnder the Workmen's Compensation Act of Memitoba. “Under the Act,
compensation is payable to a workman for personal injury by accident
arising out of and in the course of employment in a covered industry
and disability as a result of an industrial disease that is incurred in
an industrial process or occupatione“g Tt must be noted that this policy
does exclude any non-occupational disability benefits.

In any case, neither the workman, nor his legal personal
representative, nor his dependents, nor the employer of the workman
shall have any right of action in respect of the accident against an
employer in sny industry, or against any workman of such an employer
covered by the Act, and in any such case whers it appears to the satis-

faction (not covered by the Act) of the board, that a workman of an

The Workment®s Compensabion Act. Office Consclidation 1966 Winnipeg
Queen's Printer of lanitoba pp. 7.

The Workmen's Compensation Act. 0Office consolidation 1966 Winnipeg
Queent's Printer of Manitoba pp. 7.
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employer in any class is injured owing to the negligence of an employer
or of the workmen of an employer in another class within the scope of
the Act, the board mey direct that the compensation awarded in the case
shall be charged agsinst the other class.

An enployer 10 of any industry may be admitted to compensation
and receive the same benefits as a workmen providing he receives
approval from the board.

The following compensabtion may be receiveds

Wedical aid = A workman suffering a compensable accident is
entitlea to receive all the medical treabtment deemed necessaxy o
care and relieve from the effect of the injury. If the injuries
suffered in the accident fully disabled the workman, he receives 75%
of average earnings ab the time of the accident (except for certain
limits set from time to time by the board) while disabled. If the
injuries result in permanent disabllity (either total or partial)
compensation is payable during his lifetime based on his average
earnings and his degree of disability due to the accident. But in
any event, the earnings capacity may not exceed the celling or
mavimum rate of $6,000,00 per amnum, as from July lst, 1965,

The workman is also entitled to death benefits:

1) a lump payment abt once to the dependent widow.

2) necessary funeral expenses up to $300 plus $50 for burial
plot

10 An employee is a person who has entered into or works under a
contract of service or apprenticeship, while an employer is a
person having the right to hire people whether he is the owner or nots;
eg. a manager of a corporate firm would be an employer and would
require permission from the board to be covered uvnder compensalbion.
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%) cost of transporting the body to the usual place of
residence in Manitoba.
4) $100 a month pension to a dependent widow.
5) $35 a2 month for each child under 16 or $45 a month if the
child is an orphan, with a provision to continue payment
to age 18 for education purposes.
6) on the marriage of the widow, she forfeits her pension,
put is entitled to $2,400 lump sum payment.
7) in no case for items 4, 5, 6, shall the benefits exceed
75% of the deceased's earnings., However, compensation is
not to be less than $135 a month where there is a widow and
one child, nor less than $170 a month where there is a widow
and two children.

Comprehensive farm liability insurance is available to the
operator along with his fire insurance poiicv° This insurance 1s
available to families and homeowners in a package along with their fire
insurance policy. Under this policy, the insured is protected against
damage to his own personal property or property for which he may be
ligble.

It pays the full amount of any Judgment against the farmer up to
the limits of the policy and, in addition, all the expenses for defending
him. It reimburses the insvred for medical expenses for immediate first
aid and, regardless of a person's responsibility or legal 1liability, the
policy pays uvwp to $250 per person for medical expenses on injuries
suffered by persons other than a member of the family or employees.

This policy protects the insured and residents of the household,
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his spouse, children, other relatives and any other person under 21
vears of age while in the insured's care. It further protects any
person or organization who may be legally responsible for animals and
watercralt owned by the insured person.

This policy may be extended to cover animal collision up to
$300 per head if struck by a motor vehicle on a public road.

Probably the most common type of general comprehensive liability
insurance available to the farmer is the Comprehensive Farmerts Liability
Insurance, which includes all exposures not specifically excluded on or
nor already covered by another policy. The general comprehensive
liability insurance normally covers any premises and sources of liability
existing on the date of the contract or new premises acquired and source
of liability developing during policy term.

Fravd and Criminal Violence

The property may also be lost by theft, burglary, robbery,
embezzlement, forgery, misappropriation, willful abstraction, or other
fraudulant acts. Basically, there are three fypes of insurance:

1) Theft Insurance, which protects the business or family against
loss by burglary, robbery or some other form of theft.

2) Dishonesty Insurance (fidelity bonds), which protects against
losses caused by dishonest action of employees.

%) Surety Bond Guarantees, which guarantee the ability to meet
some expressed obligation.

There are many different kinds of theft insurance available to

11 - . . .
farmers. Timited contracts protect the business or family against a

Lorqqs . .. .
Al Williams Cohe Jr. and Heins op cit pp. 283.
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specified kind of theft. Examples are the mercantile, which covers
merchandize, furniture, and fixi:u:r:esy under certain gpecified cases;
such as robbery or burglary, and the mercantile safe burglary which
covers loss of property such as the forcible entry into a safe or
vault, or damage to property resulting from actual or attempted robbery
or burglary.

The second type is the comprehensive form contract, which covers
any form of theft. Many forms of contract exist for this type of loss.
lMoney and security (broad form) provides insurance to cover losses of
money and securities on and off premises. The comprehensive plan which
permits the insured to select one or more coverages. The most common
coverages ares employee dishonesty coverage, money and securities broad
form, either on premises or off premises, money orders and counterfeit
paper currency coverage, and depositor's forgery coverage. In this type
of policy, a limit is placed on each rigk situation.

The employer dishonesty policy protects an employer from risks
cavsed by employees dishonesty specified as either an individual, a
named person, a position held by any individual or individuals or all
regular employees, whether named or not. lNoney and securities broad form,
on or off premises, covers just that. Iloney orders and counterfeit
paper currency coverage covers losses due to the acceptance in good
faith of illegal, or counterfeit money orders in exchange for merchan=-
dise, services or money. The depositor's forgery coverage protects
against outgoing or incoming forgery losses: cheques, drafts, promissory

notes, contracts, or similar written promises or some alteration in the
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amount of an otherwise valid instrument.

An operator may use a blanket crime policy to cover this type of
losse. In this type of form, the insured must purchase the entire packe
age where one limit applies to all losses, regardless of the nature of
the Tiske Dishonesty insurance (fidelity bonding), is most suitable for
protecting the employer against any type of property losses caused by
frandulent or dishonest act of an employee, such as larceny, embezzlement,
theft, forgery, misapﬁrepriaﬁiong and willful misapplication. Many other
forms of coverage restriction exist in which coverage is only for
specified types of risks, l.e. only embezzlement or only larceny and
embezzlement etc,

Surety bonds protect one person, called an obligee, against the
failure of another peréong called the principal, to carry oulb some ex=

. . 12 . ~ . . ; . L
pressed cbligation. It differs from insurance in that the principal

: 13
pays the premivm while the obligee obtains the protection. -7

Iife Insurance

The family and business uses life insurance contracts to provide
fun@s against the risk of premature death. An individual does not ine=
sure for loss of life, for death is a certainty; rather he insures his
life against the unexpected and premature hazards which will affect the
welfare of the firm or family i.e. loss of a manager or operator. Thus,

1life insurance is designed to replace the life valuve which is lost when a

12 gilliams GeA. Jr. and Heins op. cif pp. 230.

;
5 Mehr and Hedges op._cit ppe 476=479
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man dies. TFrom a mabterial standpoint, any man has a "life value" in the
same manner as a machine or a building, denoted by the firm as a manager,
technician, operator, etc. Thus, life insurance is meant to replace a
portion of a man's future earnings if he dies. Though the loss of a
humen life is esﬁecially severe to society when it comes early in

life, it is much greater to the firm and family whose welfare may
directly depend on that person. For this reason, insurance is much

more appropriate for an individual who has debts, and many young
children, than to an individual who has raised and educated his children
and accumulated funds for his own and his wife's retirement,l4

In spite of the wide range of insurance schemes offered, there
are basically two different categories of life insurances:

(2) term insurance and (b) permanent insurance.

Term insurance is pure protection divorced from any savings
account or "cash value' feature; while permanent insurance is a
combination of decreasing protection and increasing savings.

Perm insurance protects the insured individual if he dies
within the term specified in the policy. If he survives 1o the end
of the specified time limi%, the policy expires. 1t resembles fire

insurance.

14 Angell, F.J., Insurance Principles and Practices. Published for the
S.S. Huebner Foundation for Insurance Education, Homewood, Illinoiss
Richard Irwin Inc., 1959 p. 545.
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in that it covers for damages if they occur within the specified term

of contract.
Common %ypes of term insurance are one year term, five year term,
ten yvear term, twenty year term and term to age 60 and 65, The

amount of coverage may either be level over the entire term period or
decreasing over time. The premium in a decreasing term stays at the
same level over the entire periocd. In a constant type policy, the prem-
ium increases at definite time intervals.

Term insurance may be renewable, convertible or both. When the
insured selechts a renewable term, the insurer renews the policy, regard-
less of the insurability of the insured, for the number of time periods
specified in the contract or to a specified age (usually 65)® The
policy is guaranteed renewable without further medical or other evidence
of insurability. The premium cost increases at the beginning of each
renewable option date, depending on the age of the insured at each re=
newable date. If the policy is convertible, the insured has the option
to convert the policy %o an ordinary life contract or to another insure
ance - plus savings plan insurance contract at or before a specified
date. He may also have the option to convert either (a) as of the
attained date or (b) as of the date of issue of the ferm policy. The
premium differs in that in the former case, the premium paid is assessed
at the convertible date; while in the latter case, the premium paid is
the same as if he had taken it at the original date. In the latter, the
insured is asked to pay a lump sum to make up for the deficiency of pay=
ment of premium from the date of original date to the date of conversion.

Permanent insurance is basically pure insurance plus saving.
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By following the convenbional method of classification we are able to
distinguish three basic forms of permanent life insurance: (a) ordinary
life, (b) limited pay life and (c) endowment.

In an ordinary life insurance, the amcunt insured and premium
paid remains fixed for as many years as the holder keeps it in force.

If the policyholder lives to an age of 100, 96 or 85 in some policies,
the policy pays an endowment equal to the face value of the policy. At
any btime before then; the policy may be cashed in for a sum specified
in the contract, (cash surrender valve) and the insurance expires. It
is a kind of savings account whose value accumulates over the number of
vears bthe policy is in force. It is, theréfcre9 a combination of de-
creasing term insurance (the pure protection element) and increasing
Savings.

Limited pay 1life resembles ordinary life except that the number
of premiuvm payments are specified on the contract, with the contract
carrying itself until death of the insured and incregsing in cash value,
(i.e. 20 pay life, paid up at 65, paid 85, etc.) uatil death.

The investment element is more important in this policy, because
of the higher limited payment premiums during the early years. However,
since there are marny different types of limited pvay life, the accumu~
lating cash value 1s indirectly proportional to the number of payments.
Usually, under most contracts there 1s no cash value in the first few
vears, while the cash value continues to accumulate after the end of the
premium period.

The third type, endowment insurance, protects the beneficiary if

the insured dies within the endowment period. In addition, if the
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insured is still living at the end of the endowment period, he is assured
the face value of the insurance. ' In endowment insurance, the investment
element is relatively more important than in ordinary life and limited
pay life. The purpose is to give a person some protection while at the
same time compel him to save at a rapid rate. ‘The basic difference in
cash value per $1,000 insurance for various types of permanent plans can

be illustrated by the following diagram.
 Figure 11
Difference in Cash Surrender Value

on Permanent Life Insurance Policies

$1000 Legsend
‘ : < <o
800 L a b E) ;;;jﬁf o (o) 20 yr. endowment
Cash 600 | L L= S J () endowment age 65
Surren- 400 - o (C) 20 pay life
der '
200 1, 1 (a) paid vp age €5
Yalue
3 2 (e) ordinary life
35 55 65 100
Age

Source:s Heins and Williams op cit.

The important factor to remember in any type of insurance plus
savings plan is that if the insured dies anytime before the date of
maturity,ér before the pelicy is cashed in all the money that has
been saved (cashed-surrender value) is lost. If a person buys term ine
surance ét a much lower premium, and invests the balance in another

15

account, -his savings will accrue to his beneficiary if he dies.

15 Brown, Jodsy Life Insurance - Benefit or Fraud? Torontos
Longmans Canade Ltd., 1964.
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However, it may beargued that endowment insurance compels a person to
save., This statement is true only up to the point that the person
lives until his endowment matures or he cashes in his policy and

maintains his premium payments.

The family or farm income may be severely affected by the dis=-
ability of the operator or of his family, either directly or
indirectly. The family farm or socle proprietorship is so tightly knit
with the family uwnit that whatever occurs to the family usually affects
the business. High medical expenses may affect the business by de-
mending funds necessary for financing the business or for making a
down payment on an essential purchase. It may affect the business by
depriving the business of the manager and operator through higher costs
of production or lower gross returns.

Though health hazards are usually regarded as less severe than
death, they occur without notice, and can in certain circumstances be as
costly to the business as a loss of any material assets.

In Menitoba there are basically three different health plans
offered by various agencies: (a) hospitalization, (b) medical expense
contracts and (c) disability income.

In the spring of 1962, the Provincial Government of Manitoba
enacted the "The Hospital Service Insurance Act” to administer the Act
whereby all residents of Manitoba contributed a premium {compulsory) to
the Manitoba Hospital Commission which, in turn, protects fhem from

certain hospital and ancilliary costs. Every resident in Manitoba is




required to register himself to his employer or to the Municipality in
which he resides. Dependents under 19 years of age or students under
21 years of age attending university or training school, are covered
through their parentsiplanﬁ

411 persons receiving public assistance, such as persons recelving
mother's allowance, blind person's allowance, disabled person's allowance,
0ld age assistance, social allowance, and wards of the government, are
eligible for benefits without payment of premiums.

.
Under this plan, the following in-patient benefits 16 are provided

standard ward accommodation and meals, necessary nursing service, labe
oratory radiological and other diagnostic procedures, together with the
necessary interpretations, drugs, biological treatments and related
preparations when administered in hospital, use of operating room,
case room and anaesthebic facilities including necessary equipment and
supplies, roubine surgical supplies, use of radio therapy and physio=
therapy facilities. Dental care in hospital is covered only if more
than 8 permanent teeth are removed, or if a physician certifies that
hospitalization is necessary because of some other allment,

There is no limitation on the number of days that hospital

benefits can be provided, except when specified. Qut patient care is

also available for emergency disgnosis and treatment within 24 hours
o (%] T

of an accident, physiotherapy, occupabional therapy, and speech therapy

16 . e .
These apply to persons detained in hospitals
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"

in certain designated hospitals, electro-shock therapy, and therapeutic

radiologist, but not including clinical surgical services.

Benefits in hospital oubside Manitoba are provided on the

following basise. If the service is in Canada, the same rate 1s paid to
the hospital as that provided by the Provincial Hospital Insurance Plan.
If a person receives treatment and care ouiside Canada, because of an
accident or sudden attack of illness, or because the service can not be
adequately provided in Manitoba, or because a person is temporarily em-
ployed outside of Canada, the commission pays 75% of the hospital charges
for insured services. If, however, a person elects to choose a hospital
outside Canada, the benefits are the lesser of 75% of the hospitalls
charges for insured services or the amount that, in the opinion of the
Commission board, would have been paid for the service if carried in
Manitoba.

Medical expense contracts are available from (a) commercial
companies, (b) voluntary non-profit agencies (Manitoba ledical Service),
(c) municipalities (doctor plans), (&) medicave (provided by the Depart-
ment of Welfare of the Province of Manitoba).

There are basically three major types of plans carried by mutval
and private insurance companies: l) basic medical expenses countract,

2) major medical expense contracts and 3) comprehensive contracts.

The basic medical expense contract is designed for registered
bed patients or emergency out patient treatment necessitated by an
accidental injury. In this plan, there is usually a walting period for
certain ailments, such as for childbirth or miscarriage, tonsillitis,

health disease, female disorders etc., which require 9 months %o a
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vear. Certain items, such as mental discrders and dental work are
usually excluded from this plan, or any benefits covered by other in-
surance plans or government plam, i.e. hospitalization. A1l bills for

medical, or surgical treatment, nurses fees, etc. are covered up to a

certain limit or up to a certain time limit after an accident. The plan
is basically designed to provide protection against most common

diseases or injuries giving as complete a protection as possible against

the most common diseases. All three plans are renewable only with the

consent of the insurer and mey be cancelled within the policy period.

All plans cover a family.

Mejor medical expense contracts generally provide blanket
coverage against all types of medical expense in excess of a certain
amount, They are designed to provide fairly complete protection
the financially serious illnesses and little or no protection
against the less serious ones. The insurer covers & long list of medi-
cal expenses, with some exclusions,; of pregnancy, childbirth, alcoholism,

mental disorders, war, and military services along with a deductible

clavse. The deductible provision lowers the cost of the insurance and

prevents abuses. The deductible amount varies from $100 to $1000 de=-
pending on the contract and type of illness. Though the insurer pays
most of the claims sbove a deduchtible amount, it never pays more than a

specified maximum share.

There is also the comprehensive medical expense lnsurance, which
is a blending of the above two plans, usuvally with a very low deductible

amount on mejor medical insurance coverages and with a higher maximum
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coverage than the basic medical plan,

Manitoba Medical Service, a non-profit service, provides
basically three plans: designated as the Hoy H C; and H C X,
{description to follow on next three pages. Under these plans, the
M.lM. 3. agrees to pay a qualified medical practioner at rates set by
the corporation at the time of sewvice.

The Corporation shall pay medical members at the rates from time
to time in force provided that the medical member shall receive
such payment as payment in full for the care and treatment
rendered by him, except that where a subscriber and dependents
have a total annual income exceeding $10,000 or where any of the
services rendered are included in any other insurance or pre-
payment benefits the medical member may require him to pay an

Se ~ 7

additional fee. 17
However, since not all Manitoba doctors are members of M. I.S. the
subscriber (insured) assumes all lisbility for charges over and
. . s s 18
above the amount assumed by the Corporation.

The corporation pays oub of province care under two conditionse
a) when an insured is temporary absent from Menitoba and requires care
and treatment in respect of any sudden and unexpected sickness or
injury or aggravation or recurrence which has its onset while he is
temporarily absent from Manitoba, and which necessgitates adequate and

approprigte services which cannct be postponed or weplaced by temporary

. . . . e e 19
measures, he is entitled to receive the service as provided in Manitoba,

M tnitova Medical Service Bullebin.

18 o s me . . , ‘
Newsletter sent to individual subscribers, 1966. Another amendment
was made in January 1967, whereby member doctors may charge over and
above the amount assumed by the Corporation.

19

Manitoba Medical Service
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or b} when in the opinion of the corporabtion, the therapeutic services
are not available in Manitoba and he obtains priocr approval and
avthorization from the Corporation. Under these two conditions, the
Mo Mo So assumes all lisbility at the rates from time to time payable to
members of the Corporation or the actual charges, whichever is the
lesser. The subscriber agsumes all lisbility for charges over and
above the amount pasid by the Coxrporation.

The subscriber may select any one of the following three
plans: 1) H, 2) HC, 3) HC X

Under Plan H

a) This plen includes provision for services of a legally
qualified medical practioner while a subscriber or dependent ig a
registered and admitted bed patient in a public general or extended
treatment hospital. The range of services includess

b) Medical services - no limit on days.

c) Surgical services, including services of assistant surgeon
when necessary.

d) Services for treatment of fractures and dislocations, burns
and lacerations.

e) Maternity services.

f} Services of ansesthetist, when surgery or maternity is
covered.

g) Services of consultant, when necessary,

a) This plan includes, in addition to the services of Plan H,

the full range of services included under Plan H, when provided out of
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hospital i.e. ab the patient's home or at the physiciants office.

b) This plan also provides for a complete apnual physical examination,

providing that the subscriber or dependent has not received such
examination within 365 days.

c) This plan does not include the additional services described
below in the plan H C X.

o the services of plan H C,

[l

a) This plan includes, in addition
the following services when rendered in a physician's office.
b) Xeray services

c) Vedical treatment including immunizations, injections, allergy

d) Medical examinations and tests - including basal metabolism
test, heart tracings, brain tracings, ear tests, eye tests etc.

e) Laboratory services - including blood tests, gastric analysis
etce

£} This plan also provides for disgnostic services 1if such
services are rendered on an out-patient basis in a public general
hospital when other facilities are not provided by the Manitoba
Government Services Plan or, in urban areas when rendered in an
emergency on an oub-patient basis, in a public general hospital when
other facilities are not avaeilable and when such services are not
provided by the lManitoba Government Hospital Sexvices Plan.

There are, however, some limitations on the types of available

services:
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1. OQub-cf-province service, except when approved or under
emergency.

2, Delay in mabernity services until both wife and husband
have been enrolled on the same contract for at least 270 consecutive
days ~ except if both had separate contracts for 24 consecutive months
prior to date of services (although not necessarily as husband and wife).

%, Services for illness covered by any Workmen's Compensation
Act, occupational disease law or similar legislation.

4. Services for sterilization purposes or for conditions not
detrimental to health.

5, Services connected with dental care, nursing services and
ambulance services,

6. Medicines, drugs, maberials, appliances,; or supplies.

7. Physiotherapy services in or out of the hosgpital.

8. Services or examinations for reasons of employment in-
surance, travel, marriage or any other services regquired by a third
party.

9, Mileage, travelling time, detention time.

Certain municipalities also have their own medical plan. They
hire a municipal doctor. Under this plan, the premium is collected
through taxes, whether they use the plan or not. In addition, they
may purchase a supplementary plan from M.M.S. which covers medical

expenses whenever specialist assistance is required.

20 , . . . .. .
Special interviews with farmers and municipal secretaries.
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ledicare is available to the needy. This plan will not be
discussed, since it is only available to people on welfare or
gualifying for public assistance.

Accident and Sickness Disability Income Insuvrance

An individual may also take accldent disability insurance for

loss of income or expenses which are incurred as a result of an

sccident or sickness or both. This type of insurance is of vital

importance tc persons, including farm families who depend on their

income to meet their present and future obligations., If a person's
income is reduced or becomes negligible due to higher expenses or
lower gross returns, he is still req@ire& to buy groceries and essen=
tials, provide for his family? and meet living expenditures. While
most people tend to think of health insurance as medical insurance;
“the protection of the family breadwinner's income is of greater
. 21 . . .
importancey. Disability income contracts are normally designed to
provide disability income coversge incurred through accildent and
sicknesso

TIncome benefits are usually paid weekly or monthly depending
on the terms in the contract. Benefits are available for accldent

. . . 22
only ox for both accident and sicknesse

Angell, op. cit. Do 356.

foverage depends on the type of occupation and premiun at the time of
issue. Insurance companies are reluctant to offer income insurance
for sickness only. At tlmes it becomes difficult to establish whether
a person is in fact disabled from sickness. To avoid fraudulent dec-
larations and hhnafranued claims, most insurance companies refuse %o
offer this type of insurance policy.
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Accident policy or combined policy protection are generally
offered against loss resulting directly and indep pendently of all
couses from accidental bodily injury while the policy is in force.

Some policies still require that the injury resulis from accidental

means {i.e. a falling object), wather than by accidental causes
(i.e. injuries incurred indirectly by lifting or other causes).

lost income insurance exclude any previous injuries. For example,

previous back injuries would be aubomatically excluded from further
disability claims resulting from back injury. Certain types of in-
juries caused by war, suicide, intentionally inflicted injury, and

injuries while in military services are excluded. NevertheleSS; the

insurer has to set forth in the policy every exception or reduction which

may affect the amount paysble under the contract.

jor

The policy may alsc provide for both total disabllity an
partial disability income benefits., Sickness benefit is not avalle-
able for partial benefit coverage. The total disability income is

limited to 60% to 70% of a person's earned income or calculated in=

come at the time of issue of the policy. The total disability

L

income provides an income for loss of time for a specified period in

which such injuries did, within thirty days after the proof of claim,

wholly and continuously disable the insured and prevent him from

performing each and every duby perteining to his occupation. The

payment continues at the same rate, thereafter, as long as the insured
is wholly and continuously disabled by such injuries from engaging in

any occupabion or employment for wage or profit for which he is
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AN}

reasonably fittedag In this case, the payments continue for life if
the insured is unsble to engage in any occupation for which he is
reasonably fitted. Insurance companies offer non-cancelled contracts,
which are renewable at the option of the insured, up to a specifie

age.

Partial disability payments are often available in accident
policies, either as part of the policy or for an additional premium.
The payments are commonly two fifths of the weekly total disability
income benefit for a specified number of weeks {either 26 weeks or
52 weeks)e This holds providing the injury is declared within a

specified short period following the accident or immediately followir
iy (]

a5

g period of total disability which continuously prevents the insured
from performing important dally dubties pertaining to his occupation.
However, if the person partially recovers from an injvxry aflter a year
and is only partislly disabled for a certain period, (for example,
three months), before becoming totally disabled again for life, his
total dissbility is not continucus, and he is eligible for benefits
only for the year of total disability plus potential duration of
partial disability benefits.

Disability benefit is provided for dismemberment and loss of
sight. It is wvsuvally a lomp sum ($2500 to $10,000). This sum is pay=
-able for the loss of both hands, both feet, the sight of both eyes,

while a lesser sum for the loss of one hand, one foot, or either hand

23 Angell, opn c¢it. page 359

s
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or foot, and the sight of one eye if the loss occurs within specified
times (30 days or 90 days) following the accident.

Most accident benefit contracts contain an accidental death
benefit, which is a conditional kind of life insurance. Others pro-
vide as double indemnity the amount payable under varicus benefits
from specified types of accidents. This is very similar to the double

indemnity clause in life insurance.

Sickness bhenefits are always more limiting in maximum duration
than the benefits provided for accidents. Cancellable policies often
limit sickness benefits to a meximum of one year to two years; while
non=cancellable policies are of different duration, short term {less
than three yvears), intermediate term contracts (usually 5 years) long
term {usually 10 ye ars) or extra long term contracts (15 years or %o
age 65). The extra long term contracts benefits are not very common,
and if given usually contain a limited benefit clause, i.e. 50%
monthly income, after a stated benefit period up to age 65, The sicke-
ness policy provides benefits if the insured is mnable to perform his
own occupation for ocne or two years, and for the balance of the period
only, if he can not engage in any occupation.

Most sickness policies exclude pre-existing sickness and

=
1)
7

injuries or sickness occurring before a certain weiting period !

elapsed or sickness which originates during the first 14 to 30 days

of the policy. It covers sickness which originated only after the 15th
or %lst day of the policy date. The purpose is to exclude pre-existence

conditions.
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Other provisions may be reserved to confining or non=confining

Lo

insuring clause. If a2 confining clause exists, the insured must be both
totally disabled and confined to his house or hospital tc receive
benefits while 1if a non—confining policy clause exists, the insured must

be totally disabled but not necessarily confined to his house or

Most income sickness benefit contracts generally limit the amount

f income benefit to 60% to 70% of the insured earnings. Income from
other scurces, such as invesiment, are usually not insured; since this
income continues regardless of the insured's disability. The companies
vsually specify the maximum benefit that they will write for any one
individual (i.e. $300 or $400 per month). This does not mean, however,
that there is an aggregate limitation. They mey also specify a maximum
amount of benefit which they will participate in with other companies.

The price for various policies varies primarily according to age,
sex and occupabtion, with premium rates higher for females. Premium rates
also differ depending on type of conbracts.

Double indemnity and walver of premium are available for life
insurance policy hoiders@ The walver of premium benefit provides for
the insured if he is totally and permanently incapable of engaging in
any occupation for wage or profilt, as a result of bodily injury or diss
ease, with a walvement of premiums on the contracts during the
continuance of the disability. This disability, however, must not be
by intentionally self inflicting injurieé, war, or of a violation of the
law., The disability must also be for at least a minimum time period

(vswally 6 months). However, blindness and dismemberment are considered
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immediately as having caused total and permanent disability. The insured
mey also add a life insurance contract conbtaining an income disabllity
contract. It resembles the waiver of premium clause. Except, that in
most income disability contracts he receives an income up to an advanced
age, which he may use as he wishes; while a wailver of premium clause pays
the policy premium on behalf of the insured up to age 65, at which time
it is converted to an endowment.

There is also morigsge protection insurance which is written
specifically for the purpose of meeting payments on a mortgage if the
insured becomes disabled., There is usually a monthly lifetime benefit
provision for aQGident and a two=year maximum benefit for siclkness. The
policy shows the name of the mortgagee, the amount of monthly mortgage
payments, and the unpaid morigage balance.

The most common types of income disability insurance benefits
available have been discussed. IMany other different types exist. Some
are auntomatically issued when a person takes a loan, such as at a Credit
Union, requiring no medical examination except a declaration of good
health; while others are opbtional, such as at Commercial Banks or at

ibortgage Companies., In some income disabl if he is

{J
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partially disabled for more than three months, the insurance pays the
interest charge unitil he recovers, However, 1f he is fotally and per=
manently disabled, the entire loan is completely paid up.

Annuities and Canada Pension Plan

o
)
o
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Farmers planning to build a fun 14 age may
purchase annuities and pension plans., Annuities ave very often cons-

fused with 1ife insurance. They differ markedly from these policies.
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They are merely an sgreement or & promissory conbract (forced saving )
to invest either monthly or annuelly a certain sum of money which willy
if carried to maburity, provide sufficient income for rebirement. No
risk is being Lransfeﬂred nor is the heir gusranteed & maximum sume L%
is only when the annuity matures that the person receives the maximum
smount. At maturity, the annvities may be received monthly or in a
lump sum depending on the arrangements in the contract.

Covernments and private companies provide anmuities and pension
plans. In this study, we will discusé the Canada Pension Plan and
private companies anmully plan. The Canada Pen n Plan is a coupule-
sory plan which also contains some life insurance benefli
reason will be discussed. On the other hand, annuities provi ide a farmer
with a guaranteed reltirement pension which is comparable to the saving
aspect of life insurance. |

Canads Pension Plan

”
7

The Canada Pension Plan24 operates in all parts of Canada except
where a province establishes a comparable program. At present Quebec
is the only province providing this service. Benefits are portable and
once a person contributes to the plan, he does not lose the right to the
retirement pension based on his years of contribution. Benefits are not
fived once and for all: rather, they increase proportionslly with the

cest of living.

2 N .
4 The Canads Pension Ottawa: Queen's Printer and C Controller of
Stationery 1965.
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To be covered under the plan, a person must obtain a Social
Insurance Number. Yet, if he does not obtain a Social Insurance
Number, he is still required to mske contributions to the plan,
based on his salary, wages, and income from self-employment, except
where his incone is réceived from an investment, an annuity or a
pension plan. For example, in 1966 and 1967, the contribution was
calculated on an individual's earnings up t0 a maximum of $5,000 a
year, with a basic exemption of $600.00. The maximum contribution
was $79.20 for an employee and $158.40 for a self-employed person.
The reason for the difference in contribution is that employers have
to match their employees'! contributions. To qualify for a particular
year, a person has to be between the ages of 18 and 70 and earn no
less than $600.00 in that year if an employer, or at least §800 in
that year if self-employed.

The plan covers, on a compulsory basis, all types of employment
except employment by a spouse, by a father or mother or any other
person who supports a person bub does not pay cash wages. Employment
on a casual basis, not for the purpose of the employer's business, em-
ployment as a migratory worker, in occupations like faimingg fishing,
trapping, logging, where a person works less than 25 days a year for
the same employer or when he earns less than $250.00 a year from the
same employer are exempt from contribution.

The retirement pensions are calculated on 23% of the ammual
earningé up to $5000 averaged from age 18, except earnings that have

been received before January 1966, the starting date of the plan. To



offset rising costs, the earnings end contributions are adjusted
before they are averaged for pension purposess

Bernings are averaged over the numbers of years a person might
have contribubed, excluding any years in which a person could have
been receiving a disability pension.

After 1975, a person will be able to disregard low or non-
earnings years in the following way:

1. Each year of earnings beyond age 65 can be substituted for
a year of low or even no earnings before that age.

2, In addition, a person can "drop out” 15% of the remaining
vears he might have contributed to the plan. This drop—out pro-
vision must not reduce the total number of years for averaging
purposes to less than 10.

A contributor at age 68 starting in 1967 or at age 65 in 1970
may apply for his pension. If he wishes, he may postpone his applica=
tion for a pension and keep on working. If he takes the pension
before sge 70 and earns $900 or more during a year, his pension is
reduced. If he earns between $900 and $1500 his pension is reduced
by 50 cents a year for every dollar he earns; and if he earns cver
#1500 per year his pension is reduced by one dollar for every dollar
earned. However, no reductions are made in the monthly pension for
any month in which he earns $75.00 or less. Full retirement pensions
will not become available before January 1, 1976. Contributors who
become eligible for pensions before this date will receive a reduced

pension. In this case, earnings will be averaged over 10 years, less
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become available after Way 1970. However, to be eligible for this

pension a person must have contributed to the plan for at least five

o]
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years, abt least 1/5 of the total number of years a pers
contributed to the plan, or for 10 years, whichever is the lesser,
and 5 of the last 10 years that he could have contributed.

The amount of disability pension is a flat rate $25.C0 a
month plus 75% of his retirement pension, calculated as if he had

reached age 65 at the time he becane disableds It is based on a

contribuborts full rebirement pension. This disability pensiocn

)

starts four months after the month in which the disability is con=

sidered to have begun. This pension is pald until recévery or age
65. At 65, the disgbility pension is replaced by the retirement
pension.

Disability benefits for the dependent children of s disabled
contributor are also available, To qualify, the dependent child must
be: {a) a natural or adopbed child of the contributor, or a child in
the custody and comtrol of the contributor; (b) ummar=zied, {c) under

age 18 or between 18 and 25 and continuing %o school or university

1l time; (d) conceived or adopted before the disabled received dis=

The amount of contribution is $25.00 a month for each dependent
child vp to four children, and $12.50 a month for each additicnal

child.
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A survivors benefit will begin in February 1968 for the
following purposes:

death benefit {lump sum)

ol
®
&

2., a widow's pension
%, g disabled widower's pension
4. an orphan’s benefit

To qualify for survivor's benefit, the contribubor must make

conbributions for 1/3 of the years in which he may have contributed
or 10 years, whichever is the lesser, subjact to a minimum of three
years.

A desth benefit will be paid to his estate in a lump svm
equal to six times his monthly retirement pension.

A widow'!s pension will be paid if the widow is under age 65.
Pull pension is $25.00 a month plus %7.5% of her husband's retirement
pension. However, she qualifies for full pension only if she has
dependent children or is disabled, or becomes disabled later on. She
may receive a reduced pension if she is widowed under age 45 and has
no dependents or is not disabled or if before age 45 she ceases %o
have dependents or ceases to be disabled. In the latter case, hex
pension is §$25.00 a month plus 3795% of her husband's retirement
pension at death, less 1/120 for each month by which she is under age

5 at the time she gualifies. However, if she becomes a widow at agse

.

65 or over,; she receives a widow's pension equal o 60% of her husband's
retirement pension.

A disabled widower's pension is similar to the widow'!s pension
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under age 65 and over age 65, except that he must have been wholly or
substantially dependent on his wife financially at the time of her
death.

Annuities

Annuities contracts differ markedly from the 1life insurance
contracts. Under an annuity, the insurer promises to pay an income
for a specified number of years. It commences at a given time and
continues for a definite number of years or for the lifetime of a
designated person or persons. The main difference could be summarized
as follows: Normally, life insurance pays if a person dies, while an
annuity pays only as long as a person lives. No medical examination
is required to obtain an annuity, and the health of the insured is of no
concern to the insurance company. The reason being that the sooner a
person dies, the fewer the number of payments the company will be re-
guired to make. Its value lies in the fact that a person will not
outlive his income and will be assured of an income as long as he
lives.

Annuity assumes many different forms. A straight life annuity
provides payment as long as the annuitant lives. Upon the death of
the annuitant the liability of the insurance company terminates and no
further pgyments are made regardless of the number of payments made.
Other plans provide either for a guaranteed payment period (5, 10, 15,
or 20 years) or for s refund provision. For example, under a life
anmuity contract, with 10 years certain, the insurer promises to pay a

minimum number of payments regardless of whether the insured lives or
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dies. However, if he lives beyond ten years, the insured will
continue to receive payments until death.

Under an installment refund ammuity, the guaranteed payment
to the annuitant and benefit equals the purchase price. If the bal-

N

ance is payable in cash upon the death of the amnuitant, this is

o]

known as a cash refund annuity.

Annuities can also be classified as immediate or deferred
annuities. An immediate annuity is one in which the first payment
is made at the end of the first period and at the end of each succeed-
ing period. While a deferred annuity is cne in which the payment

be;

o
o

ins only at the end of a predetermined year or age. Annuities may
also cover one life or joint lives, depending on the contract.
Annuity contracts are mainly of two types: l) of fixed number
of dollars {called conventional armuities) or 2) a fixed number of
units (called variable annuities). In the former, the annuity is
expressed in a fixed number of dollars, while in the latter it varies
according to the market value of the companies equity investment port-
folio. The major drawback of the conventional annuity is that the
income from the annuity remains fixed while general price levels
change. i.e. no protection from the effects of inflation. The variable
annuity on the other hand will change according to the investment success
of the funds and may well increase faster than the cost of living index.
The principle behind the variable amnuity is the same as that
of the conventional annuvity, il.e. that premiuvms are paid ﬁo the company
and upon retirement payments are made to the annuitant for his lifetime,

The difference lies in the amount of the payments to the annuitant wupon
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retirement. In the conventional typesincome received is fized at the
time the policy is written. In the variable annuity the annuity in=
come is not fixed, rather it is the number of units which are fixed.

The income of the annuitant is determined by the investment experience
of the company and decrease or increase in accordance with this variation
such that the valuve of the number of units purchased by each annuity
premiuvm is determined by the current value of the wnits. The value

of the unit changes each month depending on the evaluation of the

company *s securiﬁy holdings. At retirement, the accumulstion units are
converted intc life annuity units, such that the income from the annuity
is determined by the number of units times the current value of the unit.
Each mmit is revalued each year depending on a company's investment
experience, mortality, and the financial position.

Informal Insurance

Tnformal Insurance schemes may be used for protecting the
business from risk. They differ from formal insurence in that they do
not transfer the risk to a second party. The most common methods are
prevention, reserves, diversificabion, flexibility in planning, and
discounting. There are many reasons for utilizing informal insurance
schemes. The major reason is to avold transfer costs. In many cases,
the risk can be fairly asccurabely predicted, which permits the risk
manager to build up his own protective reserves. At times, the risk
may be retained becsuse the cost of formal insurance is too high com=
pared to the loss. It may be used where 1t is neither possible to

determine loss nor to purchase formal insurance. Finally, it may be

nsed when the farmer is willing to take the chance of loss in omder to




=264=

make larger profits, yet wants additional security in case of losse
The prevention of risk ils probably the best known method for
eliminating potential sources of loss. For example, fireproof build-

ing materials may be used to protect against fire risk. Shields may

o~

e

be used for covering moving parts o

machinery. Shorter working houvrs

Pt

mav be vprachiced to prevent accldent and time less. (Good public re=
& £ £

lations may help iron out personnel problems. Careful management
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decisions and sufficient knowledge may prevent large
losses. These are some of the preventative methods which may be used
to eliminate losseés.

The reduction of risk through other methods may also be sub-

jox

stituted for preventive measures. For example the building of &

complete fireproof building might be too costly to build. A better
and more suvitable plan could be o guarantee a good supply of watex
from a gugout or a nearby ditch. In this case, the fire hazard is
reduced but not eliminated. Many alternative methods exist for a
farmer's use in rveducing losses from risk. The extent that a farmer

nmay implement these methods will depend on the principle of marginale

itye (Extra costs for preventicn compared to expected losses

The fermer may also protect himsell by accumilating cash
veserves either in his own banking account, in a saving plan, in
liguid assets such as bonds; or in inventory of grain and livestock
which may be easily converted into cashe

Credit reserves may be used to protect the farmer against

unfavorable development and to provide flexibility. Noney which could
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be borrowed bubt was not borrowed, can usually be borrowed in
unfavourable situations to pay creditors and meintain solvency. It
is very similar to cash reserves except that the only cost that can
be attributed to it is the forgone profit which could have been made
e money been borrowed and invested (i.e. opportunity cest)@ The
cost of holding cash reserves is higher than credit reserves by the
amount of foregone interest assoclated with holding idle mecriey.
Tiversification has long been recognized as a method for
reducing risk and stabalizing income. On page 56 we showed how
diversification might reduce wncertainty. The thope' of the farmer is

that

l../l.

£ the return of one product is low, the return from another will

25

be high when the “eggs are not all in one basket."® ~ However, it
must be remembered that diversification may also have an unstabilizing
effect or negative effect on production and on income when wrong col=
binations of enterprises are followed.

Flexibility of production organization permits the individual
t0 make revisions and shift resocurces from one product to the next
according to changes in expectation, Flexibility increases with
diversification, intensificaltion (variability of input applications at
the intensive margin) and the proportion of variable costs relative to
the total cost structure. It decreases with lengbth of production
period (i.e. cow-calf operation has a longer maturing period than
farrowing=-hog enterprise) and with product specialization (dairy cows
vs dual purpose beef éows)w Flexibility of resource use may be im—
portant in farm planning. It can also be arrived =t by inventory

nmansgement or crop storing where income stabilization can be
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in good years to feed livestock

that

feed grain or hay

form of self insursnce in
low

naintained by storing
a

f-ty

in poor cIrop years.

The storing of feed and hay is

production is geared to a mean with storing of feed to complement
chasing of feeds

The purpose of storing is to avoid pur

productivity.
when costs are high and difficult to obtain.
in manegement inventory might have some

However, this flexibilit
severe limitations especially if the time incidence or pcor crops or

price condition is such that long periods of excessive inventories may

be reguired for individual farms to remain solvent.
Cash reserves may also permit more flexibility of plan and
However, it is

&
iy

shifting of resources from one product to the other.
often very difficult to maintain cash reserves, especially when a farmer
pital to maintain his level of

has a small farm, and reqguires all the ¢
living.
Another precaution used by farmers to ascertain a minimum profit
is to discount or subtract a safety margin on production inputs to re-
duce large losses. Discounting or safety margins are mainly used in
‘establishing the amount of resources o use in producing a certain
product.
middle curve {(production
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that by choosing the lower curve, the possibie error is reduced. Other
possible ways are to discount yields, to subtract a safety margin frém
good years, dr select the amount of fertilizer that will give him the
highest profit in the,average’year. In this case, the possible error
is sméller as illustra%ed by the spread between curves in diagram 12 as:
you move to the left.
Summazy

Farmers have many different ways of protecting themselves against
uncertainty. These methods have been summarized under two main headings,
formal and iﬁformal insurance’schemes, which may be used iniorder to

‘minimize losses and produce optimum profits under uncertainty.
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SUMMARY OF DATA AND TABLES USED

I THE STUDY
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FOOTNOTE TO TABLE L

1.
In the fall of 1967, farmers were asked to scale themselves as to

risk attitude and income aspirations.
Two questions were asked. Farmers were scaled by the self=rating
scales

(a) How do you rate yourself as a risk-taker?

T AT B B ||

¥ e § g
Risk Averter Unwilling % Willing Risk

Risk Risk Seeker
Taker Taker

(b) Wnat level of net farm income are you aiming for?

per year

These questions were not used in the analysis. They were asked

mainly for comparative purposes.



Seeeee e e SOEMTTIUO])

& °009 ‘9T °ZT0*LT *LLSCLT *CGLELT AATEEI TG éot *6G6°QT °60¢ ¢6T FEQ 6T 0z
& *00T ‘9T *9zl o1 °29L%9T *60TELT "LoT*LT *9¢Q¢LT WATALL) *119°aT *LTO‘6T 61
! °gTG4CT *OT8CT *9zT49T Thv ot *1LL49T *60T¢LT oGV LT *CTofLT *GeT ‘9T ot
CTEHYT TGt AL AR *GGO9T °19¢ ‘9T *11949T *TO0LT *GeeLT LT
oz VT °ZeGHT * 13l T *ghofaT WAL °C6GECT *L1gtGT °69T49T *69% ¢91 9T
*629°CT *CGRCT °280°7T 9T¢ ¢t < LGGHT 0o YT *0G0 4T °QTE Gt *9QG¢GT T
*6V6°2T b TCT “2Ge T *T9G4¢T *GLLCT *F66°¢T Qe VT A Va9V T AN
T AYAL WAVAIAN °96G%2T *08ltzT *096°2T *T9T%¢T *QG¢ “¢T *6GGECT *G9LCT ¢T
*GOGIT *QG9°*TT *GTeTT *GLECTT °gCT 2T *C0¢ ‘2T YA A °069°2T W RAREAN AN
*6¢L0T *1L3°0T *900°TT CHTATT *Cag ‘1T ETAARN *TLGTT *0zLtTT “TLOSTT TT
Y646 G001 *Q9T ‘0T *vg2 0T °zov ot A *fr9 ot °69L°0T *968°0T 0T
G116 *L02*6 *T0¢ %6 *L6% 46 “Yer ‘6 *C6G6 ‘16946 *96L°%6 *006¢6 6
BATALe *0z¢ ‘g Yot ‘g AsARe: *09G¢Q °6¢9°¢g °0elt8 °208°g °9g0°g 8
°gGe ¢l e Ivads *9ly L *9¢G ¢}, *L6G°¢), °6G69°¢L °zeltlL °98L°. *0G3°¢ . L
"9zl 9 0LV 9 *CTG9 °09G¢9 *909°9 *2G9¢c °669°9 9% L9 “¥6L%9 9
WAG AL *6a8 ¢¢ °02G4G *26646 *6gG g *L19¢6 *069°¢¢ °y09 ¢ WAVAR q
°OGY ¥ 0LV ¥ A% AL ey PeG Y LGy 166 °6T9 Y ¥
A" NAVALY *Gol¢¢ WRA A o6t ¢ °Tot *¢ gl éc *g9gl ¢¢ °Q6Y ‘¢ ¢
AL “L1¢¢e AR e rAE °Cge e °6C e ¢ e °QG¢ ‘2 *GGC e 2
°6LTT *08T ‘T °TQT T °CQT T QT T *G8TeT *LeTT °QQT ‘T °69T T T
4 s Vi 9 42 Y2 sz oz ohe suoouT
sxes}k
aTgeoITddy gseasqul JO 84BY o8( JO °ON

°g§90RT 980I09UT SNOTIBA 98 SIBsf JO Joquau USALS

fue z0F yauow ® °QQT$ JO ewoout we opTacxd 0f PIITNDEI SOUBIMSUT JO 4UNCWER 3Yf JUTMOUS OTqB]

(FTVICTNT INEWAVS TSULA)
TEAUIINT 40 SHIVE SNOIUVA IV SUVEX 0f
O T 04 HINOW V °O0T$ HCTAOYL OF CRUTADEM HONVHASHT
T TI9YT




=295-

*L6T¢Te *lzot1e Lol fze *L1T¢e °106°¢2 °099 V72 *GGY 462 °062 492 *99T ‘L2 0¢
*6T002 ey ite ° 14022 °otléze °66% °¢2 °02T V2 *Glathe 19962 *96V ‘92 62
*gzlfoe °*TO0 T2 °009 ‘T2 L2z iee *1838 22 *G9G ¢ *192 ‘e °0¢0¢Ge °CT8%GT a2
*QT0‘02Z *¥9G 02 YeT1e *gzli1e *gh¢ fee *966°22 *2l9t¢e *gle e *JTT¢G2 Le
°26G 6T *TIT 02 ° G902 A RAN N °66L°12 °01V ‘22 *gbot¢z IEAV RS “9ol ¢h2 92
°OGT *6T 96T *161402 °189°02 . WY AR °608°1e *qol ‘ze °TC0CT *Te9¢? o
°069 ‘9T *CCTe6T *CC9t6T °CCT 0T °T49 0T °TET TR *26Lé1e *Ggziee AL Tz
EAAL S WAL AT °960°6T *99G 6T *2G0 02 *9GG 02 *6L0°T2 °C29°12 °Qa1¢22 ¢e
*CTLéLT AR TG ot °Te6°aT °TCY 46T °C06 6T °06¢ ¢02 *G68°02 M IVARRS 2e
*Q6T LT *LLGELT *0L6°LT *LLefaT *l6ltat °CCZ 6T °¢R9 6T *0GT 02 74902 12
2 of¢ o/EC o ol¢ ol o8z o of SUOD1
G T as oz e YaaRe Yric Y8 2WOoUT
SIXBoL
m.ﬂﬁ,mo.m‘mamm@ 18axoquUl JO airy as) Jo °ON

(TIYTQMAT INENAVS ISUTL ) DSHUSINT
J0 STIVE SNOTYYA I¥ SHYEL 0 OF T HO& HING ¥V °00T$ FATACEL OF CHUIADIY HEONYHOSNI®*"* IT TIEVE
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TABLE LII

NUMBER OF YEARS FROM 1 TO 40

4
~

%
.971
-943
0915
.888

2863

837
2013
766

744

722
. 701

631

L6561
.642

623
. 605
2287
570
@554

.538
2022
507
<492
<478

464
«450
<437
o424
L412

. 400
.38
=371
. 566
2355

2345
-335
« 325
0316
« 307

.842

.814
. 786
<134
- 109

.685
o662
2639
2618

® 597

571
257
538
2520
-503

. 486
. 469
<453
o438
- 423

- 409
0395
302
. 369
-356

2314
o533
321
.310
. 300

.290
.280
271
261
253

.962
. 925

«889

-85

o

O
SN

-943
.890
840
2792
< T47

.705
.665
.592
558

.527
- 497
469
L 442
417

-394
371
. 350
. 331
.312

. 294
0278
. 262
247
«235

0220
. 207
.196
0185

- 174

0164
+155
. 146
.138
.130

123
9116
.109
« 100

097

=296



=297=

TABLE LIIT
RATES OF ESTATE TAX

Aggregate Taxable _ Tax
Value :

Under $5,000 10% of aggregate taxable value
$ 55000~ 9,999 500 + 12% of amount over § 5,000
10,000= 14,999 - 1,100 + 14% of amount over 10,000
15,000- 19,999 1,800 + 16% of amount over 15,000
20, 000= 39,999 2,600 + 18% of amount over 20,000
40,000~ 59,999 6,200 + 20% of amount over 40,000
60,000= 99,999 10,200 + 22% of amount over 60,000
100,000« 149,999 19,000 + 24% of amount over 100,000
150,000 199,999 31,000+ 26% of amount over 150,000
200, 000- 274,999 44,000 + 28% of amount over 200,000
275,000 349,999 65,000 + 30% of amount over 275,000
%50, 000= 449,999 87,500 + 32% of amount over 350,000
450,000- 549,999 119,500 + 34% of amount over 450,000
550, 000= 649,999 15%,500 + 36% of amount over 550,000
650,000~ 749,999 189,500 + 38% of amount over 650,000
750,000 849,999 227,500 + AQ% of amount over 750,000
850,000~ 949,999 267,500 + 42% of amount over 850,000
950, 000= 1,099,999 309,500 + 44% of amount over 950,000
1., 100, 000 1,299,999 375,500 + 46% of amount over 1,100,000
1, 300,000~ 1,549,999 467,500 + 48% of ammunt over 1,300,000
1, 550,000= 1,799,999 537,500 + 50% of amount over 1,550,000
1,800, 000= 1,999,999 712,500 + 52% of amount over 1,800,000
2,000,000 or more 816,500 + 54% of amount over 2,000,000

FOOTNOTE TO TABIE
ESTATE TAX

BASIC EXEMPTION

A basic exemption of $40,000. is allowed in computing the
Aggregate Taxable Value of any estabe.
SURVIVOR EXEMPTIONS

For the purpose of survivor exemptions, a #ohild? of a deceased
person includes “"an illegitimate child of that person, an individual
adopted either legally or in fact by that person while such individual

was under twenbty-one years of age and an individual of whom, either
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legally or in fact, that person had, or immediately before such
individual atbttained twenty-one years of age did have, the custody and
control®s. The term “infirm® as applied to children over age 21 and to
a widower means "any mental or physical infirmity rendering thalt person
incapable ordinarily of pursuing any substantially gainful occupation.™

If the deceased is survived by a widow there may be deducted; in
addition to the basic exemption of $40,000, a survivor exempition of
$20,000. plus $10,000. for each child under age 21 or any age if wholly
dependent wpon the deceased or the spouse of the deceased, or both, be-
cause of infirmity. When a deceased wife is survived by an infirm widower
and a child or children under age 21 or any age if wholly dependent be~-
cause of infirmity, there may be deducted, in addition to the basic
exemption, a survivor exemption of $20,000, plus $10,000, for each child
under age 21 or any age if wholly dependent because of infirmity. It is
to be noted that where the deceased is survived by an infirm widower but
there are no surviving children under age 21 or wholly dependent be-
cause of infirmity, no survivor exemption is allowable. Also, no survivor
exemption is allowable in respect of a widower or surviving children if
the surviving widower is not infirm.

Where there is no surviving wife or husband, an exemption of
$15,000. may be claimed for each surviving child under age 21 or any
age if wholly dependent because of infirmity.

There are special exempbions allowable if the death of the
deceased was attributable %o war services. Enguire at the District

Taxation Office for details.

SOURCE = Income Tax Guide 1961 and 1965.
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TABLE LIV
DETATLED METHOD OF CALCULATING INCOME TAX 1IN 1961
FEDERAL INCOME TAX ON TAXABLE INCOMES
The “Federal Income Tax on taxable income® is %o be calculated
by using the #1961 Rates of Federal Income Tax" below. These rates
include the 0ld Age Security Tax.

1961 Rates of Federal Income Tax

Taxable
Income Tax
$ 1,000. or less 14%
1,000. $ 140. + 17% on next $ 1,000,
2,000, 310. + 20% on next 1,000,
3,000 510. + 19% on next 1,000
4,000, 700. + 2%% on nex 2,000,
6,000, 1,140, + 26% on next 2,000.
8,000, 1,660. + 30% on next 2,000,
10,000, 2,260, + 35% on next 2,000.
12,000, 2,960, + 40% on next %,000.
15,000, 4,160. + 45% on next  10,000.
25,000, 8,660, + 90“ on next  15,000.
40,000, 16,160. + 55% on next  20,000.
60,000, 27,160, + 607 on next  30,000.
90,000, 45,160, + 65% on next 35,000
125,000, 67,910. + 70% on next 100,000,
225,000, 137,910, + 75% on next 175,000
400,000, 269,160, + 80% on remainder

MAKE CALCULATION HERE
Taxable Income $.ceeeooonn
On the first kS Tox 18 = = = $ecuerooscooos

On remaining $eeeeoeoses Tax at % is §

Lesd

FEDERAL Tncome Tax on taxable income¥®

¥ Enter this amount on the corresponding line on the return.
TAX ADJUSTMENTS

Thig line is provided for use when adding to your tax such items as:

(a) a porticn of a dependent's income, as explained in the income tax
form.

(b} the amount of Family Allowances or Family Assistance as explained
earlier under item 12,

(c¢) the amount payable in respect of cerfain lump sum payments.
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DETALLED METHOD OF CALCULATING INCOME TAX IN 1965

FEDERAL INCOWE TAX ON TAXABLE INCOME

The “Pederal Income Tax on taxable income' is to he calculated by
using the *1965 Rates of Federal Incorne Tax' below. These rates do
not include the 01d Age Security Tax for which all taxpayers are
1iable and such tax must, therefore, be calculated separately.

1965 RATES OF FEDERAL INCOME TAX

Taxable
Income Tax
$ 1,000. or less 11%
1,000, 110. + 14% on next § 1,000,
2,000, 250, + 17% 1,000.
%,000. 420, + 19% " 1,000,
4,000, 610. + 22% 2,000,
6,000. 1,050, + 265 ¢ 2,000,
8,000, 1,570. + 306 2,000,
10,000. 2,170, + 35% ® 2,000,
12,000. 2,870 + 40% M %,000.
15,000, 4,0700 + 45% 10,000.
25,000, 8,570 + 50% " 15,000,
40,000, 16,070. + 55% * 20,000,
60,000. 27,070, + 60% * 30,000,
90,000, 45,070, + 65% " 35,000,
125,000, 67,820, + T70% " 100,000,
225,000 137,820. + 75% 175,000,
400,000, 269,070. + 80% on remainder
WMAKE CALCULATION HERE
Taxeble Income Hooeeeveconon
On the first $ Tax i8 -~ = = Seeieveeene e
On remaining $eeecoscocos . Tax at % is &
FEDERAIL Income Tax on taxable income¥ $

*Enter this amount of the corresponding line on the return.

TAX ADJUSTMENTS

This line is provided for uwse when adding to your tax such ltems as:

(a) a portion of dependent's income, as explained in the note at the
bottom of Page 2 of the returng

(b) the amount of Family Allowances or Family Assistance as explained
earlier under item 12;

(c) the amount payable in respect of certain lump sum payments
described earlier under item 2.

Continned...ooeve
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DETATILED METHOD OF CALCULATING INCOME TAX IN 1965
DIVIDEND TAX CREDIT

If your income includes dividends from "faxable Canadian’
corporationsY you are entitled to a dividend tax credit. The amount
of this credit is 20% of the NET dividends from such corporations.
(*NET® means gross dividends received or allocated minus any deductions
therefron such as depletion and carrying charges). However, the amount
of this credit may not exceed the "Total Income Tax".

FEDERAL ABATEMENTS

(A) Abstement for Provincial Taxes = This abatement is applicable to
all individuals who are liable for provincial income tax - that is, all
individuals who resided in one of the ten provinces of Canada of 3lst
Dec. 1965. (The Yukon Territory and Northwest Territories are not
“provinces“)e This abatement, based on the province in which you re-
sided of 31lst Dec. 1965, is at the following ratess
(a) A1l provinces other than Quebec - 21% of the "Basic Tax".
(b) Quebec = 44% of the "Basic Tax". (The rate of abatement
for persons resident in Quebec reflects the difference in
shared-cost programs and schooling allewances}e
(b) 1965 Tax Reduction = This abatement reflects the general fax
reduction for the 1965 taxation year and is applicable to all individ-
uals, regardless of residence. The amount of this reduction is 5% of
the #Basic Tax' or $300, whichever is less.

OLD AGE SECURITY TAX

) All taxpayers are subject to the 0ld Age Security Tax which is
4% of "Taxable Income" or $120, whichever is less.

PROVINCIAL TAX PAYABLE

Bach of the 10 provinces levies a provincial income tax, pro-=

vincial income tax and, with the exception of the income tax levied by
SR the Province of Quebec, this tax is to be computed and pald in conjunce
L tion with the federal income btax. :

As the Province of Quebec collects its own income tax, provin-
cial income tax levied by that province must not be added to the Federal
Tax calculated on this rebturn.

Pergsons resident in the Yukon Territory or Northwest Territories
on 3lst Dec. 1965, are not subject to provincial income tax and similarly
are not entitled to the Federal Abatement for Provincial Taxes.

Provincial income %ax, based on the province in which you resided
on 3lst Dec. 1965, is payable al the following ratess
(a) Wewfoundland, Prince Edward Island, Nova Scotia, New Brunswick,
Ontaric, Alberta and British Colunbia = 21% of the "Basic Tax",

(b) Manitoba ~ 26% of the “Basic Tax", '
zcﬁ Saskatchewan - 27% of the "Basic Tax".
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