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from the editor

Agriculture Insurance - Friend of the Farmer

espite more than two-thirds of the Indian population depending on agriculture, either directly or

indirectly, the fact that the farming community still pursues the profession with a great degree of

uncertainty as to the ultimate outcome speaks volumes of the associated ills. The increasing number
of suicidal deaths of the members of this community is another intriguing factor. Over a period of time,
there has been overall progress in agricultural output and the income levels, if the entire nation is to be
taken as a unit. However, there are still some pockets where the deep-seated maladies continue.

One of the essential reasons for the problems associated with agriculture is dependence on weather. There has
been tremendous progress in the area of weather forecasting techniques as also the precautions to be taken
against the damage that nature’s fury can cause. However, environmentalists emphasize that the trends of
global warming are responsible for the ecological disequilibrium that manifests itself in the form of catastrophes.
In a predominantly agrarian economy like India, the farming community bears the brunt of such losses.

While the supremacy of nature is beyond doubt, measures must be taken in order that the devastation that
it can wreak is put in control; and wherever losses are imminent, there must be alternatives for the farmers
to resort to. Proper insurance arrangements can be a very handy tool in such adverse circumstances. However,
insurance in the area of agriculture has not made sufficient progress in the country; although more recent
trends indicate a healthy growth. There is need for consolidation in this class and products based on scientific
and actuarial assessments are the need of the hour. Further, there is also a drastic need for bringing the vast
majority of the agrarian community under the umbrella of insurance so that the economies of scale are
accomplished. This, of course, presupposes that the benefits of insurance are well understood; and it is here
that all the stakeholders have to play a key role.

‘Agriculture Insurance’ is the focus of this issue of the Journal. Mr. M. Parshad, the CMD of Agriculture Insurance
Company of India Ltd. himself sets the ball rolling with an article that talks about the difficulties associated
with the administration of the schemes; and the way forward. In the next article, Mr. Roman Hohl and Ms.
Harini Kannan exhort the evolutionary trends of agriculture in India; and take a look at what is required for the
Indian agriculture sector. Mr. K.N. Rao, in his article ‘Weather based Crop Insurance’ talks about certain limitations
of weather insurance which can however provide stability against the inherent risks.

The subject of crop insurance has always been evolving and the government has also been constantly working
on it. This fact is brought home lucidly by Mr. M.K. Poddar in the next article. Mr. Pranav Parshad, in his
article, describes how exactly index-based weather insurance works and narrates his experience in the
domain. In the last article on issue focus, Ms. Avinash Kaur Lochan brings out succinctly the correlation
between microfinance and microinsurance; and the role of agriculture insurance product for the Indian
market. In the ‘follow through’ section, Ms. Madhumalati Damle discusses the importance of spreading the
risk globally, if the mechanism of reinsurance is to emerge successful in the long run. In addition to the
statistics of monthly performance of the players, we have for you the class-wise half-yearly statistics of both
life and non-life insurers.

‘Health Insurance’, as a class, has been the fastest growing in more recent times; and it augurs well for the
Indian insurance industry. Nevertheless, there are still so many ‘ills’ associated with it. The focus of the next
issue of the Journal will be on this ever-challenging domain.

U. Jawaharlal
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Report Card:LIFE

First Year Premium of Life Insurers for the Period Ended October, 2007

S Premium u/w (Rs. in Crores) No. of Policies / Schemes No. of lives covered under Group Schemes
No. Insurer
Oct, 07 Up to Oct, 07 Up to Oct, 06 Oct, 07 Up to Oct, 07 Up to Oct, 06 Oct, 07 Up to Oct, 07 Up to Oct, 06
1| Bajoj Allianz
Individual Single Premium 54.58 296.81 577.42 7218 47971 28133
Individual Non-Single Premium 320.86 2332.84 928.23 223987 1724890 573898
Group Single Premium 1.08 6.98 3.24 0 0 1 759 4957 1209
Group Non-Single Premium 217 13.20 11.93 Al 158 112 82838 457676 465933
2 | ING Vysya
Individual Single Premium 3.35 11.88 17.56 384 1081 1238
Individual Non-Single Premium 52.42 289.78 184.57 32899 176669 96577
Group Single Premium -0.03 0.81 2.31 0 0 0 15 183 517
Group Non-Single Premium 0.06 2.30 423 3 11 28 10964 59210 8400
3| Reliance Life
Individual Single Premium 26.39 97.74 62.83 5086 19767 9756
Individual Non-Single Premium 140.83 611.65 204.36 70906 333736 141340
Group Single Premium 37.78 135.74 9.22 4 45 15 13647 70789 13486
Group Non-Single Premium 1.81 11.99 3.96 29 148 79 46557 223151 103281
4| SBI Life
Individual Single Premium 124.77 504.19 186.63 16878 70289 27654
Individual Non-Single Premium 153.64 760.17 391.06 47839 247316 179863
Group Single Premium 17.66 108.56 108.19 0 0 2 8931 56380 66647
Group Non-Single Premium 15.37 98.82 128.36 13 34 258 882682 298355 671567
5 | Tata AIG
Individual Single Premium 4 17.93 5.24 707 2714 371
Individual Non-Single Premium 61.57 346.55 265.32 33169 233778 206594
Group Single Premium 4.98 37.42 29.26 0 0 4 33388 235006 156895
Group Non-Single Premium 18.51 39.41 26.66 11 39 58 12039 127684 142975
6 | HDFC Standard
Individual Single Premium 10.11 62.91 65.81 10991 182107 62557
Individual Non-Single Premium 172.62 926.87 508.89 46850 295366 137500
Group Single Premium 8.14 36.19 51.46 6 71 61 5985 72552 124739
Group Non-Single Premium 8.33 41.61 33.42 8 28 9 7716 28845 1678
7 | 1CIC1 Prudential
Individual Single Premium 27.59 192.70 162.50 4053 30177 25038
Individual Non-Single Premium 451.95 2609.03 1612.91 185851 1258671 763684
Group Single Premium 11.01 100.04 86.41 22 120 98 45898 254633 69197
Group Non-Single Premium 78.42 281.41 219.03 8 247 192 26211 279826 174819
8 | Birla Sunlife
Individual Single Premium 1.61 1218 17.03 7850 39101 20090
Individual Non-Single Premium 142.88 696.93 307.26 35090 198035 113434
Group Single Premium 0.47 2.43 5.69 0 3 0 1062 3464 3319
Group Non-Single Premium 18.17 48.20 54.50 12 75 89 29373 88225 4227
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Aviva

Individual Single Premium 1.55 11.23 15.41 249 1695 1424

Individual Non-Single Premium 67.41 425.87 312.81 25784 173513 134679

Group Single Premium 0.15 1.54 1.79 0 0 1 125 77 957

Group Non-Single Premium 2.64 20.04 16.42 6 82 42 48807 386601 183544
10 | Kotak Mahindra Old Mutual

Individual Single Premium 1.97 11.64 20.64 273 1535 2188

Individual Non-Single Premium 60.92 295.25 171.94 23612 109287 54233

Group Single Premium 1.86 11.95 3.92 0 1 5 18010 101411 19730

Group Non-Single Premium 591 28.82 20.76 21 127 80 46609 212114 124140
11 | Max New York

Individual Single Premium 18.94 116.04 20.33 1266 7572 1214

Individual Non-Single Premium 76.91 553.33 349.93 51541 368486 273748

Group Single Premium 0.00 0.00 0.00 0 0 0 0 0 0

Group Non-Single Premium 4.75 24.83 1.78 15 222 32 36882 332743 44337
12 | Met Life

Individual Single Premium 1.74 13.52 316 264 2095 662

Individual Non-Single Premium 54.02 257.45 102.89 19446 95962 43738

Group Single Premium 0.38 4.63 0.00 2 36 0 18513 111855 0

Group Non-Single Premium 0.00 0.00 10.22 0 0 152 0 0 300008
13 | Sahara Life

Individual Single Premium S 15.40 7.26 810 4016 1869

Individual Non-Single Premium 5.37 2791 2.36 7216 41086 6625

Group Single Premium 0.00 0.00 0.00 0 0 0 0 0 0

Group Non-Single Premium 0.00 0.00 0.94 0 2 2 0 52 103131
14 | Shriram Life

Individual Single Premium 16.38 74.23 20.63 2720 13886 4595

Individual Non-Single Premium 10.25 58.66 24.97 5657 35824 31168

Group Single Premium 0.00 0.02 0.00 0 1 0 0 1625 0

Group Non-Single Premium 0.00 0.00 0.00 0 1 0 0 571 0
15 | Bharti Axa Life

Individual Single Premium 0.30 0.78 0.00 26 7 0

Individual Non-Single Premium 6.85 25.09 1.12 5051 22175 442

Group Single Premium 0.00 0.00 0.00 0 0 0 0 0 0

Group Non-Single Premium 0.00 0.00 0.00 0 0 0 0 0 0

Private Total

Individual Single Premium 296.62 1439.18 1182.43 58775 423303 186789

Individual Non-Single Premium 1778.51 10217.36 5368.63 814898 5314794 2757523

Group Single Premium 83.49 446.29 301.48 34 277 187 146333 913626 456696

Group Non-Single Premium 156.12 610.64 532.21 147 1174 1133 436278 2555053 2366084
16 | LIC

Individual Single Premium 1595.28 9161.90 12183.67 408407 2489724 3062861

Individual Non-Single Premium 941.89 12265.11 12350.41 1588022 15391635 8828081

Group Single Premium 602.53 447418 437201 1470 11930 9604 1811614 12044697 7221496

Group Non-Single Premium 0.00 0.00 0.00 0 0 0 0 0 0

6rand Total

Individual Single Premium 1891.90 10601.08 13366.10 467182 2913027 3249650

Individual Non-Single Premium 2720.40 22482.47 17719.04 2402920 20706429 11585604

Group Single Premium 686.03 4920.48 4673.49 1504 12207 9791 1957947 12958323 7678192

Group Non-Single Premium 156.12 610.64 532.21 147 1174 1133 436278 2555053 2366084

Note: 1.Cumulative premium upto the month is net of cancellations which may occur during the free look period.

2. Compiled on the basis of data submitted by the Insurance companies
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tatistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE HALF YEAR ENDED SEPTEMBER 2007

INDIVIDUAL SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. Sept 2006 Sept 2007 Sept 2006 Sept 2007 Sept 2006 Sept 2007
Non linked*
1 Life
with profit 102.64 82.75 12602 6621 157.38 147.19
without profit 519.87 104.54 136397 223301 1794.88 1362.95
2 General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 2.01 6.09 91 657 0.12 0.13
8 Pension
with profit 70.72 40.62 3739 2665 1.62 2.10
without profit 1.38 0.24 50 22 1.08 0.00
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
A. | Sub total 696.63 234.23 152879 233266 1955.07 1512.37
Linked*
1 Life
with profit 0.00 0.00 0 0 0.00 0.00
without profit 1633.17 2045.32 163933 513859 1797.70 3877.91
2 General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit -0.22 0.00 0 0 0.00 0.01
3 Pension
with profit 0.00 0.00 0 0 0.00 0.00
without profit 9393.59 6429.53 2445859 1698846 1.71 25.23
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 11026.55 8474.85 2609792 2212705 1799.41 3903.14
Total (A+B) 11723.18 8709.08 2762671 2445971 3754.49 5415.51
Riders:
Non linked
1 Health# 0.01 0.01 17 13 0.25 0.01
2 | Accident## 0.03 0.01 544 73 3.93 0.55
3 | Term 0.00 0.00 9 1 0.06 0.00
4 | Others 0.00 0.00 0 0 0.00 0.00
D. | Sub total 0.04 0.02 570 87 4.25 0.56
Linked
1 Health# 0.01 0.01 50 11 0.55 0.13
2 | Accident## 0.04 0.08 1739 7723 12.08 58.54
3 | Term 0.00 0.00 4 0 0.08 0.00
4 | Others 0.00 0.00 0 0 0.00 0.00
E. | Sub total 0.05 0.08 1793 7734 12.72 58.67
F | Total (D+E) 0.09 0.10 2363 7821 16.97 59.23
G. | **Grand Total (C+F) 11723.27 8709.18 2762671 2445971 3771.46 5474.74

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.



Statistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE HALF YEAR ENDED SEPTEMBER 2007

INDIVIDUAL NON - SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. Sept 2006 Sept 2007 Sept 2006 Sept 2007 Sept 2006 Sept 2007

Non linked*
1 Life

with profit 8368.57 4068.78 7306524 6223612 65468.66 59555.48

without profit 923.98 102.45 392135 438233 8525.08 8658.48
2 | General Annuity

with profit 0.10 0.05 108 63 1.59 1.15

without profit 0.00 0.00 0 0 0.00 0.00
8 Pension

with profit 22.63 12.31 10175 9941 98.34 110.95

without profit 4.25 8.56 1824 3364 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 6.95 37.04 53189 162498 2384.12 12747.23
A. Sub total 9326.47 4229.20 7763955 6837711 76477.78 81073.30

Linked*
1 Life

with profit 0.10 -0.01 46 8 0.89 0.20

without profit 3995.33 13505.74 1545647 10648205 37260.87 138030.39
2 General Annuity

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
3 Pension

with profit 0.04 0.02 4 5 0.00 0.00

without profit 572.41 2005.47 198789 820853 254.06 1343.45
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 4567.87 15511.22 1744486 11469071 37515.82 139374.04

Total (A+B) 13894.34 19740.42 9508441 18306782 113993.61 220447.34

Riders:

Non linked
1 Health# 1.73 0.82 9397 6032 124.38 77.85
2 Accident# # 3.17 1.98 189857 108951 3162.62 1774.58
8 Term 0.23 0.11 3701 1954 40.26 19.58
4 Others 8.93 6.42 2560 699 1450.13 748.19
D. Sub total 14.06 9.8 205515 117636 4777.39 2620.20

Linked
1 Health# 2.25 1.63 5901 4358 202.84 180.60
2 | Accident## 2.55 9.54 49585 75345 3300.75 4707.25
8 Term 0.37 0.19 4010 9412 81.48 216.90
4 Others 0.57 0.26 9931 2281 50.99 1180.89
E. | Sub total 5.74 11.62 69427 91396 3636.06 6285.64
F. Total (D+E) 19.81 20.96 274942 209032 8413.44 8905.84
G. | **Grand Total (C+F) 13914.15 19761.37 9508441 18306782 122407.05 229353.18

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.

irda journal 0




tatistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE HALF YEAR ENDED SEPTEMBER 2007

GROUP SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Crore)

Sl. PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Sept 2006 | Sept 2007 | Sept 2006 | Sept 2007 | Sept 2006 | Sept 2007 | Sept 2006 | Sept 2007
Non linked*
1 Life
a) | Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 661.58 570.77 796 784 321571 433199 2097.55 1453.91
b) | Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 18.03 4.38 340 239 69049 47547 1144.91 311.63
C EDL
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1.93 2.65 476 450 361205 457180 1145.81 1995.23
d) | Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1920.03 1553.19 6573 8836 5889610 9793097 51724.99 37746.08
2 | General Annuity
with profit 352.17 227.18 4 3 1323 884 0.00 0.00
without profit 271.73 681.02 32 41 3237 4618 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 343.50 1062.85 84 279 71447 199893 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. | Sub total 3568.96 4102.03 8305 10632 6717442 10936418 56113.25 41506.86
Linked*
1 Life
a) | Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0.00 0.00
without profit 32.50 67.82 12 55 72649 36672 6.44 199.67
b) | Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
o | EbL
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) | Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 5.36 6.70 2 1 5078 435 0.51 0.04
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 5.55 57.84 9 15 4756 26851 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. | Subtotal 43.41 132.36 23 7 82483 63958 6.95 199.71
C. | Total (A+B) 3612.37 4234.39 8328 10703 6799925 11000376 56120.20 41706.57
Riders:
Non linked
1 Health# -0.01 10 7 3239 3951 2345.92 215.51
2 Accident # # . 0.07 21 19 9860 23506 7736.07 315.57
3 | Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
D. Sub;o:’nl 0.39 0.06 31 26 13099 27457 10081.99 531.08
Linke:
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident # # 0.00 0.00 0 0 0 0 0.00 0.00
3 | Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. | Sub total 0.00 0.00 0 0 0 0 0.00 0.00
F Total (D+E) 0.39 0.06 31 26 13099 27457 10081.99 531.08
G. | **Grand Total (C+F) 3612.76 4234.45 8328 10703 6799925 11000376 66202.19 42237.65

* Excluding rider figures.
** for no. of schemes & lives covered Grand Total is C.
# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.
The premium is actual amount received and not annualised premium.




Statistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE HALF YEAR ENDED SEPTEMBER 2007

GROUP NEW BUSINESS -- NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)

Sl. PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Sept 2006 | Sept 2007| Sept 2006 | Sept 2007 | Sept 2006 | Sept 2007 | Sept 2006 | Sept 2007
Non linked*
1 Life
a) | Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 42.13 47.33 18 23 33548 27565 139.64 192.42
b) | Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 6.78 17.10 0 0 108280 133905 2246.96 1809.11
4 EDLI
with profit 0.00 0.97 0 83 0 90561 0.00 813.49
without profit 3.02 1.20 133 84 218924 102174 1773.53 878.95
d) | Others
with profit 0.00 15.94 0 110 0 197048 0.00 5117.83
without profit 80.74 67.86 589 376 1429654 1170758 27978.13 23566.09
2 | General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
g Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.86 0.21 3 0 68 0 0.06 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. | Sub total 133.54 150.61 743 676 1790474 1722011 32138.32 32377.89
Linked*
1 Life
a) | Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 136.17 155.46 151 218 130178 360854 1509.15 2148.14
b) | Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 1.93 0 14 0 3301 0.00 44.93
¢ | Eoul
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) | Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 4.78 7.16 10 9 144 683 0.79 7.40
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 20.80 1.61 3 4 1679 1022 20.80 1.61
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 118.88 136.15 79 106 11987 30904 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. | Sub total 280.64 302.32 243 351 143988 396764 1530.75 2202.08
C. | Total (A+B) 414.18 452.93 986 1027 1934462 2118775 33669.07 34579.97
Riders:
Non linked
1 Health# 0.06 0.98 4 13 1168 8197 45.59 577.11
2 Accident# # 0.07 0.31 10 1 6176 12694 276.90 923.26
3 Term 0.00 0.01 1 1 73 61 2.17 0.63
4 Others 0.00 0.01 2 4 102 379 22.03 71.14
D. | Sub total 0.12 1.30 17 29 7519 21331 346.68 1572.14
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident# # 0.16 0.29 15 13 11812 13901 855.15 456.04
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. | Sub total 0.16 0.29 15 13 11812 13901 855.15 456.04
F. | Total (D+E) 0.28 1.59 32 42 19331 35232 1201.83 2028.19

* Excluding rider figures.

** for no. of schemes & lives covered Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.

$ Reflects revised data submitted by ICICI Prudential Life Insurance Company Ltd.
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Ensuring Healthy Progress...

THE POTENTIAL FOR HEALTH INSURANCE IN INDIA IS HUGE, CONSIDERING THE LOW PENETRATION. MORE RECENT

TRENDS INDICATE GOOD PROGRESS OF THIS YOUNG SECTOR. HOWEVER, IN ORDER TO FIGHT THE 'ILLS" ASSOCIATED

WITH THE CLASS, THERE IS A ROLE FOR EACH OF THE STAKEHOLDERS TO PLAY" SAYS U. JAWAHARLAL.

ealth insurance, as a class, is very

young in the Indian insurance

domain. But it has overtaken
several other sectors; and presently it
occupies the third place among the
different non-life insurance classes. More
than that, as per the latest statistics
available, it has registered a higher than
50% rise over the business figures for the
corresponding period last year; while the
overall growth in non-life insurance
business is around 10%. All these statistics
put it in a very healthy spot which augurs
well for the Indian insurance industry as
also for the betterment of healthcare in
the country. However, it would be naive to
believe that everything is hunky-dory with
health insurance.

Among the customer grievances in the
insurance domain, health insurance
occupies one of the top slots; and the
reasons are not far to seek. Primarily, the
insuring public should understand that
insurance pays when the conditions
underlying the contract are fulfilled. This
fact is sometimes not well received even
by the educated elite and it is felt that
having paid the premium for some years,

they have a right to enforce a claim. While
the responsibility of improving the
awareness levels rests with all the
stakeholders, insurers would do well to
make the clauses very explicit; and if
necessary, to emphasize and explain, in
particular, the exclusions.

Some of the areas which are the usual bone
of contention are the condition of the pre-
existing disease and the compulsory
hospitalization for a certain minimum
period. An upfront, detailed underwriting
and an open discussion with the
policyholder can lead to better objectivity
in dealing with pre-existing diseases.
Similarly, the condition of minimum
hospitalization should be applied in its true
spirit. At a time when medical technology
is progressing by leaps and bounds, strict
interpretation of such clauses in letter may
not serve the purpose.

Moral hazard is a great deterrent in health
insurance business. There is a role for all
parties concerned in curbing this menace.
Hospitals should ensure to charge the
patients based on the treatment provided,
and not really bother about their insurance

status. The institution of Third Party
Administrators has been introduced to
serve the purpose of easier settlement of
claims and they should play their role
effectively in ensuring better
administration. Above all, the insurance
orientation of the customer should be
taken into consideration while dealing with
health insurance claims.

As age progresses, the likelihood of one’s
falling sick, increases. At the same time,
considering the higher risk, the
underwriting rigour and cost of insurance
also increase progressively with age. This
leads to a situation whereby the
availability of insurance when it is needed
more gets to be increasingly difficult. With
the report of the committee for health
insurance for senior citizens having been
submitted, it is hoped that some of these
issues would be attended to.

'Health Insurance’ will be the focus of the
next issue of the Journal and we look
forward to a healthy debate on this hugely
important area for the Indian insurance
industry.

Towards

Better Health...

in the next issue...
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CIRCULAR

November 1, 2007

43/I1RDA/AGENCY/Nov 2007

Re: Clarification on Circular pertaining to Reduction in Training Hours

To

All Insurers / Agents Training Institutes (In-house, Private and
Online)

IRDA vide Gazette Notification dated 9th October, 2007 on
Amendments to IRDA (Licensing of Insurance Agents) Regulation
and IRDA (Licensing of Corporate Agents) Regulation and Circular
no. 42/IRDA/AGENCY/Oct 2007 dated 15th October, 2007 issued
instructions about reduction in agents’ training hours. IRDA is in
receipt of number of requests seeking clarification with regard to
the limit of number of training hours per day.

In this regard, | am directed to state that -

“By one week it is meant seven days inclusive of weekend and
holidays. It is advised that training per day not to exceed 8 hours.
This would apply to both online and offline training”

Sd/-
(V. Vedakumari)
Executive Director (Admn.)

NOTICE

8th November, 2007

Re : General Insurance Council’s Proposed Standard Market Wordings for erstwhile tariff Business

The General Insurance Council has undertaken the responsibility
of developing Standard Market Wordings for Fire, Engineering and
Motor portfolios to be followed by insurers in the tariff free regime.
The Standard wordings proposed for the above classes of insurance
by the Council are available for perusal on their website
www.generalinsurancecouncil.org.in.

Suggestions/comments from various stakeholders and public may
be sent to the General Insurance Council directly with a copy to
us.

(C.S. Rao)
Chairman

CIRCULAR

November 22, 2007

To

The Chairman/Chief Executive Officer of
All Insurance Companies

Dear Sir,

Quarterly Submission of Financial Statements

As you are aware, section 11 (1A) of the Insurance Act, 1938
requires all insurers to prepare at the expiration of each financial
year, with reference to that year, a balance sheet, a profit and
loss account, a separate account of receipts and payments, a
revenue account in accordance with the regulations made by the
Authority. These statements are required to be furnished to the

45/1RDA/F&A/Nov.-07

Authority within a period of six months from the end of the period
to which they refer.

With a view to strengthening the framework of disclosure to the
Authority and to reduce the periodicity at which information on
the financial performance of the companies is submitted to the
Authority, it has now been decided that all insurers shall submit
to the Authority the un-audited segment wise financial statements
on a quarterly basis. These statements may be filed with the
Authority without the accompanying schedules. The manner of
preparation of the un-audited financial statements shall be as
per the instructions contained in the IRDA (Preparation of Financial
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Statements and Auditor’s Report of Insurance Companies)
Regulations, 2002 and the various circulars/instructions issued
thereunder.

The filing of quarterly statements is required to be made as per
the following time schedule:

To be submitted on or before
15% August

15" November

Solvency report as on
30 June
30t September

315t December 15 February

The prevailing requirements for filing of the Financial Statements
as at 315t March shall continue as per the provisos of the Regulations
under reference and the instructions issued vide Circular No. IRDA/
F&A/013/2005-06 dated 9t June, 2005.

These instructions come into effect from the quarter ended
December, 2007.
Kindly acknowledge receipt.

(C. R. Muralidharan)
Member (F&l)

CIRCULAR

November 22, 2007

To
The Chairman/ Chief Executive Officer of
All Non Life Insurance and Re-insurance Companies

Dear Sir,
Reporting of Maintenance of Solvency Margin Ratio

As you are aware, all insurance companies are required to maintain
the solvency ratio of 1.5 at all times. Further, IRDA (Assets,
Liabilities and Solvency Margin of Insurers) Regulations, 2000
require all insurers to file the Statement of Solvency Margin
(General Insurers) as at 31t March every year.

Post relaxation of controls on the tariffs for the non-life insurance
industry, there is a felt need to monitor the solvency position of
all insurers at shorter intervals. Accordingly, it has now been
decided that all non-life insurance companies shall file their
solvency position as at the end of each quarter. It is expected
that the stipulation would enable insurance companies to lay down
their business plans and to be in the position to meet their capital

46/1RDA/F&A/Nov.-07

requirements in a timely manner. While the stipulation was made
effective for the life insurance companies, w.e.f. June, 2007, the
requirement is now being extended to the non-life and re-insurance
companies as well.

The filing of quarterly statements is required to be made as per
the following schedule:

To be submitted on or before

15% August
15% November
15% February

Solvency report as on

30t June
30" September
31t December

The prevailing requirements for filing of the Solvency Statements
as at 31t March shall continue as per the provisos of the Regulations
under reference.

The format of submission of the solvency position is enclosed at
Annexe.
Kindly acknowledge receipt.
(C. R. Muralidharan)
Member (F&l)
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In the air

ANNEXE
STATEMENT OF AVAILABLE SOLVENCY MARGIN AND SOLVENCY RATIO
Item | Description Notes No. Amount
(1) (2) (3) (4)
01 Available Assets in Policyholders’ Funds:
Deduct:

02 Liabilities

03 Other Liabilities

04 Excess in Policyholders’ funds (01 - 02 - 03)

05 Available Assets in Shareholders Funds:
Deduct:

06 Other Liabilities

07 Excess in Shareholders’ funds (05 - 06)

08 | Total ASM (04)+(07)

09 Total RSM

10 Solvency Ratio (Total ASM / Total RSM)

Certification

[ eereereeereerennenenennes ., the CFO,certify that the above statements

have been prepared in accordance with the section 64VA of the

Insurance Act,1938, and the amounts mentioned therein are
true to the best of my knowledge.

Place:

Date: Name and Signature of the CFO

Counter signature: Principal Officer:

\We welcome consumer experiences.
Tell us about the good and the bad you
have gone through and your suggestions.
Your insights are valuable to the industry.
Help us see where we are going.

o )

Send your articles to:

Editor, IRDA Journal, Insurance Regulatory and Development Authority,
Parisrama Bhavanam, Il Floor, 5-9-58/B, Basheerbagh, Hyderabad 500 004
or e-mail us at irdajournal@irda.gov.in

irda journal @

Notes:

1.

Item No.01 shall be the amount of the Adjusted Value of Assets
in respect of policyholders’ funds as mentioned in Form IRDA-
Assets -AA.

. Item No. 02 shall be the amount of Total Liabilities as

mentioned in Form HG.

. Item No. 03 shall be the amount of other liabilities arising in respect

of policyholders’ funds and as mentioned in the Balance Sheet

. Item No. 05 shall be the amount of the Total Assets in respect

of shareholders’ funds as mentioned in Form IRDA - Assets - AA.

. Item No. 06 shall be the amount of other liabilities arising in respect

of shareholders’ funds and as mentioned in the Balance Sheet.

AD




Issue focus

The Speciality of Crop Insurance

RoLe oF AIC

‘IN ORDER TO ENSURE PROTECTION AGAINST FINANCIAL LOSSES IN THE FARMING SECTOR, THERE HAS TO BE A

PROGRESSIVE TRANSITION FROM UNCERTAIN AND INFORMAL RISK MANAGEMENT PRACTICES TO MODERN DAY RISK

MANAGEMENT STRATEGIES AND TECHNOLOGY-INTENSIVE ACTIVITIES’ OPINES M.PARSHAD.

Risks in Agriculture

griculture is among the oldest

organised occupations and is

termed the primary sector of the
economy. Due to the late infusion of
industrialisation and technology in
agriculture, the impact of risk in
agriculture seldom received the necessary
attention it required. Now that the focus
of developmental initiatives are more
people-centric; and in less developed
countries the majority of the population
live in the agricultural economy, more
attention is paid to risks in agriculture and
this needs to be scaled up continuously to
bring the much needed prosperity in the
rural belt and at the same time to ensure
the food security of the country.

Risks in agriculture are manifold and can
be classified under the following heads.
Production risk is the primary risk with
which we are concerned in the crop
insurance area. Agriculture yield depends
on many parameters which include
weather - the components of which can
include rainfall, temperature variation,
frost, solar radiation, wind, vapour
pressure and such. Then there are risks
such as pest risks having both frequency
and severity factors. Soil, its fertility, pH,
texture and depth form an important area
of crop success. The crop itself that is to

be cultivated, its variety and factors such
as its physiology, phenology and
morphology are significant. The agronomic
inputs concerned such as seeds, farmyard
manure, fertilisers and irrigation combined
with the relevant management practices
including the dates of planting, manuring,
pest management and irrigation all form
part of the success of the crop venture.
Significant risks relating to weather and
pests are often totally beyond the control
of the farmers, whereas other risks can be
more manageable.

Other risks for the agriculturist include
price or market risk, investment and credit
risk, institutional risk which mean risks
relating to unexpected changes in
regulations, services, support programmes
etc., technology risks and personal risk
which affects the lives and activities of the
farmers and their households.

The need of the hour to ensure protection
against financial losses in the farming
sector, is to move away from the centuries
old uncertain and informal risk
management mechanisms such as avoiding
risks or localised non-formal risk pools,
mutual aid or migration of farmers in time
of distress; to modern day risk
management strategies. These can include
use of credit, participation in more
technology intensive activities including
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contract farming, use of futures contracts
and insurance.

Need for Financial Services

Financial inclusion and deepening of
financial services in the rural societies are
a pre-requisite in migrating from the

Agriculture yield
depends on many
parameters which
include weather - the
components of which
can include rainfall,
temperature
variation, frost, solar
radiation, wind,
vapour pressure and
such.



Issue focus

vicious cycles of poverty and dependency,
to one of prosperity and economic
empowerment. Keeping this in mind, the
government in tie-up with General
Insurance Corporation had endeavoured to
begin the process of infusing crop
insurance among the agricultural sector of
the country way back in 1979. This process
has been augmented and accelerated
continuously till now and will continue till
the vast majority of farmers are included
in the ambit of financial services including
banking and insurance.

Complexities of Crop Insurance

Crop insurance, however, is not easy either
as a concept or as a product to be handled
either by insurer or the insured. The
reasons for this are many. For insurers
agricultural risks are more in the nature
of systemic risks in as much as climate risks
such as drought, excess rain, flood or high
temperatures are pervasive over a large
area and not random as seen in normal fire
or burglary risks. Therefore the pooling
concept needs diversification or spread not
only over areas but also over time periods.
This makes for high actuarial premiums
ranging even up to 20% of the sum insured.
Even in rich countries, such high levels of
premium are found unaffordable, and are
therefore subsidised. There is a greater
need for this in India, where 80% of farmers
are in the small and marginal categories.

In view of the systemic nature of the risk
as stated above, insurers also find that
individual insurance is difficult to sell or
administer in practice and therefore the
rates as well as claim settlement terms are
based on what is called the “area”
concept. This means that irrespective of
the yield level of the individual farmer, if
the sample chosen indicates a shortfall;
all the insureds in that area receive claims
based on the shortfall as indicated by the
sampling. In this, if the insured receives a
claim even where he had a bumper crop,
the pooling arrangement suffers a loss;
while if the farmer had a major loss and
no loss is declared for the area, the farmer
suffers a loss, despite insuring. The

anomaly created by this type of mismatch
is called “basis risk” and every crop insurer
and the government backing the
programme constantly endeavours to
reduce the impact of basis risk for better
targeting of indemnity.

As stated before, the pooling concept will
be robust only if the pool receives
uninterrupted patronage over time. This
makes it necessary that the farmers insure
without break both in good years as well
as in the bad years. Elements of moral
hazard and adverse selection thus have to
be rooted out as much as possible.
Therefore there is a need to make such
insurances universal, and as far as possible
such insurances are also made compulsory
for the sake of the common good. It is
therefore seen that governments, insurers
and bankers join together and ensure that
all farmers availing credit are compulsorily
insured and all non-loanees are also
encouraged to take insurance.

The agricultural insured are spread far and
wide in rural areas and therefore
administering the schemes and claims
individually becomes very time consuming
and costly. So apart from the area concept,
insurers are looking at proxy insurances by
using weather triggers, in view of the fact
that weather phenomena can be
scientifically correlated to crop losses.
Weather insurance has become very
popular because apart from proven
correlation, such policies are transparent
in as much as the weather data can be
uploaded almost immediately so that the
insured is aware of the weather
performance vis-a-vis the given trigger, and
the claim becomes payable almost as soon
as the trigger deviations are known. This
policy also enables the insured incentive
to work in such a manner that the crop
can be saved by additional efforts or cost,
because the claim is payable irrespective
of the yield once the direct correlation
between the degree of variability in
different weather-components on the one
hand and the estimated impact thereof on
the productivity of the crop concerned is
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The agricultural
insured are spread
far and wide in rural
areas and therefore
administering the
schemes and claims
individually becomes
very time consuming
and costly.

clearly established on the basis of scientific
inputs, farmers’ feedback etc.

There is a third option in agriculture
insurance, called Income Guarantee
Insurance to provide protection to the
farmers against fluctuations in market
price of the crop concerned in addition to
deficiency in yield. But, this type of cover
is more complex and is not likely to be
preferred by the farmers in the presence
of Minimum Support Price regime.

Agriculture Insurance in India

Having said this, it needs to be emphasised
that, in India, the government and the
Agriculture Insurance Company of India
Limited (AIC) have passed through the
leaning curve in all areas of crop insurance
and are looking to make crop insurance
reachable and affordable to a majority of
cultivators in the country. In India, there
has been a very long learning period in
yield insurance and we insure the largest
number of farmers in the world (around
18 million), by covering around 15% of the
farmers in India, involving about 20% of
the cropped area. Crop yield insurance has
become an area of study for betterment
by various organisations and experts
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The role of both the
Central and State
Governments whose
support and
patronage is of
utmost importance to
the success of all
crop insurance
schemes can never
be unduly
emphasised.

including the World Bank and it will be
constantly improved for better
responsiveness and spread.

There has been a large number of pilots
done in the area of weather insurance, and
the capability of AIC has been upgraded to
world class levels; and the schemes have
received acceptance of world leaders in
reinsurance and have been admired for
their research intensiveness and advanced
features, having received inputs from
institutions like Indian Agricultural
Research Institute, and having a vast
database of weather data which has been
duly cleaned and simulated for over 100
years. This has in effect made AIC capable
of offering unique weather products based
on climate variation and locational
differences in around 250 locations spread
over around 50 districts of the country for
the most common crops. This will be
scaled to cover all the districts/taluks and
all the crops in due course of time.
Government of India has recognised the
capability of AIC and has declared in
Parliament its intention to launch a large
weather pilot in the country through AIC.

We hope to cover a large number of states
in the winter season, after having
successfully launched a pilot in Karnataka
in the monsoon season.

AIC managing crop insurance
with the widespread use of
intermediaries

AIC has been experimenting with unique
insurance models in the management of
crop insurances. Since premium rate in the
crop sector is high as stated earlier, AIC
has managed to keep management costs
and intermediary costs to the minimum so
as to ensure that the agriculturist is not
loaded much beyond the actuarial load.
Management costs have been kept below
a level of 2% and intermediary costs are
also kept low till now. In order to achieve
this, AIC has used the large banking spread
within the country numbering almost 1.5
lakh branch offices of PSU Commercial
Banks, Co-operative Banks and Rural Banks;
besides a huge net-work of PACS engaged
in the distribution of crop-loans to the
farmers at the village level. Banks have
consistently helped to spread agricultural
insurance apart from other intermediaries
like brokers and corporate agents.
Similarly, AIC hopes to ride technology
developments to reduce costs and also to
add value to cultivators by offering such
services as weather updates and disease
forecasting and even issue of the policy
documents electronically.

In line with the latest concepts nurtured
by the IRDA, we also intend to use various
platforms and alliances to carry crop
insurance to all parts of the country. Tie
up with other insurers, making most banks
our bancassurance partners, and utilising
other corporates as well as NGOs/MFls/
SHGs are some of the measures on the
cards to give all round protection value to
the rural customer.

The Empowering Role of the
Government

Finally, the role of both the Central and
State Governments whose support and
patronage is of utmost importance to the
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success of all crop insurance schemes can
never be unduly emphasised. World over,
agriculture insurance thrives in the shadow
of government support and patronage. AlC
is extremely grateful to the various
Ministries at the Centre, especially the
Ministries of Agriculture and Finance, and
so also the Ministries at the State level and
their cooperative institutions. In line with
this, AIC has collaborated with the various
Boards and authorities in the agriculture
sector such as the Coffee, Rubber, Coconut,
Spices Boards and hopes to carry on
creating specific products of value to all
the specially supported crops in India
including floriculture and all types of
plantations. End to end solutions are also
being discussed with other insurers so that
asset, liability and other covers can be tied
with the main agriculture policies.

Conclusion

By the percentage of population, India is
still an agricultural country and the
agricultural economy must become fully
resilient and sustainable to achieve all
round progress. In this scenario, the
containment of risks occupies an ever
increasing role, as this only will turn our
farmers into prosperous agricultural
entrepreneurs. Therefore all farm
initiatives need risk containment steps, the
main component of which will be
insurance. AIC has been formed at the
initiative of the Government to ensure that
the risks in the crop sector are adequately
addressed and every agriculturist is given
an opportunity to choose a risk
containment insurance product of his/her
choice. It is our endeavour to reach this
objective in the near future.

The author is Chairman and Managing
Director, Agriculture Insurance Company of
India Ltd.
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Greenfield for Agriculture Insurance

Huce PoTenTIAL IN INDIA

ROMAN HOHL AND HARINI KANNAN EMPHASIZE THAT THE DRAWBACK AGAINST TRADITIONAL INSURANCE STEMS FROM

ITS PERCEIVED COMPLEXITY, HIGH ADMINISTRATIVE COSTS, LOSS ADJUSTMENT PROCEDURES, DATA COLLECTION AND

FARM-PRODUCTION-SPECIFIC TARIFF CALCULATIONS FOR SELECTED PERILS. THEY FURTHER ADD ‘THE PRESSURE TO

INCREASE PRODUCTION AND A SHIFT TOWARD RISKIER LARGE-SCALE MONOCULTURE HAS INCREASED THE DEMAND

FOR YIELD AND WEATHER-BASED INDEX COVERS IN THE FOOD INDUSTRY.’

The Green revolution

n a country with a billion plus
I population, the importance of the

agricultural sector reaches enormous
proportions. According to 2005 figures,
agriculture and agriculture-related
activities account for 18.6% of India’s gross
domestic product (GDP), employing more
than 60% of the country’s population and
utilising 43% of its arable land. The sector
remains the main pillar of the sub-
continent’s economy and plays an
important role in the overall socio-
economic development.

With the introduction of high yielding
wheat and rice varieties; adequate pest
and disease control; advanced irrigation
techniques and supportive price policies;
agriculture production in India has
experienced a fast growth rate over the
last 50 years.

When it comes to record-setting
agricultural output, India has its share. In
fact, the country is the world’s largest
producer of pulses, tea, milk and eggs. It
is also the second largest producer of paddy
rice, sugarcane and groundnut, and the
third largest producer of wheat and cotton.
The sub-continent nation accounts for

approximately 10% of the world’s
agricultural revenues.

Despite its achievements, however, the
Indian agriculture sector is increasingly
under pressure as consumer diets change
towards more diversified food products. A
lack of investments in the sector as a result
of outdated infrastructure, high
transportation costs, inefficient markets,
and low productivity - with average crop
yields below international levels - have
made the growing consumer demand for a
broader range of products difficult to
meet. Figures show that although India’s
annual economic growth exceeds 8% per
year, its agricultural growth rates have
decreased from 4.7% (1992-1997) to 1.5 %
(2002-2006). This decrease is well below
the government’s target growth rate of 4%
in agriculture and comes despite an
increase in areas planted.

Additionally, recent trade liberalisation has
resulted in the introduction of new
products at lower prices creating
competitive pressure for domestic
producers.

The country largely depends on temporary
and spatial distribution of monsoon
rainfalls, which makes 90% of variability
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of crop yields attributable to weather,
while 30% of the arable land is currently
irrigated. Aslight shift in monsoon patterns
can seriously impact the economy as it did
in 2002, when a severe drought slowed
India’s GDP to 4%, and good monsoon rains
in 2003 helped it to expand to 8%.

When it comes to
record-setting
agricultural output,
India has its share. In
fact, the country is
the world’s largest
producer of pulses,
tea, milk and eggs.
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Weather insurance is
directly linked to
rainfall and/or
temperature as
measured by weather
stations. The policy
pays out when the
levels of rainfall and/
or temperature
increase or decrease
around certain levels.

All these recent changes are putting
pressure on domestic farmers to produce
more in an increasingly competitive and
risky environment.

Agriculture insurance

India’s agriculture insurance programs date
back 30 years and started with short-term
crop credit insurance. The Agriculture
Insurance Company (AIC) administrates the
state-run agricultural insurance program -
The National Agricultural Insurance
Scheme (NAIS) - which has been offering
protection to core crops and commercial/
horticultural crops since 1999. It is
compulsory for farmers requiring loans
from credit agencies and optional for
others. NAIS covers close to 20 million
farmers in 23 Indian states and spans over
30 different crop types during Kharif and
25 different crops during Rabi season,
worth an annual premium of USD 150
million in 2007.

The NAIS program currently contributes
1.5% to the global agriculture insurance
premium that stood at USD 11 billion
in 2006.

Although premium rates are subsidised by
the government under the NAIS program,
insurance penetration remains low (10% of
sown area, 7% of number of farmers). The
premium rates for the program are not
based on actuarial loss calculations but on
flat rates, rendering the program
unattractive for the private insurance
sector so far.

More than 60% of the estimated 120 million
farm holdings have land of one hectare or
less, accounting for nearly 20% of the
cropped area. An efficient insurance
distribution network and administration of
small sized insurance contracts is therefore
the key for a successful agriculture
insurance scheme. Often, agriculture risk
is difficult to define as the available
production data is limited. The complexity
of agriculture insurance and the variety of
crops covered make loss adjustment a
matter of expertise adding a considerable
part to the costs of insurance.

New solutions

India is likely to benefit from index-based
insurance covering agriculture production
against a multitude of systemic perils at
affordable prices and reduced
administrative costs.

Weather insurance is directly linked to
rainfall and/or temperature as measured
by weather stations. The policy pays out
when the levels of rainfall and/or
temperature increase or decrease around
certain levels. The payout of weather
insurance occurs as soon as a few weeks
after harvest, which is in contrast to the
rather slow settlement process of the
current NAIS crop insurance scheme. An
important issue of weather insurance is the
basis risk (i.e., the non-perfect correlation
between losses in agriculture production
and the payout of weather insurance
policies). To overcome this difficulty,
insurance policies can be written as yield
index contracts where indemnity is based
on a shortfall of the expected production
and pre-agreed or actual price.

Index-based weather insurance is rapidly
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gaining interest in India. To date, more
than 5,00,000 Indian farmers have taken
weather insurance policies through
schemes provided by AIC; and private
sector insurance companies including ICICI
Lombard and Iffco Tokio. The international
reinsurance market is supporting these
developments in a number of ways. Swiss
Re, for instance, began reinsuring a scheme
developed by ICICI Lombard together with
microfinance provider BASIX in 2004. This
program provides smallholder farmers with
protection against severe weather
conditions. Since then, Swiss Re has written
over 50 transactions reinsuring Indian
insurers against weather risks related to
farmers. For the current season, the Indian
government introduced a weather
insurance scheme mainly for crops against
excessive and deficit rainfall/temperature
during the Kharif and Rabi seasons.

Besides farming communities or
cooperatives; the food industry, including
packing houses, processors, elevators,
transporters and traders that depend on
stable large-scale crop production; can
profit from yield or weather index covers
as a cost-efficient risk management
solution. Agriculture banks and rural
lending institutions are increasingly
interested in protecting their outstanding
loan portfolios with yield or weather index
insurance covers. Similarly, agricultural
input (e.g., seeds, chemicals) providers
that sell their inputs to farmers against
forward contracts are interested to cover
their sales risk with index products.

The future ahead

With the Agriculture Insurance Company
(AIC) of India actively promoting crop
insurance; strengthening marketing,
education and awareness of the benefits
of insurance; the existing government-
supported crop insurance portfolio is likely
to grow further with increased
geographical diversification and more
crop types.

In its 2007 budget, the Government of India
allocated a provision of USD 125 million to
develop the NAIS for the 2007-08 period.
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The government has also allocated USD 25
million to insurance companies in India to
further develop weather index-based
insurance schemes and implement them
as an alternative to the NAIS scheme on a
pilot basis. One of the main uses of these
funds are premium subsidies in which the
farmer pays a flat premium rate of up to
2% and the central and the state
government share the remaining portion
of the actuarial premium on a 50-50 basis.
This allows insurance products to be
actuarially rated and yet be made
affordable to poor farmers.

The Working Group on Risk Management
in Agriculture has submitted its report for
the 11th five-year plan (2007-2012), asking
the government to earmark USD 7000 mn
(for crop, livestock, pilots on farm income
insurance, seed insurance and weather
insurance) and also set a lofty target of
insuring 40% of the farmers by 2011-12.

Experts in the industry have pointed out
several inherent flaws in the NAIS scheme
and in the past few years, government-
appointed committees have recommended
several modifications. A crucial change is
a shift to an actuarial-based system. The
premium under NAIS is currently not
actuarial but a flat rate, ranging from 1.5
to 3.5% of the sum insured based on the
crop. AICL plans to roll out the Modified
NAIS scheme (MNAIS) by 2008 on a pilot
basis which will be actuarially rated.

In addition, the recently launched National
Agricultural Innovation Project by the
Indian Council of Agricultural Research
aims at bringing innovations to the sector

Stronger incentives
for private
investments into
agriculture marketing
and processing, as
well as a more
liberal handling to
establish food-
processing firms and
more contract
farming will
definitely help the
sector to grow with
the demand.

as well as increasing productivity,
profitability and competitiveness.

Government agencies are also promoting
diversification in production, goods,
research and improved risk management
away from the original agriculture policy
to be self-sufficient on wheat and rice.
Stronger incentives for private investments
into agriculture marketing and processing,
as well as a more liberal handling to
establish food-processing firms and more

A\

contract farming will definitely help the
sector to grow with the demand.
Regulatory changes in leasing agriculture
land and the government’s plan to further
increase agriculture credits in the coming
years will allow agriculture and related
sectors to increase competitiveness and
reduce production costs.

Index covers based on either yield or
weather data or a combination of both are
increasingly important for the Indian
agriculture sector. Establishing a solid
public-private partnership between the
government and the insurance industry will
foster the use of index-based products by
the farming community and the Indian
economy. Other stakeholders to the Indian
agriculture sector that rely on stable
agriculture production might equally profit
from the benefits of index structures.

Roman Holhl is the Director, Head Agro
Australia Asia & Corporate Business, Swiss Re.
Harini Kannan is Assistant Vice President,
Environmental and Commodity Markets,
Swiss Re; and specialises in Weather Index
based insurance products.
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Weather based Crop Insurance

PANACEA OR PROVIDENCE?

K N RAO WRITES THAT WHILE WEATHER INSURANCE MAY NOT BE THE ULTIMATE ANSWER TO THE ERRATIC WEATHER
PATTERNS, IT WOULD CERTAINLY PROVIDE A GREAT STABILITY AGAINST THE RISKS THAT ARE ASSOCIATED WITH IT.

based insurance have taken upon

themselves in order to tell the world
the virtues of weather based insurance,
the author through this article makes an
attempt to put in perspective the
challenges of designing an effective
weather based crop insurance with its
relative merits and de-merits vis-a-vis the
area yield based crop insurance.

I nasmuch as many proponents of index

Weather based crop insurance arrived in
India during Kharif 2003 season through
BASIX a microfinance institution. Since
then, Agriculture Insurance Company of
India Limited (AIC), a government entity
created to exclusively write agriculture
insurance; ICICI Lombard General
Insurance Company and IFFCO Tokio
General Insurance Company have been
piloting weather based crop insurance for
different crops across different territories
in the country. The response from the
farmers so far has not been very
encouraging. There could be many reasons
for this lukewarm response, and may
include: unaffordable premium rates and
lack of subsidies from the government;
poor density of weather stations and the
consequent basis risk; technical challenges
in designing the insurance product;
unrealistic expectations, poor
communication and lack of clarity;
restricted scope of insurance (just limited

to parametric weather indices); and last
but not the least, the competition with
subsidized area yield insurance in the form
of National Agricultural Insurance Scheme
(NAIS).

However, the current year, i.e. 2007-08 is
special from weather insurance point of
view as the Hon’ble Finance Minister, while
presenting the Union Budget on 28%"
February 2007, offered for the first time
the financial support of the government
to weather insurance. His announcement
verbatim is reproduced below:

“Agriculture Insurance Corporation (AIC)
has been running a pilot weather insurance
scheme since Kharif 2004 and it appears
to be a more promising risk mitigation
scheme. Hence, Government will ask AIC
to start a weather based crop insurance
scheme on a pilot basis in two or three
States, in consultation with the State
Governments concerned, as an alternative
to the NAIS. The Scheme will be operated
on an actuarial basis with an element of
subsidy. | intend to allocate Rs. 100 crore
for this purpose in 2007-08”

Pursuant to the announcement in the Union
Budget, AIC launched the pilot on weather
based crop insurance during Kharif 2007
season in Karnataka in about 70 Hoblis for
eight crops, as an alternative to NAIS. AIC
designed a customized weather insurance
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product for the pilot, providing for crop-
stage specific payout against contingencies
of deficit and excess rainfall. About 50,000
hectares of crops were insured for a risk
value of Rs.500 million under the pilot.
Payouts have been estimated at Rs.45
million as on 31t October 2007.

The Government as a part of the pilot for
Rabi 2007-08 season, has two of the private
insurers to operate in two States with AIC
for non-borrowing farmers where the pilot

Pursuant to the
announcement in the
Union Budget, AIC
launched the pilot on
weather based crop
insurance during
Kharif 2007 season
in Karnataka in
about 70 Hoblis for
eight crops, as an
alternative to NAIS.
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is used as a substitute to NAIS. All the
insurance companies allowed to
participate in the pilot are entitled for the
premium subsidy support from the
government at the same rate.

AIC designed the weather indices using
such weather parameters as unseasonal
rains, frost, heat, relative humidity, etc
and technical inputs from the apex
scientific institutions in designing the
customized insurance product for the pilot
during Rabi 2007-08 season. The product
has been further validated and fine-tuned
in consultation with the Agriculture
Department of respective states.

The most redeeming features of AIC’s
customized weather insurance product for

the pilot are (i) product definition at Block
/ Tehsil level (compared to most of the
products in the market at District level);
(i1) generating current weather data at
Block / Tehsil using Automatic Weather
Stations (AWS) and (iii) use of crop growth
models (instead of simple weather models)
in designing the insurance product.

Comparing Area Yield Insurance
and Weather Insurance

Both weather based crop insurance and
area yield based crop insurance seem to
have relative strengths and weaknesses.
The detailed comparison between the two
insurance programs is given in the table-1
below. Weather insurance seems to score

TABLE-1
S.No.[| Parameter | Area Yield Crop Insurance Weather Based Crop Insurance
1 |Scope of Practically all risk insurance | Parametric weather related risks like
insurance cover (drought, excess rainfall, frost, heat (temperature),
rainfall, flood, hail, pest humidity etc.) are only covered. However,
infestation, etc.) these parametric weather parameters
appear to account for majority of crop
losses
2 | Designing Easy-to-design if historical Technical challenges in designing weather
yield data up to 10 years is | indices and also correlating weather indices
available with ensuing yield losses. Needs up to 25
years’ historical weather data
3 |[Basis risk High basis risk Basis risk with regard to weather could be

high for rainfall and wind; and moderate for
others like frost, heat, humidity etc.

4 | Objectivity
are relatively less

Objectivity and transparency

Objectivity and transparency are relatively
high

5 [Data accuracy| Yield data to some extent
can be tampered with and
also can be influenced by
local administration

Weather data is largely tamper-proof, but
can’t be totally ruled out. Automatic
Weather Stations (AWS) to a large extent
may provide hands-free and real-time data

6 |Incentive to | Farmer has lesser incentive
protect the

crop insurance

to protect the crop vis-a-vis

Farmer has higher incentive to protect the
crop vis-a-vis insurance, as the claim is
based on the weather, not the yield

7 |Quality losses | Quality losses are beyond

consideration

Quality losses to some extent get reflected
through weather index

8 |[Loss assess-
ment costs High loss assessment costs

(crop cutting experiments)

Relatively low loss assessment costs, though
cost of weather data from private data
providers could be expensive

9 | Claim settle-

ment time Slow claims settlement

Faster claims settlement

10 |Reinsurance

Reinsurance is not easy to get

Reinsurance is available

Source: Author
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better when it comes to data accuracy,
transparency and quick settlement of
payouts. On the contrary, Area Yield
insurance seems to do better in terms of
scope of insurance (comprehensive
insurance), product design and to some
extent, lower basis risk* compared to
weather insurance.

[*Basis risk said to exist if the yield loss observed
at the insurance unit level does not exactly
match an individual’s yield loss experience (area
yield insurance); the weather parameters
measured at the weather station do not exactly
match the weather incidence experienced at an
individual’s farm (weather index insurance]

However, the two biggest weaknesses of
the present weather based crop insurance
program and the challenges are: designing
a proxy weather index with predictive
capability to realistically measure crop
losses and thus, is closer to the indemnity
principle; and the Basis risk. The
combined effect of the two challenges
could be very disastrous for the success of
weather insurance, unless resolved; as
discussed below with a diagrammatic
representation.

Diagram1: Effect of Basis Risk &
Poor Design of Weather Index

Good Crop Poor Crop

E| No/LowClaim | No / Low Claim
’—J during Good Crop | during Poor Crop
= season season

S (1) )

£ | Full / High Claim | Full / High Claim
O | during Good Crop | during Poor Crop
g season season

8 (3) (4)

Source. Author

Basis risk may result from poor density of
weather stations, while poor design of
weather index may result in not capturing
the yield loss and thus, cause a payout
when there is no loss and vice-versa. Both,
Basis risk and poor design of Weather Index
may result in ‘no claim’ despite the poor
crop at individual farmer’s farm and
vice-versa.
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A good insurance product should be able
to ensure either ‘no claim’ if the crop is
good (box-1) or ‘high claim’ if the crop is
poor (box-4), only then the insurance can
be called effective. Or else, it would lead
to ‘no claim’ despite the crop being poor
(box-2) or ‘high claim’ notwithstanding a
good crop (box-3), defeating the very
purpose of insurance. In other words, what
is important for the farmer is not merely
a claim (payout) through insurance, but a
claim when it matters, i.e. when the crop
is poor. In other words, tackling the Basis
risk and correct designing of weather index
are critical to the success of weather
insurance, lest one would be tempted to
call weather insurance, ‘satta’ (gamble).

The existing NAIS in any case has been on
the ‘altar’ for a while for improvements.
Once these improvements are introduced
(possibly from Kharif 2008 season!), some
of the USPs of weather insurance products
vis-a-vis NAIS get neutralized as these USPs
are built on the perceived shortcomings
of the present NAIS. For example, with
actuarial regime the payouts under NAIS
can be made within two to three months
from harvesting season compared to the
present six to eight months. Similarly,
losses of localized calamities / risks like
hailstorm, landslide, flooding and wild
animal damage would be assessed on
individual farm basis. The most talked
about improvement, however, is lowering
of insurance unit to ‘Gram Panchayat’.
Weather insurance then may not look as
attractive as it looks now.

Role of Weather Insurance

The concept of weather insurance with
particular reference to Indian agriculture
is a bit overstated built over unrealistic
expectations while undermining the
problems and challenges. Still, weather
insurance has a role to play, particularly
as ‘complimentary’ to the existing area
yield crop insurance (NAIS) and the same
is discussed in the concluding part of this
article:

« Weather index insurance products for
crops there exists no historical yield

estimates: There are still crops in India
which do not have adequate historical
yield data in some areas. Many of these
crops do not lend themselves to
‘individual based insurance’ due to
either low value or high complexity.
Weather insurance could be the answer
for these crops and areas.

Use of weather index to make early
payouts under area yield crop
insurance: Weather index can provide a
trigger to release early payout under
area yield insurance (NAIS) with a
provision that these early payouts are
to be adjusted against payouts as per
final yield estimates.

Use of weather index to design double
trigger insurance products: The
insurance product is to be developed on
two independent parameters (triggers)
- 15t trigger being weather index that
would operate early; and 2™ trigger
being area yield estimate that would
operate after harvesting of the crop say,
each trigger may weigh for 50% of the
payout.

Design of macro level insurance
products using weather index: Weather

index based insurance could be an ideal
tool for protecting a large portfolio at
District / Regional / State level against
drought or floods. District / State
administration can buy a macro level
weather index insurance to protect its
liability on relief or additional
expenditure arising out of widespread
weather calamities like drought or flood.
The macro level weather index could be
constructed using the network of
weather stations at District / Regional /
State level.

Ultimately, the success of weather
insurance program in India would depend
on weather insurance product design, steps
taken to minimize the basis risk, creating
realistic and appropriate communication
for different stakeholders, adopting
reliable and sustainable pricing (including
governmental subsidies); and last but not
the least, product servicing and timely
payout. Weather insurance can least
modify weather conditions, nor can it
eliminate weather risk, but it can certainly
help manage weather risks in a more
efficient way, IF designed and used
appropriately.

The author is crop insurance specialist
working with Agriculture Insurance Company
of India Ltd. The views expressed in this
article are his own and may not necessarily
represent those of AIC. He may be reached at
kollirao@aicofindia.org;
rao_kolli2Z002@yahoo.com



Issue focus

Yield-based Crop Insurance
Covers In India

A HisTtorICAL PERSPECTIVE

‘ALTHOUGH AGRICULTURE INSURANCE HAS MADE PROGRESSIVE EVOLUTION, A LOT MORE NEEDS TO BE DONE IN A

VERY OBJECTIVE MANNER IN CASE INSURANCE IS TO BE PROPAGATED AS A MAJOR RISK MANAGEMENT TOOL’ OPINES

M.K. PODDAR.

rop Insurance is generally perceived

as a difficult insurance as only a few

insurance companies transact it.
History indicates that the maiden state-
sponsored attempt on introduction of crop
insurance (CIS) in India was made as early
as 1920 in Mysore State, when a rainfall
insurance scheme was conceived. Before
independence, many attempts were made
by different states of India to design and
operationalize CIS but without success.
Soon after independence, upon ministerial
assurance in the Parliament, a special
study was commissioned in 1947 to find
out the feasibility and modalities of a CIS.
Although the study resulted into a scheme,
the same did not find favour with the state
governments.

In the Third Five Year Plan, interest on CIS
was revived and a draft bill was prepared
which was again not accepted by the states
on the plea of huge financial obligation.
This led to the constitution of another
committee in 1970, wunder the
chairmanship of Dr. Dharam Narain, the
then Chairman of Agricultural Prices
Commission. The Dharam Narain
committee, having examined the model

and considering the prevailing confusion,
thought it prudent not to advise in favour
of a CIS in near future. But interest and
concern about CIS refused to die down. The
General Insurance Dept of LIC (being
already nationalized by then), in
collaboration with fertilizer companies
introduced a scheme in 1972, covering
cotton crop. At that time GIC came into
being and further expanded the scheme
to include groundnut, wheat and potato.
GIC continued the scheme for five years,
i.e., till 1978, even though the results were
not encouraging (in five years, roughly,
3100 farmers were insured for a premium
of Rs.4.5 lac and claims of Rs.38 lac).

Without getting dispirited by the results,
GIC took further interest in CIS and sought
Professor V. M. Dandekar’s (a noted
Agricultural Economist) opinion on the
subject. Following his recommendations,
GIC started a Pilot Crop Insurance Scheme
(PCIS) in 1979. Professor Dandekar’s
doctrine broke new ground for CIS in India
in more than one way, viz., he logically
concluded that CIS in order to be
successful, (a) has to be linked to the crop
credit system, and needs to be made

irda journal @

compulsory for the borrowing farmers to
have adequate spread and avoid adverse
selection, etc (b) has to consider a
homogeneous area as ‘unit of insurance’
rather than individual approach, in order
to minimize administration and host of
other logistic problems, (c) existing crop
cutting estimates data can be used for loss
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Hurricane, Tornado, Flood, Inundation and
Landslide, Drought, Dry spells, Pests /
Diseases etc.

Crops Covered

e Food crops (Cereals, Millets &
Pulses): Paddy, Wheat, Jowar, Bajra,
Maize, Ragi, Green gram, Black gram,
Red gram, Horse gram, Gram etc.

Oilseeds: Groundnut, Sunflower,
Soyabean, Safflower, Castor, Sesamum

o Annual Commercial/Annual Horti-
cultural crops: Sugarcane, Cotton,
Potato, Onion, Ginger, Turmeric,
Banana, Pineapple, Jute, Tapioca,
Chilli, Cumin, Coriander, Isabgol, Methi
etc.

The Scheme covers all food grain crops,
oilseeds and annual commercial /
horticultural crops, if past ten years’
yield data was available with State Govt.

Unit of Insurance

The scheme operates on ‘Area Approach’
basis i.e. defined areas for each notified
crop for widespread calamities.
Individual assessment of losses is also
being implemented on experimental
basis for localized calamities like
hailstorm, landslide, cyclone and flood
in certain pre-notified areas. The size
of unit area varies from state to state
and crop to crop. Presently, the defined
area is Block/ Mandal/ Taluka / Patwari

halka / Nyaya Panchayat/Gram
Panchayat or even a village in the case
of one state for selected crops.

Limits of Sum Insured

A. Loanee farmers: The amount of crop
loan availed for the notified crop is
the minimum amount of sum insured
which has to be insured on compulsory
basis. Further, he may even go for
additional coverage up to 150% value
of average yield by paying premium
at actuarial rate as communicated by
AIC and notified by the state
governments.

B. Non-loanee farmers: Coverage at
normal flat rates of premium is
available up to the value of threshold
yield i.e. normal coverage. Additional
coverage up to 150% of the value of
average yield can be availed by paying
actuarial rate. The value of sum
insured is arrived at by multiplying the
threshold yield/ average yield with the
latest available Minimum Support Price
(MSP) announced by the Govt. or the
market price provided by the state
govt., in case the MSP is not
announced.

Premium

For Kharif crops, the premium rate is
3.5 % of Sl for bajra and all oilseeds and
2.5% for all other food crops including
pulses. For Rabi crops, premium rate is
1.5% for wheat and 2% for all other food
crops and oilseeds. However, actuarial
rate for all crops is calculated by AIC and
the lower of the flat rates and the
actuarial rates are applied. For annual
commercial and horticultural crops,
actuarial premium rates are charged.
The premium for small and marginal
farmers is subsidized to the extent of
10% which is shared by the state govt.
and Govt. of India in equal proportion.

Procedure for Insurance Coverage

All crop loans disbursed/ withdrawn,
including those through Kissan Credit
Cards or otherwise, for insured crops are
automatically covered by the banks.
Non-loanee farmers willing to avail

insurance can contact the nearest bank
before the stipulated cut-off dates and
submit the proposal forms along with
proof of land / crop cultivated.

Settlement of Claims

o Area approach basis for widespread
calamities: Claim in a Notified Area
(NFA) becomes automatically payable
if there is a shortfall in yield i.e. if
the current season’s yield is less than
the guaranteed yield. The shortfall is
converted into claims by multiplying
the percentage shortfall with sum
insured. The yield data considered for
the assessment of claims is the
production series data which is
obtained through the process of
General Crop Estimation Survey (GCES)
used for the purpose of production
estimate of the state i.e. separate
yield data for crop insurance is
not allowed.

Claim payable =

Shortfall in Yield
__________ X Sum Insured
Threshold Yield

where; Shortfall = Threshold Yield (TY) -
Actual Yield (AY)

The Threshold Yield (TY) or guaranteed
yield for a crop in an insurance unit is
the moving average of the preceding 3/
5 years multiplied by the indemnity level
(90%, 80% or 60% depending upon the
variability in the yield of the crop). The
claims are automated and credited to
the farmers account through the banks
and farmers or banks need not lodge a
claim with AIC.

 Individual approach for localised
calamities
In the case of hailstorm, landslide,
localized flooding etc. loss assessment
on individual basis is being
implemented on an experimental basis
in a few select areas/crops.

Coverage
The summary of coverage under National
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Agricultural Insurance Scheme (Rabi
1999-2000 to Rabi 2006-07 season) is
given below:

Total number of

farmers covered 9,70,73,736

Total area covered

(Hectares) 15,62,10,772
Total sum insured

(Rs. Crore) 97180
Total insurance charges

(Rs. Crore) 2943
Total claim (Rs. Crore) 9763.00
Claim ratio 1:3

The coverage under the Scheme, has
been increasing, although gradually. In
2006-07, a record of 1.8 crore farmers
have been covered under the scheme.
Around 40 lakh farmers receive benefits
under the scheme, which is about 22%
of the farmers covered. In the current
financial year, state-wise imple-
mentation target for coverage has been
adopted, which hopefully, will augment
coverage to a significant extent.

Steps Initiated by the Government to
Reform the Present Insurance Scheme
It may be observed from the above that
the subject of crop insurance has ever
been evolving and under constant
scrutiny from all the stakeholders,
especially government, national policy
makers, farmers’ organizations etc.
However, of late, it has assumed a
critical importance in view of stagnating
agricultural growth, rural indebtedness
and farmers’ suicide issues. The current
penetration level of insuring only 15% of
the farming population even after 7
years of operation, leaving rest 85% in
the lurch to fend for themselves against
nature’s wrath - NAIS came under close
scrutiny, particularly after formation of
AIC, for immediate remedial measures.

Upon intervention of Hon’ble Prime
Minister, a high level Joint Group was
formed in 2004 to suggest possible
improvements followed by formation of
a Working Group on risk management
in agriculture under Planning
Commission for the Eleventh Five Year
Plan. The World Bank also took interest
in the crop insurance programme of India
and extended a technical assistance and
suggested possible improvements.

Recommendations of the Joint Group,
Working Group and World Bank inter-
alia included (i) unit of insurance should
be Village Panchayat at least for major
crops, (ii) selected pre sowing and post
harvest losses also to be compensated
(iii) provision for midseason ‘on account’
payment of claims, (iv) threshold yield
on the basis of yield of five best out of
preceding seven years, (v) indemnity
levels should be 90% for low risk areas /
crops and 80% for others (vi) uniform
seasonality discipline (cut-off dates for
buying insurance) for loanee and non-
loanee farmers (vii) damage due to wild
animals should be covered on individual
basis (viii) insurance coverage to
perennial horticultural and vegetable
crops be designed (ix) crop insurance
scheme should be placed on actuarial
regime, with varying premium subsidy
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at different slabs of actuarial premium,
(x) premium sharing by banks, (xi) re-
introduction of government supported
Farm Income Insurance with
modifications covering a few pulses and
oilseeds crops (xii) re-introduction of
seed crop insurance either as exclusive
insurance cover or additional component
of NAIS (xiii) launch government
supported weather insurance pilot for
selective crops and territories (xiv)
streamlining yield estimation,
computerization, use of hand held
devices and better data consolidation
practices and advanced indemnity
payments prior to harvest based on
weather and/or remote sensing devices,
and (xv) guaranteed yields based on long
term average with yield trend
adjustment.

Conclusion

Given the pivotal role of agriculture in the
socio-economic fabric of the country, and
the uncertainty of climatic aberrations
jeopardizing the livelihood of the rural
masses, the need and benefits of
agriculture insurance cannot be over
stated. However, too much focus on
insurance without resorting to all other risk
management tools may not answer fully
the needs of farmers. There has been
criticism of the scheme but some of them
are quite unfair as the scheme has very
valid and proven benefits. While there has
to be necessary research and development
of alternative approaches, strengthening
the strong points of the yield based all risk
cover embodied in NAIS, would be the key
to the varied insurance needs of
the farmers.

The author is Chief Manager, Agriculture
Insurance Company of India Ltd.
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Coping with Rural Risks

INDEX-BASED WEATHER INSURANCE

PRANAV PRASHAD ARGUES THAT THE SUCCESS OF PREDOMINANTLY AGRARIAN ECONOMIES DEPENDS ON FAVOURABLE

WEATHER CONDITIONS WHICH ARE BEYOND ONE’S CONTROL. HE FURTHER STATES THAT THE ADVERSITY COULD

HOWEVER BE REDUCED BY HAVING IN PLACE GOOD FORECASTING METHODS; AND MEASURES TO COMPENSATE WEATHER-

RELATED LOSSES.

Weather and Indian Agriculture
Many agrarian economies owe their
strength to favorable weather parameters,
such as rainfall, temperature and sunshine.
However, these economies are ill equipped
to deal with adverse weather incidences.
Therefore, reducing vulnerability to
weather in developing countries is a
critical challenge.

India is also such an economy which is
highly dependent on agriculture for its
livelihood. It sustains 17% of the world’s
population on 2.4% of land resource.! Out
of the total area in India, a major
proportion, approx 55% is under
agricultural sector.

Agriculture contributes a significant 22%
to the overall Indian GDP. It not only
provides livelihood support to two-thirds
of the population but also provides
employment to 54% of work force.

Indian agriculture has high dependence on
weather, especially monsoons. A causal
analysis of agricultural losses as compiled
by General Insurance Corporation of India’s
crop insurance cell showed that a major
reason of crop losses can be attributed to
weather vagaries.

Introduction to Weather

Insurance

As the name suggests, Weather Insurance
is an insurance coverage against the
vagaries of weather. It is an insurance
product based on a weather index, hence,
provides financial protection based on the
performance of specified index in relation
to a specified trigger._Detailed correlation
analysis is carried out to ascertain the way
weather impacts yields of the crops to
arrive at compensation levels. The weather
indices could be deficit/excess rainfall,
extreme fluctuations of temperature,
relative humidity and/or a combination of
above.

Process of making an index based

product

The steps involved in the development and
implementing an index based insurance
programme are:

Peril Identification

Peril identification involves appreciation
of agronomic properties of the crops or
nature of the economic activity. Detailed
correlation analysis is carried out to
ascertain the way weather impacts yields
of the crops/ output of other economic
activities.

Index Setting
The index is created by assigning weights
to critical time periods of crop growth.

The past weather data are mapped on



Issue focus

to this index to arrive at a normal
threshold index. The actual weather data
are then mapped to the index to arrive
at the actual index level. In case there
is a material deviation between the
normal index and the actual index,
compensation is paid out to the insured
on the basis of a pre-agreed formula.

Back testing for payouts

In order to ensure the robustness of the
structure, the normal index is
extensively tested based on historical
data to ascertain if the payouts made
on the basis of the chosen indices would
have adequately indemnified the loss in
the past or not.

Pricing

Pricing is determined based on
components of expected loss, volatility
of historical losses and management
expenses.

Monitoring

This entails collection of weather data
during the policy period and concurrent
assessment of the ground conditions.

Claims Settlement

The claim settlement is a hassle-free
process, as the beneficiary is not
required to file a claim for loss to receive
a payout. Instead ICICI Lombard
compensates the beneficiary at the end
of the crop season for any deviations
from the normal conditions on the basis
of the data collected from an
independent source accessible to all,
like a local weather station, thus
obviating the need for carrying out
field surveys.

Advantages of Index based

Insurance Products like Weather

Insurance

Index based insurance products like

weather insurance carry the following

advantages:

A long term sustainable solution

o Amarket-based alternative to traditional
crop insurance, which overcomes
challenges of

- High monitoring and administrative
cost

- Moral hazard and adverse selection

- Transparency - replaces human
subjective assessment with objective
weather parameters

« Scientific way of designing product
 Simple terms of insurance delivery

» Speedy claims settlement process

Weather insurance has multiplier effect on
the economy as it enables access to factors
of production. Adequate protection offered
through the weather insurance product
enhances the risk taking capacity of the
farmers, banks, micro-finance lenders and
agro-based industries. This in turn would
result in boosting the entire rural economy.

Further, as the product is developed on the
foundation of universally acceptable
parameters, it is easier to transfer the risk
through reinsurance. This allows for
pooling of risk and thereby more
competitive “portfolio adjusted” pricing
for the insurer and ultimately for
the farmers.

Initiatives in Weather Insurance
ICICI Lombard has been a pioneer in
bringing weather insurance solutions to
India’s farming community. Beginning with
a small pilot for 230 groundnut and castor
farmers in Mahbubnagar, as on date close
to 80 weather insurance deals were
executed across the country which have
provided weather insurance solutions to
150,000 farmers covering an area of
225,000 acres.

These 80 deals represent experience in
wide-ranging crops such as groundnut,
castor, cotton, black gram, soybean,
grapes, paddy and oranges. The deals were
executed across 9 states viz. Andhra
Pradesh, Madhya Pradesh, Uttar Pradesh,
Rajasthan, Punjab, Karnataka, Gujarat,
Maharashtra and Tamilnadu, with wide
variety of intermediaries such as micro
finance organizations, agri-input
corporates, non government organizations,
banks, governments, and Internet kiosks.
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Innovative ways to reach to the
hinterland - reduction of basis
risk

A common issue faced at the field level
while providing Weather Insurance is Basis
risk. Most of the weather stations are
owned and maintained by Indian
Meteorology Department (IMD); and are
located at the district headquarters. But
most of the agricultural activities are
carried out in much interior locations. As
a result, most of the time, companies were
unable to measure weather data at
precisely the customer location. To build
up the network of weather stations in the
interiors, ICICI Lombard has a tie up with
National Collateral Management Services
Limited for installing Automated Weather
Stations (AWS) at the block level. These
data supplement India Meteorological
Department’s district level weather
stations and the company gets sub-district
level data which help in better monitoring
of the policies. Amajor advantage of these
AWS is that they provide real time daily




ssue focus

data through automated calling process.
Currently, through this network 113
locations are covered to reduce basis risk
(up from 64 locations in 2005).

Designing Crop and situation
specific products

ICICI Lombard attempts to cover the entire
crop cycle which is divided into phases, so
that complete protection can be provided.
Different phases may involve different
weather parameters such as in wheat
where the product addresses the dual risks
of extreme temperature fluctuations and
unseasonal rainfall at maturity stage.

Salt manufacturing

Expanding the market to get benefit of
diversification for agricultural risks, the
first Weather Insurance deal for salt
manufacturers was designed and hence
Weather Insurance was provided to an
industry which was non-agricultural in
nature in India. Following up on this
success, index based weather insurance
was also offered to the Brick
manufacturers to insure their kilns
against unseasonal rainfall across
North India.

Branches,
Agents

MFls, NGOs
Franchisee

Villages Admin
System, Kiosks, MFls
NGOs, SHGs

Villages Admin System
Self help Groups,
|

—z. EsChoupal, MFIs, NGOs

Distribution: a key challenge

The major challenge faced not only by
Weather Insurance product, but by all rural
financial products is that the sheer spread
and diversity of target customers makes
cost effective distribution a big challenge.
In India, 37% of the urban population lives
in 23 cities whereas a majority of the rural
population lives in 100,000 villages.

To overcome this challenge, a three
pronged strategy is important to
implement.

For example, ICICI Lombard takes the help
of all contact points to reach farmers and
sell the product concept (Fig. 23.1). ICICI
Lombard also takes the help of various
aggregators to sell the policies and is in
touch with various State Governments and
the Central Government to endorse the
product and also has its own dedicated
distribution channel to market the product.
It has been realized that locally available
channels are not only cost effective but
also trustworthy for the end customer.

Technology based solutions like smart
cards, hand held deposit machines which
offer a cost effective distribution and also

Semi-Urban Locations
Tehsil / Blocks

Villages >5000 population
Villages <5000 population

Locally available channels are effective
since trust is the cornerstone of relationships

28/

quicker service delivery solutions are
increasingly being used in the hinterland.
There is also increasing use of the support
through banking infrastructure for
disbursing low ticket cash based payouts.

Challenges in Product

Development

“One size does not fit all”. Since crops and
weather parameters vary greatly across
each state, the product needs to be
designed for each location/ district
individually, hence scale is an issue.
Involvement of local agencies is critical for
peril identification and testing of models,
hence remaining on their right side is
essential throughout the entire exercise.
Getting relevant data is a big challenge;
currently the entire dependence is on IMD.

With the passage of time, there is an
expanding use of local bodies like
agriculture universities, state disaster
management cells for historical data and
for policy implementation and monitoring.

Conclusions

In conclusion, index based weather
insurance programmes can form the basis
of effective development since:

Rural demand for products and services is
no different from urban requirements
provided

o A fairly priced and relevant product is
made available

o Cost effective distribution systems are
established

« Effective administration is ensured and

o Easy accessibility and quality service is
ensured.

Focused approach along with appropriate
regulation will help build a model that is
viable, sustainable and scalable; and
availability of financial services and
insurance would change the rural
landscape in future.

The author is Head - Rural & Agriculture
Business Group, ICICI Lombard General
Insurance Company Ltd.
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Role of Microinsurance in Agriculture

NEeD 170 ALIGN WITH MICROFINANCE

AVINASH KAUR LOCHAN OBSERVES THAT THE REAL CHALLENGE IS TO ENVISION THE TASK OF FINANCING AND COVERING

THE POOR AS NOT JUST A FULFILLMENT OF SOCIAL SECTOR OBLIGATIONS BUT A GREAT BUSINESS OPPORTUNITY

AS WELL.

hile speaking at an Agricultural

Exhibition at Pune on 18t

Nov’2007, Prof. Muhammad
Yunus said ‘Let us compete in poverty
eradication’; and amidst loud cheers from
the crowd, he further addressed India’s
Union Agriculture Minister Shri Sharad
Pawar and asked him to compete on who
builds the first poverty museum. Professor
Yunus also plans to set up a poverty
museum in his country so that the younger
generation learns what poverty is all about
and vows never to succumb to it.

This paper aims at providing the reader a
brief insight into:

e What micro-insurance is

o What importance agriculture has to
Indian economy

e The relevance of insurance to the
agricultural sector

e Evolution of Micro-insurance in India

e The need for unique product design and
distribution to diversify from standard
insurance to micro-insurance to travel
the extra mile and increase out-reach
in rural areas to the farmers

e How to make micro-insurance cater to
the needs of the farmers and yet be
profitable for the insurer

e Farmer Issues and

e Recommendations and conclusion.

What is micro-insurance?

Micro insurance is different from other
traditional products in the market in it
being a targeted instrument for inclusive
insurance for low income households. It
intends to offer the poor protection against
risks in return for payment of affordable
premiums in ways that support small ticket
size; coverage for the most vital risks; and
a responsive and service oriented
distribution infrastructure.

Importance of Agriculture to
Indian economy
Agriculture is the mainstay of the Indian

economy, as it accounts for 22 per cent of
the GDP and provides livelihood to 58 per
cent of the country’s population. India does
live in the villages and entire industries
depend directly or indirectly on agriculture
for their raw material requirements.
Achieving growth in this sector will have a
cascading impact on other sectors, leading
to the spread of benefits over the entire
economy and will also be significant in
reducing poverty and regional inequality
in the country.

The relevance of insurance to the
agricultural sector

The major focus of insurance so far has
been on the urban markets, primarily due
to easy availability of interested
intermediaries; sufficient margins of

Management
Weather Soil
Pests Factors affecting crop Agronomic
growth and yield inputs
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insurance targets specific income
segments, i.e. the low-income earning
segment of the population.

A few differences between the standard
insurance and micro-insurance for
agriculture may be seen as:

Standard insurance

Micro-insurance for agriculture

o Targeted generally at the urban
wealthy or middle class clients.

High level of awareness

« Markets are near, accessible
and familiar.

Most consumers are aware of
their specific insurance requirements
and bundling not necessary

» Consumer awareness on insurance
as a risk management tool is rising

« Ticket size of premium is high

» Agents and brokers are responsible
for sales and services. Direct sales are
also common, intermediaries find the
covers lucrative and attractive

o Globalized

Targeted at low-income small and
marginal farmers, some living along or
even below poverty line.

Low levels of awareness

Markets are distant and

considered inaccessible due to vast
geographical stretch and poor
infrastructure and connectivity.

Not insurance/finance literate

Farmers see insurance as an
avoidable means of additional expense
with uncertain outcome

Low ticket size

New intermediaries are required
to manage the entire customer
relationship, including premium
collection. Micro-insurance is most
economical when directly sold to
groups. Due to inherent seasonal
nature, not perceived attractive /
regular source of income by
intermediaries

Localized consumers,
need vernacular documents

)

How to make micro-insurance
cater to the needs of the farmers
and yet be profitable for the
insurer?

Agriculture insurance risk is well known as
a possible systemic, non-diversifiable risk
stemming from say natural disasters
affecting a large number of farms over a
whole region. Therefore the insurance
companies tend to view the crop
insurance contracts to be many times more
risky than an equally valued portfolio of
fire and engineering/automobile insurance
contracts.

Due to frequency and severity of
agricultural losses, the premiums are
generally high, even when subsidized.
Hence consumers are reluctant to take
insurance.

The challenge is to envision the task of
financing and covering the poor as not only
a fulfillment of social sector obligations
but a great business opportunity as well.
Well known studies have been done on
doing business successfully with the layer
at the bottom of the pyramid.

In insurance we can begin with certain well
known factors:

« In India, everyone is connected through
some co-operative, commercial, social
or religious association/structure.

e There are well functioning agencies/
intermediaries in every village

Challenges of rural distribution for Micro-Insurance for agriculture

Insurance
literacy
areas

High cost of
reaching rural

Winning trust of
farmers

irda journal @

Existing
incentive
structure not
lucrative enough
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All financial services
need to be taken to
the grass root level
with an ever
improving framework
so that we can
indeed move towards
a hunger free, food
surplus nation with
prosperous farmers.

o The political system at the local level
allows for social initiatives

Using such platforms allows for mass/
wholesale selling, with the assistance of
the financial and governmental
infrastructure.

Beginning with groups or the opinion
leaders in villages for efficiencies and
access and then increasing penetration
levels to individual units is required so that
even if the profit per individual/ family
for the underwriter and the intermediary
is miniscule, it becomes substantial when
applied to large groups and the Law of large
numbers come into play.

Some more measures that can be adopted

to make it easier for the masses would be:

o Simplifying underwriting and claim
settlement procedures, introducing easy
to understand and easy to market and
service new integrated micro-insurance
products (with both life and non-life
component)

» Making premium payment plans flexible
(installment facility) and simplifying
premium collection

» Designing long term policies where
necessary , to coincide with the loaning

period/other requirements of farmers:
Micro-insurance may prove to be most
effective if it complements micro-
finance and the insurance period may
be made to coincide with the loaning
period for convenience.

Farmers’ Issues

o There is need for making the insurance
proposition simple and effective and the
service structure transparent and speedy

 High cost of rural distribution has to be
addressed while pricing of micro-
insurance products and it needs to take
into account the high cost of reaching
the rural areas while planning the
remuneration structure for the micro-
insurance agents. It should also account
for expenses which are especially high
for small ticket policies related to
(a) canvassing insurance (b) collecting
and remitting premiums where there is
likely to be a lack of bank accounts,
(c) assisting in documentation and
claims.

e Winning the trust of the farmer and
taking care of their consumer rights.

Recommendations and
conclusion

It is time to redesign the micro-finance
practices in India, so that they may be
aligned with the Micro-insurance
Regulations and allow the poor class to
access all financial services. All financial
services need to be taken to the grass root
level with an ever improving framework
so that we can indeed move towards a
hunger free, food surplus nation with
prosperous farmers. Insurers and
intermediaries need to get together to
ensure the following:

« Simplification of products and bundling
where required to make them easy to
understand, easy to use, sell and service

e Simplifying and making premium
payment plans flexible to suit farmer
needs

e« Focus on volumes
large groups

by targeting
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« Integrating micro-finance activities with
micro-insurance for a most beneficial
outcome

Claim settlement to be timely, simple
and transparent

Maximizing the benefit of connectivity
revolution in rural India to reach the un-
served markets

Using additional innovative distribution
channels to achieve cost-efficiency in
agricultural markets:

- Banking network: (At the recent Micro-
insurance seminar at Mumbai, the
Hon’ble Finance Minister Mr P.
Chidambaram said that insurance
companies could look at tapping the
extensive network of over 50,000 bank
branches for distribution of small
ticket insurance).

- Agri-preneurs, fertilizer/seed/
pesticide distributor companies

- Social/ charitable institutions, local
governments, gram panchayats

- Internet kiosks/ village level
connectivity and end-to-end solution
providers like the leaders in this field-
the ITC e-choupal, and others like DCM
Kisan Bazaars, Kisan Khushali Bazaars,
Reliance Retail etc.

The author is Manager, Agriculture Insurance
Company India Ltd.
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Making Reinsurance
an Effective Tool

THOUGHTS FOR SoOUND UNDERWRITING

MADHUMALAT!| DAMLE SUGGESTS THAT BY PROVIDING RELIABLE AND REGULAR INFORMATION TO THE REINSURERS,

MEANINGFUL AND LONG RELATIONSHIPS CAN BE BUILT WHICH ARE VERY VITAL FOR A SUSTAINED REINSURANCE

PROGRAMME.

Il of us in the insurance world are

aware of the theory of reinsurance

and also appreciate the need for
reinsurance. We all know what a Treaty is
and what is a Facultative Placement and
why we need reinsurance.

In today’s world, do we really follow the
theory? Reinsurance in essence is
extending basic insurance concepts
globally. It is all about spreading the risk
across the global insurance market. The
professional reinsurers do the balancing act
of balancing exposures from one region
against those from another region to
provide capacity worldwide. Treaty or
Facultative Reinsurance is a mere tool to
achieve this goal.

Purchasing a reinsurance programme is a
corporate decision. Aninsurance company
buying a reinsurance programme has to
involve the top management of the
company, the investments/finance teams,
the marketing team and the underwriters.
One needs to know what the goal of the
company for the next twelve months is,
for which period the reinsurance
programme is being designed; whether any
new products are being introduced or the
focus of marketing is changing say from
retail to corporate business etc.

A reinsurance programme evolves over the
years and as your goals in the market
change, the programme structure changes
to suitably address the new exposures. For
example, a company concentrating on
corporate business and large risks needs a
more vertical programme for risk
exposures whereas a company doing retail
may need to focus on accumulated
exposures as against single risk exposures.

For an insurance company, reinsurance is
not a core business competence. It is
basically an expense item to protect the
balance sheet and not a profit making tool.

In practice, how much reinsurance is
enough? Are there any measurable
formulae? Really speaking there is none
available, but there are some guidance
tools available from past experience. Some
tools are available based on statistical
modeling. Then, there are regulatory
guidelines, which differ from market to
market; and, of course, market specific
experience is also one variable, which
is used.

What do we do in markets where there are
no regulatory compulsions or minimum
level of cover stated by the regulators and
no reliable models are available and the
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experience shows very little loss activity?
In such circumstances, you are in a guessing
game and it always helps to know what
your peers are doing.

“You do not wish to be the first insurer to
run out of cover if and when a sizeable
catastrophe hits the market.”

Reinsurance in
essence is extending
basic insurance
concepts globally.

It is all about
spreading the risk
across the global
insurance market.




We have all accepted Probable Maximum
Loss (PML) underwriting for the direct
business. PMLs are meant for basic fire
risks (fire, explosion, implosion, etc.).
However, there is no PML calculation for
natural perils, e.g., earthquake. So the
logic is simple, how much risk exposure do
you cover? ‘When you are writing PML, it
should be full Sum Insured’, which means
that when you are doing underwriting on
PML basis, your protection should be up to
the full Sum Insured exposed.

Market forces do play a big role in
determining what capacity of reinsurance
is available and at what price. The simple
rule would be buy more in a soft market
using reinsurer’s capital; and conversely,
buy less in a hard market and use your
own capital.

A company needs to technically assess how
much cover in toto you need to buy to feel
comfortable for your balance sheet to be
adequately protected. Taking advantage
of soft market condition really apply as to
how much lower you can buy your
protection, which also means how much
you can reduce your deductible. At the
higher end, it being Balance Sheet
protection issue; you need to buy adequate
level of protection whether it is a soft
market or a hard market.

One cannot make a predetermined budget
for reinsurance and then go out looking as
to what is available within the budget. The
decision should be actually how much
cover you need and for that cover what
should be the budget for that particular
year. Without compromising on the
coverage one can then go about
negotiating price to keep the expense of
reinsurance within a certain budget.

A lot has been said about a reinsurers’
reactions to a detariff market.

» Proportional capacity will disappear.

« Portfolio protection would be difficult
to come by and more emphasis would
be on FAC protection.

All these reactions stem from the fact that

reinsurance is, for the most part, a blind
underwriting. A reinsurer gets very little
data to know what is happening at the
ground level and would like to protect
himself from unhealthy practices in the
market by distancing himself away from
aggressive pricing or poor underwriting.
One cannot improve a company’s
performance through purchasing of a
reinsurance programme if the basic price
charged is too low or the underwriting
is poor.

Can a reinsurer correct anomalies in the
direct market? Can he correct risk rating
which is slipping? The answer would be
‘yes’ and ‘no’. On proportional basis, he
cannot correct anomalies and has to follow
the insurer. This is the reason the
proportional capacity would become
expensive (less commissions) and slowly it
could disappear if treaty results continue
to be adverse.

It is another story for non-proportional
covers. The reinsurer can do exposure
rating and demand and get the right price
from the Insurer. It is then left to the
insurer either to correct the basic
pricing or suffer deterioration on the net
retained portfolio.

How do you eliminate the fear/anxiety of
the reinsurer in a detariff market?

 Transparent information
* In-depth information
e Regular information
« Reliable information

The Indian market was buying a combined
programme till the four subsidiaries of GIC
were delinked in 2001. The information
at that level was market information
and was much simpler for the reinsurer to
understand.

The four Government companies since
2001 have done well to develop more and
more reliable information on the portfolio,
which they protect. Along with this
information and the information produced
by public sector insurers, GIC has also been
able to assess their exposure more
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Market forces do
play a big role in
determining what
capacity of
reinsurance is
available and at
what price. The
simple rule would be
buy more in a soft
market using
reinsurer’s capital;
and conversely, buy
less in a hard market
and use your own
capital.

accurately and give elaborate information
of such exposure to their reinsurer. The
improved information overall has helped
the market to get reasonably better deals
and build reinsurers’ confidence into the
market over the years as evidenced by
increased interest of global reinsurers in
the Indian market.

Any company, which buys adequate
reinsurance protection gains reinsurers’
confidence, which in turn results in better
reinsurance deal for such insurers. So, in
the end it is in the interest of the Indian
market to keep giving more and more
reliable information, adopt a mature
approach of treating a reinsurer as a
partner, preferably long term, and thus
evolve reinsurance purchase as a most
effective tool for good underwriting.

The author is a former DGM, New India
Assurance Co. Ltd., and is presently working
as Executive Director, IRICS.
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Statistics - non-life insurance

Report Card: General

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF OCTOBER 2007

(Rs.in Crores)

OCTOBER APRIL - OCTBER GROWTH OVER THE
INSURER CORRESPONDING PERIOD
2007-08 2006-07 2007-08 2006-07
OF PREVIOUS YEAR

Royal Sundaram 58.43 52.04 379.31 341.17 11.18
Tata-AlG 59.30 57.09 472.40 457.67 3.22
Reliance General 182.25 68.12 1128.68 445.66 153.26
IFFCO-Tokio 77.30 72.45 610.87 728.96 -16.20
ICICl-lombard 337.54 310.19 2064.13 1835.36 12.46
Bajaj Allianz 202.56 159.30 1325.07 1005.55 31.78
HDFC General 17.52 18.30 129.55 109.57 18.23
Cholamandalam 48.27 28.83 314.79 182.96 72.05
New India 452.29 426.04 3117.68 2973.24 4.86
National 321.31 304.78 2275.89 2137.27 6.49
United India 288.93 257.73 2139.80 2037.71 5.01
Oriental 332.20 365.07 2321.59 2345.12 -1.00
PRIVATE TOTAL 983.18 766.32 6424.79 5106.89 25.81
PUBLIC TOTAL 1394.73 1353.62 9854.96 9493.34 3.81
GRAND TOTAL 2377.91 2119.94 16279.76 14600.23 11.50
SPECIALISED INSTITUTIONS

ECGC 51.64 46.86 364.88 339.88 7.36

Star Health &

Allied Insurance 49.10 10.52 94.90 13.84 585.86

Note: Compiled on the basis of data submitted by the Insurance companies.

Premium underwritten by non-life insurers Note: 1. Total for 2006-07 is for 12 month period.
y
fOI' October 2007* 2. Total for 2007-08 is up to October, 2007.
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tatistics - non-life ins

GROSS PREMIUM UNDERWRITTEN BY NON-LIFE INSURERS WITHIN INDIA (SEGMENT WISE):

SI. | Insurer Fire Marine Marine Marine Engineering Motor
No. Cargo Hull
1 Royal Sundaram 43.27 9.09 9.09 0.00 19.89 171.87
Previous year 65.21 8.88 8.88 0.00 17.96 133.54
2 TATA-AIG 87.73 49.81 49.81 0.00 14.38 119.37
Previous year 92.53 34.51 34.51 0.00 16.58 143.82
8 Reliance 86.51 22.18 18.37 3.81 52.01 565.08
Previous year 100.49 14.61 8.45 6.16 34.68 115.32
4 IFFCO Tokio 155.74 32.26 26.33 5.94 41.98 191.75
Previous year 204.61 99.89 25.16 74.73 45.42 218.44
5 ICICI Lombard 287.39 118.31 33.46 84.85 97.51 604.83
Previous year 253.99 81.80 29.11 52.69 104.46 478.18
6 Bajaj Allianz 162.20 44.68 39.78 4.90 75.71 586.80
Previous year 219.47 37.91 32.26 5.65 89.89 334.80
7 HDFC Chubb 4.40 1.52 1.52 0.00 2.86 63.73
Previous year 4.44 1.20 1.20 0.00 2.15 64.13
8 Cholamandalam 46.80 17.11 17.04 0.06 16.04 97.07
Previous year 49.43 12.79 12.64 0.15 14.06 35.52
9 New India 475.93 209.67 90.94 118.73 105.33 976.58
Previous year 465.05 192.23 73.50 118.73 104.28 988.63
10 | National 222.98 89.56 61.25 28.31 66.41 1,010.15
Previous year 303.68 87.93 60.01 27.92 56.57 906.59
11 | United India 319.74 143.53 82.49 61.04 103.32 665.09
Previous year 420.16 139.38 70.70 68.67 111.24 571.80
12 | Oriental 328.25 162.30 87.91 74.40 105.42 795.59
Previous year 335.84 172.31 83.03 89.29 99.17 820.40
Grand Total 2,220.93 900.02 517.97 382.04 700.84 5,847.91
Previous year 2,514.89 883.44 439.45 443.99 696.46 4,811.16
SPECIALISED INSTITUTIONS
13 | ECGC *
Previous year
14 | Star Health & Allied Insurance**
Previous year

Note: In case of public sector insurance companies, the segment wise data submitted may vary from the flash Nos filed with the Authority. As such,
the industry totals may vary from the flash figures published for the month of September-2007.

*Pertains to Credit Insurance.
** Pertains to Health Insurance.
Note: Compiled on the basis of data submitted by the Insurance companies



Statistics - non-life insurance

FOR THE HALF YEAR ENDED SEPTEMBER - 2007 (PROVISIONAL & UNAUDITED)

(Rs.in Crores)

Motor OD Motor TP Health Aviation Liability Personal All Others Grand Total
Accident
140.03 31.83 53.85 0.00 2.68 16.56 3.68 320.87
119.92 13.62 42.21 0.00 522 12.82 3.29 289.13
100.40 18.97 35.12 0.00 49.07 56.31 1.31 413.10
131.74 12.07 19.24 0.00 38.06 42.54 13.29 400.57
414.61 150.47 147.92 4.03 7.92 25.95 34.86 946.44
115.16 0.16 31.82 8897 4.83 10.25 61.56 377.54
131.36 60.39 44.59 1.82 13.66 9.48 42.28 533.56
177.82 40.62 31.58 0.84 6.87 8.28 40.58 656.52
429.15 175.68 424.89 18.16 41.41 80.44 53.63 1,726.59
424.85 53.32 296.25 16.87 58.91 76.08 158.63 1,525.17
428.93 157.87 125.12 7.43 26.58 20.59 73.41 1,122.51
239.01 95.79 73.90 4.05 16.07 14.80 55.36 846.24
56.57 7.17 20.79 0.00 2.11 3.44 13.18 112.03
60.72 3.41 4.04 0.00 2.06 5.40 7.85 91.27
78.62 18.45 56.07 0.00 6.86 9.64 16.84 266.41
32.68 2.83 15.80 0.23 8.15 577 12.37 154.12
535.84 440.73 483.30 35.58 40.14 46.40 292.59 2,665.52
645.71 342.92 347.51 63.88 33.38 47.45 273.86 2,516.27
626.33 383.82 313.17 27.32 19.64 31.31 174.05 1,954.58
622.07 284.52 181.62 38.49 20.10 29.01 208.48 1,832.45
403.81 261.28 275.62 13.08 35.29 46.38 250.96 1,853.01
344.01 227.79 206.14 4.98 36.36 43.99 245.94 1,779.98
492.31 303.28 262.19 45.75 34.58 48.41 206.91 1,989.39
567.55 252.85 209.50 51.66 30.84 38.08 222.80 1,980.60
3,837.95 2,009.95 2,242.63 153.17 279.92 394.91 1,163.69 13,904.01
3,481.25 1,329.91 1,459.61 184.97 260.85 334.47 1,304.00 12,449.87
313.24 313.24
293.02 293.02
44.58 1.09 0.67 46.34
1.98 1.34 0.00 3.32




FICCI organized a one-day
conference “Sustainable
Health Insurance - Need of
the Hour” at Federation

| House, New Delhi on 29%
Mr. C.S. Rao, Chairman, IRDA delivering the /(eynot November, 2007.

address at the Conference.

Seen in the photograph of the inaugural session (from L to R): Ms. Shikha Sharma - Chairperson,
FICC/I’s Insurance & Pensions Committee and CEO & MD, ICICI Prudential Life Insurance Co. Ltd.;
Mr. R.R. Shah - Member Secretary, Planning Commission, Government of India;
Mr. Habil Khorakiwala - President, FICCI; Mr. C.S. Rao - Chairman, IRDA and Mr. Shivinder Mohan
Singh - Chairman, FICCI’s Health Services Committee and CEO & MD, Fortis Healthcare.



Found up _L

A view of the deliberations at the meeting in progress.

The meeting of International Association of Insurance
Supervisors (IAIS) - Corporate Governance Task Force took

place at Hotel Le Meridien, New Delhi on 24" and 25%
September 2007.

From (L to R): Mr. Michael Graham, Guernsey Financial Services Commission; Ms. Lone Moerup, IAIS;

Ms. Shikha Sharma - CEO & MD, ICICI Prudential Life Insurance Co. Ltd.; Mr. C.R. Muralidharan -
Member (F & 1), IRDA, India.




“It's three weeks since | sent

all the documents for the claim...
| hope they send the money soon.”

“Yes, they will. When all the papers
are in ordetr, they have to settle
within 30 days. It's the rule!”

The Insurance Regulatory and Development Authonty {IRDA), the supervisory body of insurance companies in India,
protects the interests of policyholders. Hera are somea of the ragulations laid down by [RDAC

A claim has to be paid or disputed by the insurance
comgany, ghing relevant reasons within 30 days of
receiving all rebevant documents.

The insurer shall fumish the prospect, a copy of the
proposal form, free of chame, within 30 days of the
acceptance of a proposal.

Proposals shall be processed and communicated
within 15 days of receipt by the insurer.

In case of delay in settlerment of claim after
submigsion of all necessary documents, the insurance
company will be Eable 1o pay a stipulated amount
of inferast

A life insuranca policyholder is entifled to a "Free Look
Period” of 15 days (from the date of recaipt of policy)
to cancel the palicy,

An insurance company shall respond within 10 days of
receiptof any communication fromits policy holders.

Issued in public inberest by:

it Tt s famm miamm

Insurance Regulstory and
Development Authority

3rd Floor, Farisrama Bhavanam,
Basheerbagh, Hyderabad 500 004

Webste @ waanerirda.govan

SPREAD THE WORD...

The above advertisement is issued by IRDA in the Public interest.
Those wishing to publish it for spreading consumer awareness of Insurance may use this artwork for reproduction.

©




Cvents

10 - 15 Dec 2007
Venue: Pune

13 - 15 Dec 2007
Venue: Pune

21 - 22 Dec 2007
Venue: Pune

24 - 26 Dec 2007
Venue: Pune

31 Dec 2007 - 05 Jan 2008
Venue: Pune

07 - 12 Jan 2008
Venue: Pune

17-18 January 2008
Venue: NIA, Pune

21 - 26 Jan 2008
Venue: Pune

21 - 23 Jan 2008
Venue:New Delhi, India

30 Jan - 1 Feb 2008
Venue:Jakarta, Indonesia

Reinsurance Management
By NIA Pune

Workshop on Motor TP Claims
By NIA Pune ®

Seminar on Motor Insurance Underwriting & Claims
By NIA Pune

Actuarial Practices in Life Insurance °
By NIA Pune

Effective Underwriting in Detariff Regime
By NIA Pune

Prevention of Insurance Frauds (Non-life) °
By NIA Pune

3rd Semianr on Health Insurance and Care
By /nstitute of Actuaries of India, Mumbar.

Effective Claims Management (Non-life)
By NIA Pune

1st India Rendezvous 2008
By Asia Insurance Review, Singapore

8th CEO Insurance Summit in Asia
By Asia Insurance Review, Singapore ®




view point

In a country like India, composite insurance products are needed for the poor, which
would insure their life and assets. We need simple, understandable products for
them.

Mr P Chidambaram
Hon’ble Minister of Finance, Govt of India

Implementing financial regulation for microinsurance operators entails the challenge
to formulate a framework that not only takes into account the unique characteristics
peculiar to the microinsurance business, but also avoids putting conventional insurance
companies at a comparative disadvantage.”

Mr Michel Flamée
Chair of the Executive Committee of
International Association of Insurance Supervisors (IAlS)

With several foreign companies investing in insurance joint ventures, the effort should
be to have universal norms that can be interpreted by all. The common goal should
be to protect the policyholders’ interest.

Mr CS Rao
Chairman, IRDA, India

The recent disruptions in global financial markets seem to show that under the
continuing favorable conditions of healthy world growth and low inflation, financial
imbalances can accumulate, which will be followed by corrections, posing a risk to
economic stability.

Mr Toshihiko Fukui
Governor of the Bank of Japan

As we pursue financial sector development, we will also see more sophisticated
products coming to the fore. Market players and regulators alike must refine their
understanding of the attendant risks.

Mr Goh Chok Tong
Senior Minister, Government of Singapore

The capital markets and the insurance/reinsurance industry have demonstrated their
ability to meet natural catastrophe risk transfer needs of insurers and consumers
when market dynamics are allowed to work.

Mr Franklin W Nutter
President, Reinsurance Association of America (RAA)




