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RAINFALL INSURANCE
PILOT PROJECT

DURING KHARIF 2004 SEASON
AGRICULTURE INSURANCE COMPANY OF INDIA LIMITED

(AIC)

INTRODUCTION
Sixty five percent of Indian agriculture is heavily dependent on natural factors, particularly rainfall. Several studies, including those by the National Commission on Water have established that rainfall variations account for more than 50% of variability in crop yields; which in turn adverse spin-offs on the rural economy as a whole.  The analysis of Indian Crop Insurance Program between 1985 and 2002 reveal that, rainfall accounted for nearly 90% of total claims – 75% on account of deficit rainfall and 15% on account of excess rainfall.

Against this background, the concept of “RAINFALL INSURANCE”,  assumes a new significance. Although there is no way of controlling weather-factors, there is now a hope of mitigating the adverse financial effects that weather can have on the rural economy, particularly farm incomes.

Traditional crop insurance programs suffer from many shortcomings, viz.:

(a) Moral hazard, leading to high claims.

(b) Adverse selection of risk by taking undue advantage of the system.

(c) Involvement of multiple agencies and huge administrative cost of running the programs, hidden in Government Budgets.

(d) Lack of reliable methodology for estimating and reporting crop yields

(e) Lengthy process of claims settlement.

(f) Programs limited only to growers (cultivators).

An improved Crop Insurance Program should ideally:  

(a) Be a fail-proof system, which would plug moral hazard and adverse selection possibilities.

(b) Be implemented and managed by a single dedicated agency.

(c) Be based on a more reliable data-type.

(d) Be cost effective, both for insured and insurer.

(e) Be designed for expeditious claim settlement.

(f) Be accessible to all classes of rural people, especially those dependent on agriculture.

RAINFALL INSURANCE is a mechanism for providing effective risk management aid to those individuals and institutions likely to be impacted by adverse rainfall incidence.

It is low cost, easy to implement and quick to administer. 

The basic objectives of the program are:

1. To guarantee financial compensation to the insured, in the event of rainfall adversity.

2. To facilitate ready-flow of financial liquidity in rural sector through expeditious claim settlements in adverse years.

3. To enhance confidence level of the insured, by insulating him against weather risks. 

4. To help stabilize farm incomes, particularly in disaster years.

The Scope of Cover: 

Agriculture Insurance Company of India Limited (AIC) shall compensate the insured against the likelihood of financial loss resulting from any adverse rainfall incidence, subject to the terms and conditions contained herein & in the schedules. 

AIC shall not be liable to make any payment under this Scheme, other than claims arrived at strictly as per the parameters and methodology prescribed herein. Specifically, any incidental / additional expenses incurred in connection with reporting / processing of claims shall not be within the scope of cover.

The responsibility of AIC is restricted to, and shall cease upon, payment of its dues to the concerned Nodal Bank / Institution through which insurance is effected.

Insurable Interest – Who can take insurance?

ONLY those cultivators who stand to lose financially upon adverse incidence of rainfall can take insurance under the scheme. Furnishing evidence of insurable interest by the insured to AIC viz., he has actually sown the crop or his business activities has direct bearing to the weather risks, shall be a condition precedent for settlement of claims.

Risk Acceptance Period:

Risk shall be accepted within a period of two months immediately prior to the commencement of the policy. The period of acceptance of risk for various options is provided in the schedule of each IMD Rain gauge station.

Contribution clause

If at the time of assessment of any loss covered by this Scheme, there exists any other insurance of any nature whatsoever covering the same interest, then AIC shall not be liable to pay or contribute more than its ratable proportion of any loss or damage. The claims settled are also subject to Subrogation condition.

The RAINFALL INSURANCE guarantees a pay-out of claims on a graded scale, upon adverse incidence of rainfall.

The “Actual Rainfall Incidence” during the period of insurance shall be measured against the “Normal Rainfall Incidence” (based on historical data) of the specific geographical locations under jurisdiction of Indian Meteorological Department (IMD) Rain-gauge Stations and deviations recorded. Compensation payable under the Scheme is a function of the deviations recorded under various coverage options mentioned herein below. Options are linked to other specificities, like Crop, Jurisdiction of IMD Rain gauge station, Deductible, etc. wherever mentioned. 

RAINFALL INSURANCE Options:

The insured can purchase only ANY ONE of the below-mentioned Options for a particular plot of land, i.e., at any given time, for any particular plot of land, only one Option shall be in force. Multiple options for the same piece of land or crop is not allowed.

OPTION – I: OUTPUT ELASTICITY option.

Coverage is against deviation from “normal rainfall” (in mm) during the entire season. In order to assure a fair normal rainfall in the season, the actual maximum rainfall for any month is capped at 120% of normal rainfall. This is to prevent abnormally high rainfall months making up for the low rainfall months over the entire season.

The “Sum Insured” per hectare is the maximum pay-out / compensation corresponding to the maximum potential loss, value of which shall vary from crop to crop. 

Correspondingly, the “Premium” payable per crop per hectare shall be a pre-fixed amount, which shall vary from crop to crop.

The “Claim” pay-out shall be on a graded scale (in slabs), corresponding to ‘Rainfall Strike’ and various ranges of rainfall-deviations (in mm). 

The “season-span”, “normal rainfall” (mm) is IMD-station -specific. The exact parameters thereof shall be specified in a separate Schedule.

OPTION – II: SOWING FAILURE option.

Coverage is against deviation from “normal rainfall” (in mm) during the sowing season (period) for a maximum period of 8 weeks from the “normal onset of monsoon”, the date of which shall be specified in the Schedule.

The “Sum Insured” per hectare is the maximum input cost incurred by the cultivator till the end of the sowing period, the value of which shall be pre-determined for each particular crop and specified in the Schedule.

Correspondingly, the “Premium” payable shall be a fixed percentage of the Sum Insured value specified in the schedule, which may vary from crop to crop.

The “Claim” pay-out shall be on a graded scale (in slabs), corresponding to ‘Rainfall Strike’ and various ranges of rainfall-deviations (in percentages). 

The “season-span”, “normal rainfall” (mm) is IMD-station & crop -specific. The exact parameters thereof shall be specified in a separate Schedule.

OPTION – III: WEIGHTED RAINFALL INDEX option.

Coverage is against deviation from “normal rainfall index” (in mm) during the entire season. The index is IMD-Station specific, and is as provided in the schedule. The index is constructed by assigning weights on weekly / monthly rainfall within ‘season-span’, based on criticality / importance of each week / month, etc. 

Deviations between “Normal Rainfall Index” and “Actual Rainfall Index” based on entire season subject to “deductibles” as mentioned in the schedule shall be reckoned for the purposes of pay-out. The indices (normal and actual) may be same for all crops under the jurisdiction of the IMD station. 

The “Sum Insured” per hectare is the maximum pay-out / compensation corresponding to the maximum potential loss. The value of Sum insured may vary from crop to crop, and is provided in the schedule. 

Correspondingly, the “Premium” payable shall be a fixed percentage of the Sum Insured value specified in the schedule, which may vary from crop to crop.

The “Claim” pay-out shall be on a graded scale (in slabs), corresponding to ‘ Rainfall Strike’ and various ranges of deviations in the rainfall indices (in percentages). 

The “Sum Insured” is IMD-station & crop -specific, while “season-span”, “normal rainfall index” (mm) and “actual rainfall index” (mm) are common. The exact parameters thereof shall be specified in a separate Schedule. The table of weights shall also be provided in the Schedule.

OPTION – IV: CATASTROPHE option.

Coverage is against severe deviations from “normal rainfall” (in mm) occurring   over the entire season. The deviation beyond which the pay-out becomes payable is specified in the schedule. The pay-out structure for a given level of deviation shall be same for all crops under the jurisdiction of the IMD station.

The “Sum Insured” per hectare is the maximum pay-out / compensation corresponding to the maximum potential loss. The value of Sum insured may vary from crop to crop, and is provided in the schedule. 

Correspondingly, the “Premium” payable shall be a fixed percentage of the Sum Insured value specified in the schedule, which may vary from crop to crop.

The “Claim” pay-out shall be on a graded scale (in slabs), corresponding to ‘Rainfall Strike’ and various ranges of deviations in the seasonal rainfall (in percentages). 
The “Sum Insured” is IMD-station & crop–specific, while “season-span”, “normal rainfall index” (mm) and “actual rainfall index” (mm) may be common. The exact parameters thereof shall be specified in a separate Schedule. 

OPTION – V: AGRONOMIC OPTIMUM INDEX option

Coverage is against deviation in the “Actual Rainfall Index” over “Agronomic Optimum Rainfall Index” for a particular crop during the entire season.

Deviations between “Agronomic Optimum Rainfall Index” and “Actual Rainfall Index” based on entire season subject to “deductibles” as specified in the Schedule shall be reckoned for the purposes of pay-out. The indices may be different for different crops under the jurisdiction of the IMD station.

The “Sum Insured” per hectare is the maximum pay-out / compensation corresponding to the maximum potential loss. The value of Sum insured may vary from crop to crop and is provided in the Schedule. 

Correspondingly, the “Premium” payable per crop per hectare shall be a pre-fixed amount, which shall vary from crop to crop.

The “Claim” pay-out shall be on a graded scale (in slabs), corresponding to ‘Rainfall Strike’ and various ranges of deviations in the rainfall indices (in mm). 

Schedule sum-up:

The Schedules for various options detailed above shall contain the following details:

1. Season span / Period of Insurance.

2. Risk Acceptance Period.

3. Reference IMD Rain-gauge station and its jurisdiction for Rainfall Insurance.

4. Normal Rainfall Incidence (as ‘weekly / monthly/ season’s cumulative rainfall’, ‘index’ etc.).

5. Crop.

6. Sum Insured (fixed “per hectare”).

7. Premium (“fixed amount per hectare”, or percentage of Sum Insured).

8. Pay-out structure (compensation structure at various levels of Rainfall deviations).

Coverage procedure - Acceptance of Risk:

The coverage under the Scheme at the grass-root level shall be made mostly through the existing network of Rural Finance Institutions (RFIs) as in  NAIS, and also through Rural Agents (RA). 

The cultivators may fill up the Proposal form available with the network of RFIs or RA, and submit it along with requisite Premium. The Branch of RFI / RA shall scrutinize the Proposal, and record it in a Register. The collecting Bank/ RA shall, at the end of each week, furnish a consolidated Declaration with total Premium to AIC, giving details of coverage with individual cultivators’ details. The Declaration shall be consolidated per week per crop per IMD-station. 

AIC shall have the sole authority and discretion to accept / decline the Proposal without assigning any reason therefor.  

The Non-Loanee cultivator is required to have an Account at the RFI Branch, which will facilitate his / her Scheme transactions.

Subject to adequate infrastructure of AIC, the cultivators may choose to send their proposals directly to AIC for acceptance. This information on direct submission will be circulated by AIC as and when the infrastructure is operational.

All risks shall be accepted only within the period specified in the Schedule. No risk shall be accepted after the expiry of the stated period. 

AIC shall have the sole and binding authority to identify anomalies in insurance coverage, through investigations (by itself or through its Agencies). Upon identification of anomalies/ discrepancies in the coverage based on such investigations, AIC shall have the discretion to scale down the Sum Insured.

Indemnity – concepts & procedure:

The procedure for working out Claims shall be automated insofar as the insured is concerned, that is to say, there shall be no necessity for submission of ‘loss information’ or ‘Claims intimation’ by anyone save as detailed below.

Claims:

Claims shall arise when there is a certain Deviation in Actual Rainfall within the jurisdiction of the IMD Rain-gauge station, i.e., its “Actual Rainfall” received within the time period specified in the Scheme/ Schedule is less than the “Normal Rainfall”. In such case, ALL insured Cultivators under a particular crop and Option shall be deemed to have suffered the same “Deviation” and become eligible for claims.

The Deviations beyond “Rainfall Strike” shall be converted to “Claims payable” within the IMD Rain-gauge Station jurisdiction, depending on the Option chosen and according to the Pay-out structure. 

Reinsurance support:

The program enjoys the support of renowned Weather Risk Reinsurer from International Market.

BENEFITS EXPECTED FROM SCHEME

RAINFALL INSURANCE has many advantages over traditional insurance, the most important of which are highlighted below:

1. Trigger events (like adverse rainfall) can be independently verified & measured. Since India has an independent rainfall reporting system (through Indian Meteorological Department), it would be measured in the most tamperproof environment. This would neutralize moral hazard in data-procurement to a great extent.

2. RAINFALL INSURANCE does not encourage potential negligence in the insured, and the cultivator’s urge for a good harvest remains unaffected.

3. RAINFALL INSURANCE is open to everyone including cultivators, agricultural laborers, agricultural in-put suppliers, rural population and any one who is likely to be affected by adverse weather parameters. A wide cross-section of people may reap the benefits of the Scheme. (However, the Pilot project of Kharif 2004 targets only cultivators).

4. RAINFALL INSURANCE is inexpensive to operate. Since very few agencies would be involved in implementation, the aggregate administrative cost would be far lower than traditional crop insurance.

5. RAINFALL INSURANCE reduces loan default risk, so better terms on interest rates can be offered by financial institutions.

6. RAINFALL INSURANCE allows for speedy settlement of indemnities, as claims can be settled as early as a fortnight after the indemnity period.  

7. RAINFALL INSURANCE offers substantial possibilities for reinsurance, which are at present completely absent for agricultural insurance.  Rainfall risk can be domestically and internationally reinsured.

8. RAINFALL INSURANCE offers possibility of wrap-up products, including products based on double or multiple triggers.

9. RAINFALL INSURANCE can be suitably packaged and placed with capital markets as is being done in USA and other developed markets. 

PILOT IMPLEMENTATION during KHARIF 2004 season:

The Pilot project during Kharif 2004 season shall be available in the following States / Areas, for the following specified crops:

STATE
IMD Rain gauge station / AREAS
Crops





ANDHRA PRADESH
ANANTAPUR
 


MAHBOOBNAGAR
 


CUDDAPAH
 


HANMAKONDA
 


KURNOOL



NIZAMABAD



KAKINADA



KHAMMAM






KARNATAKA
DHARWAD
 


BIDAR
 


CHITRADURGA
 


SHIMOGA






UTTAR PRADESH
JHANSI
 


LUCKNOW
 


ALLAHABAD
 


GORAKHPUR
 


BAREILLY



GONDA






RAJASTHAN
ALWAR
 


BARMER
 


JODHPUR
 


SIKAR
 

Target Cultivators for Coverage:

The RAINFALL INSURANCE shall be available to all cultivators in the above States/Districts, including sharecroppers & tenant farmers, who have the requisite insurable interest. For those eligible, the Pilot Project shall be VOLUNTARY. 

Government Support:

The Government of India has agreed in principle to subsidise the Premium. The Premium Subsidy may range from 25% to 75%. 

Definitions

The technical terms/ phrases defined or expanded herein are in specific context of the Scheme. For all other terms and phrases, the common uses shall apply. 

1. “Insured” means the individual or institution, whose name specifically appears as such in the Schedule.

2. “Normal Rainfall Incidence” shall mean the historical rainfall data (long term average) of a particular IMD-Rain gauge station, represented as ‘weekly / monthly/ season’s cumulative rainfall’, ‘index’ etc.  

3. “Actual Rainfall Incidence” shall mean the actual rainfall recorded during current season of a particular IMD-Rain gauge station, represented as ‘weekly / monthly/ season’s cumulative rainfall’, ‘index’ etc.  

4. “Normal Rainfall Index” shall mean the cumulative rainfall index for the entire season arrived at after applying the weekly / monthly ‘weights’ on the historic weekly / monthly rainfall data pertaining to the geographical area under a IMD Rain gauge station and the same is specified in the schedule.

5. “Actual Rainfall Index” shall mean the cumulative actual rainfall index for the entire season arrived at after applying the weekly ‘weights’ on the actual weekly rainfall pertaining to the geographical area under a IMD Rain gauge station during the season.

6. “Deductible” is the deviation in the actual rainfall / actual rainfall index for which cultivator is not eligible for pay-out. In other words Insured is his / her own insurer to the extent of deductible. The pay-out structure is designed under various options of Rainfall Insurance with due regard for the deductible.  

7. “Sum Insured” per hectare denotes a pre-fixed guarantee amount, corresponding to the maximum potential loss level. The Sum Insured may range from ‘input cost’ to ‘value of expected production’.


8.     “Rainfall Strike” refers to specified percentages of deviations of specified amount of rainfall below which the pay out is triggered. 
9. “Agronomic Optimum Rainfall Index” shall mean the cumulative rainfall index for the entire season based on optimum water requirement of the crop. The index may vary from crop to crop. 

10. “Season Span” is ‘period of insurance’ and refers to duration or length of rainfall period (weeks / months) considered for measuring the rainfall. It can be different for different IMD Rain gauge stations and various Rainfall insurance Options.  










1
_____________________________________________________________________

1 

[image: image3.png]


_1113646211

