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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 has adverse spin-offs on the rural economy as a whole. Its known that yields are variable, however, it’s now being realized that the weather, particularly rainfall is also becoming increasingly unpredictable and uncertain. The analysis of Indian Crop Insurance Program between 1985 and 2003 reveal that, rainfall accounted for nearly 90% of total claims – 80% on account of deficit rainfall and 10% on account of excess rainfall. We know that yields are variable. 

Against this backdrop “Varsha Bima”, providing insurance protection against deficit rainfall is an efficient risk mitigation tool securing the financial interest of the farming community. 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. (i) moral hazard leading to high claims; (ii) adverse selection of risk by the insured; (iii) lengthy  claims settlement procedure; (iv) lack of reliable methodology for estimating and reporting crop yields; (v) involvement of multiple agencies and huge administrative costs, etc. 
Varsha Bima - Benefits:

Besides addressing most of the lacunae of traditional crop insurance program VARSHA BIMA has many benefits. 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 India Meteorological Department (IMD), it would be measured in the most tamperproof environment. This would minimize moral hazard in data-procurement to a great extent.

2. Varsha Bima provides transparent, fully objective and flexible premium & compensation structures suiting varied requirements of different sections of the farming community 
3. Varsha Bima does not encourage potential negligence in the insured, and the cultivator’s urge for a good harvest remains unaffected.

4. Varsha Bima 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. Varsha Bima reduces loan default risk, so better terms on interest rates can be offered by financial institutions, and thus helps in credit purveying and penetration.

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

7. Varsha Bima payouts are transparent, efficient & direct, and hence more effective, scientific and foolproof compared to the government relief.

8. Varsha Bima offers substantial possibilities for reinsurance, which are at present completely absent for agricultural insurance.  Rainfall risk can be domestically and internationally reinsured.

9. Varsha Bima offers possibility of wrap-up products, including products based on double or multiple triggers.

10. Varsha Bima can be suitably packaged and placed with capital markets as is being done in USA and other developed markets. 

VARSHA BIMA 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 scheme 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) subject to the terms and conditions contained in the scheme, shall compensate the insured against the likelihood of financial loss on account of anticipated loss in crop yield resulting from any adverse rainfall incidence. 

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, including reporting 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 Rural Financial Institution / Farmers’ Association / NGO, etc. through which insurance is administered. However, effort would be made by AIC to ensure that the dues are paid / credited to the Bank Account of concerned cultivator.
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 Agriculture Insurance Company of India Limited (AIC), he has actually sown the crop to the extent of acreage covered in the proposal shall be a condition precedent for settlement of claims.

Initially Varsha Bima is meant for cultivators for whom National Agricultural Insurance Scheme (NAIS) or its substitute is voluntary. 

Risk Acceptance Period:

Risk shall be accepted till the on-set / commencement of the monsoon; and is IMD rain gauge station / state specific. The period of acceptance of risk for various options is provided in the schedule of each IMD Rain gauge station. Normally risk is accepted upto 30th June of the year.
Multiple Insurances:

Cultivators participating in Varsha Bima should not participate in other crop insurance programs for the same crop grown in the same survey number, and vice versa. If at the time of processing of claims 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 anticipated loss or damage.  

Varsha Bima Coverage Options:

The Varsha Bima 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 India Meteorological Department (IMD) Rain-gauge Station, and deviations if any are recorded. Compensation payable under the Scheme is a function of the adverse deviations recorded as per the coverage options mentioned herein below and corresponding pay-out slabs. The coverage options are linked to other specificities, like Crop, Jurisdiction of IMD Rain gauge station, Deductible, etc. wherever mentioned. 

The insured can purchase only any one of the below-mentioned Coverage Options for a particular plot of land, i.e., at any given time, for any particular plot of land growing the insured crop, only one Coverage Option shall be purchased.  

Option – I: Seasonal Rainfall Insurance 
Scope:

Coverage is against adverse deviations in “Actual Rainfall” (in mm) from “Normal Rainfall” (in mm) for the entire season subject to deductibles. “Actual Rainfall” is the monthly cumulative rainfall from June to November (with June to September or October for short & medium duration crops).  The pay-out structure is designed in such a way that the yield output elasticity (i.e. sensitivity of a crop to given adverse deviation in rainfall for a particular crop) is correlated to various ranges of adverse deviation in rainfall. 

Sum Insured:

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. The sum insured is kept between cost of production and value of production.
Premium: 

Correspondingly, the “Premium” payable per crop per hectare shall be a pre-fixed amount, which shall vary from crop to crop. The premium amount in general depends on historical rainfall deviations, pay-out slabs, and maximum pay-out & sum insured.
Claims:

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

“Normal Rainfall” (in mm) is IMD-station-specific. The exact parameters thereof shall be specified in a separate Schedule.

Option – II: Rainfall Distribution Index
Scope:

Coverage is against deviation in “Actual Rainfall Index” from “Normal Rainfall Index” for the entire season. The index is constructed to maximize the correlation, by assigning “Key Factor Weights” for weekly rainfall within the ‘season-span’.   

Key Factor Weights have been arrived at on the basis of (i) Yield Response Factors (as per the research work carried out by Food & Agriculture Organization (FAO), which are being calculated taking into consideration of each phenol-phase and its importance (phase-wise moisture criticality) on achieving final yield, and (ii) Crop Weather Calendar issued by the IMD.  By far, the Key Factor Weights used here are the most scientific and sound. 
Deviations between “Normal Rainfall Index” and “Actual Rainfall Index” based on entire season (June to November) subject to “deductibles” as mentioned in the schedule shall be reckoned for the purposes of pay-out. The indices (normal and actual) are both IMD station and crop specific. 

Sum Insured:

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. The sum insured is kept between cost of production and value of production.

Premium: 

Correspondingly, the “Premium” payable shall be a fixed percentage of the Sum Insured value specified in the schedule, or pre-fixed amount of premium per hectare, in which case it would be crop specific 

Claims:

‘Rainfall Strike’ is defined in the schedule of the scheme, which is basically a threshold deficiency percentage of the weighted Actual rainfall index as compared to the weighted Normal rainfall index. The deficiency greater than or equal to the ‘Rainfall Strike’ will result in claim pay-out as per the schedule, which is IMD station and crop specific.  The schedule provides for details of pay-out at different ranges of weighted Actual Rainfall index.  

 Option – III: Sowing Failure 
Scope:

Coverage is against deviation in “actual rainfall” (in mm) from “normal rainfall” (in mm) during the sowing season/period which is reckoned as approximately 8 weeks between 15th June and 15th August subject to deductibles. Pay-out is decided on the basis of extent of adverse deviations in the rainfall. 

Sum Insured:

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.

Premium: 

Correspondingly, the “Premium” payable shall be a fixed percentage of the Sum Insured value specified in the schedule or pre-fixed amount of premium per hectare, in which case it would be crop specific.

Claims:

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 pay-out commences when the adverse deviations in the rainfall for the period touches 40%, and the full pay-out is made when the adverse deviations in the rainfall for the period reaches 80%.

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

SCHEDULE:

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

(i). Season span / Period of Insurance.

(ii). Risk Acceptance Period.

(iii). Reference IMD Rain-gauge station and its jurisdiction for Varsha Bima.

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

(v). Crop.

(vi). Sum Insured (fixed “per hectare”).

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

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

Coverage procedure - Acceptance of Risk:

1. The coverage under Varsh Bima at the grass-root level shall be made mostly through the existing network of Rural Finance Institutions (RFIs) as in NAIS, particularly Cooperative Sector Institutions. Agriculture Insurance Company of India limited (AIC) shall also directly market / provide insurance subject to the availability of its network. The network of formal and informal institutions working in the rural areas, such as Non-Governmental Organizations (NGOs), Self Help Groups (SHGs), Farmers’ Groups could also be utilized for delivery of Varsha Bima. 
2. The cultivators may fill up the Proposal form available with the network of RFIs or other agencies stated in the preceding paragraph, and submit it along with requisite premium. The Branch of RFI / agency shall scrutinize the proposal, and record it in a Register. The collecting Bank/ agency 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. 

3. Incase of groups of farmers who would like to be insured under Varsha Bima, a single crop-wise proposal would be adequate followed by summary sheet containing details of individual cultivators (village, acreage, survey number, sum insured, premium etc.). 
4. Risk is 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 authority and discretion to accept / decline the proposal / risk without assigning any reason therefor.  

5. The cultivators proposed for insurance under Varsha Bima is required to have a Bank Account at the RFI Branch, which will facilitate his / her insurance transactions.

6. 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 adverse deviation in Actual Rainfall Incidence 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, subject to ‘Rainfall Strike’, all insured Cultivators under a particular crop and coverage option shall be deemed to have suffered the same “adverse deviation” and become eligible for claims. 

The adverse deviations beyond the ’Rainfall Strike’ shall be converted to claims within the IMD Rain-gauge station’s jurisdiction, depending on the crop, the coverage option chosen and according to the Pay-out structure. 

Reinsurance support:

Agriculture Insurance Company of India limited (AIC) keeping in mind the nature and extent of risk expected to be underwritten under Varsha Bima and its capacity to bear the risk, organizing reinsurance protection from both General Insurance Corporation of India and the international reinsurers. To retain the premiums within the country, if required AIC shall work out facultative reinsurance arrangements with domestic insurers.

Implementation during Kharif 2006 Season:

The Pilot project during Kharif 2006 season shall be available in the select districts of 130 – 140 IMD Rain gauge station areas for the major field crops grown in those areas. The list of state / district / IMD Rain gauge station-wise crops eligible for insurance is given separately. The Varsha Bima shall be available to all cultivators in these states/districts, including sharecroppers & tenant farmers, who have the insurable interest, but not participating in other crop or rainfall based insurance programs either compulsorily or voluntarily.  

Government Support:

The Government of India and concerned States may subsidize the premium. The subsidy, if any would be allowed at source, provided the governments release such subsidy to AIC at the beginning of the season based on fair estimates. 

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 ‘weights’ on the historic weekly 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 Varsha Bima 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 ‘cost of production’ / ‘input cost’ to ‘value of production’.


8. “Rainfall Strike” refers to specified percentage of adverse deviations of actual rainfall below which the pay out is triggered. 
9. “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 crops and various Varsha Bima coverage options.  

10. “Schedule” refers to a document containing all relevant information on a particular Varsha Bima coverage option w.r.t. IMD Rain gauge station, Station’s jurisdiction, Period of Insurance, Period of Risk Acceptance, Crop, Sum insured, Premium, Pay-out structure, etc.  
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