Munich RE =

Y zzzzzzzzzzzzzzz7zzzz7zzz224227727277224222777227247740470744d7777277727777272722444700477277722772777472772727472470474400447d44dddd

SystemAgro and Micro-insurance
Managing the climatic risks of (smallholder) farmers in developing countries

The insurers’ and reinsurers’ perspective
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1. Current situation

2. Insurance solutions for climatic risks in crop
production

3. The challenge: Micro-insurance for crop production
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1. Relatively high exposure of the field production to climatic
risks.

Main perils: Drought and excess of rain.
High default risk for agricultural credits.
Climate change increases the exposure.

2. Risk mitigation strategies are available only to a limited
extend in developing countries (high investment costs).
high vulnerability.

3. Farmers, especially smallholder farmers have limited
excess to financial services, including insurance. Hence
the majority of climatic risks are self retained by the
farmers in developing countries. .



Climate risks and crop losses Munich RE =
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* “Other” includes but is not limited to: cold wet weather, frost, wind, flood, cold winter, insects, hurricane, hot wind, irrigation failure,

Aflatoxin, wildlife, erosion and fire
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3. To guarantee and to increase production of edible crops and raw
materials it is essential that agricultural credits are available.

4. Lending institutions will increasingly look for hedging instruments for
their agricultural credit portfolios.

5. Purely state and purely private insurance programs have failed over
the last decades.  To establish public private partnerships is
essential.

6. Insurance/reinsurance companies are reluctant with providing
capacity for agricultural insurance.

Heterogenic structures in crop production in develo ping
countries: different farm types, production standar ds, social >>
structures.



Insurance solutions
for climatic risks in agriculture



Crop insurance markets Munich RE =

Insurance premiums in 2008 (in million €)
/L 7/zZz244

Country MPCI 2008 Hail 2008 Total Market Penetration
m€ m€ m€ [%]

USA 7.276 495 7.771 80%

Canada 1.361 159 1.520 60%

China 1.404 0 1.404 n/a

Japan 395 0 395 n/a

Spain 373 0 373 350,

France 93 175 268 48%

Italy 10 215* 225 15% (crop hail)

Argentina 15 138 153 45%,

Germany 11+* 153 164 61% (crop hail only)

India 126 0 126 17%

Australia 0 61 61 80%

Mexico 82 0 82 50%

South Africa 22 63 85 55%

Austria 17 47 64 79%

Turkey 33 7 40 20%

Israel 31 0 31 90%

Republic of Korea 30 0 30 72%

Total 11.280 1.513 12.793

* |taly Hail and additional perils, e.g. frost, wind, excessive rain

**Germany: greenhouses

@ 04.09.09 (GLD 09/09) /ENE




Crop insurance concepts for climatic risks Munich RE =
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1. Covers for the individual farm

Loss insurance

Yield guarantee insurance

Index based insurance (meteorological, area yield, vegetation trigger)
2. Covers for cooperatives/marketing organisations

3. Covers for credit portfolios



Key success factors for crop insurance Munich RE =
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1. Public private partnership or the solution triangle
farmer/state/insurance industry: The SystemAgro approach

Agriculture

Government/State Insurance



What role do farmers play? Munich RE =
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[ Active management of yield risks by cover selection

Insurance cover only if the following are adheredt  o:
Best practice

Sustainable farming

Site-specific crop management

i

Individual risk coverage and
legal entitlement to compensation in the event of a loss




What role does the state play? Munich RE =
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Creates the appropriate legal conditions as part of national agric. policy

Stipulates/approves insurance conditions and policy wordings
Premium subsidies

Providing loss cap for catastrophic losses

Authorises and monitors insurers

{ Embedding crop insurance in a reliable legal framew  ork }




What role does the insurance industry play? Munich RE =
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Infrastructure, administration, organisation and ma rketing

Marketing/distribution channel.

Assuming liability.

Product development and innovation

Risk inspections, active underwriting, monitoring
Loss assessment and claims handling

Cooperation with government, associations and organisations

i

Efficient handling of insurance cover

Prerequisite: agricultural insurance know-how




Key success factors for crop insurance (2) Munich RE =
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2. No disaster payments for insurable risks

3. Organisational setup: Pool solutions versus selected insurance
companies

4. Insurance products according to the development of the agricultural
sector

5. Uniform insurance terms and conditions in one market
exemption from anti trust regulations necessary.

6. Application of new technologies (IT, satellite technology, crop yield
modelling)



Match of insurance products & development stage Munich RE =
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L Insurance
S\ PCl —
farm yield based

MPCI — regional yield based

@Named-peril loss insurance
(e.g. hail & additional perils)

Index insurance
@ Single risk loss insurance (hail)

Level of information and studies available/
Level of experience of insurance companies

Source: BURGAZ, 2004

Development and organisation of agricultural sector



The challenge:
Micro-insurance in crop production



What is Micro-insurance? Munich RE =
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Micro-insurance is a term increasingly used to refer to insurance

 characterized by low premium and low caps or low coverage
limits

 sold as part of atypical risk-pooling and marketing arrangements,

and

 designed to service low-income people and businesses not
served by typical social or commercial insurance schemes.

Micro-insurance in crop production =
Crop insurance for smallholder farmers?

Are micro-credit provider really offering credits for the
crop production?

>>



Challenges Munich RE =
dealing with micro-insurance in crop production
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e llliteracy concerning insurance issues  demand?
e  Distribution.
e  Administrative costs involved.

 Lack of data in order to calculate technical insurance premiums
and to establish technically sound triggers for index insurance.

 Loss adjustment on individual level.

>>



Solutions — micro-insurance in crop production Munich RE =
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1. Public Private Partnership as prerequisite of any successful
approach

2. Link of insurance with agricultural credit: voluntary versus
obligatory

- Direct: covering the individual farmer/credit
- Indirect: covering the credit portfolio of the bank
3. Yield guarantee coverage versus index covers

Satellite technology will enhance yield /loss estimations
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Solutions Munich RE
Cover of an agricultural credit portfolio — Basic concept
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Characteristics:
The Bank is the insurance buyer
Obligatory participation of the lenders
Covered risks: all climatic risks
Indemnification defined by a doble trigger:
. if pay-back of credits falls below a specific treshold (e.g. 80%).

. If regional yield falls below specific treshold (e.g. 80%). Alternatively:
Meteorological trigger

Who receives the indemnification? Lender or bank?

Price of cover depending on exposure (crop and region specific) and quality
of portfolio/risk selection
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