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PREFACE 
 
 
This course is designed for the use of candidates appearing for the Associateship 
Examination of the Insurance Institute of India. It is revised and rewritten 
keeping in mind the contemporary developments within the insurance market. 
 
The course is rewritten in line with the revised syllabus and readers would find 
the contents meaningful in better understanding as well as gaining knowledge of 
the subject. The course should also prove useful not only to those appearing for 
the Assocationship examination, but also to the general reader interested in the 
subject. 
 
The course describes in detail about crop insurance in India and abroad and also 
gives a brief idea about history of crop insurance in India. The course explains in 
detail the National Agricultural Insurance Scheme (NAIS) implement by the 
Government. Various formats are given in the way of Annexures, which form an 
important part of the course. 
 
The course also deals with hail insurance. Cattle insurance, Aquacultures 
insurance, Horticulture and Floriculture insurance, Poultry insurance and 
various other insurance schemes. 
 
Although the course gives detailed knowledge of the subject, it is recommended 
that the candidates should read additional literature on the subject. The 
candidates are recommended to study specimen forms used in offices (e.g. 
proposal forms, policy documents, claim forms etc. This will provide a practical 
basis for their studies. 
 
The candidates may also avail of Oral Tuition service whenever arranged by the 
Associated Institutes. These supplementary aids will help the students to 
improve their performance in the examination. 
 
The course should also prove useful to the general reader who desires to have 
knowledge of the subject covered. 
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CHAPTER 1 
 

GLOSSARY OF TERMS FOR AGRICULTURAL INSURANCE 
 

Accumulation  
The concentration of similar risks in a particular area 
such that an insured event may result in several losses 
occurring at the same time. 

Act of God 

An event arising from natural causes without human 
intervention and which could not have been prevented 
through reasonable care or foresight, e.g. floods, 
earthquakes, windstorm. 

Actuarial 

Describes the calculations made by an actuary. Actuarial 
calculations require basic data over a sufficient time 
period to permit likelihood of future events to be 
predicted with a degree of certainty 

Actuary 

A person with a mathematical and statistical background 
who is responsible for the application of probability and 
statistical concepts to insurance aspects such as rating, 
premium, reserves, etc. 

Adverse selection 
or 
Anti-Selection  

The tendency of individuals with poorer-than-average 
risks to buy and maintain insurance. Adverse selection 
arises when insured select only those coverage which are 
most likely to result in losses. In agricultural insurance, 
this can arise when: 
 
 High-risk farmers buy insurance, while other farmers, 

with more certain production expectations, do not;  
 Farmers buy insurance only on their own high-risk 

crops or plots, withholding other and less risky crops 
or plots. 

Agricultural 
insurance 

Insurance applied to agricultural enterprises. Types of 
business include crop insurance, livestock insurance, 
aquaculture insurance, forestry, etc.  

All risk insurance 

A term used to describe a policy which covers the insured 
property against any fortuitous cause including acts of 
God, accident, disease, fire, theft and pilferages. In 
agricultural insurance, all risks policies may cover all 
weather risks, pests, diseases, flood, cyclone, fire, theft 
etc. It excludes those perils defined in the policy and 
inevitabilities such as wear and tear or depreciation. 
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Area approach 
(area-yield basis) 

An agriculturally homogeneous area that can be insured 
as one unit. This unit may comprise several blocks of 
land. For loss adjustment in this approach, the actual 
average yield of a crop is assessed by sample survey 
through crop cutting or other methods, and compared 
with the guaranteed (insured) yield. The same yield loss 
is applied to all insured farmers within the defined area, 
disregarding individual differences in actual damage and 
crop yield. 

Basis of Sum Insured 

The basis on which the Sum Insured (potential value of 
insured property) is decided. In crop insurance policies, 
often the basis of valuation is the ‘production cost’ of 
growing the crop. 

Basis Risk 

The term mostly used in case of ‘index’ based insurance, 
like yield index, weather index etc. basis risk signifies the 
risk that the index (yield or weather) measurement will 
not match losses suffered by individual insured farmers. 
As the geographical area covered by the index increases, 
basis risk increases as well. 

Catastrophe 
A severe, sudden and unexpected disaster which results 
in heavy losses. 

Claim 

The application for indemnity (payment) after an insured 
event has occurred. 
Notice to an insurer that under the terms of a policy, a 
loss may be covered. 

Compulsory 
insurance scheme 

Any form of insurance required by law or the 
government’s directive. For example, National 
Agricultural Insurance Scheme (NAIS) is compulsory for 
Loanee (borrowing) farmers.  

Crop insurance 

Tool for protection against loss or damage to growing 
crops against specified or multiple perils, e.g. hail, 
windstorm, fire, flood. Measurement of loss could be by 
"yield" basis, production cost basis, agreed value basis, 
rehabilitation costs basis or a proxy measured in terms of 
adverse deviation of weather parameters.  

Deductible  

The amount of the loss which the insured is responsible to 
bear before the insurance company starts paying. A 
higher deductible can be chosen to lower the premium 
rate. 
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Development risks 

Risks attaching to products which have recently been 
launched and which for scientific or technological reasons 
cannot be anticipated due to the newness of the product. 
In agricultural insurance, this may apply to a situation 
where a new crop type is introduced in an area, but 
where there is no prior experience that it will grow 
successfully under the prevailing agro-climatic conditions 
and risk exposures in the area. 

 Drought 
Acute shortage of rainfall. It is a progressive 
phenomenon, in terms of an accumulating soil moisture 
stress for plant growth. 

Excess 

An amount representing the first part of a claim which an 
insured has to bear as stated in the policy. The 
deductible is usually expressed as a percentage of the 
claim, but may equally be a monetary amount. 

Excess rain 

Abnormally high rainfall intensities over short periods of 
time which cause direct physical damage to crops 
(lodging, shedding of grain etc.) and this may extend to 
secondary losses caused by saturation of soil and chlorosis 
and necrosis of plants. 

Excessive heat 
Excess heat caused by high temperatures which may 
cause severe damage or loss to crops, such as at the 
pollination stage when excess heat will inhibit seed set. 

Flood 

A flood is an overflow of an expanse of water that 
submerges land and the property. Flood may be a result 
of too much rain, excessive melting of snow, breach of 
canals and ponds, etc.    

Forestry Insurance 

Protection against loss or damage to trees (standing 
timber), most commonly against fire, catastrophic 
windstorm, snow, flood or earthquake events. Escalating 
valuation is applied in order to reflect the increasing 
volume of timber and thus exposed values at risk with 
increasing age of the trees. 

Franchise 

An amount of loss which has to be reached before the 
insurer will pay a claim and once this threshold is met, 
the insurer has to pay the claim in full. e.g. A farmer 
insures his crop for ` 1000 with a franchise of ` 100. If 
the claim is for ` 99, then this is borne by the farmer. If 
the claim is for ` 101, however, then the whole amount 
of the `101 is paid by the insurer. 
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Frost 

Frost is the solid deposition of water vapor from 
saturated air. It is formed generally in winters when solid 
surfaces are cooled to below the dew point of the 
adjacent air. Frost crystals' size differs depending on time 
and water vapor available. 

Guaranteed yield 

The threshold yield of a crop stated in the insurance 
policy, against which actual yields will be compared when 
adjusting any losses. Guaranteed yield can be the average 
yield or some percentage of the average yield based on 
certain number of years.  

Hail 
Precipitation in the form of ice granules which according 
to the size and quantity thereof can cause severe damage 
to crops and livestock. 

Hurricane Any cyclone with constant wind speeds of 74 miles per 
hour (64 knots) or more. 

Index insurance 

Insurance that makes indemnity payments based not on 
an assessment of the insured’s individual loss but rather 
on measures of an index that is assumed to proxy actual 
losses.  

Insurance 

A financial mechanism which aims at reducing the 
uncertainty of loss by pooling a large number of 
uncertainties so that the burden of loss is distributed. 
Generally each policy holder pays a contribution to a fund 
in the form of a premium assessed by the insurer, 
commensurate with the risk he introduces, which is 
established and administered by the insurer and out of 
these funds are paid the losses suffered by any of the 
insured. 

Insurance unit in 
individual approach 

A term used in crop insurance to represent the area of 
land to be covered by a policy. The area of land may 
either be a single plot or the total of several plots of the 
same crop type farmed as one unit by the insured. The 
spread of risk improves as the area to be insured 
increases. 

Inundation The rising of a body of water and its overflowing onto 
normally dry land. 
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Livestock insurance 

The class of agricultural insurance that’s based on the 
provision of mortality cover for livestock due to named 
disease(s), and accidental injury. Insurance cover is 
normally restricted to adult animals and may be taken 
out on an individual animal or herd basis. Major classes of 
insured livestock include dairy cattle, sheep, goats, pigs, 
camels, etc.  

Loss Cost  

Loss Cost = indemnities paid / total sum insured 
Generally the insurance damage rate is expressed as a 
percentage and is applied for the sum total of one type of 
an insurer's business in a given year. For example, the 
Loss Cost of groundnut in 2009 was 12.5 percent. 

Loss frequency 

The rate of occurrence of losses, often expressed in 
terms of the number of incidents over a period of time. 
This measure can be used to assist in rating a policy and 
for judging the effectiveness of loss prevention facilities. 

Moral hazard 

Problems generated when the insured’s behavior can 
influence the extent of loss that qualifies for insurance 
payouts. For example, under area yield insurance, moral 
hazard occurs when plot selection, behavior of owner of 
plots where crop cutting experiments (CCE) are to be 
conducted, or CCE reports are altered so as to increase 
the potential likelihood or magnitude of a loss.  

Normal yield 

That yield which a number of years' experience indicates 
can be expected from a particular plot under normal 
conditions, when no extraordinary natural disaster or 
unusual meteorological events occur. In practice, the 
modal yield value (the yield most commonly occurring) is 
taken as the normal yield. The mode is also the yield 
most commonly conceived by farmers as being 
acceptable, since they generally ignore bad years when 
estimating future yields on the basis of past performance. 

Premium rate 

The price per unit of insurance. Normally expressed as a 
percent of the sum insured.  
Premium rate = premium (or gross premium) /  amount of 
insurance x 100  

Probable Maximum 
Loss (PML) 

An estimate of the maximum loss that is likely to arise on 
the occurrence of a single event considered to be within 
the realms of probability, remote coincidences and 
possible but unlikely catastrophes being ignored. 
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Pure premium 
The amount required by an insurer to pay losses under an 
insurance policy prior to taking into account the insurer's 
general expenses. 

Rate-On-Line 

A rate of premium for a reinsurance which if applied to 
the reinsurer's liability will result in an annual premium 
sufficient to meet expected losses over a number of 
years. 

Return period 

The time period between occurrences of the insured 
peril. For example, the return period for a hurricane may 
be once in every ten years. Return periods are 
established by analyzing historical data on the insured 
peril. 

Voluntary excess An excess which the insured agrees to bear in exchange 
for a reduction in premium 

Voluntary scheme 

An insurance programme in which individuals may choose 
whether or not to insure their crops. Voluntary schemes 
in crop insurance usually relate to the government 
sponsored crop insurance schemes. 

Waiting Period 

A period of time set forth in a policy which must pass 
before some or all coverages begin. A period mentioned 
as 'waiting period' in the policy during which any loss-
taking place is not recoverable under the policy. 

Weather Insurance 

The basic purpose of ‘weather insurance’ is to give 
payouts by estimating the percentage deviation in crop 
output due to adverse deviations in weather conditions. 
In weather insurance the contingent claims are 
determined by an objective weather parameter (such as 
rainfall, temperature, humidity) that is highly correlated 
with farm-level yields.  
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CHAPTER 2 
 

INTRODUCTION TO INDIAN AGRICULTURE 

 

Chapter Introduction 
 
The agricultural sector is an important cog in the Indian economic wheel. The 
chapter explores the agricultural situation in India by discussing the risks 
involved and the initiatives taken by various entities for the benefit of this 
sector. We also look at the various lead indicators for the sector and the 
position of India with respect to the world. The process of agricultural census, 
maintenance of land records and finally we look at the various phases of Indian 
agriculture in the post-independence era are also discussed in this chapter.  
 
Learning Outcomes 
 
A. Agricultural situation in India 
B. Agricultural census 
C. Indian agriculture in the post-independence era 
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Look at this Scenario 
 
The Indian agricultural sector has witnessed a significant change during the last 
two decades, but in the current scenario it is facing problems on multiple fronts 
such as population increase, increased income and prices, dietary changes, 
depleting natural resources, fragmented land holdings and non-availability of 
cheap technology. The per capita availability of land is falling and is expected 
to fall further. 
 
Climatic changes are affecting crop production and milk/fish production 
adversely. To ensure that we deal with these problems in an effective manner 
we need to adopt a co-ordinated and planned approach towards the production 
and marketing front. 
 
The food industry which was never considered a business is now catching the 
eye of the private equity companies. They now see money in this sector as the 
scale can be exponentially increased along with profitability. Access to cutting-
edge technology and the growth of retail in India will see the food processing 
sector gradually shifting from unorganised to the organised sector. 
 
A. Agricultural situation in India  
 
1. Introduction 
 
India is a land of many climates and variety of soils affording scope for diversity 
of agriculture.  Climate (main components of which are water, air and sunshine) 
is the single most important factor in crop production and determines the 
appropriate timing for important agricultural operations like: 
 
 Sowing  
 Transplanting  
 Irrigation  
 Fertiliser application and use of pesticides   

 
That’s why agriculture in India is often called “gamble with monsoon”. Certain 
varieties of soils are suited best for certain crops and hence knowledge of soil 
variety is important in identifying crops, which can produce good yields. 
 

a) Risks to agriculture 
 

The major risks to which crops are exposed during growth are: 
    
i. Adverse climatic occurrences like drought, dry-spell, flood, untimely / 

inadequate / excessive rainfall, thunderstorm, hailstorm, cyclone, cold 
wave, frost, etc.   

ii. Pests 
iii. Plant diseases and weeds 
iv. Wild animals 
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It has been estimated that, on an average, 20% of the annual crop production is 
lost due to pests, plant diseases and weeds. Crops on nearly 11.6 million 
hectares, on average are damaged every year by natural calamities and adverse 
seasonal conditions. 
 

b) Major Crops 
 

A number of crops and crop varieties are grown in the country.  The 
following are considered as major crops 
 

Table 2.1   
 

Food crops 
(Cereals, 
Millets and 
Pulses) 

Paddy, Wheat, Jowar, Bajra, Maize etc.  
Gram (chana), Red gram (arhar), Green gram (moong), 
Black gram (urad) etc. 

Oilseeds Groundnut, Mustard, Soyabean, Sunflower etc.  
Cash crops Cotton, Sugarcane, Tobacco etc. 
Vegetable 
crops Onion, Potato, Tomato, Cabbage, Brinjal, Okra, etc. 

Plantation 
crops  Coffee, Tea, Rubber, Coconut, Cashew nut, Oilpalm etc. 

Fruit crops 
Citrus, Banana, Apple, Mango, Pomegranate,  Grapes, 
etc. 

Spices and 
Condiments 

Cardamom, Clove, Pepper, Garlic, Ginger, Turmeric, 
etc. 

Medicinal 
Plants 

Sarpagandha (Rauvolfia serpentina), Amla (Emblica 
officinallis), Ashwagandha (Withania somnifera), Tulsi 
(Ocimum sanctum), Brahmi (Bacopa monnieri), etc. 

 
c) Agricultural credit 

 
i. A large number of farmers borrow loans from co-operative or commercial 

banks or regional rural banks or private individuals for financing crop 
cultivation.   
 

ii. The total agricultural credit made available by rural financial institutions 
(RFIs) during 2012-13 was to the tune of 4.50,000 crore.  
 

iii. The credit delivery effort in agriculture is spearheaded by nearly 95,600 
primary agricultural co-operative societies (PACS), more than 36,500 
rural and semi-urban branches of commercial banks and 14,400 branches 
of regional rural banks.   
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d) Rainfall and irrigation 
 

i. Out of the total gross cultivated area of nearly 196 million hectares 
(Mha), only 44% has perennial irrigation facility and the remaining 56% is 
dependent on rainfall. 
 

ii. Barely 20% of the rainfall is utilised in the country because of the short 
duration in which the monsoons are active.  
 

iii. Rest of the rain goes away as run-off. Majority of the Indian farmers 
suffer crop losses when rains fail or are inadequate. 
 

Though, predominantly agriculture in India is subsistence based, the last 20 
years period saw mechanisation taking firm roots, albeit in some states. Thanks 
to advent of technology, entry of corporate farming, agriculture in India is 
slowly moving to semi-commercial and commercial lines.   
 
2. Role of agriculture in Indian economy 
 
Agriculture as a profession is as old as civilisation itself and it is not merely an 
occupation, but a way of life for the people of India, as nearly 3/4th of the 
population live in rural areas. The road map to the next milestone, which is the 
becoming of a self-reliant nation, free from scourge of hunger implies a strong 
and positive dependence on agriculture as the engine of growth. 
 
From shortages and dependence, we have arrived at self-sufficiency and 
surpluses. India holds pride position in production of many agricultural 
produces. If we recall our past achievements since independence like the 
Green, White, Silver, Yellow and Blue revolutions, there is a feeling of pride, 
satisfaction and confidence. Irrigation, technology, credit, price-support and 
marketing infrastructure are the areas where impressive growth has been 
registered. 
 

a) Major agricultural revolutions  
 

i. Green Revolution: Increase in production of cereals, wheat and 
leguminous plants 

 
ii. White Revolution: Increase in production of milk and dairy products  

 
iii. Silver Revolution: Increase in production of eggs and poultry products  

 
iv. Yellow Revolution: Increase in production of edible oils  

 
v. Blue Revolution: Increase in production of fishery  
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b) Self-sufficiency in food 
 

i. Food-grain production quadrupled from 50 million tonnes to 257 million 
tonnes since independence 
 

ii. Food-grain output growth (2.5%) kept ahead of population growth (2.1%)  
 

iii. Per capita availability of food-grains rose from 395 to 530 grams per day 
 

iv. Wheat output increased from 6 to 76 million tonnes 
 

v. Rice output  increased from 21 to 97 million tonnes 
 

vi. Sugarcane production rose sevenfold from 57 to 356 million tonnes 
 

vii. Cotton production rose from 3 to 15 million bales 
 

viii. Fruit production increased from 12 to 57 million tonnes 
 

ix. Vegetable production increased from 10 to 87 million tonnes 
 

x. Milk production increased from 21.2 million tonnes to 110 million tonnes 
 

xi. Per capita availability of milk rose from 112 grams (1968) to 252 grams 
per day 

 
c) ICAR Network (as on 9th September 2009) 

 
i. 4 Deemed Universities 

 
ii. 45 Research Institutes 

 
iii. 17 National Research Centres 

 
iv. 6 National Bureaus 

 
v. 25 Project Directorates 

 
vi. 61 All India Coordinated Research Projects 

 
vii. 17 Network Projects 

 
viii. 10 Other Projects 

 
ix. 569  Krishi Vigyan Kendras (KVKs) 

 
Note: The above doesn’t include the State agriculture universities and their 
network of research institutes 
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d) Indian agricultural sector – Statistics 
 

i. Agriculture sector is subject to a great many uncertainties. Yet, more 
people in India earn their livelihood from this sector than from all other 
economic sectors combined.  
 

ii. Agriculture in India despite its relatively diminishing contribution to 
gross domestic product (GDP), which dropped to 16 % during 2010-11 
(valued by FAO at US $ 282 billion), accounts for national 52 % of 
employment (RBI Annual Report 2006-07), and sustains 69 % of the 
population.  
 

iii. In addition to satisfying all the food and nutritional requirements of the 
nation, agriculture also provides important raw materials to some major 
industries and accounted for about 14 % of total exports valued at about 
US $ 19.55 billion during 2011-12.  
 

iv. Another feature of the Indian agriculture sector is the large number of 
small sized landholdings. Of the estimated total 120 million farm-
holdings, nearly 63 % of farm-holdings were less than 1 hectare size, 
with average holding size of merely one acre.  
 

v. As a consequence, the performance of agriculture in the near future will 
be crucial not only for the Indian farmers and the Indian agribusiness 
entities, but also for the Indian economy as a whole.  

 
e) Indian agriculture sector – Weather risks 

 
i. Because of the dominance of the monsoon, India’s climate and weather 

risk exhibit the heaviest seasonal concentration of precipitation in the 
world.  
 

ii. Nearly 2/3rd of the land is rain-fed, and almost 20 % of India’s total land 
area is perennially drought prone.  
 

iii. The frequency of droughts has been increasing over time, there were six 
severe droughts between 1900 and 1950 compared to 12 in the following 
50 years, and three droughts have already occurred since the beginning 
of the 21st century.   
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f) Indian agriculture – Lead indicators 
 

India maintains pride position in production of many agricultural produces, 
the details of some the important indicators vis-à-vis the world are as 
follows: 

 
Table 2.2   

 

Distribution of Operational Holdings - All India 

No. of Holdings: ('000 Number) Area  Operated:('000 Hectares) 

   Average size: (Hectares) 

Category of Holdings 
No of Operational 

Holdings Area Operated 
Average Size of 

Operational 
Holdings 

  
1995-

96 
2000-
01* 

1995-
96 

2000-
01* 

1995-
96 

2000-
01* 

1 2 3 4 5 6 7 

Marginal 71179 75408 28121 29814 0.40 0.40 

(Less than 1 hectare) (61.6) (62.3) (17.2) (18.7) 
  

Small 21643 22695 30722 32139 1.42 1.42 

(1.0 to 2.0 hectares) (18.7) (19.0) (18.8) (20.2) 
  

Semi-Medium 14261 14021 38953 38193 2.73 2.72 

(2.0 to 4.0 hectares) (12.3) (11.8) (23.8) (24.0.)   

Medium 7092 6577 41398 38217 5.84 5.81 

(4.0 to 10.0 hectares) (6.1) (5.5) (25.3) (24.0) 
  

Large 1404 1230 24163 21072 17.21 17.12 

(10.0 hectares and 
above) 

(1.2) (1.0) (14.8) (13.2) 
  

All Holdings 115580 119231 163357 159436 1.41 1.33 

  (100.0) (100.0) (100.0) (100.0)     

Note:  Figures in  parentheses  indicate the percentage of respective column  total   
* Excluding Jharkhand 
Source:   Agricultural Census Division, Ministry of Agriculture, New Delhi. 
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Table 2.3   
 

Important Agriculture Indicators at Asia-Pacific and World level 

S. 
No Indicator Year India 

Asia Pacific Region 
World 

Developing Developed Total 

1 2 3 4 5 6 7 8 

1 
Agriculture 
Land (‘000 
Hect.) 

1995 169750 503861 48566 552427 1521581 

2005 169650 523500 57806 581306 1544621 

2 
Agriculture 
Land as % of 
Total Land 

1995 57.1 19.1 5.8 16 11.7 

2005 57.1 19.9 7 16.8 11.9 

3 
Agriculture 
Population 
(‘000) 

1995 523860 1858566 7776 1866342 2530256 

2005 566140 1916130 4856 1920386 2610540 

4 

Agriculture 
Population 
as % of Total 
Population 

1995 54.9 58.9 5.3 56.5 44.2 

2005 49.9 53.2 3.2 51.2 40.1 

5 

Ratio of Agri. 
Land to Agri. 
Population 
(Hect. / 
Person) 

1995 0.32 0.27 6.25 6.52 0.6 

2005 0.3 0.27 11.9 11.27 0.59 

6 
Irrigated 
Land as % of 
Total Land 

1995 31.2 32.8 11.2 30.9 18.2 

2005 32.9 33.7 9.7 31.4 17.9 

7 

Consumption 
per Hectare 
of Agri. Land 
(Kgs of Plant 
nutrient / 
Hectare) 

1995 81.7 124.7 86.3 121.4 85.2 

2005 121.4 166.6 76.9 157.7 103.1 

8 

No. of 
Agricultural 
Tractors in 
use 

1995 1354868 3593634 2514000 6107634 6231389 

2005 2528122 5273643 2419000 7692643 27634185 

Source: FAO Regional Office for Asia and Pacific, Bangkok 
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Table 2.4   
 

India’s global position in agriculture for 2007 

Item India World 
India's 

Position 
 
 

  
%  Share Rank Next to 

1. Crop Production (Million Tonnes)  

(A) : Total Cereals 260 2351 11.1 Third China, USA 

Wheat 76 606 12.5 Second China 

Rice (Paddy) 145 660 21.9 Second China 

Total Pulses 14 56 25.4 First   

(B) : Oilseeds           

Groundnut (in 
shell) 

9 37 24.7 Second China 

Rapeseed  7 51 14.7 Third China, Canada 

2. Fruits and Vegetables (Million Tonnes)  

(A) :  Vegetables 
and Melons 77 903 8.5 Second China 

(B) : Fruits 
excluding Melons 

57 555 10.4 Second China 

(C) : Potatoes 22 309 7.1 Third China, Russia 

(D) : Onion (Dry) 8 66 12.4 Second China 

3. Commercial Crops (Million Tonnes)  

(A) : Sugarcane 356 1591 22.3 Second Brazil 

(B) : Tea 0.95 3.89 24.4 Second China 

(C) : Coffee (green) 0.29 7.79 3.7 Sixth 
Brazil, Vietnam, 
Colombia, Indonesia, 
Ethiopia 

(D) : Jute and Jute 
like Fibres 

2.01 3.24 62.1 First 
 

(E) : Cotton(lint) 9.48 72.5 13.1 Third China, USA 

(F) : Tobacco 
Leaves 0.52 6.2 8.4 Third China, Brazil 
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4.  Livestock (Million Heads)  

(A) : Cattle 177 1357 13.0 Second Brazil 

(B) : Buffaloes 99 177 55.7 First   

(C) : Camels 0.63 24.25 2.6 Sixth 
Sudan, Ethiopia 
Kenya,Chad, Pakistan 

(D) : Sheep 64 1087 5.9 Third China, Australia 

(E) : Goats 125 830 15.1 Second China 

(F) : Chicken 560 17863 3.1 Fifth 
China, USA, Indonesia, 
Brazil,  

5.  Animal Products  

(A) : Total Milk 
(000 MT) 

106100 679207 15.6 First   

(B) : Eggs Total 
(000 MT) 

2670 63411 4.2 Third China, U.S.A.,   

(C) : Total Meat 
(000 MT) 

6508 269149 2.4 Fifth China, U.S.A., Brazil, 
Germany 

Source : Agricultural Statistics at a Glance (2009) based on  www.faostat.fao.org 

  
In times of agricultural prosperity there is good demand for products of 
consumer industries and agricultural input industries, which gives a fillip to the 
development of these industries and creates additional employment.   
 
In times of agricultural adversity industries cannot get regular supply of raw 
material nor can they sell the products already manufactured causing 
unemployment and under-employment to become rampant. Thus we can safely 
conclude that the Indian economy is directly affected by the agricultural 
production in the country. 
 
Test Yourself 1  
 
What does the White Revolution represent?  
 
I. An increase in production of fish and poultry products 
II. An increase in production of cotton crop 
III. An increase in production of milk and dairy products 
IV. None of the above 
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B. Agricultural census 
 
1. Introduction 
 

Agricultural census is an important quintessential activity being organised by 
the department of Agriculture and Cooperation (Ministry of Agriculture), since 
1970-71 in collaboration with the States and Union Territories, in pursuance of 
the recommendations of the Food and Agriculture Organisation (FAO) of the 
United Nations, as a part of the World Agriculture Census Program.  
 

The agricultural census provides detailed and reliable data on the structure and 
characteristics of agricultural holdings, which are required for formulation of 
various Government policies and programmes, for the benefit of farming 
community in general and marginal and small farmers in particular. 
 

Agricultural census is the largest countrywide statistical operation undertaken 
by Ministry of Agriculture, Govt. of India. Primary and secondary data on 
structure of Indian agriculture are collected under this operation using the 
machinery of the State governments.   
 

2. History and Process 
 

The first agricultural census in the country was conducted with reference year 
1970-71.  
 

The census is carried out in three phases. 
 

a) During phase-I: A list of all the holdings with data on primary 
characteristics like area, gender and social group of the holder and its 
location code etc. are prepared.  

b) During phase-II: Detailed data on irrigation status, tenancy particulars, 
cropping pattern, number of crops taken etc. are collected.  

c) Phase-III: Popularly known as Input Survey, relates to collection of data 
on pattern of input use across various crops, regions and size groups of 
holdings. 

 
So far seven agricultural censuses have been conducted with reference years: 
 
1970-71 1976-77 1980-81 1985-86 1990-91 1995-96 2000-01 

 
The eighth agricultural census with 2005-06 as the reference period is in 
operation.  
 
3. Land records 
 
The revenue administration of the State Government maintains, in each village 
or group of villages, certain forms and registers for recording, inter alia, details 
of ownership and tenancy rights, in respect of agricultural lands together with 
details of crops sown, and revenue levies and collections.  
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a) Objective 
 

The main objective of these records is: 
 
i. Furnishing the basic material for periodic revision of land revenue 

assessment and settlement of newly occupied lands  
ii. Recording suspensions and remissions of land revenue in the event of 

natural calamities  
iii. Preparation of annual statement of demand of land revenue also 

constitute the statistical basis for land utilization, crop statistics and 
irrigation statistics 

 
b) Modernisation 

 
Computerisation of land records (CLR) is one of the earliest initiatives of e-
governance in India, at the grass-root level. The focus of the entire 
operation has always been to employ state of art information technology (IT) 
to galvanise and transform the existing land record system of the country.  
 
This web enabled service would aim at: 

 
i. Ensuring efficient, accurate, transparent delivery mechanism and 

conflict resolution in ownership  
ii. Providing electronic record of rights (ROR) to land owners at nominal 

rates  
iii. Information empowerment of land owners  
iv. Low cost and easily reproducible data for reliable and durable 

preservation  
v. Value addition and modernisation in land administration  
vi. Integration with other data sets towards comprehensive land information 

systems 
 
Test Yourself 2  
 
During phase-I of the agricultural census: 
 
I. A list of all the holdings with data on primary characteristics like area, 

gender and social group of the holder and its location code etc. are 
prepared. 

II. Detailed data on irrigation status, tenancy particulars, cropping pattern, 
number of crops taken etc. is collected. 

III. Data on pattern of input, use across various crops, regions and size of 
holdings etc.is collected. 

IV. None of the above 
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C. Indian agriculture in the post-independence era 
 
The post-independence history of Indian agriculture can be broadly grouped into 
four periods. Before describing them, it is important to mention that during the 
colonial era famines were frequent and famine commissions were abundant. 
 
The growth rate of food production during the period 1900-1947 was barely 0.1 
percent. Most of the important institutional developments in agriculture 
emanated from the recommendations of famine commissions. The great Bengal 
Famine of 1942-43 provided the backdrop to India’s Independence. It is to the 
credit of independent India that famines of this kind have not been allowed to 
occur, although the population has grown from 350 million in 1947 to over 1.1 
billion now. 
 
1. Phase-I: 1947-64 

  
This was the era where the major emphasis was on the development of 
infrastructure for scientific agriculture. The steps taken included: 
 

i. The establishment of fertilizer and pesticide factories 
ii. Construction of large multi-purpose irrigation-cum-power projects  
iii. Organisation of community development and national extension 

programmes.  
iv. Above all, the starting of agricultural universities, beginning with the Pant 

Nagar University established in 1958, as well as new agricultural research 
institutions, as for example the Central Rice Research Institute, Cuttack, 
and the Central Potato Research Institute, Shimla. 

 

During this period, the population started increasing by over 3 % a year as a 
result of both the steps taken to strengthen public health care systems and 
advances in preventive and curative medicine. The growth in food production 
was inadequate to meet the consumption needs of the growing population, and 
food imports became essential. Such food imports, largely under the PL-480 
(Public Law 480) programme of the United States, touched a peak of 10 million 
tonnes in 1966. 
 
2. Phase-II: 1965-1985  

 

The emphasis was on maximising the benefits of infrastructure created during 
phase-I, particularly in the areas of irrigation and technology transfer. Major 
gaps in the strategies adopted during phase-I were filled.  
 

Example 
 

The introduction of semi-dwarf high-yielding varieties of wheat and rice, which 
could utilise sunlight, water, and nutrients more efficiently and yield two to 
three times more than the strains included in the Intensive Agriculture District 
Programme (IADP) of the early 1960s.  
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This period also saw the reorganisation and strengthening of agricultural 
research, education and extension, and the creation of institutions to provide 
farmers assured marketing opportunities and remunerative prices for their 
produce. The National Bank for Agriculture and Rural Development (NABARD) 
was set up.  
 

All these steps led to a quantum jump in the productivity and production of 
crops such as wheat and rice, a phenomenon christened in 1968 as the Green 
Revolution. C. Subramaniam (1964-67) and Jagjivan Ram provided the 
necessary public policy guidance and support. 
 

The Green Revolution generated a mood of self-confidence in our agricultural 
capability. The gains were consolidated during the Sixth Five Year Plan period 
(1980-85) when for the first time agricultural growth rate exceeded the general 
economic growth rate. Also, the growth rate in food production exceeded that 
of the population. The Sixth Plan achievement illustrates the benefits arising 
from farmer-centred priorities in investment and in the overall agricultural 
production strategy. 
 
3. Phase-III: 1985-2000  
 

This phase was characterised by greater emphasis on the production of pulses 
and oilseeds as well as of vegetables, fruits, and milk. The Government 
introduced organisational innovations like technology missions, which resulted 
in a rapid rise in oilseed production. The mission approach involves concurrent 
attention to conservation, cultivation, consumption, and commerce.  
 

Rain-fed areas and wastelands received greater attention and a Wasteland 
Development Board was set up. Wherever an end-to-end approach was 
introduced involving attention to all links in the production-consumption chain, 
progress was steady and sometimes striking as in the case of milk and egg 
production. This period ended with large grain reserves with the government, 
with the media highlighting the co-existence of “Grain mountains and hungry 
millions.”  
 

This period also saw a gradual decline in public investment in irrigation and 
infrastructure essential for agricultural progress as well as a gradual collapse of 
the cooperative credit system. 
 
4. Phase-IV: 2001 to the present day 
  
Despite our best efforts, this phase is described as one characterised by policy 
fatigue, resulting in technology extension and production fatigues. No wonder 
that the farmers, who keep others alive, are now forced to take their own lives 
and 40 per cent of them want to quit farming, if there is an alternative option. 
  
The agricultural decline is taking place at a time when international prices of 
major food grains are going up steeply, partly owing to the use of grain for 
ethanol production. Land for food versus fuel is becoming a major issue. 
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International trade is also becoming free but not fair. Compounding these 
problems is the possibility of adverse changes in rainfall, temperature, and the 
sea level as a result of global warming. Melting of Himalayan ice and glaciers 
will result in floods of unprecedented dimensions in north India.  
 

If agricultural production does not remain above the population growth rate and 
if the public distribution system is starved of grain there is a likelihood of the 
country going back to the pre-independence situation of recurrent famines. 
 
Test Yourself 3  
 
The post-independence history of Indian agriculture can be broadly grouped into 
four periods. Which period represents phase-II? 
 
I. 1947-64 
II. 2001 – Till date 
III. 1965-1985 
IV. 1985-2000 
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Summary  
 
a) The Indian agricultural sector is subject to the vagaries of the climate, pest 

infections and trouble by wild animals 
 

b) A large number of farmers take loans from co-operative or commercial 
banks, regional rural banks or private individuals for financing crop 
cultivation. 
 

c) Agriculture as a profession is as old as civilization itself, and it’s not merely 
an occupation, but a way of life for the people in India. 
 

d) Green, White, Silver, Yellow and Blue Revolutions showcase the progress 
India has made in the agricultural sector. 
 

e) India maintains a position of pride in production of many types of 
agricultural produces, compared to other countries around the globe. 
 

f) Agricultural Census is an important quintessential activity being organised by 
the department of Agriculture and Cooperation (Ministry of Agriculture), 
since 1970-71. 
 

g) Computerisation of land records (CLR) is one of the earliest initiatives of e-
governance in India, at the grass-root level. 
 

h) The post-Independence history of Indian agriculture can be broadly grouped 
into four periods which showcase the path covered by the sector. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
The White Revolution represents an increase in the production of milk and dairy 
products. 
 
Answer 2   

  
The correct option is I. 
 
During phase-I of the agricultural census, a list of all the holdings with data on 
primary characteristics like area, gender, social group of the holder and its 
location code etc. is prepared. 
 
Answer 3  

  
The correct option is III. 
 
The post-independence history of Indian agriculture can be broadly grouped into 
four periods. 1965-1985 represents phase-II. 
 
Self-Examination Questions  
 
Question 1  
 
What are the major risks to which crops are exposed during growth? 
 
I. Adverse climatic occurrences like drought, dry-spell, flood, untimely / 

inadequate / excessive rainfall, thunderstorm, hailstorm, cyclone, cold 
wave, frost, etc.   

II. Pests 
III. Plant diseases and weeds 
IV. All of the above 

 
Question 2  
 
What constitutes the "Yellow Revolution"?  
 
I. Increase in production of cereals, wheat and leguminous plants 
II. Increase in production of eggs and poultry products 
III. Increase in production of edible oils 
IV. Increase in production of fishery 
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Question 3  
 
During phase-II of the agricultural census:  
 
I. A list of all the holdings with data on primary characteristics like area, 

gender, social group of the holder and its location code etc. are prepared. 
II. Detailed data on irrigation status, tenancy particulars, cropping pattern, 

number of crops taken etc. is collected. 
III. Data on pattern of input, use across various crops, regions and size of 

holdings is collected. 
IV. None of the above 

 
Question 4  
 
The agricultural growth rate exceeded the general economic growth rate 
during: 
 
I. Phase-II(1965-1985) of the post-independence history of Indian agriculture  
II. Phase-I(1947-64) of the post-independence history of Indian agriculture  
III. Phase-III(1985-2000) of the post-independence history of Indian agriculture  
IV. None of the above  
 
Question 5  
 
Which of the following is NOT true of computerisation of land records (CLR) in 
India? 

 
I. Ensuring efficient, accurate, transparent delivery mechanism and conflict 

resolution in ownership  
II. Providing electronic record of rights (ROR) to land owners at nominal rates  
III. Information empowerment of land owners 
IV. It is complex in nature and hence difficult to implement on a wide scale.    

 
Answers to Self-Examination Questions  
 

Answer 1  
 

The correct option is IV. 
 

The major risks to which crops are exposed during growth include adverse 
climatic occurrences like drought, dry-spell, flood, untimely / inadequate / 
excessive rainfall, thunderstorm, hailstorm, cyclone, cold wave, frost, pests, 
plant diseases, weeds.  
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Answer 2  
 

The correct option is III. 
 

The Yellow Revolution refers to an increase in the production of edible oils.  
 
Answer 3  
 

The correct option is II. 
 

During phase-II of the agricultural census, detailed data on irrigation status, 
tenancy particulars, cropping pattern, number of crops taken etc. is collected. 
 
Answer 4  
 

The correct option is I. 
 

The agricultural growth rate exceeded the general economic growth rate during 
phase-II (1965-1985) of post-independence history of Indian agriculture.  
 
Answer 5  
 

The correct option is IV. 
 

Computerisation of land records (CLR) in India aims at ensuring efficient, 
accurate, transparent delivery mechanism and conflict resolution in ownership, 
providing electronic record of rights (ROR) to land owners at nominal rates and  
information empowerment of land owners.  
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CHAPTER 3 
 

RISKS IN AGRICULTURE 

 

Chapter Introduction 
 
Agriculture forms the backbone of the Indian economy. The sector contributes 
nearly 17% to the GDP and hence it is essential that we acquaint ourselves with 
the risks faced by the sector and the coping mechanisms available to mitigate 
the risks involved. The chapter discusses the types of risks faced by the 
agricultural sector. We also look at the formal and informal mechanisms 
implemented to counter the risks and briefly look at the future projections of 
climate change and their impact. 
 
Learning Outcomes 
 
A. Risks in agriculture and coping mechanisms 
B. Climate change and agriculture 
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Look at this Scenario 
 
The 1990s saw a spate of farmers’ suicides. If numbers are to be believed, we 
are talking of the largest recorded rate of suicides in human history. If you 
haven't woken up yet, now is the time. 
 
Kisan is eagerly waiting for the rains to arrive. If the rains do not arrive in the 
next fortnight, it would mean significant damage to Kisan’s standing crop. This 
would be ominous for Kisan as he has already raked up a huge debt towards 
sowing expenses.  
 
Is this story specific to Kisan? 
 
India is increasingly becoming an urban and industrial society. This means that 
industry is now becoming the main source of income as opposed to agriculture. 
The Indian society is increasingly becoming unconcerned with the needs of the 
villages, resulting in the poor plight of the farmers. The farmers are facing huge 
problems arising out of credit crunch, lack of expert counseling and increased 
volatility in the weather system. As a result, we are witnessing a large number 
of farmers committing suicide. 
 
We need to take effective measures so as to increase awareness regarding the 
risks faced by the agricultural sector and the avenues available to mitigate 
those risks. Steps towards increasing the water supply to farmers, better flood 
control programmes etc. can be of great help to the sector.    
 
A. Risks in agriculture and coping mechanisms  
 
1. Overview of Indian agriculture 
 
Agriculture is the backbone of this country with nearly 60% of population 
dependent on agriculture for their livelihood. Agriculture also contributes nearly 
17% to the GDP. Indian agriculture is characterised by the following features: 
  

a) Large number of small sized farm holding 
b) Poverty and illiteracy of farmers 
c) Dependence on moneylenders and creditors for source of farm capital, 

despite massive infusion of farm credit through institutional creditors 
d) Varied levels of agricultural practices and farm technology 
e) Predominantly, sustenance level of farming with most of the farmers 

producing for their own consumption. However, Indian agriculture is 
slowly moving towards semi-commercial and commercial farming, albeit 
in some places    

f) Despite existence of a marketing mechanism, unorganised marketing still 
rules with middleman taking away most of the margin 

g) Post-harvest technology either non-existent or at its infancy, leaving 
crores of rupees worth produce to waste 
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2. Risks in agriculture and coping mechanisms 
  
Literature documents agricultural risk as, associated with negative outcomes 
that stem from indeterminable biological, climatic, and price variables. These 
variables include natural adversities (e.g. pests and diseases) and climatic 
vagaries (e.g. drought, floods etc.) that are beyond the control of the farmer.  
 
They also include adverse changes in both input and output prices. The full 
impact as to how various risks adversely affect agriculture and the different 
coping mechanisms available to deal with these risks, are methodically 
documented in the following paragraphs.  
 

a) Types of agricultural risks 
 

i. Production risk 
 
 Indian agriculture is often and rightly termed as ‘gamble of monsoon’ 

and is characterised by high variability of production outcomes.  
 Many external and internal factors during crop cycle make it almost 

impossible for farmers to predict with certainty the amount of output 
that the production process will yield.  

 Production risks mainly arise from two principal factors.  
 Random uncontrolled weather inputs (e.g., rains, temperature etc.) 

constitute the first factor.  
 Pests and diseases make up the second. 

   
ii. Price or market risk 

 
 Input and output price volatility is important source of market risk in 

agriculture and is largely outside farmer’s control.  
 Agricultural prices in India are extremely volatile.  
 Output price variability originates from both endogenous and 

exogenous market shocks.  
 A great majority of Indian farmers resort to distress-sale or sell their 

produce at the earliest opportunity after harvest primarily due to 
liquidity crunch.  

 This causes depression in market prices at the time of sale as most of 
the farmers are compelled to sell right after harvest.  

 Lack of effective and efficient markets and poor storage facilities 
add to the problems.  

 Thus, lack of infrastructure and inefficient markets make price risk 
as another significant source of risk for Indian farmers. 
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iii. Financial and credit risk 
 
 The way a farmer finances his agricultural activities is a major 

concern for the Indian economy.   
 A majority of agricultural borrowers, particularly smallholders, still 

meet their agricultural credit demand largely from informal sources 
like traditional moneylenders, commission-agents, agro-traders, 
agro-input suppliers, local shopkeepers and members of their 
community.  

 In India, about 70 % of farmer-households have no access to formal 
sources of credit.  

 Long production cycles, an irregular and uncertain income creates 
serious liquidity problems.  

 Because of the lack of liquidity at various critical junctures during 
the crop production cycle and high transaction costs resulting from 
lack of collectivization, the farmer is unable to access financial 
instruments for agricultural risk management.  

 The high dependence on the informal sources comprising of 
intermediaries like agricultural traders, commission agents, input 
suppliers and moneylenders frequently binds his produce to these 
credit suppliers, often forcing him to make sub-optimal investments 
in farm inputs and exercise poor bargaining power with buyers at the 
time of sale of his harvest. 

 
iv. Institutional risk 

 
 Another important source of uncertainty for farmers is institutional 

risk, generated by unexpected changes in regulations that influence 
farmers’ activities.  

 Changes in the level of input and output support, and subsidies can 
significantly alter the profitability of farming activities.  

 There is another dimension to institutional risk from government 
actions wherein the government has to counter-balance the price of 
essential agricultural commodities that form an integral part of the 
common citizen’s consumption basket.  

 Actions like imposing a minimum-export price, revision of export 
tariffs, control of commodity exchanges and derivatives trading, and 
restrictions on purchase, movement and purchase of agricultural 
commodities hinder farmer’s ability to capitalize on favourable 
market situations. 

 Uncertainties regarding subsidies for inputs like fertilisers, power, 
irrigation etc. also pose significant risk for the Indian farmer. 
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v. Technology/Information risk 
 

New technologies for modernising agriculture such as HYV (High Yielding 
Variety) seeds, new agrochemicals, nutrients etc. and genetically modified 
crops bring in technology risk as the level of agricultural awareness and 
advancement necessary for their proper application may not be present in 
many regions.  
 
Furthermore, the lack of information about market developments, new 
developments in agricultural technologies and farm practices, government 
policies, finance and risk management instruments, weather and 
pest/disease forecasts etc. add significant risks to the farming practice in 
India. 

 
vi. Personal risk 

 
Agricultural households including the families of farmers, draught power, 
cattle, assets etc. are exposed to considerable personal risks affecting the 
life and wellbeing and loss of assets perhaps more than most other economic 
enterprises.  

 
Risks like floods, cyclones and droughts, hazards in handling agricultural 
equipments, exposure to harmful chemicals and micro-organisms, danger 
from wild animals and other agents of nature, pose huge risk to agricultural 
households. 

 
b) Risk management strategies and coping mechanisms 

 
Designing relevant risk management policies and risk mitigation instruments 
would require that we first understand the strategies and mechanisms, 
which the farmers use in dealing with the risk. Risk management 
mechanisms, depending on at what point of time they are used as response 
to the risk (before or after occurrence of the risk), could be classified as: 

 
 Ex-ante (prior to the occurrence of the risk)  
 Ex-post (after the risk has occurred) 

 
The World Bank quoting from the 2000/2001 world development report, 
further distinguished the risk management strategies into informal and 
formal mechanisms.  

 
Informal strategies are identified as “arrangements that involve individuals 
or households or such groups as communities or villages” while formal 
arrangements are “market-based activities and publicly provided 
mechanisms”.  
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i. Informal mechanisms 
 

Indian farmers are known to deploy many ex-ante informal strategies, 
ranging from ‘avoiding the risk’ to ‘adoption of resistant varieties’. Risk 
aversion too is noticeable. Various other informal strategies include: 

 
 Crop diversification (planting crops which can adapt and yield in 

adverse conditions, though productivity could be lower)  
 Inter / mixed-cropping (planting different crops as a mixture in the 

same piece of land, all of which do not fail in the same type of 
adversity) 

 Staggered planting (planting at different dates to control the supply 
and also to lower the adverse impact of production risks) is an 
important strategy to deal with both production and price risk.  

 
Use of advanced cropping techniques, including drought / pest resistant 
varieties is an important strategy, used by most forward looking farmers.   
Income diversification and mixed farming is yet another on-farm strategy 
used by a few Indian farmers.  
 
However, over-dependence and over-allocation of agricultural land for crop 
production is a serious problem in India and, thus limiting the avenues for 
income diversification and mixed farming. Over 95 % of farmland is devoted 
to cultivation and allied agriculture, clearly missing on the diversification 
effects inherent in mixed farming.  
 
Buffer stock accumulations of crops from previous harvest or liquid assets 
also function as cushion or precautionary savings. Crop and risk sharing 
arrangements in land renting / leasing and labour hiring can also provide an 
effective way of sharing risks between individuals. Sharing of agricultural 
equipment, draught power, irrigation sources, and agricultural labour is 
being employed by many Indian farmers as a strategy to counter the risk.   

 
Ex-post informal income-smoothing mechanisms in India are typically: 

 
 The reduced consumption patterns (foregoing one meal a day)  
 Sale of assets such as land or livestock, or reallocation of labour 

resources to off-farm labour activities  
 Migration to urban areas  
 Deferred marriage of the daughter and / or low key family functions 

are widely observed in many rural areas of India during adverse 
years. 

 Mutual aid / borrowing among relatives and other affinity groups is 
also a strategy used by Indian farmers as a strategy to cope with the 
risk 
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ii. Formal mechanisms 
 

Formal risk management mechanisms can be classified as government 
provided or market based strategies / solutions in dealing with the risk. 
Government action plays an important role in agricultural risk management 
both ex-ante and ex-post.  

 
Ex-ante services provided by government agricultural extension help 
familiarise producers with the consequences of risk and help them adopt 
strategies to deal with risk. Supply of quality agricultural inputs, subsidies 
on sprinkler/drip irrigation equipment is another institutional strategy. 
Weather forecast and weather advisories by both the government and 
private entities are also gaining importance as an important risk 
management instrument. 

 
c) Coping mechanisms 

 
As mentioned earlier, production and market risks probably have the largest 
impact on agricultural producers. Various market-based risk management 
solutions have been developed in order to address these sources of risk and 
these are briefly discussed below: 

 
i. Production/Weather risk management 

 
Government supported crop insurance is a formal mechanism used in India 
since mid 1980s to manage production risks. However, insurance is not as 
efficient in managing production risk as derivative markets are for price 
risks.  

 
The area yield based crop insurance started in 1985 has recently gained 
some momentum with formation of Agriculture Insurance Company of India 
Limited (AIC), and the programme annually insures about 20% of the cropped 
area. The recent initiative on weather based crop insurance is also expected 
to make significant difference. 

  
Calamity relief, crop loan waiver / rescheduling, consumption credit etc. 
are the other government initiatives helping the farmer to cope with the 
risk. 

 
ii. Price risk management 

 
The most important and significant government intervention to assure a 
certain minimum price to the farmer, while stabilising open market prices is 
the Minimum Support Price (MSP) based procurement for food grains, 
oilseeds and a few commercial crops and Market Intervention Scheme (MIS) 
for a few perishable crops like vegetables and fruits.  
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The other intervention is price stabilisation fund for certain plantation 
crops. These government instruments are implemented with huge cost to 
the exchequer but only farmers from a few states are benefiting from them.   
 
The commodity exchanges in India as market based solutions are of recent 
origin and are yet to be considered as a reliable price management tool by 
the small / marginal farmers. So far, the main benefit of commodity 
exchanges is only indirect - price discovery and price dissemination.  
  
Market risks are large in specialty crops and vegetables. This deters most 
farmers from investing in them. Contract marketing/farming is an important 
price risk mitigation tool, becoming popular in India and should play an 
important role in providing stable prices for these specialty crops. 

 
Test Yourself 1  
 
Changes in farm subsidies represent ____________. 
 
I. Institutional risk 
II. Personal risk 
III. Financial and credit risk 
IV. Personal and credit risk 
 

 
B. Climate change and agriculture 
 
1. Climate change 
 
Climate change is a long term issue. It is expected to be a major factor to 
contribute to extreme temperature, floods, droughts, intensity of tropical 
cyclones, and higher sea levels. While the magnitude of impact varies greatly by 
region, climate change is expected to impact on agricultural productivity and 
shifting crop patterns.  
 
The policy implications are wide-reaching, as changes in agriculture could affect 
food security, trade policy, livelihood activities and water conservation issues, 
impacting large portions of the population. The impact of climate change on 
agriculture could result in problems with food security and may threaten the 
livelihood activities upon which much of the population depends.  
 
Climate change can affect crop yields (both positively and negatively), as well 
as the type of crops that can be grown in certain areas, by impacting 
agricultural inputs such as water for irrigation, amount of solar radiation that 
affects plant growth, as well as the prevalence of pests.  
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The main climate change threats are likely to manifest in terms of higher 
frequency droughts and increased frequency of floods, which are briefly 
mentioned below:   
 

a) Higher frequency of droughts 
 

Because of the dominance of the monsoon, India’s climate and weather 
exhibits the heaviest seasonal concentration of precipitation in the world. 
Almost 20% of India’s total land area is perennially drought prone. 

 
The frequency of droughts has been increasing over time: there were six 
droughts between 1900 and 1950 compared to 12 in the following 50 years, 
and 3 droughts have already occurred since the beginning of the 21st 
century. 

    
b) Increased frequency of floods 

 
The Ganges, Brahmaputra and Indus river systems are highly prone to 
flooding. The magnitude of flooding has increased in recent decades, from 
approximately 19 million hectares affected 50 years ago to 40 million 
hectares in 2003, about 12% of India’s geographic area.  

 
Floods have occurred almost every year since 1980, and their extent 
substantially increased in 2003 due to widespread rains, which affected even 
some of the most drought-prone areas. 

 
2. Future projections of climate change 
 
The most widely quoted projections for climate change in India are those 
derived from the Hadley Centre Regional Climate Model (HadRM2), which 
provides simulated outcomes for a range of scenarios.  
 
Projections available for the period 2041–2060 suggest the following scenario 
 
a) An increase in average surface temperatures across all seasons, with an 

increase of 2°C to 4°C south of latitude 25°, and in excess of 4°C in the 
northern region 
 

b) More variable precipitation during the monsoon season, with a possible 
decrease towards the west and an increase over the Indian Ocean and the 
Western Ghats 
 

c) An overall increase in rainfall intensity by 1–4 millimetres per day 
accompanied by an increase in the highest one-day rainfall  
 

d) However, given the country’s varied geography, some parts of northwest 
India could also witness a decrease in extreme rainfall 
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e) Glacial retreat caused by warming, though the extent remains uncertain 
 

f) A rise in sea level, which would threaten economic assets, coastal cities, 
and large coast-dwelling populations 

 
The climate has always presented a challenge to those whose livelihoods 
depend on it. Climate cannot be blamed for poverty. But, where people are 
poor, it presents an additional risk that can critically restrict options, and limit 
development. Climate has thus become an urgent issue on the development 
agenda.   
 
For poor people, a variable and unpredictable climate presents a risk that can 
critically restrict options and so limit development. Poor people have few assets 
to fall back on, and may be forced to sell these in order to survive so that when 
the crisis is over they are in a much worse position than before. These impacts 
can last for years in the form of diminished productive capacity and weakened 
livelihoods. 
 
Test Yourself 2  
 
_________________ is not a climate change threat. 
 
I. Increased drought 
II. Heavy flooding 
III. Crop disease 
IV. None of the above 
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Summary  
 
a) Agriculture is the backbone of this country, with nearly 60% of its population 

dependent on agriculture for their livelihood. 
 

b) Agricultural risk is associated with negative outcomes that stem from 
indeterminable biological, climatic, and price variables. 
 

c) Types of agricultural risks include production risk, price or market risk, 
financial and credit risk, technology risk and personal risk. 
 

d) Coping mechanisms to deal with agricultural risks can be divided into formal 
and informal mechanisms. 
 

e) The various tools provided by formal mechanisms of risk management are 
Government supported crop insurance, calamity relief, crop loan waiver / 
rescheduling, consumption credit, Minimum Support Price (MSP) for 
procurement and Market Intervention Scheme (MIS) for a few perishable 
crops etc. 
 

f) Climate change is a long term issue posing threats like higher frequency of 
droughts and increased frequency of floods. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is I. 
 
Changes in farm subsidies represent an institutional risk. 
 
Answer 2   

  
The correct option is III. 
 
Crop diseases are not a climate change threat. 
 
Self-Examination Questions  
 
Question 1  
 
Delayed monsoons can cause _____________.  
 
I. Production risk   
II. Market risk 
III. Credit risk 
IV. Personal risk 

 
Question 2  
 
Exposure to harmful chemicals and micro-organisms constitute __________.  
 
I. Price risk 
II. Personal risk 
III. Production risk 
IV. Credit risk 

 
Question 3  
 
Government supported crop insurance is a _______________ mechanism.  
 
I. Formal 
II. Informal 
III. Semi-formal 
IV. Strict 
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Question 4  
 
Lack of awareness regarding modern agricultural tools like HYV (High Yielding 
Variety) seeds, new agrochemicals etc. represents ________. 
 
I. Production risk  
II. Technology risk  
III. Personal risk  
IV. Credit risk 
 
Question 5  
 
The commodity exchanges in India can be considered a ______________. 

 
I. Price risk management tool  
II. Personal risk management tool  
III. Product risk management tool 
IV. Credit risk management tool 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is I. 
 
Delayed monsoons can cause production risk.  
 
Answer 2  
 
The correct option is II. 
 
Exposure to harmful chemicals and micro-organisms constitute personal risk.  
 
Answer 3  
 
The correct option is I. 
 
Government supported crop insurance is a formal mechanism of risk 
management. 
 
Answer 4  
 
The correct option is II. 
 
Lack of awareness regarding modern agricultural tools like HYV (High Yielding 
Variety) seeds, new agrochemicals etc. represent a technology risk 
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Answer 5  
 

The correct option is I. 
 

The commodity exchanges in India can be considered a price risk management 
tool.  
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CHAPTER 4 
 

HISTORY OF CROP INSURANCE IN INDIA 

 

Chapter Introduction 
 
Crop insurance for long has been considered as an important risk management 
tool with regards to crop production. Crop insurance can be carried out on the 
basis of individual approach or homogenous approach. Different experiments on 
crop insurance on a limited, ad-hoc and scattered scale started from 1972-73. 
Pilot Crop Insurance scheme (PCIS) based on the area approach was introduced 
by GIC from 1979. Comprehensive Crop Insurance Scheme (CCIS), Experimental 
Crop Insurance Scheme (ECIS) and Farm Income Insurance Scheme (FIIS) are 
some of the crop insurance schemes introduced for the benefit of the sector. 
Agriculture Insurance Company of India Limited was created recognising the 
necessity for a focused development of crop insurance. The chapter will look at 
all these points in some detail. 
 
Learning Outcomes 
 
A. Crop insurance - History 
B. Crop insurance schemes 
C. Types of agricultural insurance 
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Look at this Scenario 
 
The farming community in India is greatly dependent on the forces of nature 
and any occurrence of a natural calamity significantly affects the financial 
position of this community. In fact the farm incomes fluctuate a great deal on a 
yearly basis. With a great deal of uncertainty, the farmers have to deal with the 
additional problem of financial credit.  
 
In business risk is treated as a cost and needs to be borne by the individual. It is 
with regards to this aspect that crop insurance can play a significant role. Crop 
insurance can help the farmer manage the weather related risk without 
affecting his finances adversely. 
 
The government of India started offering widespread crop insurance in 1985 
with the Comprehensive Crop Insurance Scheme. The NAIS is an improvement 
over the CCIS and has replaced the CCIS in 1999. In a country like India the 
social aspect of crop insurance should not be lost sight of in its implementation 
because majority of the farmers have neither sufficient land nor resources to 
invest in farming. 
 
So it is imperative that the Government continues to provide subsidies on crop 
insurance schemes and ensure that these schemes reach to the farmers who 
need them the most.  
 
A. Crop insurance - History  
 
1. Crop insurance – Early attempts 
 
For close to 100 years crop insurance has been discussed in India in many a 
forum as an important tool of risk management in crop production. By and large 
all attempts in this behalf, however laudable, remained mostly on paper or 
could not last long since they were not scientifically conceived and adequate 
spread of risks could not be secured since the areas covered were too small. 
The sequence of such events is mentioned below. 
 

a) J S Chakravarthi of Mysore State worked between 1912 and 1920 on 
rainfall index as a mechanism to compensate crop losses. He published 
technical papers on the subject of ‘Rainfall Insurance’ and a book 
entitled ‘Agricultural Insurance: A Practical Scheme Suited to Indian 
Conditions’, in 1920, describing how rainfall index could be used to 
guarantee payouts to farmers due to adverse deviations. He used rainfall 
data from 1870 to 1914 from India Meteorological Department (IMD) to 
demonstrate the utility of the index. 
 

b) A scheme for grain insurance prepared by Mysore State in 1939 was never 
implemented. 
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c) A similar endeavour to organize crop insurance in Baroda State never 
materialised. 
 

d) The State of Dewas Junior (now part of Madhya Pradesh) introduced in 
1943 compulsory crop insurance. This was discontinued. 
 

e) In Punjab 100 relief societies were formed to provide relief to farmers in 
the event of crop failure. 
 

f) In 1946, Dr.B.V.Narayanswamy Naidu recommended to Madras 
Government, experimental schemes of crop insurance under the 
Government’s initiative. These were not taken up. 
 

g) Subsequently, Dr.B.Natarajan, Economic Advisor to the Madras 
Government, prepared a scheme of crop insurance covering all major 
crops in the State. He recommended the setting up of a Government 
Corporation with a hierarchy from village level upwards. It never took 
off. 
 

h) The Indian Council of Agricultural Research (ICAR) also suggested a 
scheme of crop insurance for certain selected major crops in certain 
selected areas in Madras, Bombay and Madhya Pradesh, but this was not 
implemented. 
 

i) The question of introduction of a crop insurance scheme was taken up 
for examination soon after the Indian independence in 1947. Following 
an assurance given in this regard by the Ministry of Food and Agriculture 
in the Central Legislature to introduce crop and cattle insurance in the 
country, a special study was commissioned in 1947-48.  

 
2. Approach to crop insurance 
 
The first aspect regarding the modalities of crop insurance considered was 
whether the same should be on an: 
 
 Individual approach or   
 Homogenous area approach   

 
Let us look at both briefly 
 

a) Individual approach 
 

i. The approach seeks to indemnify the farmer to the  full extent  of  the  
losses  and the premium to be  paid  by  him  is determined  with  
reference  to  his  own  past  yield  and  loss experience.  
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ii. The 'individual approach' basis necessitates reliable and accurate data of 
crop yields of individual farmers for a sufficiently long period, for 
fixation of premium on actuarially sound basis.  
 

b) Homogenous area approach 
 

i. The 'homogenous area' approach envisages that in the absence of reliable 
data of individual farmers and in view of the moral hazards involved in 
the 'individual approach'.  
 

ii. In this case a homogenous area comprising villages that are homogenous 
from the point of view of crop production and whose annual variability 
of crop production would be similar, would form the basic unit instead of 
the individual farmer. 
 

The study reported in favour of a 'homogenous area' approach even as 
various agro-climatically homogenous areas treated as a single unit  and the 
individual farmers in such cases pay the same rate of premium and receive 
the same benefits, irrespective of  their individual  fortunes. The scheme 
was circulated by the Ministry of Agriculture for adoption by the State 
governments, but the States did not accept. 

 
c) Model scheme of crop insurance 

 

In 1965, the Government introduced the Crop Insurance Bill and a model 
scheme of crop insurance on compulsory basis, which was circulated to 
constituent State Governments of the Indian Federation for their views. The 
Bill provided for the Central Government framing a reinsurance scheme to 
cover indemnity obligations of the States.   

 
However, none of the States were in favour of the scheme because of very 
high financial obligations. On receiving the reactions of the State  
Governments,  the subject was considered in detail  by  an expert 
committee headed by Dr. Dharam Narain, Chairman, Agricultural  Price 
Commission  in July, 1970 for full examination of the economic, 
administrative, financial and actuarial  implications  of  the subject.  

 
The committee’s recommendations, in brief were: 

 

i. In the context of the paucity of resources, the country cannot afford the 
huge recurring expenditure on the administration of crop insurance 
together with the subsidies that may become unavoidable.  
 

ii. Such funds could be more advantageously utilised for raising agricultural 
productivity and reducing crop variability. 
 

iii. Since insurance represents the assumption of risks by the insurance 
agency through consideration of a large number of individual risks, it is 
to be preferred only if the cost of such assumption is lower than the cost 
of prevention of risks. 
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iv. Since, under the proposed crop insurance scheme the farmers are 
expected to get back by way of indemnities what they pay by way of 
premium, the underlying purpose could be served better and at less cost 
to the government if the farmers could be encouraged to save on a 
recurring basis in the form of deposits in the banks and are provided 
credit on liberal terms, especially in times of crop failure.                     
 

v. In the conditions prevailing in the country, it is not advisable to 
introduce crop insurance in the near future. 

 
Test Yourself 1  
 
Crop Insurance Bill was introduced in the year______. 
 

I. 1947 
II. 1957 
III. 1965 
IV. 1977 
 

 
B. Crop insurance schemes 
 
1. Experimental schemes 
 
Different experiments on crop insurance on a limited, ad-hoc and scattered 
scale started from 1972-73. In 1972-73, the General Insurance Department of 
Life Insurance Corporation of India introduced a crop insurance scheme on H-4 
cotton. Later in 1972, general insurance business was nationalised and, by an 
act of Parliament, the General Insurance Corporation of India (GIC) was set up. 
 
The new Corporation took over the experimental scheme in respect of H-4 
cotton grown by small and marginal farmers. This scheme was based on 
“Individual Approach” and later included Groundnut, Wheat and Potato and was 
implemented in the states of Gujarat, Maharashtra, Tamil Nadu, Andhra 
Pradesh, Karnataka and West Bengal. It continued upto 1978 and covered only 
3110 farmers for a premium of 4.54 lakhs against claims of 37.88 lakhs. 
 
However, these schemes were discontinued due to the following reasons: 
 

a) They need contact with individual farmers for collection of premiums 
and / or for determination of yields and hence required very large 
machinery for implementation, which the insurance company could not 
afford with the premium charged. 
 

b) They involved controlled conditions of cultivation and hence were 
unsuitable for large scale implementation. 
 

c) They did not provide for optimum spread of risks between different 
agro-climatic regions and hence had to face heavy incidence of claims. 
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d) They did not go hand-in-hand with extension projects launched by the 
government, and hence could not derive the advantage of the measures 
introduced in such areas for ensuring improved productivity and loss 
minimisation.      
 

e) Care was not taken to avoid high-risk areas. There were no arrangements 
to coordinate the working of the schemes in the interest of the insurance 
company. 
                  

f) Complete dependence on the fertiliser companies for all field services, 
including yield assessment service, placed insurance company a                  
t a disadvantage, when the interests of the two parties are differed.  

    
2. Pilot Crop Insurance Scheme (PCIS)-1979  
 
In the background and experience of the aforesaid experimental schemes for 
crop insurance, a study was commissioned by GIC and entrusted to agricultural 
economist, Prof. V.M.Dandekar. Based on the recommendations of Prof. 
V.M.Dandekar, a “Pilot Crop Insurance” scheme was introduced by GIC from 
1979.  
 
The important features of the scheme were: 
 

a) The scheme was based on “Area Approach”. 
b) The scheme covered Cereals, Millets, Oilseeds, Cotton, Potato, Gram 

and Barley. 
c) It was confined to loanee farmers only, on voluntary basis. 
d) The risk was shared between the GIC and the State Government in the 

ratio of 2:1 
e) The maximum sum insured was 100% of the crop loan, which was later 

increased to 150% 
f) 50% subsidy was provided for insurance charges payable by small / 

marginal farmers by the State Government and the Government of India 
on 50:50 basis. 

g) PCIS- 1979 was implemented in 13 States till 1984-85 and covered 6.27 
lakh farmers for premium of 196.95 lakhs against claims of 157.05 lakhs. 

  
3. Comprehensive Crop Insurance Scheme (CCIS) 
 
Based on the experience of PCIS, the Comprehensive Crop Insurance scheme 
(CCIS) was introduced with effect from 1st April 1985 by the Government of 
India with the active participation of State Governments. The scheme was 
optional for the States.   
 
The scheme is linked to short term crop credit and implemented on 
“Homogeneous Area” approach. 15 States and 2 Union Territories (UT’s) 
implemented the scheme until kharif 1999.  
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a) States implementing the scheme 
 
Table 4.1  

Andhra Pradesh Himachal Pradesh 

Assam Karnataka 

Bihar Kerala 

Goa Madhya Pradesh 

Gujarat Maharashtra 

Meghalaya Andaman and Nicobar 
Islands 

Orissa Pondicherry 

Tamilnadu Tripura 

West Bengal  

 
The States of Rajasthan, Uttar Pradesh, Jammu and Kashmir, Manipur and Delhi 
had initially joined the Scheme but subsequently opted out after implementing 
for few years. 
 
Main features of the scheme 
 

a) It covered farmers availing crop loans from financial institutions for 
growing food crops and oilseeds on compulsory basis. The coverage was 
restricted to 100% of crop loan subject to maximum of 10,000/- per 
farmer / season. 
 

b) The premium rates were 2% for Cereals and Millets and 1% for Pulses and 
Oil seeds. 50% of the premium payable by small and marginal farmers is 
subsidised equally by Central and State Governments.  
   

c) The premium and claims were shared by Central and State Government 
on a 2:1 ratio. 
 

d) The scheme was optional to State Government.      
 

e) The scheme is a multi agency effort, involving Government of India, 
departments of State Governments, banking institutions and GIC. 
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The summary of coverage particulars until kharif 1999 since inception is as 
follows: 
 
Table 4.2     
 
Total number of farmers covered 7,61,79,361 

Total area covered (Hectares) 12,75,13,668 

Total  Sum-insured (Rs. Crores) 24,922 

Total insurance charges  (Rs. Crores) 402.83 

Total claim (Rs. Crores)  2305.06 

Claims ratio 1:5.72 

 
Majority of the claims were paid in the states of: 
 

i. Gujarat -1087 Rs. Crores (47%) 
ii. Andhra Pradesh – Rs. 483 Crores (21%)  
iii. Maharashtra – Rs. 215 Crores (9%)  
iv. Orissa – 181 Rs. Crores (8%)   

 
4. Experimental Crop Insurance Scheme (ECIS) 
 
While, CCIS was still being implemented, attempts were made to modify the 
existing CCIS from time to time as demanded by the States. During 1997, a new 
experimental scheme, viz. Experimental Crop Insurance Scheme (ECIS) was 
introduced during (rabi 1997-98) season which was implemented in 14 districts 
of five States.  
 
The Scheme was similar to CCIS, except that it was meant only for small / 
marginal farmers (both loanee and non-loanee) with 100% subsidy in premium. 
The premium subsidy and claims were shared by Central and State Governments 
in 4:1 ratio.  
The working details of the Scheme during Rabi 1997-98 were as follows  
 
Table 4.3   

 

S.No State Farmers 
covered 

Sum insured 
(Rs. Crores) 

Premium    
(Rs.Crores) 

Claims 
(Rs. 

Crores) 
1 Andhra Pradesh 118770 57.65 0.86 5.55 
2 Assam 3664 2.42 0.05 0.43 
3 Karnataka 66114 23.06 0.35 8.00 
4 Orissa 26713 17.56 0.28 0.13 
5 Tamil Nadu 239294 67.43 1.30 23.69 

 Total 454555 168.12 2.84 37.80 
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The ECIS was discontinued after one season due to its many administrative and 
financial difficulties.  
 
5. Farm Income Insurance Scheme (FIIS) 
 
Revenue based insurance scheme known as the Farm Income Insurance Scheme 
(FIIS) was introduced on a pilot basis during the (rabi 2003-04) season. NAIS is 
designed to protect farmers against yield fluctuations. It does not address the 
problem of fluctuation in prices or price risk.  
 
Income a farmer derives from his crop is a function of both the yield and the 
market price. The pilot FIIS envisaged addressing the income risk, using the 
interplay of yield risk and price risk so as to stabilise farmers’ crop related 
income. 
 
The following are the salient features of the FIIS introduced as pilot during rabi 
2003-04 season 
 

a) The crops covered were rice and wheat.  
 

b) The scheme was based on the ‘homogeneous area’ approach. Insurance 
unit (IU) can be an administrative unit such as a village panchayat, 
mandal, revenue circle, block, taluka or district. 
 

c) The scheme is compulsory for borrowing farmers and voluntary for non-
borrowing farmers. 
 

d) The premium rates are actuarial, determined for each state at the 
district level.  
 

e) The Government of India subsidises the gross premium payable by the 
insured farmers. The subsidy was 75 percent of the premium for 
small/marginal farmers and 50 percent for other farmers. 
 

f) Two levels of indemnity, i.e. 90 percent for low-risk areas and 80 
percent for high-risk areas. 
 

g) If the actual income (current yield X current market price) is lower than 
guaranteed income (average yield of 7 years X level of indemnity [80% or 
90%] X MSP), the insured farmer receives the compensation. 
 

h) Current market price is arrived at using the weighted average of all the 
markets in the District using daily modal price of 8 weeks from the first 
arrival of the grain in the market. Since market prices are often 
subjected to extraneous pulls and pressures, for achieving a balance, a 
“capping” and “cupping” range of 20 percent was used on the market 
price to reduce the impact of greater price volatilities on the program. 
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i) The Government procurement at MSP is suspended in the pilot districts 
for covered crops. 
 

j) NAIS is withdrawn for the selected districts/crops where the pilot FIIS is 
implemented.    

      
Experience of FIIS 
 
The scheme was implemented during rabi 2003-04 season in 15 districts of 8 
states for wheat and 3 districts of 3 states for rice on pilot basis. The pilot was 
extended to 19 districts in four states for rice crop during kharif 2004 season.  
 
The details of coverage and claims experience are appended in table below  
 
FIIS – Coverage and Experience 
 
Table 4.4   
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180206 191027 239.15 14.06 1.44 
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2004 4 19 Rice 234826 210795 180.83 14.39 27.31 

Total 415032 401822 419.98 28.45 28.75 

 
The CCIS was replaced by a much-improved NAIS, w.e.f rabi 1999-2000 season, 
the details of which are dealt in lesson-V. Similarly weather based crop 
insurance is discussed in lesson-VII. 
 
Test Yourself 2  
 
Pilot Crop Insurance Scheme (PCIS) was based on the ___________. 
 
I. Individual approach 
II. Area approach 
III. Involuntary approach 
IV. None of the above 
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1 

C. Types of agricultural insurance 
 
In the context of increasing commercialisation and globalisation, the scope and 
relevance of agricultural insurance are not widely understood in India. Crop 
insurance, which is generally restricted to field crops, is generally considered 
synonymous with agricultural insurance.  
 
However, agricultural insurance covers a wide spectrum of activities like 
horticulture, plantations, livestock, poultry, aquaculture, sericulture, etc. 
Further, it extends to the entire production process including post-harvest 
storage, processing and transportation of produce to the final markets. 
 
Some of the agriculture insurance schemes presently available in the country 
are: 
 
 Crop insurance 
 Horticulture / Plantation insurance 
 Cattle insurance 
 Sheep / Goat insurance 
 Pig insurance 
 Poultry insurance 
 Sericulture insurance 
 Apiculture insurance 
 Fresh water fish insurance 
 Aquaculture (shrimp/prawn) insurance 
 Farmers’ package insurance 
 Agricultural pump-set insurance 

 
1. Organisations transacting agricultural insurance in India 
 
Traditionally, the following organisations were transacting agricultural 
insurance in India: 
 

a) General Insurance Corporation of India 
b) National Insurance Company Limited 
c) New India Assurance Company Limited 
d) Oriental Insurance Company Limited 
e) United India Insurance Company Limited 

 
2. Agriculture Insurance Company of India Limited (AIC) 
 
Prior to 2002-03 General Insurance Corporation of India spearheaded crop 
insurance programs. Recognising the necessity for a focused development of 
crop insurance program in the country and an exclusive organisation to carry it 
forward, Government created an exclusive organisation - Agriculture Insurance 
Company of India Limited (AIC) on 20th December 2002.  
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The company is promoted by General Insurance Corporation of India (35%), 
NABARD (30%) and four public sector general insurance companies (8.75% each), 
and has an authorised share capital of 1500 crores and initial paid-up capital of 
200 crores. AIC took over the implementation of National Agricultural Insurance 
Scheme (NAIS), which was being managed by the General Insurance Corporation 
of India till April 2003. AIC has mandate to implement the National Agricultural 
Insurance Scheme (NAIS), transact crop insurance under the scheme and in due 
course write other businesses incidental to crop / agriculture.   
 
The main objective of new company is to protect and secure financial support in 
the event of damage to crops, agriculture and allied subjects and to develop 
insurance products in the best interest of farming community.  
 
With passing of Insurance Regulatory and Development Act (IRDA)-1999, a door 
has been opened for entry of private insurers. The first license for a private 
insurer was issued during October, 2000. Some of the private insurers who are 
presently active in agriculture / weather insurance include: 
  

a) ICICI Lombard General Insurance  
b) IFFCO-Tokio General Insurance  
c) Ms Cholamandalam General Insurance  
d) HDFC Ergo General Insurance  
e) Bajaj-Allianz General Insurance  
f) Royal Sundaram General Insurance 

 
Test Yourself 3  
 
_________________ is an organisation to primarily focus on crop insurance in 
India. 
 
I. Agriculture Insurance Company of India Limited (AIC) 
II. Life Insurance Corporation of India 
III. General Insurance Corporation of India 
IV. None of the above 
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Summary  
 
a) Crop insurance is an important risk management tool in crop production. 

 
b) The broad approach towards crop insurance can be categorised into two 

main categories “Individual approach” and “Homogenous area approach”. 
 

c) Different experiments on crop insurance on a limited, ad-hoc and scattered 
scale started from 1972-73. 
 

d) However, these schemes were discontinued due to reasons which include 
unaffordable premiums, no provision for optimum spread of risks etc. 
 

e) Pilot Crop Insurance scheme was introduced by GIC from 1979. This was 
based on the “Area approach” and was confined to loanee farmers on a 
voluntary basis. 
 

f) Based on the experience of PCIS, the Comprehensive Crop Insurance Scheme 
(CCIS) was introduced with effect from 1st April 1985. It covered farmers 
availing crop loans from financial institutions for growing food crops and 
oilseeds on compulsory basis. 
 

g) During 1997, a new experimental scheme, viz. Experimental Crop Insurance 
Scheme (ECIS) was introduced during Rabi 1997-98 season. 
 

h) Revenue based insurance scheme known as the Farm Income Insurance 
Scheme (FIIS) was introduced on a pilot basis during the Rabi 2003-04 
season. 
 

i) Some of the agriculture insurance schemes presently available in the 
country include crop insurance, cattle insurance, pig insurance etc. 
 

j) Agriculture Insurance Company of India Limited was formed in response to 
necessity for a focused development of crop insurance program in the 
country. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
Crop Insurance Bill was introduced in the year 1965.  
 
Answer 2   

  
The correct option is II. 
 
Pilot Crop Insurance Scheme (PCIS) was based on the “Area approach”. 
 
Answer 3   

  
The correct option is I. 
 
Agriculture Insurance Company of India Limited (AIC) is an organisation to 
primarily focus on crop insurance in India. 
 
Self-Examination Questions  
 
Question 1  
 
Homogeneous area approach towards crop insurance requires __________.  
 
I. Reliable and accurate data of crop yields of individual farmers in an area.   
II. Reliable data for a homogeneous area from the point of view of crop 

production whose annual variability of crop production would be similar.  
III. No data. 
IV. None the above 

 
Question 2  
 
What is not true regarding the Comprehensive Crop Insurance Scheme (CCIS)?  
 
I. It was based on the experience of PCIS. 
II. The scheme was compulsory to State Government. 
III. The coverage was restricted to 100% of crop loan subject to maximum of 

10,000/- per farmer / season. 
IV. None of the above 
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Question 3  
 
Choose the correct option with regards to Farm Income Insurance Scheme (FIIS).  
 
I. It was revenue based insurance scheme. 
II. It addressed the problem of fluctuation in prices or price risk 
III. The scheme was based on the ‘Individual’ approach 
IV. None of the above 

 
Question 4  
 
Statement: Agricultural insurance is restricted to crop insurance. Choose the 
correct option with regards to the statement. 
 
I. True  
II. False  
III. Can’t say  
IV. Need more information  
 
Question 5  
 
NAIS stands for ______________. 

 
I. National Agricultural Insurance Scheme 
II. New Agricultural Insurance Scheme  
III. National Agricultural Investment Scheme 
IV. None of the above 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is II. 
 
Homogeneous area approach towards crop insurance requires reliable data for a 
homogeneous area from the point of view of crop production whose annual 
variability of crop production would be similar.  
 
Answer 2  
 
The correct option is II. 
 
CCIS was optional to State Government  
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Answer 3  
 
The correct option is I. 
 
Farm Income Insurance Scheme (FIIS) was revenue based insurance scheme. 
 
Answer 4  
 
The correct option is II. 
 
Agricultural insurance is not restricted to crop insurance. 
 
Answer 5  
 
The correct option is I. 
 
NAIS stands for “National Agricultural Insurance Scheme”. 
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CHAPTER 5 
 

CROP INSURANCE DESIGN CONSIDERATIONS 

 

Chapter Introduction 
 
Crop insurance is a means of protecting the farmers against uncertainties of 
crop yields arising out of practically all natural factors beyond their control. In 
this chapter we look at the benefits of crop insurance and the classification of 
various insurance schemes based on different criteria. We also look at the key 
elements and the generic considerations in crop insurance design and 
operations. 
 
Learning Outcomes 
 
A. Crop insurance - General concepts 
B. Approach to crop insurance 
C. Crop insurance design and operations 
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Look at this Scenario 
 
Farmers may choose a variety of instruments to manage the fluctuations in price 
and yield. Crop insurance is one such instrument. The efficacy of the instrument 
may differ from product to product depending upon the product design. Product 
design influences the cost and benefits associated. 
 
Any decision on crop insurance is arrived at after many stages of consultation 
and research. Some of the important parameters considered are assessment of 
demand, customer type (voluntary or compulsory), perils covered and premium 
charged etc. The administrative structure of the organisation significantly aids 
in the decision making process.      
 
The establishment of crop insurance as a new line of business, either in an 
existing company, or a new one, can benefit from the best experience 
available. Reinsurance industry can provide the underwriting expertise needed 
along with specialised consultants/researchers. There is a role here for 
international agencies in making the necessary contacts, and assisting with the 
costs. 
 
A. Crop insurance - General concepts  
 
1. Insurability of agricultural risks 
 
All risks are not insurable. To be insurable a risk must satisfy the following main 
criteria: 
 

a) The probability of loss in future should lend itself to estimation. This 
would be possible only if reliable data of losses is available for a 
sufficiently long period in the past. 

b) The occurrence of the risk must cause economic loss to the insured. 
c) The loss must be capable of being estimated in financial terms. 
d) The loss must not either be minor or negligible or catastrophic. 
e) The insured must feel the need to insure against the risk. 
f) The insured must have the financial capacity to pay the premium. 

Otherwise the Government or some other agency must subsidise the 
insurance, fully or partly. 

 
2. Crop insurance 
 
Crop insurance is a means of “protecting the farmers against uncertainties of 
crop yields arising out of practically all natural factors beyond their control”. It 
is a financial mechanism in which the uncertainty of loss in crop yields is 
minimised by pooling large number of uncertainties that impact on crop yields 
so that the burden of loss can be distributed.  
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a) Agriculture insurance Vs Agriculture relief 
 

The basic differences between crop insurance and agriculture relief are 
illustrated in the table below. 
 

Table 5.1  
 

Crop Insurance Agriculture Relief 

Financial instrument with or without 
social welfare dimension 

Mainly social welfare instrument of the 
Government 

Normally administered by the 
insurance company, which is quite 
often promoted by the Government. 
However, it’s not uncommon to see 
insurers from private sector 

Handled by the Government, mostly by 
departments like Revenue, Agriculture, 
Relief etc. For example, Calamity Relief 
Fund (CRF), National Calamity 
Contingency Fund (NCCF) are 
administered by Ministry of Home 
Affairs  

Fairly scientific and based on 
established principles of insurance 

Mostly welfare oriented and based on 
administrative assessment of losses, and 
not devoid of political dimension   

Largely based on ‘indemnity 
principle’ 

Mainly ad-hoc and depends on the 
Government’s ability and charity in 
providing the quantum of compensation   

Farmers availing insurance have to 
pay the consideration (premium), 
which may or not subsidised 

Farmers don’t pay fees or consideration 
to be eligible for relief benefit  

Farmers who suffer losses have a 
right to demand compensation 

Farmers have no right to demand 
compensation 

 
b) Crop insurance as risk management 

 
Crop production involves numerous risks such as: 

 
 Natural  
 Social  
 Economic 
 Personal 
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But the principal characteristic, which distinguishes crop production from 
any other activity, is its great dependence on nature. Crop production 
unlike almost any other activity has to be carried on in the face of continual 
uncertainties arising out of diverse natural and social elements. Normally 
the greatest impact of all these elements falls on crop production. 
 
Uncertainty of crop yield is thus one of the basic risks, which every farmer 
has to face, more or less, in all countries, whether developed, or newly 
developing. But these risks are particularly high in newly developing 
countries.  
 
Again, in most of these countries the overwhelming majority of farmers are 
poor and have extremely limited means and resources. Farmers are 
therefore, unable to bear the risks of crop failure, especially when they are 
of a disastrous nature. 

 
c) Measures to counter risks 

 
It is true that much of the present uncertainty of crop production in newly 
developing countries like India could be removed by technical measures and 
by improvements in social and institutional setup. Still, a good deal of 
uncertainty will always be there as no imaginable measure could make crop 
production completely independent of the natural hazards.  
 
Also, the physical measures are to be justified by their cost-benefit ratio. 
There may be many places, for example, where flood is preventable, but 
the cost of prevention measures would be far out of proportion to their 
benefit. Spending in such cases is an example of bad economics since the 
prevention costs far exceed the costs associated with the risk. 
 
Secondly, with a growing population constantly pressing against the land, no 
part of it could be given up for cultivation simply because it is subject to 
periodic risks of failure.  It is, as much in the interest of the whole country 
as in that of the individual owners, that such lands should be kept under 
plough even if there were occasional risks of failure. 
 
A serious crop failure has cascading affect leading to serious repercussions 
for entire society. Various methods have been adopted for helping farmers 
to compensate, at least partially, for loss of their crops through natural 
calamities.  
 
These include: 
 
i. Reduction or suspension of land rent taxes  

 
ii. Cancellation of accumulated agricultural debts (e.g. Rural and 

Agricultural Debt Relief Scheme, 1990)  
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iii. Relief from CRF / NCCF  
 

Useful though these means have been, but the farmers cannot expect them 
as a right. Secondly, the continued prospects of relief are liable to ‘soften’ 
its recipients and are also likely to be questioned by the non-farming 
community. An important measure that is largely free from the above 
difficulties is crop insurance against all natural and unavoidable hazards. 
Thus crop insurance spans crop failure gap. 

 
d) Benefits of crop insurance 

 
i. It cushions the shock of disastrous crop loss by assuring farmers a 

minimum level of protection. 
ii. It will help maintain dignity of farmers. 
iii. Crop insurance spreads the crop losses over space and time. As 

agricultural income is an important factor in national income, crop 
insurance also has an effect on the prosperity of the country.  

iv. It gives farmers greater confidence in making greater investments in 
agriculture. 

v. It improves the position of farmers in relation to agricultural credit.  
vi. The Government is relieved of present irregular financial burden of 

providing relief. 
vii. It can help normalise the availability of supplies and stabilise prices 

It enables maintenance of systematic records of crop production.  
  

e) Crop insurance - Classification 
 

Crop insurance may be of different types based on different criteria. The 
types as per criteria used are as follows 

 
i. According to perils insured 

 
 Single peril insurance: e.g.- Hail insurance 
 Named peril insurance: Upto four perils are covered 
 Multi-peril insurance: At least five or more perils are covered 
 All peril insurance: Covers all natural and non-preventable perils 
 

ii. According to object insured 
 
 Single crop insurance  

A scheme covers a single crop, e.g. Apple insurance against hail and 
frost. 

 Multiple crop insurance  
A single scheme covers a host of crops, e.g. CCIS and NAIS. 
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iii. On basis of administration 
 
 Public insurance: Predominantly Government-run schemes. 
 Private insurance: Private insurers without Government support. 
 Co-operative insurance: Both Government and private agencies are 

involved. 
 

iv. According to scope and application 
 
 Voluntary insurance: Scheme optional for States and / or farmers 
 Compulsory insurance: Scheme compulsory for States and / or 

farmers. 
 Optional local application of compulsory insurance: Scheme 

compulsory for certain crops grown in certain pockets. 
 

v. On the basis of unit size 
 
 Individual farm basis: Assessment and settlement of claims will be on 

individual farm / plot basis. 
 Individual household approach: Assessment and settlement of claims 

will be on household basis, covering all farms owned or cultivated by 
a farmer. 

 Homogenous area approach: Assessment and settlement of claims 
will be on area approach basis, covering groups of farmers growing 
crops under similar conditions. 

 Combinations: A combination of farm or area based assessment 
depending on nature of peril. 

 
Test Yourself 1  
 
Which of the following statements is not true regarding crop insurance? 
 
I. It cushions the shock of disastrous crop loss by assuring farmers a minimum 

of protection. 
II. It can help normalise the availability of supplies and stabilise prices. 
III. It worsens the position of farmers in relation to agricultural credit 
IV. None of the above 
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B. Approach to crop insurance 
 
1. Area approach for Indian conditions 
 
A study was commissioned in 1947-48 to examine feasibility of introduction of 
crop insurance in the country. The first aspect regarding the modalities of crop 
insurance considered was whether the scheme should be based on an “Individual 
approach” or on “Homogenous area” approach. The study reported in favour of 
a 'Homogenous area' approach.   
 
The study undertaken by Prof. V.M.Dandekar, eminent agricultural economist, 
also recommended for homogenous area approach and accordingly a Pilot Crop 
Insurance Scheme (PCIS) based on this approach was introduced in 1979. 
 
2. Problems in implementing individual based crop insurance scheme 
 
Obviously, “Individual approach” would reflect crop losses on realistic basis and 
hence, most desirable, but, in Indian conditions, implementing a crop insurance 
scheme at “individual farm unit level” is beset with problems.  
 
The reasons include: 
 

a) Non-availability of past record of land surveys, ownership, tenancy 
and yields  

 
Majority of Indian farmers are illiterate and hardly any farm record of yield 
is maintained. 
Also great majority of farmers is engaged in what’s called subsistence 
farming.  
 
b) Small farm-holdings 
 
Large number of farm holdings (nearly 120 millions) which are small and 
fragmented with average farm holding size of lowly 1.3 hectares. The total 
small and marginal farmers constitute over 80% and own only about 30% of 
the cropped area. 
 
c) Inaccessibility of farm-holdings 
 
Some of the Indian villages are still to be connected by roads and many of 
those connected will be cut-off during most of the monsoon period.  
Farms in most of these villages are not easily accessible for assessment of 
crop losses. 
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d) Large variety of crops, varied agro-climatic conditions and package of 
practices 

 
The country is classified into 120 agro-climatic zones and within each of the 
agro-climatic zone, wide variety of crops are grown with varying levels of 
farm technology. 
 
e) Collection of small amount of premium from large number of farmers  

 
It requires massive effort to collect small amounts of premium from large 
number of farmers who are faraway and scattered. 
 
f) Simultaneous harvesting of crops all over the country  
 
Most of the crops grown in the country come for harvest during October-
November and April-May and it’s nearly impossible to mobilise technical 
workforce to assess losses in so many farms, spread across length and 
breadth of the country.  
Mixed cropping may further complicate loss assessment. 
 
g) Prohibitive cost of manpower and infrastructure 
 
 For any organisation to run a scheme of this magnitude, covering farmers as 
individuals will require very huge infrastructure and manpower and its 
administrative cost is likely to be highly prohibitive. 

 
Test Yourself 2  
 
Which of the following represents a problem in implementing an individual 
based crop insurance scheme? 
 
I. Non-availability of past record of land surveys, ownership, tenancy and 

yields 
II. Inaccessibility of farm-holdings 
III. Collection of small amount of premium from large number of farmers 
IV. All of the above 
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D. Crop insurance design and operations 
 
In evaluating the feasibility of a crop insurance programme it is essential to 
consider the design of a programme and its implementation together. Before 
doing so there are two key ‘points of principle’ which regularly arise with regard 
to crop insurance 
 
 Should the insurance programme fall within the public or private sector 

or a mixture of both? 
 What structuring should the crop policy take – yield-based or damage 

based (named peril)? 
 
It will be useful to address these two points first before considering in more 
detail the key elements, which need to be put in place during the design and 
operation of a successful crop insurance programme. 
 
1. Public or private sector? 
  

a) Public sector 
 

At present there are very few successful crop insurance programmes in the 
world, without involving support of the government. The government 
necessarily has to step in, especially when the programme is new and more 
so, when the programme is intended to be a carrier of welfare and relief 
measures in the agricultural sector.  
 
However, it is also worth noting that the support of the Government should 
be limited to certain dimensions of the programme and be limited to certain 
period of time. It’s expected that the programme has to be viable or at least 
partially viable over a period of time.  

 
The support of the Government can be in a number of different ways which 
include: 

 
i. Payments towards salary/administration costs 
ii. Premium subsidy 
iii. Provision of  re-insurance capacity 
iv. Ministry field personnel to supplement loss adjustment teams in the 

event of widespread losses 
v. Creation of the necessary legislative framework/co-operative insurance 

legislation to support national disaster/catastrophe programmes 
 

It may be pertinent to note that, while prescription of the World Trade 
Organisation (WTO) is an overall reduction in agricultural subsidies, the 
subsidies in crop insurance premium is WTO compliant.  
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b) Private sector 
 

Private sector ownership certainly means that a scheme has built-in 
financial discipline. Unsound practices cannot be tolerated for long, and 
there is constant pressure to improve overall efficiency. Most Governments 
are not in a position to provide heavy subsidies to crop insurance.   
 
Indeed, many now feel that agricultural subsidies, in general, should be 
avoided if at all possible. Similarly, most insurance expertise is found in the 
private sector. In these circumstances there are strong reasons for crop 
insurance programmes to be the province of the private insurance industry, 
either directly or through some form of shared responsibility arrangement.  
 
The alternative is for a parastatal body to be established, but if this is to be 
successful then it must achieve complete independence from political 
influence over the fixing of premiums and indemnities, and over adjusting 
losses. 

 
2. Yield assurance or coverage against specified perils? 
 

a) Yield assurance 
 

In some languages the term “crop insurance” is rendered as “insurance of 
the harvest”.  This applies to the many crop insurance programmes that set 
out to offer what is in effect yield assurance. In this type of cover a grower 
is indemnified under the policy if his production falls below the equivalent 
of a certain guaranteed yield per unit area of crop.  

 
Because of the basic nature of yield assurance it is generally associated with 
coverage against all perils that could affect the yield. A difficulty lies in 
designing programmes, which will be able to respond only to definitive 
action of an insured peril as opposed to normal yield variation or the effects 
of poor husbandry within the farmer’s control. 
 

This approach has led to very serious difficulties with many programmes, for 
it leaves too much scope for moral hazard, in which the insured farmer fails 
to do everything in his power to produce the maximum quantity of crop. 
This contravenes a basic principle of insurance, the principle of utmost good 
faith, whereby the insurer has faith that the insured client will himself not 
do anything (or omit to do anything) that will contribute to a loss, or to a 
lowering of the level of production. 
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b) Coverage against specified perils  
 

Yield assurance contrasts with the alternative approach to crop insurance, 
that is, coverage against actual damage caused by specific named perils. In 
cropping or climatic conditions where there is a complex interaction of 
controllable and uncontrollable risks, the named peril approach may lead to 
difficulties in programme design. Viable named-peril crop insurance schemes 
can be more easily designed where crops are exposed to specific perils 
causing measurable damage. 

 
c) Final analysis 

 
Despite the attraction of offering yield assurance, or “al-risk cover”, this 
should be avoided. Crop insurance is more viable on a limited peril basis, 
provided it addresses the main concerns of the growers. As such it can still 
offer a worthwhile service to farmers, a service which, moreover, has a 
greater chance of long-term viability than is the case with yield assurance 
schemes.  

 
As experience is gained it is always possible to expand the range of perils 
(and crops) involved in the programme. However, it should be remembered 
that single or named peril programmes can be implemented only in 
‘individual based’ programmes. There is no alternative to all risk insurance 
for programmes based on ‘area approach’.  

 
3. Other Policy and Operational Matters 
 
Among the other key elements in crop insurance design and operations are the 
following: 
 
 Type of farmer insured 
 Location or choice of sector 
 Role of crop insurance in the provision of credit 
 Nature of the crops and perils involved 
 Procedures for setting indemnity and premium levels 
 Collecting premiums and paying indemnities 
 Loss adjustment mechanisms 
 Administrative structures 
 Financing insurance programmes 
 Adequacy of reserves and reinsurance arrangements 
 Response to real risk management needs 
 
Each of these elements is briefly explored in this chapter.  
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a) Type of farmer insured - Voluntary vs. Compulsory participation 
  

A scheme involving small farmers should be compulsory, unless very special 
circumstances mean that a voluntary scheme, with all the attendant 
disadvantages of adverse selection and high administrative cost, can be 
avoided.  Even with a compulsory scheme there must be worthwhile 
incentives built in to counter moral hazard.   
 
It is possible to run a voluntary scheme for largest farmers, but the 
economies of scale must be such that the insurer can afford to put into 
place the level of field supervision necessary to avoid adverse selection. 
Above all, the “threshold of insurability” must be recognised. This means 
that it is not worthwhile for insurers (or clients) to attempt to insure 
farming enterprises which involve on-farm investment below a certain 
minimum level. 
 
b) Choice of Sector 

 
The selection of the agricultural sector and the agricultural locations in 
which farming characteristics comply with the sustainable insurance is 
fundamental. The outcome will determine the nature of the crop insurance 
product. Key factors which will influence this choice are 

 
i. Sectors where the farmers are likely to have a strong motivation to buy 

insurance are those with relatively high financial and climatic exposures. 
 

ii. Locations which offer the prospect of generating potentially ‘profitable’ 
(sustainable) insurance business for the sponsors of the programme - This 
implies areas containing farm holdings/plots with adequate total insured 
values 
 

iii. Sectors and locations, which offer the opportunity for the insurer to 
subsequently build a portfolio with a spread of risk within or between 
policy holders - a physical distribution of policy holders, or size of 
insured risk - so that a single event is unlikely to have a catastrophic 
impact on the whole portfolio. 
 

iv. Establishment of programmes where the administration costs and 
logistical problems of servicing the policy holders are lowest - or at least 
are manageable and do not offer exceptional difficulties. 
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c) Role of crop insurance in the provision of credit 
 

Repayment of seasonal credit is dependent on crop (or livestock) 
production. Loss or damage to the crop through weather perils may lead to 
credit default and inability to borrow the following year. It is the purpose of 
crop credit insurance through a “loss of growing crop cover” to ‘protect’ the 
seasonal loan made to a farmer to purchase the seasonal farm inputs such as 
seeds, fertiliser, pesticides, etc. It is not to provide cover for loans used to 
purchase longer term fixed assets. 
 
Banks involved in the provision of agricultural credit would normally lend to 
farmers according to a standard scale with the maximum loan amount often 
being limited to some proportion of the costs of production. Each crop has a 
cost of production scale, which is fixed by a technical committee and 
developed to reflect the needs of the different crop sectors and, sometimes, 
areas within which the crops are grown. 

 
d) Nature of the crops and perils involved 

 
Generally, the more commercial the crop, the more readily it fits into a 
crop insurance programme. The greater the degree of commercialisation, 
the more control there is over ascertaining actual volumes of crop produced, 
and the greater the opportunities for establishing a strong database on 
insured farmers. 
 
The most difficult crops to insure in this respect are those for which there is 
a significant local market, especially if the crop needs no processing before 
sale.  This is the case with many staple food crops. Ironically, in developing 
countries, it’s the non-commercial and staple crops of food, which require 
insurance protection due to poverty of farmers.  
 
Perennial crops pose a special problem. Should the basis for payment of 
indemnity be just the loss of one season’s production, or should there be an 
allowance for any yield reduction in subsequent seasons, due to damage to 
trees or vines?  Many a programme permit the former, as administrative 
complications could well result from seeking to extend the basis for 
calculating indemnities. In general this appears to be a sound approach to 
this particular problem.  
 
Similarly, certain perils are easier to insure than others. Those causing 
damage in a defined time period and causing measurable damage, such as 
hail, fire etc., are the most simple; windstorm and frost are intermediate, 
whereas drought, excessive moisture, and disease are the most complex.  
 
Commercial crops, especially those that involve a substantial cash 
investment for their production and/or require centralised marketing or 
processing, lend themselves most readily to insurance.  
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Food crops grown at subsistence or non-commercial levels are extremely 
difficult to insure, and should generally be avoided. Indemnity payments for 
perennial crops should be based on the loss of one season’s production only. 
Perils differ greatly in their insurability. Generally hail can always be 
covered; other perils usually so, but case-by-case consideration should be 
exercised. 
 
e) Procedures for setting indemnity and premium levels 
 
The setting of correct indemnity and premium levels is a crucial and ongoing 
part of management of a viable crop insurance scheme. The availability of 
meteorological data over a long period of time is a help but, even when 
these are available, it is only part of the data bank needed to set correctly 
both indemnity and premium rates.  
 
The missing area is the link between unfavourable climatic events and 
reductions in crop production, and predictions of the financial loss 
dependent on coverage features and the potential portfolio of insured 
farmers. Perhaps, the meteorological data and crop production of 
corresponding years may be more helpful. The accumulation of data of this 
type is vital for ongoing commercial efficiency, and for acceptability with 
clients. 
 
The initial setting of both premium and indemnity levels should follow 
detailed professional analysis of past loss events, and investigation of the 
impact of coverage features on expected claims outcome.  
The deductible level, and its precise application at farm level in relation to 
the perils insured, is also important in determining premium rating.  
 
Reliance on meteorological data alone is insufficient in setting premium and 
indemnity levels, as more important area is the actual crop loss consequent 
upon climatic events. Insurers must establish a means of collecting and 
analysing data of this type, and must use the results to fine-tune their levels 
for indemnity and premium, in the interests both of sound underwriting and 
good relations with farmers. 

 
f) Collecting premiums and paying indemnities 

 
Efficiency in these operations can make a great deal of difference to the 
administrative costs of a scheme. Generally speaking it pays to effect 
linkages with other organisations that already have financial operations with 
the insured farmers. This means that the cost of collecting premiums and 
paying indemnities is then only the marginal extra cost involved, and not the 
whole cost which would be incurred in establishing a full network of offices 
or agents, dedicated specifically to the crop insurance operation. 
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The financial transactions between the insurer and the insured farmers are 
by no means frequent. This means that insurers should try to forge linkages, 
wherever possible, with organizations or firms, which already have ongoing 
financial dealings with farmers, so that the insurance transactions can be 
carried out at marginal cost. CCIS and NAIS are illustrations of this nature. 

 
g) Loss adjustment mechanism 

 
For a scheme to be viable must place great importance on sound loss 
adjustment procedures, with the aim of being fair, but also as a means of 
minimising fake claims. 
 
There are no shortcuts to sound loss adjustment. There must be an adequate 
field representation, preferably in the form of trained agronomists in a 
supervisory role, with less qualified persons carrying out field assessments. 
Appropriate linkages to processors and other crop buyers can assist in 
achieving accuracy in crop adjustment data.  
 
The mere occurrence of an insured peril is insufficient evidence of a loss. 
Estimates are needed from field inspections of the crop, backed up, 
wherever possible, with delivery records from processing plants, wholesalers 
or other crop buyers. Where large numbers of small farmers are insured, loss 
assessment procedures must be simplified. Also due consideration must be 
given to the skill levels of potentially large number of field assessors. Design 
of appropriate procedures and training of assessors in their implementation 
is vital to ensure fair assessment of losses.  

 
h) Administrative structure 

 
World over, the administrative structure ranges from large private insurer to 
Government owned companies and in between comes the parastatal and co-
operative setup. Again, within Government companies, the control of 
Government being overwhelming or minimal. In countries like India, the 
crop insurance programme is handled by a large public sector company as 
part of its overall general insurance operations. 
 
Despite the differences, most insurers world over pursued the same policy 
with respect to staff numbers. Most avoiding building up large numbers of 
head-office personnel, and have likewise formed linkages to the other 
bodies serving agriculture, when the opportunity has presented itself to do 
so. These measures are vital in keeping administrative costs to a minimum.  
 
Adequate representation of the interests of insured growers must be 
balanced by the overriding need to ensure that the underwriters’ positions, 
and those of reinsurers, are protected. This is best achieved by balanced 
board representation, and by arranging for regular independent reviews to 
be carried out. Above all, political interference in the fixing premium and 
indemnity levels, or in loss adjustment, must be avoided.   
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The requirements of sound administration mean that the most suitable body 
is a private insurer, or a parastatal corporation, which has the key features 
of independence. This independence should be strengthened by influences 
from external actuaries and reinsurers. In any case, freedom from negative 
influences must be balanced by the need to effect administrative economies 
by keeping staff numbers to a minimum. 
 
i) Financing insurance programme 
 
Financing insurance programme calls for careful planning so as to ensure 
financial soundness while at the same time avoiding undue Government 
interference. A related and equally important issue is really a policy matter. 
Crop insurance programmes are basically intended to spread losses from 
weather perils, both geographically and over time. Loading other tasks upon 
them will predispose them to failure. The subsidies in crop insurance 
programme should be used judiciously and in a manner which would 
streamline other welfare and relief measures, especially when the 
programme is intended to carry also, the task of welfare.  
 
Investment in sound investigation of the real requirements for farmers of 
risk management through crop insurance, and the careful planning of policy 
design and administrative arrangements necessary to effect such a 
programme, have been shown to enhance the usefulness and viability of 
insurance programmes. 
 
Dependence on Government funding on an ongoing basis can compromise a 
crop insurance programme to the point where its operational effectiveness 
and independence are adversely affected. A programme which conveys clear 
risk management benefits to farmers is more likely to be capable of self-
funding than a programme which pays insufficient attention to this key 
factor. 

 
j) Reserves and reinsurance 

 
It is in the nature of crop insurance that from time to time there will be a 
catastrophic loss. In order to have funds available to meet such an event, a 
substantial reserve is necessary and this reserve must be available from the 
start of programme.  
 
Reinsurance effectively gives contingent access to a larger reserve, sharing 
the risk with the primary insurer. For well-established programmes, the 
issues of reserve and reinsurance involve relatively straightforward matters 
such as prudent but profitable investment of funds, and negotiating of 
suitable reinsurance arrangements, usually on the international market. 
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For new programmes, however, the issues of reserves and reinsurance are 
major areas of difficulty. A new programme has had no time to build up 
reserves. A new programme has no track record to give confidence to a 
reinsurer. Confidence from reinsurers will be greater if substantial 
investment in business planning by insurer can be demonstrated.  
 
One apparent method of overcoming the difficulty is for the programme to 
start in a very small way. This means that the reserve can also so be small. 
The obvious disadvantage of this arrangement is that a small programme 
gives little scope for spreading risk geographically, and over a number of 
different crops. The other alternative is for an interested Government to 
provide or to guarantee the initial reserve fund.  
In order to be satisfactory, such an arrangement would have to be carefully 
structured so that political control over the programme can be avoided. Also 
the risk of catastrophic loss means that the necessary reserve fund is likely 
to be extremely large in the context of annual budgetary allocations for 
agricultural support. It also needs to be held in a liquid form. 
 
Access to reinsurance is neither assured nor is it easily arranged. The 
number of potential reinsurers is very limited. These have strict 
requirements in terms of management competence, freedom from negative 
influences in insurance operations and general commercial orientation of 
the underwriting business. Programmes, which are structurally or actuarially 
non-viable, are unlikely to attract support of reinsurers. Some of the major 
reinsurers have built up considerable experience in crop insurance work, and 
are fertile source of advice and information in this subject area. 

 
k) Response to real risk management needs 

 
Farmers are not an easy section of the population to sell services. Voluntary 
insurance schemes must not only offer real benefits, but also must be 
presented in such a way that the advantage of participation is clear and 
unequivocal. Compulsory programmes have different set of problems, in the 
sense that farming community may often question almost every feature of 
the programme.  
 
Public relations are important for an insurance programme, whether or not 
it is compulsory. There is a close connection between effective public 
relations and satisfactory feedback of information from insured farmers, and 
the farming industry as a whole, to the insurer. Achieving the correct 
balance of interests on the board of an insurer, is perhaps the most 
important step to take in this respect, but this must be followed by the 
clearly evident willingness of the insurer to take farmer’s interest fully into 
account on an ongoing basis.  
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The converse is also applicable. Farmers must be made aware of the 
constraints as well as the potential of insurance. Education programmes and 
publicity material should be used by insurers in order to ensure that their 
clientele can take full advantage of the insurance service being provided. 
These should also help to avoid situations where unrealistic expectations are 
nurtured by farmers regarding the benefits insurance programmes can 
provide. 

 

Test Yourself 3  
 
Government support measures toward “crop insurance” can include__________. 
 
I. Premium subsidy 
II. Payments towards salary/administration costs 
III. Both I and II 
IV. None of the above 
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Summary  
 
a) Crop insurance is a means of “protecting the farmers against uncertainties 

of crop yields arising out of practically all natural factors beyond their 
control” 
 

b) The benefits of crop insurance include safeguard against crop loss, greater 
confidence in farm investments and improvement in farmers’ credit position 
etc. 

 
c) Crop insurance can be classified differently based on criteria such as 

according to perils insured, according to objects insured and on basis of 
administration etc. 

 
d) Individual crop insurance schemes face certain implementation problems 

and homogenous area approach is found to be more feasible in general. 
 
e) Some of the key elements and generic considerations involved in crop 

insurance design and operations include public / private sector ownership, 
structuring of crop policy etc.    

  
f) Apart from the key elements other points to be considered include  type of 

farmer insured, location or choice of sector etc. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
Crop insurance improves the position of farmers in relation to agricultural credit  
 
Answer 2   

  
The correct option is IV. 
 
Non-availability of past record of land surveys, ownership, tenancy and yields, 
inaccessibility of farm-holdings and collection of small amount of premium from 
large number of farmers represent a problem in implementing an individual 
based crop insurance scheme. 
 
Answer 3   

  
The correct option is III. 
 
Government support measures toward “crop insurance” can include premium 
subsidy and payments towards salary/administration costs. 
 
Self-Examination Questions  
 
Question 1  
 
Homogeneous area approach towards crop insurance requires __________.  
 
I. Reliable and accurate data of crop yields of individual farmers in an area.   
II. Reliable data for a homogeneous area from the point of view of crop 

production whose annual variability of crop production would be similar.  
III. No data. 
IV. None the above 

 
Question 2  
 
What is not true regarding the Comprehensive Crop Insurance Scheme (CCIS)?  
 
I. It was based on the experience of PCIS. 
V. The scheme was compulsory to State Government. 
VI. The coverage was restricted to 100% of crop loan subject to maximum of 

10,000/- per farmer / season. 
VII. None of the above 
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Question 3  
 
Choose the correct option with regards to Farm Income Insurance Scheme (FIIS).  
 
I. It was revenue based insurance scheme. 
V. It addressed the problem of fluctuation in prices or price risk 
VI. The scheme was based on the ‘Individual’ approach 
VII. None of the above 

 
Question 4  
 
Statement: Agricultural insurance is restricted to crop insurance. Choose the 
correct option with regards to the statement. 
 
I. True  
V. False  
VI. Can’t say  
VII. Need more information  
 
Question 5  
 
NAIS stands for ______________. 

 
I. National Agricultural Insurance Scheme 
V. New Agricultural Insurance Scheme  
VI. National Agricultural Investment Scheme 
VII. None of the above 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is II. 
 
Homogeneous area approach towards crop insurance requires reliable data for a 
homogeneous area from the point of view of crop production whose annual 
variability of crop production would be similar.  
 
Answer 2  
 
The correct option is II. 
 
CCIS was optional to State Government  
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Answer 3  
 
The correct option is I. 
 
Farm Income Insurance Scheme (FIIS) was revenue based insurance scheme. 
 
Answer 4  
 
The correct option is II. 
 
Agricultural insurance is not restricted to crop insurance. 
 
Answer 5  
 
The correct option is I. 
 
NAIS stands for “National Agricultural Insurance Scheme”. 
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CHAPTER 6 
 

CROP INSURANCE (YIELD INDEX BASED) – 

UNDERWRITING AND CLAIMS 

 

Chapter Introduction 
 
National Agricultural Insurance Scheme (NAIS) represents a new chapter in the 
area of crop insurance schemes in India. The chapter studies the scheme with 
respect to area covered, farmers covered, risks covered and the coverage 
offered etc. The scheme offers three levels of indemnity for all crops covered. 
We also explore the role of yield data in NAIS and its relevance in deciding 
premium rates, compensation offered and fixing of maximum sum insured 
limits. Finally we have a look at the modified National Agricultural Insurance 
Scheme (mNAIS).  
 
Learning Outcomes 
 
A. NAIS - Components 
B. Role of yield data in NAIS 
C. Yield estimation methodology 
D. Actuarial premium rating in crop insurance 
E. Proposed modifications in NAIS 
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Look at this Scenario 
 
Indian farmers and particularly those dependent on the rains have been 
experiencing partial / complete losses as a result of various controllable (pests 
and diseases) and uncontrollable (drought and flood) risks. The traditional 
coping mechanisms that are available to handle such risks are inadequate and 
crop insurance is the most significant tool to deal with such risks. However a 
majority of farmers are not covered by currently existing crop insurance 
products. This brings to fore the following questions 
 
 Why is it difficult to insure crop losses? 
 What are the measures needed to manage crop related risks? 
 Why crop insurance is not availed voluntarily? 

 
Crop insurance is different from traditional forms of insurance in many ways and 
hence the difficulty in insuring crop losses. Crop insurance can be offered on an 
indexed basis, where claims are a function of a defined index chosen. Also there 
is general lack of awareness regarding crop insurance coupled with inadequate 
affordability on the part of farmers which is why crop insurance is not adopted 
voluntarily by a large section of the farmers. But schemes like NAIS are changing 
that to a great extent. 
 
A. NAIS - Components  
 
1. National Agricultural Insurance Scheme (NAIS) 
 
Although crop insurance schemes in various forms have been implemented from 
1972, a new chapter was opened in the history of risk management of crop 
production in India on 22nd June, 1999 when the Hon’ble Prime Minister 
dedicated a broad based “National Agricultural Insurance Scheme (NAIS)” to the 
nation. The new scheme replaced the existing Comprehensive Crop Insurance 
Scheme (CCIS) w.e.f. rabi 1999-2000. The scheme was operationalised by 
issuance of administrative instructions by the Government of India on 16th July, 
1999. 
 
2. Salient features 
 
Some of the salient features of the scheme include 
 

a) Crops covered 
 

The main crops covered are: 
 

i. Food crops (Cereals, Millets and Pulses) 
ii. Oilseeds  
iii. Annual commercial / annual horticultural crops -Sugarcane, Cotton, 

Potato, Onion, Chilly, Turmeric, Ginger, Jute, Tapioca, annual Banana 
and annual Pineapple. More crops to be added in near future. 
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b) States and areas to be covered  
 
The scheme is available to all States and Union Territories.   

  
c) Farmers to be covered  

 
i. All farmers including sharecroppers, tenant farmers growing the notified 

crops in the notified areas are eligible for coverage  
 

ii. Farmers availing loans will be covered on compulsory basis and others on 
voluntary basis.  

  
d) Risks covered  

 
Covers all natural non-preventable risks   

  
e) Sum insured  

 
i. The sum insured (SI) in case of loanee farmers is the amount of loan 

availed, which can be further extended to upto 150% of average yield.  
 

ii. For non-loanees, it can be upto value of 150% of average yield.    
  

f) Premium rates 
 

Food crops and Oilseeds 

Kharif season 

3.5% of sum insured for Bajra and Oilseeds  
2.5% of sum insured for other food crops  
OR  
Actuarial rate, whichever is less 

Rabi season 

1.5% of sum insured for Wheat  
2.0% for other food crops and Oilseeds  
OR  
Actuarial rate, whichever is less 

Annual commercial / Horticultural crops - Actuarial rates 

 
g) Premium subsidy  

 
50% subsidy in premium is allowed in respect of small and marginal farmers, 
which is to be phased out on sun-set basis.  
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h) Scheme approach 
 

i. Widespread calamities  
 
 The Scheme would operate on the basis of ‘Area Approach’ i.e., 

defined areas for each crop.  
 

 The defined area may be a Gram Panchayat, Mandal, Hobli, Circle, 
Phirka, Block, Taluka etc. to be decided by the State/UT Govt. 
 

 However, each participating State /UT. Govt. will be required to 
reach the level of Gram Panchayat as the unit in a maximum period 
of three years 

 
ii. Localised calamities  

 
 The scheme would operate on individual basis for localised calamities 

such as hailstorm, landslide, cyclone and flood.  
 

 To begin with, it will be implemented in limited areas on 
experimental basis. 

  
i) Levels of indemnity and threshold yield 

  
Three levels of indemnity corresponding to areas mentioned below shall be 
available for all crops. 

  
 90% - Low  Risk 
 80% - Medium Risk  
 60% -High  risk 

 
The insured farmers of unit area may also opt for higher level of indemnity 
on payment of additional premium. 

  
The threshold yield (TY) or guaranteed yield for a crop in a insurance unit 
shall be the moving average based on past three years average yield in case 
of Rice and Wheat and five years average yield in case of other crops, 
multiplied by the level of indemnity. 

 
j) Loss assessment and indemnity 

  
i. Widespread calamities 

 
 If the ‘Actual Yield’ (AY) per hectare of the insured crop for the 

defined area falls short of the specified ‘Threshold Yield’ (TY), all 
the insured farmers growing that crop in the defined area are 
deemed to have suffered shortfall in their yield.  
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 The scheme seeks to provide coverage against such contingency.   
 

ii. Localised calamities 
 

Loss assessment and settlement of claims in case of occurrence of localised 
perils, such as hailstorm, landslide, cyclone and flood, will be on individual 
basis. 

  
k) Corpus fund 

 
To meet catastrophic losses, a corpus fund shall be created with 
contributions from the Government of India and State / Union Territory (UT) 
on a 50:50 basis. 

 
l) Sharing of risk 
 
i. Food crops and oilseeds 

 
 Until complete transition is made to actuarial regime in a period of 

five years, all claims beyond 100% of premium shall be borne by the 
GOI and States on 50:50 basis. 
 

 Thereafter, all claims upto 150% of premium for a period of three 
years and 200% of premium for an extended period of additional 
three years, thereafter shall be met by IA.  

 
 Claims beyond the limits of IA shall be paid out of corpus fund for a 

period of three years. 
 

ii. Annual commercial / horticultural crops 
 
 IA shall bear claims upto 150% of premium in the first three years and 

200% of premium thereafter subject to satisfactory claims 
experience. 
 

 The claims beyond the limits of IA shall be paid out of corpus fund. 
 
A copy of the detailed scheme is appended as Annexure-I, a reading of which is 
must for comprehensive understanding and solving problems on premium and 
claims’ calculations.  
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3. NAIS – Terminology 
 
The definitions / explanations of some the terms used in NAIS are detailed 
below for use of students of agricultural insurance 
 
Table 6.1  
 
No Term Description 

I Crops covered  
Insurable crops under NAIS, which include food crops 
(cereals, millets and pulses), oilseeds and annual 
commercial / horticultural crops. 

II Crops notified 

a) Crops notified are with reference to actual crops 
covered in any implementing State / UT.  
 

b) Generally speaking not all crops covered are notified, 
due to the fact that the insurable crop has to meet 
the requirement of yield data to be eligible for 
notification. 
 

c) The yield data requirement is: 
 
 The past yield data based on crop cutting 

experiments (CCEs) is available for adequate 
number of years, and 

 Requisite number of CCE’s is conducted for 
estimating the yield during the proposed season.    

III Annual crop 

a) A plant category which generally has life cycle upto 
one year.  
 

b) The plant can give one crop (yield) during its life, 
such as potato or chilly, which gives yield a number 
of times during one year (multiple- picking).  
 

c) Contrary to annual plant, perennial plants (trees) 
have life of more than one year and shall produce a 
number of crops in its life-time. E.g. Apple, Mango 
etc.      
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IV Actuarial 
premium rate 

a) Commercial premium rate worked out considering 
probabilities and extent of occurrence of events, etc. 
  

b) It requires a huge data-base over sufficient period of 
time to permit likelihood of future events to be 
predicted with a degree of certainty.  
 

c) The calculations only provide a measure of pure risk 
premium, which will be suitably grossed up for 
contingencies, such as reserve, inflationary trends in 
coverage, administrative expenses, moral hazard, 
profit etc. to produce commercial rates.  
 

d) The actuarial or commercial rates are expected to 
come good over a period of time.    

V Declaration  

a) It’s a proposal cum a master document declaring 
coverage particulars for a group of insured farmers, 
made by the bank.  
 

b) The declaration contains details like number of 
farmers covered, area insured, sum insured, 
premium, premium subsidy etc.  
 

c) The declarations are submitted crop-wise, unit-wise 
and month-wise.  
 

d) All the declarations received under a bunch with 
premium are acknowledged and a proper receipt is 
issued by insurer.  

VI Notification 

a) At the beginning of every crop season, the State 
Level Co-ordination Committee on Crop Insurance 
(SLCCCI) shall decide the crops and areas to be 
covered, approve premium rates, coverage limits, 
fixes seasonality discipline (cut-off dates for 
coverage) and such other parameters required for 
implementation of the scheme during the season. 
  

b) A detailed document containing the above decisions 
is communicated as “Notification” to all nodal banks 
in the State, by March / April for Kharif season and 
September for Rabi season. 
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VII Nodal Bank / 
Point 

a) A co-ordinating bank on behalf of several of its 
branches in the area of its jurisdiction.  
 

b) Each banker will have its own nodal bank in the area. 
E.g. SBI, BOB, BOI etc will have their own separate 
nodal points. 
 

c) The nodal bank is generally a controlling office, like 
regional office, divisional office, zonal office etc. for 
commercial banks, HQs for regional rural banks and 
district co-op, central banks.  
 

d) GIC shall deal only with nodal bank branch in 
receiving declarations and in settlement of claims.    

VIII Sum Insured 

a) Sum insured (SI) is the amount of risk coverage on 
which premium is paid.  
 

b) It could vary from quantum of loan availed to value 
of 150% of average yield for loanee farmers, and upto 
value of 150% of average yield for non-loanee 
farmers 

IX Sunset basis 

a) Gradual phasing out (disappearance).  
 

b) E.g. Premium subsidy which is to be phased out over 
a period of 5 years could mean, disappearance / 
reduction @ 20% in the 2nd year, 40% in the 3rd  
year, 60% in the 4th year, 80% in the 5th year and 
100% in the 6th year.   

X 
Localised 
calamity 
(Risk) 

a) Calamities or risks, which have a short span in terms 
of geographical distribution or area affected.  
 

b) The calamities, which have localised impact, could 
be contextual and in case of NAIS, these are 
landslide, hailstorm, flooding and cyclone. 

XI 

Indemnity 
Limits /  
Non-
Indemnifiable 
Limits 

a) These are limits, which are applied on average yield 
to produce threshold yield.  
 

b) The idea was, to guarantee not the full average 
yield, as the insured is expected to bear small losses 
himself. 
 

c) Indemnity limits available are 60%, 80% and 90%.  
 

d) On the other hand, non-indemnifiable limits are a 
kind deductible used in insurance.  
  

e) An 80% Indemnity limit corresponds to 20% non-
indemnifiable limit. 
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XII Average Yield 

a) Average yield in case of NAIS is simple average of 
yields for the insurance unit based on preceding 3 
years in case of Rice and Wheat and 5 years, for 
other crops.  
 

b) E.g. Yields 2000, 1500 and 2200 kgs/ha during 
1997,1998 and 1999 for unit X under Rice would give 
an average yield of  1900 kgs/ha for 2000  

XIII 
Threshold 
Yield (TY) 

a) Average yield multiplied by indemnity limit gives 
threshold yield.  
 

b) E.g. 80% Indemnity limit on average yield of 1900 kgs 
gives a threshold yield of 1520 kgs/ha for 2000.  

XIV Actual Yield 

a) Actual yield is the estimate of yield reported during 
the present period based on requisite number of crop 
cutting experiments (CCEs).  
 

b) E.g. The actual yield reported during 2000 is 1250 
kgs/ha based on 16 CCEs.   

XV 
Shortfall in 
Yield 

a) The difference in yield between threshold yield and 
actual yield, which will result in a claim.  
 

b) As per the above illustration, shortfall is 270 kgs/ha.  
 

c) In terms of %age, it is approx. 17.75%.    

XVI Corpus Fund 

A fund created with contributions from the Central and 
State / UT Governments on 50:50 basis, to pay 
catastrophic claims, i.e. claims exceeding 150% of 
premium  

XVII 
Catastrophic 
Losses 

a) In insurance parlance normally claims exceeding 5 
times the premium are called catastrophic claims or 
losses.  
 

b) However, in the context of NAIS it is  
Losses / claims exceeding 1.5 times the premium, 
where premium charged is on the basis of actuarial 
rates.    

 
4. Status of implementation of NAIS 
 
Presently NAIS is implemented by 25 States and 2 Union Territories, and 
annually insures close to 25 million farmers cultivating crops on over 35 million 
hectares. More than 50 different crops are covered under the scheme at 
present, including almost all the food crops grown in the country. The Year / 
Season-wise coverage details of NAIS till 2008-09 is as follows 
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Table 6.2  
 
Scheme: NAIS, Cumulative upto Year: 2011-12 (Season-wise) 
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Test Yourself 1  
 
_____ subsidy in premium is allowed in respect of small and marginal farmers in 
case of NAIS. 
 
I. 40% 
II. 30% 
III. 50% 
IV. 80% 
 

 
B. Role of yield data in NAIS 
 
The yield data as collected under General Crop Estimation Surveys (GCES) has 
been used for macro level planning and production estimates since a long time.  
However, with introduction of Pilot Crop Insurance Scheme (PCIS) in 1979 and 
subsequently the Comprehensive Crop Insurance Scheme (CCIS) in 1985 gave a 
new dimension to the yield data collected under GCES.   
 
For the first time under the crop insurance schemes, the short fall in yield as 
decided based on the yield data is converted to money in terms of 
compensation payable. In other words, the yield data assumed tremendous 
significance in view of its linkage with compensation under crop insurance 
schemes. 
 
While the primary purpose of yield data under CCIS was to decide the 
compensation, it gained added significance under National Agricultural 
Insurance Scheme (NAIS) due to its relevance in various aspects of the scheme.   
 
The role of yield data in NAIS can be classified in to the following sub-sections 
 

i. Deciding compensation: 
 
 Fixing of indemnity limits 
 Fixing threshold yield 
 Determining shortfall in yield 

 
ii. Arriving at actuarial premium rates  
iii. Fixing maximum sum-insured limits 

 
Let us have look at the details of each of the dimensions. 
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1. Deciding compensation 
 

a) Fixing of indemnity limits 
 

i. As per the scheme provisions three levels of indemnity have been fixed. 
They are 60%, 80% and 90% corresponding to high, medium and low risk 
crops / areas.   

ii. The indemnity limits vis-a-vis the variability in yield based on preceding 
10 years’ yield data are given in the table  

 
Coefficient of variation Risk group Indemnity limit 

Upto 15% Low risk 90% 
>15% and upto 30% Medium risk 80% 
>30%  High risk 60% 

 
iii. In practice, since the indemnity limits are fixed for a crop in the State as 

a whole, the ‘principle of majority’ is used to fix one indemnity limit for 
the crop at State level. 
 

iv. In other words, the frequency distribution of number of areas falling 
under each of the risk groups shall decide the indemnity limit to be given 
at State level. 

 
b) Fixing threshold yield 

 
i. The threshold yield is average of past three or five years yield multiplied 

by the level of indemnity.   
ii. In case of Rice and Wheat, the average is based on past three years’ and 

for rest of the crops it is based on five years’.   
iii. Threshold Yield is also known as “Guaranteed Yield” and is a moving / 

rolling average. 
 

c) Determining shortfall in yield 
 

Shortfall is the difference between the “Threshold Yield” and the “Actual 
Yield” recorded during the season. 

   
2. Arriving at actuarial premium rates 
 
Exposure rating method is being used to determine the pure premium rate 
under NAIS. It’s based on normal distribution which presumes that “irrespective 
of the population, the sample mean will always follow normal distribution”. 
 
Readymade table of premium rates are prepared based on the above principle 
at various levels of indemnity corresponding to coefficient of variation (CV). As 
per the table, higher the CV, higher is going to be the premium rate and further 
for a given CV, the rates will be high at higher levels of indemnity. 
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3. Fixing maximum sum-insured limits 
 
The NAIS is compulsory for farmers availing crop loans from financial institutions 
and is optional for others. The compulsory element in case of loanee farmers is 
applicable to the extent of amount of loan availed while in case of non-loanee 
farmers, the insurance coverage is upto the value of threshold yield.  
Both, for loanee and non-loanee farmers sum-insured can be extended upto the 
value of 150% of average yield on payment of premium at commercial rate for 
sum-insured exceeding value of threshold yield. 
 
In the light of the multi-dimensional use of yield data in the NAIS, the accuracy 
of data under GCES assumes greater significance. While the GCES prescribes 
levels of accuracy required at different strata, statistically and operationally 
the system requires strengthening so as to maintain required levels of accuracy 
as desirable under NAIS. 
 
Test Yourself 2  
 
Shortfall in yield is the difference between______________. 
 
I. Threshold yield and the Actual yield 
II. Threshold yield and the Average yield of past 10 years 
III. Lower of I and II 
IV. None of the above 
 

 
C. Yield estimation methodology 
 
1. Introduction to yield estimation  
 
The Directorate of Economics and Statistics (DES) releases estimates of area, 
production and yield in respect of principal crops of food grains, oilseeds, 
sugarcane, fibre crops and important commercial and horticultural crops. These 
crops together, account for nearly 87% of the agricultural output. The estimates 
of crop production are obtained by multiplication of area estimates by 
corresponding yield estimates. Therefore, the estimates of area and yield rates 
assume prime importance in the entire gamut of agricultural statistics. 
 

a) Area statistics 
 

From the point of view of collection of area statistics, the States in the 
country are divided into three broad categories 

 
i. States and UTs which have been cadastrally surveyed and where area 

and land use statistics are built up as a part of the land records 
maintained by the revenue agencies. 
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The system of land records is being followed in 17 major States of Andhra 
Pradesh, Assam (excluding hilly districts), Bihar, Chhattisgarh, Gujarat, 
Haryana, Himachal Pradesh, Jammu and Kashmir, Jharkhand, Karnataka, 
Madhya Pradesh, Maharashtra, Punjab, Rajasthan, Tamilnadu, Uttaranchal 
and Uttar Pradesh and 4 UTs of Chandigarh, Delhi, Dadra and Nagar Haveli 
and Pondicherry. These States and UTs account for about 86% of reporting 
area.  

 
ii. The States where area statistics are collected on the basis of sample 

surveys.  
 

A scheme of “Establishment of Agency for Reporting of Agricultural Statistics 
(EARAS)” was introduced in the States of Kerala, Orissa and West Bengal, 
which was later extended to Arunachal Pradesh, Nagaland, Sikkim and 
Tripura.  

 
The scheme envisages, inter-alia, estimation of areas through sample 
surveys in a scientifically large sample of 20% villages / investigators zones. 
 
These states account for about 9% of reporting area. 

 
iii. In the hilly districts of Assam, the rest of the States  in the North-Eastern 

region [other than covered under (ii) above, Goa, UTs of Andaman and 
Nicobar Islands, Daman and Diu and Lakshwadeep where no reporting 
agency had been functioning, the work of collection of agricultural 
statistics is entrusted with the village headman of the reporting area 
(5%). 

 
While the area statistics are collected on complete enumeration basis in 
respect of States in category (i) above, on ad-hoc methods based on 
impressionistic approach in case of States in category (iii) above, a scheme 
for EARAS has been introduced in the States in category (ii) above. 

 
b) Yield estimates 

 
The second most important component of production statistics is yield rates. 
The yield estimates of major crops are obtained through analysis of 
scientifically designed crop cutting experiments (CCEs) conducted under 
scientifically designed General Crop Estimation surveys (GCES). During 2005-
06, nearly 9 lakh such CCE’s were planned. At present over 95% of the 
production of food grains is estimated on the basis of yield rates obtained 
through CCE’s. 

 
The primary objective of GCES is to obtain fairly reliable estimates of 
average yield of principal food and non-food crops for each State and UTs, 
which are important from the point of view of crop production. The 
estimates of yield rates thus arrived at are generally adopted for the 
purpose of planning, policy formulation and implementation.  
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The CCE’s consist of identification and marking of experimental plots of a 
specific size and shape in a selected field on the principle of Multi-Stage 
Stratified Random Sampling (MSSRS), threshing the produce and recording of 
the harvested produce for determining the percentage recovery of dry grains 
or the marketable from of the produce. 

 
c) Coverage 

 
The crop-wise details of number of CCE’s planned under GCES during 2005-
06 are given below 

 
Table 6.3   

 
No of experiments planned under GCES during 2008-2009 

Crop Type/ Crop Number of CCEs planned 
 No. of experiment planned 
Food crops Kharif Rabi Total 
Paddy  184782 26739 211521 
Wheat 0 159414 159414 
Jowar  25096 15378 40474 
Bajra  33650 848 34498 
Maize  43785 3983 47768 
Ragi  11159 1607 12766 
Barley 0 6103 6103 
Gram 0 31824 31824 
Sugarcane  27486 0 27486 
Other Crops   165871 
Total 325958 245896 737725 
Non-Food crops    
Groundnut 21830 7520 29350 
Sesamum 15810 4552 20362 
Castor 2632 0 2632 
Rape and Mustard 0 35495 35495 
Linseed 0 4869 4869 
Cotton 18614 0 18614 
Jute 3930 0 3930 
Mesta 898 0 898 
Other Crops   37882 
Total 63714 52436 154032 
Total (1+2) 389672 298332 891757 

Total number of experiments planned 891757 
 
Source: NSSO (FOD), AS Wing  
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d) Sample design 
 

MSSRS design is generally adopted for carrying out CCE’s with tehsil / taluka 
/ revenue inspector circle / community development block / anchals etc. as 
strata. Revenue villages within a stratum as first stage unit of sampling, 
survey numbers / fields within each selected village as sampling unit at the 
second stage and experimental plot of a specified shape and size as the 
ultimate unit of sampling. Normally in each selected primary unit, generally 
two survey numbers / fields growing the experimental crop are selected for 
conducting CCE’s. 

 
e) Advance estimates of area and production 

 
Final estimates of production based on complete enumeration of area and 
yield through CCE’s can understandably, become available much after the 
crops are actually harvested. However, the Government requires advance 
estimates of production for taking various policy decisions relating to 
pricing, marketing, export / import, distribution etc.  
 
Considering the genuine requirement of crop estimates much before the 
crops are harvested for various policy purposes, a time schedule of releasing 
the advance estimates has evolved. These estimates of crops are prepared 
and released at four different times during the year as detailed below 

 
i. First advance estimates 

 
The first official forecast of area and production of Kharif crop is prepared 
in the middle of September when south-west monsoon season is about to be 
over and kharif crops are at advance stage.  

 
This coincides with the holding of the National Conference of Agricultural 
for Rabi campaign where States bring assessments of their respective kharif 
crops.  

 
Although, there are no specific guidelines / methodology issued by the 
Ministry of Agriculture to prepare the assessment, these are prepared by the 
States based on the reports from the field offices of the State departments 
of Agriculture.  

 
They are mainly guided by visual observations and are validated with 
proceedings of Crop Weather Watch Group (CWWG) and other relevant 
feedback, such as availability of water in major reservoirs, availability / 
supply of important inputs including credit to farmers. 
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ii. Second advance estimates 
 

The second assessment of crop forecast is prepared sometime in the month 
of January when the advance estimates of Kharif crops prepared during the 
National Conference of Agricultural for Rabi Campaign may undergo a 
revision in the light of flow of more precise information from States. 

 
Around this time, the first advance estimates of Rabi crops are also 
prepared. 

 
iii. Third advance estimates 

 
The third advance estimates are prepared towards the end of March / April 
when the National Conference of Agricultural for Kharif Campaign is 
convened and the States come up with their assessment both for kharif and 
rabi crops.  

 
The earlier advance estimates of both Kharif and Rabi seasons are firmed up 
/ validated with the information available with State Agricultural Statistical 
Authority (SASA), the remote sensing data, the reports of Market 
Intelligence Units (MIU) as well as the model based yield forecast of rice and 
wheat made by Indian Meteorological Department (IMD) and the proceedings 
of CWWG. 

 
iv. Fourth advance estimates 
 
The fourth advance estimates are prepared in the month of June / July 
when the National Workshop on Improvement of Agricultural Statistics is 
held.  

 
Since most of the rabi crops get harvested by the end of May, SASA’s are in a 
position to supply the estimates of both Kharif and Rabi seasons as well as 
likely assessment of summer crops during the national workshop. 

 
Like third advance estimates, the fourth advance estimates are duly 
validated. 

 
The final estimates are released in December / January of the following 
agriculture year. 

 
2. National Agricultural Insurance Schemes (NAIS) vis-à-vis GCES 
 
Under NAIS, yield estimates is the primary input in deciding whether or not 
claims become payable, and if yes, the extent of compensation. If yield 
estimates were to be developed separately for crop insurance schemes 
(including erstwhile CCIS), not only an exclusive mechanism would have been 
required, but would have had increased cost of implementation of the scheme 
beyond the present limits.  
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Precisely, for this particular reason, it was decided to use yield estimates 
generated under GCES. However, some adjustments are made in the scope of 
GCES and in furnishing the yield estimates to suit the requirement of crop 
insurance scheme.  
 
Some of these are: 
 

a) The strata could be taluka / tehsil / block / revenue circle / phirka / 
mandal / hobli / village etc. 
 

b) The estimate at strata is required to be based on a sample size of a 
minimum of 8 to 16 CCE’s, depending on size of strata. 
 

c) The production estimates provided to the Government of India and yield 
estimates provided under NAIS ought to be based on same series of CCE’s 
(single uniform series) 
 

d) The yield estimates based on requisite number of CCE’s, will be 
furnished by the State mostly during January / February for Kharif and 
June / July for Rabi seasons. 
 

e) Standard procedures are developed for assessing the yields of multiple 
picking crops like cotton, chilly etc, in consultation with State and 
National Sample Survey Organisation (NSSO). 
 

f) A technical advisory committee (TAC) is constituted with representatives 
of NSSO, Government of India (Ministry of Agriculture), Indian 
Agricultural Statistical Research Institute (IASRI) and implementing 
agency (GIC) to examine sample size of CCE’s and also technical matters 
relating to adoption of threshold yield / actual yields. 

 
Test Yourself 3  
 
The final advance estimates of area and production and released in _________.  
 
I. December / January of the following agriculture year 
II. December / January of the current agriculture year 
III. March / April of the following agriculture year 
IV. March / April of the current agriculture year 
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D. Actuarial premium rating in crop insurance  
 
1. Premium rating – Objectives 
 
Premium rating techniques in the commercial insurance industry are intended to 
develop a price structure adequate to cover claims and the operating costs of 
the insurer and provide a reasonable profit which is not so high as to be non-
competitive.  
 
The secondary objectives of premium rating system are 
 

a) Stability  
 
The technique normally incorporates stability, especially for a product that 
is subject to infrequent occurrences of extremely severe events. 

 
b) Responsiveness  

 
i. The technique should be responsive to changes in loss exposures.  
ii. In some respects, responsiveness and stability are competing objectives. 
iii. However, both must be pursued. 

 
c) Provision for contingencies  

 
The technique should include some loading for the unknown. 

 
d) Encouragement / Incentive to insured 

 
Since premium rates are driven by expected losses, they can be made more 
affordable only if insured persons retain incentives to avoid losses when 
possible or to minimise the amount of loss, when it occurs 

 
e) Appropriately discriminatory 
 
To be effective, premium rates must be appropriate for the risk that is 
presented. 

 
2. Methods for deciding rates 
 
Most insurance literature identifies three generic methods for deciding rates 
 

a) Judgment 
 

i. This is the oldest method, in which the intuition of the rate maker plays 
a major role in setting the rate.  

ii. It is very useful in setting a rate for a new crop, as reliable data for an 
extended historical period rarely exists. 
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b) Loss ratio 
 

i. Simply put, the losses paid to by those policyholders are summed up and 
then divided by the sum of the premiums paid by those policyholders 
expressed on a current rate level.  

ii. It is a method for adjusting an existing premium rate. 
 

c) Pure premium method (Loss cost) 
 

i. It is a ratio of the losses paid to policyholders divided by the insurance 
provided to those policyholders.  

ii. The pure premium method calculates a new premium rate each time it is 
used whereas the loss ratio method adjusts a previously established 
premium rate. 

 
Besides the above, new set of methods based on mathematical or statistical 
modelling for losses occurring very infrequently with extremely 
unpredictable magnitude are also used as sophisticated techniques. 
 
As per UNCTAD document on “Agricultural Insurance in Developing 
Countries” a standard actuarial model for calculating the premium for crop 
insurance has not yet been developed. The document further states that 
specific formulae have been developed in different countries depending 
upon the parameters and variables of their programmes. 
 
A premium rate is only an estimate of the future requirements to pay losses. 
There is no such thing as “the one and only true” premium rating technique 
and rate. Though, the techniques used in countries like USA, Spain and 
Japan etc. by and large are from the same generic background, but are 
refined by use of modelling techniques and additional data on weather 
parameters. Well, under NAIS, it may be justified to begin with technique 
based on normal distribution, but the accuracy and success of premium 
rating in future lies in refining the technique based on inputs from other 
techniques / countries and  judgement of insurer.  

 
The premium rating technique produces only pure premium rate, which is 
grossed up to produce the final commercial rate. The loading items normally 
include: 
 
 Reserve for unexpected heavy losses  
 Administrative cost   
 Moral hazard  
 Anti-selection  
 Escalation in scale of finance / sum insured  
 Inconsistency in yield data  
 Profit margin   
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The weightage of each of the element will depend on the nature of crop 
insurance programme and a host of other considerations.    
  
Example 
 
Working example of premium and claims under NAIS 
 
Season: Kharif 2009                                                       Farmer: Kisan 
 
Parameters Rice Groundnut 

Area declared for availing loan (hectares)  3 2 

Loan availed  75,000 35,000 

Average Yield (based on preceding 3 or 5 years) 
Kg/ha 2500 1200 

Minimum Support Price (MSP) / Quintal 1500 2000 

Sum insured opted 1,25,000 50,000 
Actuarial Premium Rate 6.0% 8.5% 

Indemnity Limit 90% 80% 
  
1. Based on the above data, how much premium is the farmer required to 

pay? 
 

a) Threshold yield 
 

Crop Average yield * indemnity limit Result 

Rice 2500 * 90% 2250 kg/Ha. 

Groundnut 1200 * 80% 960 kg/Ha. 
 

b) Value of threshold yield  
 

Crop ((Threshold yield * MSP)/100 * Area 
declared for availing loan) 

Result 

Rice (1500 * 2250/100)*3 1, 01,250 
Groundnut (2000 * 960/100)*2 38,400 
 

c) 150% of value of average yield 
 

Crop 
((Average yield * MSP)/100 * 150%)* 

Area declared for availing loan) Result 

Rice ((2500*1500)/100*150%)*3 1,68,750 

Groundnut ((2000*1200)/100*150%)*3 72,000 
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d) Applicable premium rate for sum insured upto value of threshold yield 
 

Crop Particulars Value 

Rice Lower of 2.5% and 6.0% 2.5% 

Groundnut Lower of 3.5% and 8.5% 3.5% 

 
e) Premium rate for sum insured exceeding value of threshold yield (but 

not greater than 150% of value of average yield) 
 

Crop Value 
Rice 6% 
Groundnut 8.5% 

 Premium 
 

f) On sum insured upto value of threshold yield 
 

Crop 
Value of threshold yield * Applicable 
premium rate for sum insured upto 

value of threshold yield 
Value 

Rice 1,01,250 * 2.5% 2,531.25 

Groundnut 38,400 * 3.5% 1,344.00 

 
g) On sum insured exceeding value of threshold yield (but not greater 

than 150% of value of average yield) 
 

Crop 

(Sum insured opted - Value of threshold 
yield) * Premium rate for sum insured 

exceeding value of threshold yield (but 
not greater than 150% of value of 

average yield) 

Value 

Rice (1,25,000 – 1,01,250)*6% 1425.00 
Groundnut (50,000 – 38,400)*8.5% 986.00 
 

h) Total premium 
 

Crop Particulars Value 

Rice 2531.25 + 1425.00 3956.25 

Groundnut 1344.00 + 986.00 2330.00 

Total  6286.25 
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2. Claims 
 
What’s the claim payable to the farmer if actual yield during the season is 1500 
kg/ha. for Rice and 600 kg/ha. for Groundnut? 
 
 
Claims payable 
 

Crop 
Claims payable =  
(Threshold yield - Actual yield) x Sum insured Value 

Threshold yield 

Rice 
(2250 – 1500) x 1,25,000 

41666.67 
2250 

Groundnut 
(960 – 600) x 50000 

18750.00 
960 

Total  60416.67 
 
 
Test Yourself 4  
 
The threshold yield under NAIS is a function of _________.  
 
I. Average yield and Indemnity limit 
II. Sum insured and Indemnity limit 
III. Area declared for availing loan and Indemnity limit 
IV. None of the above 
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E. Pilot modified National Agricultural Insurance Scheme (mNAIS) 
 
Improvements and features 
 
Government of India approved the modified National Agricultural Insurance 
Scheme (mNAIS) as a pilot to be implemented in 50 districts, from Rabi 2010-11 
season. The pilot mNAIS has been introduced based on the review of the 
existing NAIS, which is implemented since the past 10 years. The major 
improvements in the pilot mNAIS over NAIS are as follows 
 

i. Premium rates would be actuarial and supported by up-front subsidy in 
premium. Insurer would be responsible for the claims liabilities 

ii. Insurance unit for major crops is village panchayat or any other 
equivalent unit with 3 to 4 villages 

iii. Preventable sowing /planting risks and for post-harvest losses are 
covered under insurance 

iv. Individual farm level assessment of losses to be done in case of localised 
calamities, like hailstorm and landslide  

v. On-account payment up to 25% of likely claim will be released as 
advance, for providing immediate relief to farmers in case of severe 
calamities  

vi. Threshold yield will be based on average yield of past seven years, 
excluding upto two years of declared natural calamities  

vii. Minimum indemnity level of 70% is available (instead of 60% as in NAIS).   
 
The broad features of the modified scheme are as follows: 
 
1. Insurance company 
 
In addition to Agriculture Insurance Company of India Ltd., private sector 
insurance companies with adequate infrastructure and experience will be 
allowed on selective basis to implement the scheme by the implementing States 
from out of the companies short listed by the department of Agriculture and 
Cooperation. 
 
2. Crops Covered 
 
 Food crops (Cereals, Millets and Pulses) 
 Oilseeds  
 Annual Commercial / Horticultural crops  

 
The crops are covered subject to availability of: 
  

a) The past yield data based on Crop Cutting Experiments (CCEs) for 
adequate number of years, and  

b) Requisite number of CCEs are conducted for estimating the yield during 
the proposed season. 
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Ten years historical data is adequate for setting premium rates, fixing 
indemnity limit and threshold yield etc.  Wherever such historical yield data at 
insurance unit is not available for some years, the data of nearest neighbouring 
unit / weighted average of contiguous units / next higher unit can be adopted, 
subject to appropriate loading in the premium rate, if necessary. 
 
3. States and areas covered 
 

a) mNAIS as a pilot, is to be implemented in 50 districts during the balance 
period of XI plan period.  

b) These districts are to be identified in consultation with the States/UTs. 
 
4. Farmers’ covered 
  
All farmers including sharecroppers, tenant farmers growing the notified crops 
in the notified areas are eligible for coverage.   
  
The term farmer includes: 
 

a) Individual owner-cultivator/ tenant farmers/ share croppers. 
b) Farmers enrolled under contract farming, directly or through promoters 

/ organisers 
c) Groups of farmers / societies serviced by fertiliser companies, pesticide 

firms, crop growers associations, self-help groups (SHGs), non-
governmental organisations (NGOs), and others 

  
5. Farmers covered 
 
The scheme will extend coverage component-wise 
 

a) Compulsory component: mNAIS is compulsory for all farmers availing 
seasonal agricultural operations (SAO) loans from financial institutions. 

b) Voluntary component: mNAIS is optional for all non-loanee farmers 
 
6. Risks covered  
  

a) Standing crop (sowing to harvesting) 
 

Comprehensive risk insurance is provided to cover yield losses due to non-
preventable risks such as: 
 
i. Natural fire and lightning 
ii. Storm, Hailstorm, Cyclone, Typhoon, Tempest, Hurricane, Tornado etc. 
iii. Flood, Inundation and Landslide 
iv. Drought, Dry spells  
v. Pests/ Diseases etc. 
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b) Prevented sowing / Planting risk 
 

i. In case farmer of an area is prevented from sowing / planting due to 
deficit rainfall or adverse seasonal conditions, such insured farmer who 
failed to sow / plant (but otherwise has every intention to sow / plant 
and incurred expenditure for the purpose), shall be eligible for 
indemnity. 

ii. The indemnity payable would be a maximum of 25% of the sum-insured.  
iii. The scale of payment for different crops will be worked out by 

implementing agency in consultation with experts. 
 

c) Post-harvest losses 
 

i. Coverage is available only for those crops, which are allowed to dry in 
the field after harvesting against specified perils of cyclone in coastal 
areas, resulting in damage to harvested crop.   

ii. Further, the coverage is available only upto a maximum period of two 
weeks from harvesting.   

iii. Assessment of damage will be on individual basis. 
 
7. Sum insured / Limit of coverage 
 
In case of loanee farmers under compulsory component, the sum insured would 
be at least equal to the amount of crop loan sanctioned/advanced, which may 
extend up to the value of the threshold yield of the insured crop at the option 
of insured farmer.  
 
Where value of the threshold yield is lower than the loan amount per unit area, 
the higher of the two is the sum insured. Multiplying the notional threshold 
yield (district/region/state level) with the minimum support price (MSP) of the 
current year arrives at the value of threshold yield. Wherever current year’s 
MSP is not available, MSP of previous year shall be adopted. The crops for 
which, MSP is not declared, farm gate price established by the marketing 
department / board shall be adopted. 
 
Further, in case of loanee farmers, the premium payable by the farmers shall be 
financed by loan disbursing office of the bank, and will be treated as additional 
component to the scale of finance for the purpose of obtaining loan. 
  
For farmers covered on voluntary basis the sum-insured is upto the value of 
threshold yield of the insured crop. If the farmer so desires he may be provided 
with higher level of risk coverage. Sum insured up to 100% of threshold/average 
yield of notified area with normal premium subsidy but sum insured above 100% 
and up to 150% of the value of average yield without premium subsidy. 
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8. Premium rates and subsidy 
 
Premium rates are to be worked out on actuarial basis. However, the premium 
paid by the farmer is subsidised on the following lines 

 
Table 6.4   

 
S. No Premium slab Subsidy to Farmers 

1 Upto 2% Nil 
2 >2 - 5% 40% subject to minimum net premium of 2% 

3 >5 – 10% 50% subject to minimum net premium of 3% 

4 >10 –15% 60% subject to minimum net premium of 5% 

5 >15% 75% subject to minimum net premium of 6%. 
 
Before the start of each crop season, insurance companies shall work out 
actuarial premium as well as net premium rates (premium rates actually 
payable by farmers after premium subsidy) for each notified crop through 
standard actuarial methodology approved by the Govt. of India.  
 
Premium structure would be worked out with a discount provision on the 
premium in respect of insurance unit where all farmers have adopted better 
water conservation and sustainable farming practices for better risk mitigation. 
  
9. Sharing of risk 
  
All claims will be borne by insurance company.   
  
10. Scheme Approach and Unit Of Insurance 
    

a) Widespread calamities 
 

i. The scheme would operate on the basis of ‘area approach’ i.e., defined 
areas for each notified crop for widespread calamities. 

ii. The defined area (i.e. unit area of insurance) is village panchayat or any 
other equivalent unit with 3 to 4 villages for major crops and for other 
crops it may be a unit of size in between village panchayat to taluka to 
be decided by the State/UT Govt. 

  
b) Localised risks 

 
i. In case of localised risks, viz. hailstorm and landslide, the claims will be 

assessed on individual basis. 
ii. For other calamities the assessment will be on the basis of ‘area 

approach’.  
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11. Seasonality discipline 
 
The broad seasonality discipline for loanee and non-loanee farmers can be as 
under 
 
Table 6.5   

 
Activity Kharif Rabi 

Loaning period (loan sanctioned) 
for loanee farmers covered on 
compulsory basis. 

April to June/ 
July 

October to 
December 

Cut-off date for receipt of 
proposals of farmers covered on 
voluntary basis. 

15th June / 
15th July 31st December 

Cut-off date for receipt of 
declarations of loanee farmers 
covered on compulsory basis from 
banks 

31st July 31st January 

Cut-off date for receipt of 
declarations of farmers covered on 
voluntary basis from banks 

31st July 31st January 

Cut-off date for receipt of yield 
data 

Within a month 
from final 
harvest 

Within a month from 
final harvest 

 
In case of kharif crops, the cut off dates are fixed in such a way that these 
dates correspond to historical onset / coverage by the south-west monsoon.  
Further, in case of three crop / season pattern, a modified discipline keeping in 
mind the overall seasonality discipline prescribed above, will be adopted by the 
State Level Co-ordination Committee on Crop Insurance (SLCCCI).   
  
Farmers covered on voluntary basis can buy insurance before actual sowing / 
planting based on advance crop planning for the season. For any reason, if 
farmer changes the crop planned earlier at the time of buying insurance, such 
changes should be intimated to financial institution at which insurance proposal 
was submitted, within 30 days from the cut-off date for buying insurance, 
accompanied by sowing certificate issued by concerned official of the State at 
village level.  
 
Where required, the farmer will pay the difference in premium or implementing 
agency will refund difference in premium, as per the premium structure. 
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12. Estimation of crop yield 
 
The State Government will plan and conduct the requisite number of crop 
cutting experiments (CCEs) for all notified crops in the notified insurance units 
in order to assess the crop yield. The State Govt. / UT will maintain single 
series of CCCEs and resultant yield estimates, both for crop production 
estimates and crop insurance.  
 
Planning and supervision for all CCEs will be of the same order as that of 
general crop estimation surveys (GCES). CCEs shall be undertaken per unit area 
/per crop, on a sliding scale, as indicated below 
 
Table 6.6  
 

S. No Insurance Unit Minimum sample size of CCEs 

1. District 24 

2. Taluka / Tehsil / Block  16 

3. Mandal / Phirka / Revenue Circle / 
Hobli or any other equivalent unit 

10 

4. Village Panchayat or any other 
equivalent unit of 3 to 4 villages 

08 for Ground nut, and 04 for
Other crops 

 
However, a technical advisory committee (TAC) comprising of representatives 
from Indian Agricultural Statistical Research Institute (IASRI), National Sample 
Survey Organisation (NSSO), Ministry of Agriculture (GOI) and implementing 
agency shall be constituted to decide the sample size of CCEs and all other 
technical matters. Inputs from satellite imagery could also be utilised in 
deciding sample size. 
  
In instances where required number of CCEs could not be conducted due to non-
availability of adequate cropped area, the yield data for such units can be 
generated by insurer, by proxy indicators, such as clubbing with neighbouring / 
contagious units, adopting yield of next higher unit, yield data generated by 
correction / correlation factor with next higher unit, etc. 
 
Alternative yield assessment techniques, such as satellite imagery, agro- 
meteorological and bio-metrics and a combination of such techniques, etc. can 
be explored and adopted after establishing reasonable level of standardisation. 
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13. Levels of indemnity and threshold yield 
  
Three levels of indemnity, viz., 90%, 80% and 70% corresponding to low, medium 
and high risk areas respectively shall be available for all crops. The criteria for 
deciding low and high risk will be determined by implementing agency.  
  
The threshold yield (TY) or guaranteed yield for a crop in a insurance unit shall 
be the average yield of the preceding 7 years excluding the year(s) in which a 
natural calamity such as drought, floods etc. may have been declared by the 
concerned Government/authority, multiplied by level of indemnity. However, it 
may be ensured that at least 5 years’ yield data is available for calculating the 
threshold yield. 
 
14. Nature of coverage and indemnity 
 

a) Widespread calamities 
 

If the ‘Actual Yield’ (AY) per hectare of the insured crop for the defined 
area [on the basis of requisite number of crop cutting experiments (CCEs)] in 
the insured season, falls short of the specified ‘Threshold Yield’ (TY), all the 
insured farmers growing that crop in the defined area are deemed to have 
suffered shortfall in their yield. The scheme seeks to provide coverage 
against such contingency.   

  
‘Indemnity’ shall be calculated as per the following formula  

  

farmer thefor  insured Sum
 yieldThreshold
 yieldin Shortfall

  

 
Shortfall = (Threshold yield – Actual yield) for the defined area 

 
i. On account payment of claims 

   
In case of adverse seasonal conditions during crop season, claim amount 
upto 25% of likely claims would be released in advance subject to 
adjustment against the claims assessed on yield basis. The on-account 
payment will be considered only if the expected yield during the season is 
less than 50% of normal yield.  

 
The criteria for deciding on-account payment of claims shall be based on 
proxy indicators such as weather, agro-meteorological data / satellite 
imagery/acreage damaged or such other indicators to be decided by the 
Government, and will be implemented in States and for crops for which such 
proxy indicators can be established.  
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ii. Prevented Sowing / Planting claims                                             
 

The extent of claims payable will be decided in respect of the insurance unit 
area on the basis of rainfall position issued by the concerned office of India 
Meteorological Department (IMD) for the area during the sowing season and 
acreage-sown particulars issued by the State Government. 

 
Other authentic rain gauge stations which the government shall install for 
the purpose / insurer / insurer nominated agencies can also be considered 
for the purpose of measuring rainfall. The maximum claims payable will be 
25% of the sum-insured. Having received indemnity based on prevented 
sowing / planting, the insurance cover is automatically terminated. 

 
iii. Post-harvest losses 

 
Coverage is available only for those crops, which are allowed to dry in the 
field after harvesting against specified perils of cyclone in coastal areas, 
resulting in damage to harvested crop lying in the field in ‘cut and spread’ 
condition. In other words, the crop, which after harvest is left in the field 
for drying, is only covered against the peril specified above. 

 
The State/ UT concerned will bring out the list of such crops in consultation 
with implementing agency. The harvested crop bundled and heaped at a 
place before threshing is beyond coverage under post harvest losses. 
Further, the coverage is available only upto a maximum period of two weeks 
(14 days) from harvesting.  Assessment of damage will be on individual basis. 

 
b) Localised risks 

 
The losses would be assessed on individual basis in case of loss / damage 
resulting from occurrence of identified localised risks viz. hailstorm and 
landslide. The cost of inputs incurred until the time of occurrence of peril, 
and the expected loss in final yield due to the peril, would form the basis 
for loss assessment.  

 
In case of localised risks, implementing agency may utilise the services of 
concerned departments of the State Government, such as agriculture, 
revenue etc. 

  
15. Reinsurance cover 
  
Efforts will be made by the implementing agency to obtain appropriate 
reinsurance cover for the scheme in the national / international reinsurance 
market. In the event of failure to procure such cover at competitive rates, and 
in case premium to claims ratio exceeds 1:5, at national level, the Government 
would provide protection to insurance company.   
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A catastrophic fund at the national level would be set up for this purpose, which 
would be contributed by the Centre and the State Governments on a 50:50 
ratio. The overall loss exceeding 500% would be met out of this fund. 
  
16. Important conditions/Clauses applicable for coverage of risk  
 

a) The banks will display the list of all insured farmers at the village 
panchayat office. Further, the banks will also display the list of 
beneficiary farmers together with claim amount soon after the claims 
are received from implementing agency. 
 

b) Implementing agency possesses the discretion to accept or reject any 
risk of defined area(s) for any crop(s) considering the prevailing 
agricultural situation.  Mere sanctioning / disbursement of crop loans 
and submission of proposals/ declarations and remittance of premium by 
the farmer / bank without explicit intent to raise the crop, does not 
constitute acceptance of risk by implementing agency. 
 

c) In the event of near total crop failure during early or mid season 
affecting the entire defined area, implementing agency shall adopt a 
graded scale indemnity settlement restricting the indemnity to the 
proportion of input cost upto that stage. The graded scale shall be 
worked out by implementing agency. 
 

d) Implementing agency if deemed necessary shall investigate the coverage 
on its own or by an agency appointed for the purpose and shall for this 
purpose utilise satellite imagery data for identification of anomalies in 
crop insurance coverage vis-à-vis actual field conditions. Upon 
identification of adverse phenomenon based on such investigations, 
implementing agency may resort to scaling down of sum insured. 

 
17. Monitoring and Evaluation 
 
The mNAIS shall be monitored closely at District, State and National levels by 
the State government, implementing agencies and Government of India. As the 
proposed mNAIS is to be implemented on a pilot basis in 50 districts, 
independent evaluation of the scheme shall be carried out after two years of 
implementation.  
 
Keeping this in view, an independent evaluation of pilot mNAIS may be carried 
out through study for assessing the impact and success of the scheme with 
respect to the set objectives and based on the findings of the evaluation study, 
possibility to extend the scheme to implement in all the districts in place of 
NAIS during XII five year plan would be examined.    
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Annexure-I 
 

NATIONAL AGRICULTURAL INSURANCE SCHEME (NAIS) 
(RASHTRIYA KRISHI BIMA YOJANA-RKBY) 

 
1. Objectives 
 
The objectives of the NAIS are as under: 
 

a) To provide insurance coverage and financial support to farmers in the 
event of failure of any of the notified crop as a result of natural 
calamities, pests and diseases 

b) To encourage the farmers to adopt progressive farming practices, high 
value in-puts and higher technology in agriculture 

c) To help stabilise farm incomes, particularly in disaster years 
  
2. Salient features of the scheme 
 

a) Crops covered 
 

The crops in the following broad groups in respect of which: 
 
i. The past yield data based on Crop Cutting Experiments (CCEs) is 

available for adequate number of years 
ii. Requisite numbers of CCEs are conducted for estimating the yield during 

the proposed season: 
 

 Food crops (Cereals, Millets and Pulses) 
 Oilseeds  
 Sugarcane, Cotton and Potato (Annual Commercial / annual 

Horticultural crops) 
 

Other annual commercial / annual horticultural crops subject to availability 
of past yield data will be covered in a period of three years. However, the 
crops which will be covered next year will have to be spelt before the close 
of preceding year. 

 
b) States and areas covered 

 
The scheme extends to all States and Union Territories. The States / UTs 
opting for the scheme would be required to take up all the crops identified 
for coverage in a given year.  
 
Exit clause: The States / Union Territories once opting for the Scheme, will 
have to continue for a minimum period of three years. 
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c) Farmers’ covered 
  

All farmers including sharecroppers, tenant farmers growing the notified 
crops in the notified areas are eligible for coverage.  

  
The scheme covers following groups of farmers 

 
i. On a compulsory basis: All farmers growing notified crops and availing 

seasonal agricultural operations (SAO) loans from financial institutions 
i.e. loanee farmers.  

 
ii. On a voluntary basis: All other farmers growing notified crops (i.e. non-

loanee farmers), who opt for the scheme 
 

d) Risks covered and exclusions 
 
Comprehensive risk insurance will be provided to cover yield losses due to 
non preventable risks such as  

  
 Natural Fire and Lightning 
 Storm, hailstorm, cyclone, typhoon, tempest, hurricane, tornado 
 Flood, inundation and landslide 
 Drought, dry spells  
 Pests / Diseases   

 
Losses arising out of war and nuclear risks, malicious damage and other 
preventable risks shall be excluded. 

  
e) Sum insured / Limit of coverage 

  
The sum insured (SI) may extend to the value of the threshold yield of the 
insured crop at the option of the insured farmers. However, a farmer may 
also insure his crop beyond value of threshold yield level upto 150% of 
average yield of notified area on payment of premium at commercial rates.  
  
In case of loanee farmers the sum insured would be at least equal to the 
amount of crop loan advanced. 
  
Further, in case of loanee farmers, insurance charges shall be an additional 
to the scale of finance for the purpose of obtaining loan.  
  
In matters of crop loan disbursement procedures, guidelines of RBI / 
NABARD shall be binding. 

 



CHAPTER 6  PILOT MODIFIED NATIONAL AGRICULTURAL INSURANCE SCHEME (MNAIS) 

114  IC-71 AGRICULTURAL INSURANCE 

f) Premium rates 
 
No. Season Crops Premium rate 

1 Kharif Bajra and Oilseeds 3.5% of  SI or Actuarial rate, 
whichever is less  

  Other crops (cereals, other 
millets and pulses)  

2.5% of  SI or Actuarial rate, 
whichever is less 

2 Rabi  Wheat 
1.5% of  SI or Actuarial rate, 
whichever is less 

  Other crops (other cereals, 
millets, pulses and oilseeds)  

   2.0% of  SI or Actuarial rate, 
whichever is less  

3 
Kharif 
and 
Rabi 

Annual commercial / Annual 
horticultural crops Actuarial rates 

 
Transition to the actuarial regime in case of cereals, millets, pulses and 
oilseeds would be made in a period of five years. The actuarial rates shall be 
applied at District / Region / State level at the option of the State Govt. 
/UT.  

 
g) Premium subsidy 

 
50% subsidy in premium is allowed in respect of small and marginal farmers, 
to be shared equally by the Government of India and State/UT Govt. The 
premium subsidy will be phased out in a period of three to five years, 
subject to review of the financial results and the response of the farmers at 
the end of the first year of the implementation of the Scheme. 

  
The definition of small and marginal farmer would be as follows: 

 
Definition 
 
1. Small farmer  
 
A cultivator with a land holding of 2 hectares (5 acres) or less, as defined in the 
land ceiling legislation of the concerned State/ UT. 
 
2. Marginal farmer 
 
A cultivator with a land holding of 1 hectare or less (2.5 acres) 
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h) Sharing of risk 
  

Risk will be shared by implementing agency (IA) and the Government in the 
following proportion: 

  
i. Food crops and Oilseeds 

 
 Till complete transition to actuarial regime in a period of five years 

takes place, claims beyond 100% of premium will be borne by the 
Government.  
 

 Thereafter, all normal claims, i.e. claims upto 150% of premium will 
be met by IA and claims beyond 150% shall be paid out of corpus fund 
for a period of three years.  

 
 After this period of three years, claims upto 200% will be met by IA 

and above this ceiling, out of the corpus fund. 
 

ii. Annual commercial / Annual horticultural crops 
 
 Implementing agency shall bear all normal losses, i.e. claims upto 

150% of premium in the first three years and 200% of premium 
thereafter subject to satisfactory claims experience.  
 

 The claims beyond 150% of premium in the first three years and 200% 
of premium thereafter shall be paid out of corpus fund.  

 
 However, the period of three years stipulated for this purpose will be 

reviewed on the basis of the financial results after the first year of 
implementation and the period will be extended to five years if 
considered necessary. 

 
To meet catastrophic losses, a corpus fund shall be created with 
contributions from the Government of India and State Govt / UT on 50:50 
sharing.  A portion of calamity relief fund (CRF) will be used for contribution 
to the corpus fund.   

 
i) Area approach and unit of insurance 

  
The scheme would operate on the basis of ‘Area Approach’ i.e. defined 
areas for each notified crop for widespread calamities and on an individual 
basis for localised calamities such as hailstorm, landslide, cyclone and flood. 
The defined area (i.e. unit area of insurance) may be a Gram Panchayat, 
Mandal, Hobli,  Circle,  Phirka,  Block, Taluka  etc. to be decided by the 
State/UT Govt. However, each participating State / UT. Govt. will be 
required to reach the level of Gram Panchayat as the unit in a maximum 
period of three years. 

 

K .N. RAO
Sticky Note
The Government of India decided, starting from 2011, that all claims shall be the responsibility of the implementing agency
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Individual based assessment in case of localised calamities, to begin with, 
would be implemented in limited areas on experimental basis, initially and 
shall be extended in the light of operational experience gained. The district 
revenue administration will assist implementing agency in assessing the 
extent of loss.   

  
j) Seasonality discipline 

  
The broad seasonality discipline followed for loanee farmers will be as under 

 
Activity Kharif Rabi 

Loaning period April to September October to next March 

Cut-off date for receipt  
Of Declarations 

November May 

Cut-off date for receipt  
Of yield data January / March July / September 

 
The broad cut-off dates for receipt of proposals in respect of non-loanee 
farmer  will be as under: 
 
 Kharif season:  31st July 
 Rabi   season:  31st December 

 
 

However, seasonality discipline may be modified, if and where necessary in 
consultation with State / UT and the Govt. of India.  

  
k) Estimation of crop yield 

 
The State / UT Govt. will plan and conduct the requisite number of crop 
cutting experiments (CCEs) for all notified crops in the notified insurance 
units in order to assess the crop yield. The State / UT Govt. will maintain 
single series of crop cutting experiments (CCEs) and resultant yield 
estimates, both for crop production estimates and crop insurance. 

 
Crop cutting experiments (C.C.E.) shall be undertaken per unit area / per 
crop, on a sliding scale, as indicated below 

  

No. Unit Area Minimum number of C.C.E.s 
required to be done 

1. Taluka / Tehsil / Block  16 

2. 
Mandal / Phirka / any other smaller 
unit area comprising 8-10 villages 10 

3. Gram Panchayat comprising 4-5 
villages 

08 

K .N. RAO
Sticky Note
From 2012, the number is reduced to 04 for all crops except groundnut
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A technical advisory committee (T.A.C.) comprising representatives from 
N.S.S.O., Ministry of Agriculture (G.O.I.) and IA shall be constituted to decide 
the sample size of CCEs  and all other technical matters. 
 

l) Levels of indemnity and threshold yield 
 

Three levels of indemnity, viz. 90%, 80% and 60% corresponding to low risk, 
medium risk and high risk areas shall be available for all crops (cereals, 
millets, pulses and oilseeds and annual commercial / annual horticultural 
crops) based on coefficient of variation (C.V) in yield of past 10 years’ data.  
However, the insured farmers of unit area may opt for higher level of 
indemnity on payment of additional premium based on actuarial rates. 
  
The threshold yield (TY) or guaranteed yield for a crop in a insurance unit  
shall be the moving average based on past three years average yield in case 
of Rice and Wheat and five years average yield in case of other crops, 
multiplied by the level of indemnity. 

 
m) Nature of coverage and indemnity 

  
If the ‘Actual Yield’ (AY) per hectare of the insured crop for the defined 
area [on the basis of requisite number of crop cutting experiments (CCEs)] in 
the insured season, falls short of the specified ‘Threshold Yield’ (TY), all the 
insured farmers growing that crop in the defined area are deemed to have 
suffered shortfall in their yield. The scheme seeks to provide coverage 
against such contingency.   

  
‘Indemnity’ shall be calculated as per the following formula 

  

farmer thefor  insured Sum
 yieldThreshold

 yieldin Shortfall
  

 
Shortfall = (Threshold yield – Actual yield) for the defined 
area  

   
n) Indemnity in case of localised risks 

 
Loss assessment and modified indemnity procedures in case of occurrence of 
localised perils, such as hailstorm, landslide, cyclone and flood where 
settlement of claims will be on individual basis, shall be formulated by IA in 
co-ordination with State / UT Government. 
  
The loss assessment of localised risks on individual basis will be 
experimented in limited areas, initially and shall be extended in the light of 
operational experience gained. The district revenue administration will 
assist IA in assessing the extent of loss.  
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o) Procedure for approval and settlement of claims 
  

Once the yield data is received from the State/UT Govt. as per the 
prescribed cut-off dates, claims will be worked out and settled by IA. The 
claim cheques along with claim particulars will be released to the individual 
nodal banks. The banks at the grass-root level, in turn, shall credit the 
accounts of the individual farmers and display the particulars of 
beneficiaries on their notice board.  

  
In the context of localised phenomenon, viz. hailstorm, landslide, cyclone 
and flood, the IA shall evolve a procedure to estimate such losses at 
individual farmer level in consultation with DAC/ State / UT.  Settlement of 
such claims will be on individual basis between IA and insured 

  
p) Financial support towards administration and operating (AandO) 

expenses 
 

The AandO expenses would be shared equally by the Central Government 
and respective State Government on sunset basis [100% in 1st year, 80% in 
2nd year, 60% in 3rd year, 40% in 4th year, 20% in 5th year and ‘zero’   
thereafter].   

 
q) Corpus fund 

  
To meet catastrophic losses, a corpus fund shall be created with 
contributions from the Government of India and State / UT on a 50:50 
sharing. A portion of calamity relief fund (CRF) shall be used for contribution 
to the corpus fund.  

 
The corpus fund shall be managed by implementing agency (IA). 

 
r) Reinsurance cover 

  
Efforts will be made by IA to obtain appropriate reinsurance cover for the 
proposed NAIS in the international reinsurance market. 

 
s) Management of the scheme, monitoring and review 

 
In respect of loanee farmers, the banks shall play the same role as under 
CCIS.  

  
In respect of non-loanee farmers, banks shall collect the premium along 
with the declarations and send it to IA within the prescribed time limits. 
However, in areas where IA has requisite infrastructure, a non-loanee 
farmer will have option to send premium along with declaration, directly to 
IA within the time limits. 

 

K .N. RAO
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A & O
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Selection of the banks will be on the basis of service area approach (SAA) of 
RBI or at the option of the banks (where co-operative banks have good 
network). The department of Agriculture, Agricultural Statistics, Directorate 
of Economics and Statistics, department of co-operation, Revenue 
department of the State Government will be actively involved in smooth 
implementation of the scheme. 

  
The scheme will be implemented in accordance with the operational 
modalities as worked out by IA, in consultation with department of 
Agriculture and Co-operation (GOI). 
  
During each crop season, the agricultural situation will be closely monitored 
in the implementing States / Union Territories. The State / UT department 
of Agriculture and district administration shall set up a District Level 
Monitoring Committee (DLMC), who will provide fortnightly reports of 
agricultural situation with details of area sown, seasonal weather 
conditions, pest incidence, stage of crop failure (if any) etc. 
 
The operation of the scheme will be reviewed annually, and modifications as 
may be required would be introduced. Periodic appraisal reports on the 
scheme would be prepared by Ministry of Agriculture, the Government of 
India / implementing agency.  

 
t) Implementing agency (IA) 

 
An exclusive organisation would be set up in due course, for implementation 
of NAIS. Until such time as the new set-up is created, the ‘GIC of India’ will 
continue to function as implementing agency. 

 
u) Benefits expected from scheme 

 
The scheme is expected to 

 
i. Be a critical instrument of development in the field of crop production 

and providing financial support to the farmers in the event of crop 
failure. 

ii. Encourage farmers to adopt progressive farming practices and higher 
technology in agriculture. 

iii. Help in maintaining flow of agricultural credit. 
iv. Provide significant benefits not merely to the insured farmers, but, to 

the entire community directly and indirectly through spill-over and 
multiplier effects in terms of maintaining production and employment, 
generation of market fees, taxes etc. and net accretion to economic 
growth. 

v. Streamline loss assessment procedures and help in building up huge and 
accurate statistical base for crop production.  
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Diagram 1: Flow chart of documentation and information 
 

 
 
Note: Claims are paid to Nodal bank, from where reach A/c of farmer through 
bank branch / PACS 
 
Test Yourself 5  
 
The risks covered under mNAIS do not include _______________. 
 
I. Natural fire and lightning 
II. Drought, dry spells 
III. Pests/ Diseases 
IV. Preventable risks 
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Summary  
 
a) National Agricultural Insurance Scheme is an important step in the crop 

insurance sector in India. 
 

b) The scheme is available to all the States and Union Territories and covers all 
natural and non-preventable risks. 
 

c) The scheme would operate on an area basis for widespread calamities and 
would undertake an individual approach in case of localised calamities. 
 

d) There are three levels of indemnity available under the scheme. 
 

e) To meet catastrophic losses a corpus fund with equal contributions from the 
State and the Centre has been formed. Claims beyond the limits of the IA 
shall be paid out of corpus fund for a period of three years. 
 

f) Presently NAIS is implemented by 25 States and 2 Union Territories, and 
annually insures close to 25 million farmers cultivating crops on over 35 
million hectares. 
 

g) The role of yield data in NAIS is seen in aspects such as deciding 
compensation, arriving at premiums and fixing maximum sum insured limits. 
 

h) Exposure rating method is being used to determine the pure premium rate 
under NAIS. 
 

i) Both, for loanee and non-loanee farmers sum-insured can be extended upto 
the value of 150% of average yield on payment of premium at commercial 
rate for sum-insured exceeding value of threshold yield. 
 

j) Under NAIS, yield estimates is the primary input in deciding whether or not 
claims become payable, and if yes, the extent of compensation. 
 

k) Government of India approved the modified National Agricultural Insurance 
Scheme (mNAIS) as a pilot to be implemented in 50 districts, from Rabi 
2010-11 season.      
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
50% subsidy in premium is allowed in respect of small and marginal farmers in 
case of NAIS.  
 
Answer 2   

  
The correct option is I. 
 
Shortfall in yield is the difference between threshold yield and the actual yield. 
 
Answer 3   

  
The correct option is I. 
 
The final advance estimates of area and production and released in December / 
January of the following agriculture year. 
 
Answer 4  

  
The correct option is I. 
 
The threshold yield under NAIS is a function of average yield and indemnity limit 
 
Answer 5  

  
The correct option is IV. 
 
The risks covered under mNAIS do not include preventable risks. 
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Self-Examination Questions  
 

Question 1  
 

Under NAIS farmers availing loans from financial institutions are covered on 
________ basis.  
 
I. Voluntary 
II. Compulsory 
III. First come first serve (FCFS) 
IV. None of the above   

 
Question 2  
 

Losses in NAIS are deemed catastrophic when ______________.  
 
I. Claims exceed 1.5 times the premium 
II. Claims exceed 5 times the premium 
III. Claims exceed 2.5 times the premium 
IV. None of the above 

 
Question 3  
 

The first official forecast of area and production of Kharif crop is prepared in 
the middle of ________.  
 
I. January 
II. March 
III. September 
IV. December 

 
Question 4  
 

Under mNAIS all the claims will be borne by _____________. 
 
I. Insurance company 
II. State Government 
III. Central Government 
IV. None of the above  
 
Question 5  
 

With regards to post-harvest losses coverage is available only upto a maximum 
period of __________.  

 
I. 7 days 
II. 14 days 
III. 15 days 
IV. 1 month 
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Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is II. 
 
Under NAIS farmers availing loans from financial institutions are covered on 
compulsory basis  
 
Answer 2  
 
The correct option is I. 
 
Losses in NAIS are deemed catastrophic when claims exceed 1.5 times the 
premium  
 
Answer 3  
 
The correct option is III. 
 
The first official forecast of area and production of Kharif crop is prepared in 
the middle of September.  
 
Answer 4  
 
The correct option is I. 
 
Under mNAIS all the claims will be borne by insurance company.  
 
Answer 5  
 
The correct option is II. 
 
With regards to post-harvest losses coverage is available only upto a maximum 
period of 2 weeks (14 days).  
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CHAPTER 7 
 

WEATHER BASED CROP INSURANCE 

 

Chapter Introduction 
 
“India Shining” today has much to thank the agricultural growth of the country. 
India has been implementing various crop insurance schemes to secure the 
farmers’ income, but with the introduction of weather based crop insurance, a 
new chapter has been opened. 
  
The chapter explores the general concepts related to weather insurance and the 
advantages offered. We look at rainfall based crop insurance with regards to 
various parameters and examine the conditions that trigger claims. We also look 
at the challenges faced by the system such as delay in collection of data, high 
cost of data from private players etc. We study the market response for 
weather based crop insurance systems and finally take a brief look at other 
models of crop insurance.   
 
Learning Outcomes 
 
A. Weather based crop insurance – Concepts 
B. Weather based crop insurance scheme – Rabi season 
C. Challenges 
D. Product design 
E. Market response 
F. Institutional players 
G. Realistic role of weather insurance 
H. Other index models of crop insurance 
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Look at this Scenario 
 
The past 
 
Majority of crop production in India is subject to the uncertainties of monsoon. 
Crop insurance has existed through many public sector insurance companies for 
decades now but farmers were not able to make the best of these schemes. 
Moral hazard was the biggest issue in such schemes. Insurance premiums were 
too low and policies too complex causing the policies to fail eventually and 
placing a heavy burden on the exchequer. There wasn't sufficient data to verify 
and settle claims efficiently. Public sector insurance companies looked at crop 
insurance as a liability and not as a business opportunity 
 
The present 
 
Keeping farmers happy seems to be good business. Farmer centric insurance 
could be the next big thing for the insurance companies. Rainfall insurance is 
fast gaining popularity and more is coming. Many insurers are trying out weather 
based crop insurance as a means to protect farm incomes.  
 
A. Weather based crop insurance – Concepts  
 
1. Introduction 
 
Weather index based insurance caught the imagination of the policy makers at 
the beginning of 21st century, and international financial institutions like the 
World Bank encouraging the pilots in low income countries where crop insurance 
could not take off for various reasons, including lack of historical yield or loss 
data. The basic purpose of ‘weather index’ insurance is to estimate the 
percentage deviation in crop output due to adverse deviations in weather 
conditions.  
 
There are crop modelling and statistical techniques to precisely workout the 
relationships between crop output and weather parameters. This gives the 
linkage between the financial losses suffered by farmers due to weather 
variations and also estimates the payouts that will be payable to them.   
 
It’s worth mentioning that the pioneering work on weather index insurance 
commenced as far back as 1912 by J S Chakravarthi, as a mechanism to 
compensate crop losses. It was between 1912 and 1920, Chakravarthi of Mysore 
State published technical papers on the subject of ‘Rainfall Insurance’ and a 
book entitled ‘Agricultural Insurance: A Practical Scheme Suited to Indian 
Conditions’, in 1920, describing how rainfall index  could be used to guarantee 
payouts to farmers due to adverse deviations.  
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He used rainfall data from 1870 to 1914 from India Meteorological Department 
(IMD) to demonstrate the utility of this index. Surprisingly, this piece of 
pioneering work, which is probably one of the earliest monographs on the 
subject, does not appear to have been taken into account in the analytical 
literature on agricultural insurance. It was some 85 years later that the policy 
makers of the modern world started advocating the very same index for low 
income countries. 
 
2. Weather index – Key advantages 
 
One key advantage of the weather index based crop insurance is that the claim 
payments could be made faster, also the insurance contract is more transparent 
and the transaction costs are lower. Because index insurance uses objective, 
publicly available data it is less susceptible to moral hazard. Most importantly 
there are many low income countries where no historical data whatsoever is 
available, except weather data, affording an opportunity to try out some sort of 
index insurance.  
 
There is now available a large amount of literature on weather index insurance, 
mostly commissioned by the World Bank. Thanks to the advocacy role played by 
the World Bank, many countries are piloting the weather index based crop 
insurance.  Countries like Mexico, India, Ukraine, Malawi, Ethiopia and China 
have been piloting weather index based crop insurance for some years, while 
others like Tanzania, Nicaragua, Thailand, Kazakhstan, Senegal, Morocco, 
Bangladesh, Vietnam, Caribbean Islands the weather index products are in 
development stage.   
 
3. Weather index insurance - Indian experience 
 
Thanks to availability of historical weather data for a large number of locations, 
dependence of agriculture on rains, and huge pool of scientific resources, India 
is in the fore-front of piloting different models of weather index insurance. 
Weather based crop insurance arrived in India during Kharif 2003 season by way 
of a pilot launched by ICICI Lombard General Insurance Company in 
Mahabubnagar district of Andhra Pradesh.  
 
Since then, Agriculture Insurance Company of India Limited (AIC) and IFFCO 
Tokio General Insurance Company have been piloting weather based crop 
insurance for different crops across different territories in the country. The 
Government realising the need for encouraging the pilot has been supporting 
the programme since 2007 by providing financial support in terms of up-front 
subsidy in premium.  
 
Consequently private sector insurers, besides AIC have been running pilots in 
various parts of the country. During 2011-12 about 11 millions farmers were 
insured under the government supported weather insurance pilot.   
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The weather parameters so far indexed include rainfall (deficit, excess, dry-
spell, wet-spell), temperature (minimum, maximum, mean), humidity, wind 
speed etc. 
 
Example 
 
Weather based crop insurance contract 
 
Let us look at a weather based crop insurance contract 
 
Varsha Bima (Deficit rainfall: Aggregate model) 
 
Season span / Period of insurance 1st June to 30th September 
Reference IMD rain-gauge station Lucknow (UP)  
Rain-gauge station’s jurisdiction for insurance Badagaon and Babina Blocks 
Normal rainfall 853  MM 
Crop Paddy 
Maximum pay-out 18,000 
Premium (per hectare) XXX 
Pay-out structure (per hectare compensation at various levels of deviations) 

Rainfall Range 
MM 

Payment 
Rs/MM 

Rainfall Range 
MM 

Payment 
Rs/ MM 

640-682 10.77 597-640 11.99 
554-597 13.32 512-554 14.80 
469-512 16.47 426-469 18.30 
384-426 20.35 341-384 20.40 
298-341 20.45 256-298 20.56 
213-256 20.65 170-213 20.78 
128-170 20.87 85-128 20.93 
42-85 21.00 0-42 21.10 

How to read the contract 
 Payout starts once the negative deviation in rainfall touches 20%.  
 In case of Lucknow, the strike point is 682 MM.  
 If, say actual rainfall is 650 MM, the payout per hectare of paddy is 

‘deviation in rainfall’ (as against normal), multiplied by ‘payment per MM 
deviation’ at a given range.  

 In this case, it is 203 MM (853 – 653) X ` 10.77 = 2186.  
 If the actual rainfall is, say 426 MM (50% of normal), the payout is 8690.  
 At 100% deviation, the payout is full sum insured, i.e. 18000. 
 As per the above table for Lucknow (Uttar Pradesh), the claim pay out starts 

once the adverse deviation in rainfall touches 20%.  
 At this deviation, the insured farmer would receive approx. 20% of sum 

insured as claim.  
 Broadly the farmer would receive 50% of the sum insured if the deviation of 

rainfall were 50% and 65% if the deviation of rainfall is 70%. 
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Test Yourself 1  
 
Identify the correct statement with regards to weather index based crop 
insurance.  
 
I. Weather index based crop insurance contract is not transparent.  
II. Weather index based crop insurance has high transaction costs. 
III. Claims can be settled faster in weather index based crop insurance. 
IV. None of the above 
 

 
B. Rainfall based crop insurance 
 

1. Deficit rainfall 
 

Triggers have been fixed keeping in mind the moisture/water requirement of a 
particular crop to produce a normal yield. For Groundnut, the 4 key crop- stages 
identified are: 
 

 Sowing and Germination  
 Vegetative phase 
 Flowering and Pegging 
 Pod formation and Maturity  

 

Sum Insured for deficit rainfall (i.e. the maximum pay-out) has been distributed 
over the 4 key crop-stages keeping in mind the relative importance of each 
stage.  
 

The table below shows the crop-stage and corresponding calendar period, 
weather-trigger (i.e. the minimum amount of rainfall below which pay-out 
starts), exit (Rainfall at which full pay-out is given), pay-out for each mm. of 
rainfall below the trigger and the maximum pay-out for each crop-stage 
Table 7.1  
 

No Crop Stage Calendar 
Period 

Trigger (mm) Exit 
(mm) 

Payout 
(mm) 

Max. 
Payout 

1 
Sowing and 
Germination 
(21 days) 

10th – 30th 
June 

30 mm over any 
3 consecutive  

days 

10 
mm 

100  
per mm 2000 

2 
Vegetative 
phase 
(31 days) 

1st – 15th July 
16th  – 31st 

July 

50 
50 

10 
10 

75 
75 3000 

3 
Flowering 
and Pegging 
(31 days) 

1st – 15th Aug 
16th – 31st 

Aug 

60 
60 

10 
10 

60 
60 3000 

4 

Pod 
Formation 
and Maturity 
(45 days) 

1st Sept – 
15th  Oct 80 30 60 3000 
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2. Excess rainfall 
 
An excess rainfall event takes into account the occurrence of rainfall magnitude 
that can be considered detrimental for the crop during a particular crop-stage. 
The insurance considers two-day rainfall during the key crop growth stages.  
 
For Groundnut, the 2 key crop stages identified w.r.t. excess rainfall are: 
 
 Flowering and Pegging  
 Pod formation and Maturity 

 
Triggers (2-day excess rainfall) have been fixed separately for each of the 2 
crop stages. These are 150 mm and 100 mm for the “Flowering and Pegging” 
and “Pod formation and Maturity” respectively. For any given event of “2-day” 
excess rainfall, the maximum pay-out is capped at 1000. Maximum pay-out 
under excess rainfall is fixed at 4000 per acre. The details of pay-out are given 
in the table below:  
 
Table 7.2   

 

No. Crop Stage 
Calendar 
period 

Trigger 
(mm) 

Exit 
(mm) 

Payout 
(/mm) 

Ax. 
payout 

1 Flowering and Pegging 
(31 days) 

1st – 31st 
August 

2 
 

150 15 

 
4000 

2 
Pod formation and 
Maturity 
(45 days) 

1st Sept – 
31st 

October 

2 
 100 15 
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Example 
 
Weather Based Crop Insurance Scheme: Rabi season 
 
District Ganganagar 
Tehsil  Ganganagar   
Crop Wheat 
Sowing  Standard Sowing Period 
Sum Insured per hectare 22,500 

Reference Weather Station 
IMD/ Automatic weather stations (AWS) at 
Ganganagar 

Case 1 
i. Cover: Heat or rise in mean temperature 
ii. Cover Objective: To cover anticipated yield loss due to rise in atmospheric 

temperature 
iii. Cover period: 1st January to 31st March 

Adverse Temp vs. Payout Table 
STANDARD SOWING PERIOD 

Period 
(Fortnight) 

Jan-1st 
Fortnight 

Jan-2nd 
Fortnight 

Feb-1st 
Fortnight 

Feb-2nd 
Fortnight 

Mar-1st 
Fortnight 

Mar-2nd 
Fortnight 

Fortnightly 
Trigger 
Temp. (°C)  
 

12.9 13.6 15.0 16.3 19.7 22.9 

Rise in  
Fortnightly 
Mean temp 
(°C) 

Payout (Percentage of Sum Insured) 

1.0       
2.0    3.82 4.31 4.31 
3.0    6.76 6.57 6.57 
4.0  3.99 3.53 9.92 8.39 8.39 
5.0 4.66 5.70 4.92 12.68 9.52 9.52 
6.0 6.60 7.04 9.20 15.17 10.78 10.78 

 
Description: 
i. The cover operates from 1st January to 31st March.  
ii. Payout starts if the mean temperature for any fortnight rises above certain critical 

level over and above the trigger temperatures.  
iii. The fortnightly trigger temperatures; payout (as % of sum insured) at a given level 

of rise in mean temperature during various fortnights is given in the table. 
iv. As an illustration, a rise in fortnightly mean temperature by 4 °C during 2nd 

fortnight of January would result in a payout of 3.99% of sum insured, i.e. ` 897.75 
per hectare or 359.10 per acre.  

v. The payouts determined on the above basis, in each of the fortnights shall be added 
for all the fortnights from January to March to arrive at the final payout under this 
cover subjected to the terms and conditions specified in the policy. 
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The total payout under this cover shall be capped at 13500 per hectare 
Case II 

i. Cover: Un-seasonal rainfall 
ii. Cover objective:To cover anticipated yield loss due to excess/ un-seasonal rainfall  
iii. Cover period:  1st Feb to 31st March 

Rainfall vs. Payout table 
    Standard sowing season 

Period 
(Fortnight) 

Feb-1st FN Feb-2nd FN Mar-1st FN Mar-2nd FN 

Daily Rainfall 
(mm) Excess 
over  

Payout (Percentage of Sum Insured) 

20 5 5 5 5 
30 10 5 5 5 
40 15 10 5 5 
50 20 15 5 5 

 
Description: 
vi. The cover operates from 1st Feb to 31st March.  
vii. Payout starts if the daily rainfall during any fortnight is above 20 mm or above. 
viii. The payout (as % of sum insured) at a given level of daily rainfall above 20 mm 

during various fortnights is given in the table.  
ix. As an illustration, a 45 mm rainfall on a day during 1st fortnight of February would 

result in a payout of 15% of sum insured, i.e. 3375.00 per hectare or 1350.00 per 
acre.  

x. The payouts determined on the above basis, in each of the days shall be added for 
all the days during the cover period to arrive at the final payout under this cover 
subject to the terms and conditions specified in the policy. 

 
The total payout under this cover shall be capped at 6,750 per hectare 

Case III 
i. Cover: Low temperature (frost) 
ii. Cover objective: To cover anticipated yield loss in the event of frost  
iii. Cover period: 1st December to 31st January 
 
 
Temperature of 0°C or below consecutively for 3 or more days 
Payout Table 
 
Event duration (no. of days) 3 4 5 
Payout (% of sum insured) 5 7 10 
Description: 
i. As an illustration, night temperature below 0 °C consecutively for 4 days would 

result in a payout of 7% of sum insured, i.e. 1575.00 per hectare or 630.00 per acre.  
ii. The payouts determined on the above basis from 1st December to 31st January shall 

be added to arrive at the final payout under this cover subjected to the terms and 
conditions specified in the policy. 

  
The total payout under this cover shall be capped at 2250 per hectare 

 
 



WEATHER INSURANCE - CHALLENGES  CHAPTER 7 

IC-71 AGRICULTURAL INSURANCE 133 

Test Yourself 2  
 
In case of rainfall based crop insurance claims cannot be triggered on the 
occurrence of _____________________.  
 
I. Deficit rainfall.  
II. Excess rainfall. 
III. Unseasonal rainfall. 
IV. Pests and diseases. 
 

 
C. Weather insurance - Challenges 
 
The challenges could be discussed under different sub-heads, as follows 
 
1. Weather data 
 

a) Weather stations density 
 

Historical weather data (other than rainfall) is available mostly at district 
headquarters, which corresponds to about 550 stations in the country. 
Considering India’s territorial extension (328 million hectares of 
geographical area combined with about 150 million hectares of cropped 
area), this network of 550 locations is far too sparse.  
 
Fortunately, though, rainfall data is in a better condition. About 3500 
stations are functional and a decent length of rainfall historical data is 
available. However, most locations also show large amount of data gaps. 
Current weather data is relatively better, but still not sufficient. 
Frequently, data for all days in the season is not guaranteed, as a large 
number of weather systems are mechanically/manually operated.  
 
In order for weather insurance to grow and to be used as a meaningful risk 
mitigation tool, it’s estimated that about 8000 automatic weather stations 
and about 32000 automatic rain gauges are needed.  

 
b) Delay in receiving current weather data from IMD / Government 

weather stations  
 

As mentioned earlier, the data costs for IMD / Government weather stations 
are greatly affordable. The data also carries the trust of the stakeholders. 
However, delay of 30 – 45 days in receipt of data is not helping the contract 
in giving expeditious payouts. The delay does not augur well with the 
reinsurers who would like to have data support almost on near ‘real time’ 
basis.  
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c) High cost of data from private data providers 
 

Noticing the business opportunities in the weather data sector, a few private 
data providers have already installed a network of weather stations, mostly 
at the behest of insurance companies.  

 

However, the cost of data from private data providers is still quite 
expensive for weather index insurance providers. It ranges from 2000 to 
5000 per month. These costs are unsustainable for weather index insurance 
businesses and should be lowered in order to allow for the scalability of 
weather index insurance.  

    
d) Reference weather station 

 
The client’s understanding of the product is not always correct. He often 
tends to think that the contract should pay if he suffers because of adverse 
weather, irrespective of the nature of the weather recorded by the 
reference weather station (RWS).  

 

The farmer would be more aggrieved if another farmer in the neighbouring 
area without suffering adverse weather on his farm was given a payout 
because the concerned RWS recorded adverse weather. There are also 
instances of farmers producing weather data of a Government weather 
station in the locality showing adverse weather to demand a payout, 
particularly when the RWS is private owned.   

 
e) Data calibration 

 
It has also been observed that there is a difference in weather recording of 
a Government owned weather station and that of AWS set up by a data 
provider in the same location. Private data providers often set up the 
weather stations in a residential area (as they need a telephone line and 
also security for the station), resulting in ‘island heat effect’ (minimum 
temperatures recorded being a degree or two higher than the real figure 
should have been).  

 

The Government has recently suggested the insurance companies to 
mandatorily use Government / IMD weather stations wherever such 
functional stations are available. 

 
Test Yourself 3  
 
The challenges faced by weather based crop insurance systems include_______. 
 
I. Weather stations density  
II. Delay in receiving weather data from Government stations 
III. High cost of data provided by private players  
IV. All of the above 
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D. Weather insurance product design 
  
1. Limited scope of weather insurance 
 

While weather index insurance is of recent origin, the country has been 
implementing an area-yield indexed crop insurance program (presently National 
Agricultural Insurance Scheme-NAIS), in operation since 1985. One advantage in 
this program is that it’s practically “all risk” insurance, covering all losses 
irrespective to the cause of loss.  
 
Further, the insurance unit under NAIS is gradually getting smaller, minimising 
the basis risk (major issue with weather index 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 below.  
 
Weather insurance seems to score better when it comes to data accuracy, 
transparency and quick settlement of payouts. On the other hand, area-yield 
insurance seems to perform better in terms of scope of insurance 
(comprehensive insurance), product design and, to some extent, lower basis 
risk.  
 
Comparison of Area yield and Weather based crop insurance. 
 

Table 7.3   
 

Parameter Area yield crop 
Insurance Weather based crop insurance 

Scope of 
insurance 

Practically all risk 
insurance cover (drought, 
excess rainfall, flood, 
hail, pest infestation, 
etc.) 

Parametric weather related risks like 
rainfall, frost, heat (temperature), 
humidity etc. are covered. However, 
these parametric weather parameters 
appear to account for majority of 
crop losses    

Designing  
Easy-to-design if 
historical yield data upto 
10 years’ is available 

Technical challenges in designing 
weather indices and also correlating 
weather indices with ensuing yield 
losses. Needs upto 25 years’ historical 
weather data 

Start-up 
Costs 

Relatively low High start-up costs 

Basis risk Moderate basis risk   

Basis risk with regard to weather 
could be high for rainfall and wind, 
and moderate for others like frost, 
heat, humidity etc. 

Objectivity 
Objectivity and 
transparency is relatively 
less  

Objectivity and transparency is 
relatively high 
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Data 
accuracy 

Yield data to some extent 
is open to manipulation, 
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 

Incentive to 
protect the 
crop 

Farmer has lesser 
incentive to protect the 
crop vis-à-vis insurance  

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

Loss 
assessment 
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 

Claim 
settlement  

Slow claims settlement Faster claims settlement 

Reinsurance Reinsurance is not easily 
available 

 Reinsurance is available 

  
Policy makers are especially concerned with the limited scope of weather index 
insurance, as insurance companies make concerted efforts to promote this non-
traditional insurance. There are still many weather events, such as hailstorm, 
thunderstorm, and floods that are difficult to cover under weather insurance. 
Moreover, pests and diseases, largely the inter-play of weather parameters, are 
also very challenging to cover under this modality. 
 
2. Weather insurance design challenges and Spatial basis risk 
 
The two biggest weaknesses and challenges of the present weather-based crop 
insurance program are: 
 
 Designing a proxy weather index with predictive capability to 

realistically measure crop losses (thus, is closer to the indemnity 
principle)  

 The basis risk 
 
The combined effect of the two challenges could be very disastrous for the 
success of weather insurance. Poor design of weather index may result in 
inability of the index in capturing the yield loss, while basis risk, on the other 
hand, may arise from poor density of weather stations. Both may lead to a 
similar problem, i.e. Index may not trigger a payout despite the occurrence of 
damages/loss at individual farm, or trigger a payout when loss did not occur.  
 
3. Technically complex products 
 
Insurers have to find a way to offer a technically sound product while keeping it 
simple and easily accessible to the farmer. Technically sound products may have 
better predictive capacity to capture risk, but may not be easy to understand. 
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Some products available in the market are complex, and not easy to 
understand. It’s important to make sure that weather insurance should present 
the right balance between technology and simplicity. 
 
4. Weather insurance products lack bench-marking 
 
Generally insurance companies tend to provide weather insurance products with 
proprietary standards, and consequently it’s not easy to compare the products 
offered by different insurance companies. By their very nature, weather 
insurance products are difficult to comprehend for a typical Indian farmer who 
is equipped with limited capacities and experience. The multitude of weather 
insurance products offered by various weather insurance providers necessitates 
the need for benchmarking the various products to enable the farmer to make 
an informed choice.  
 
Through benchmarking it may be ascertained whether the products offered by 
the different insurance companies carry at least comparable benefits 
(Protection vis-à-vis Premium). Weather insurance to succeed and to win the 
faith and trust of clients and the financial support of the Government and for 
orderly growth, would require a good deal of benchmarking. The Government 
can set up an appraisal mechanism to create benchmarking standards. Such set 
up could work as developmental and regulatory mechanism.   
 
5. Pricing calculation 
 
The pricing of weather insurance products is a subject of contention. Due to 
weather data uncertainty, weather cycles, climate change-induced extreme 
events, and many other factors, the loading on the expected loss (burning cost) 
is in multiples of 1½ to 2.  
 
In other words, if the expected loss is 100, the final premium charged will likely 
range from 150 to 300, depending on the uncertainty as perceived by the 
insurer. While insurers use weather uncertainty as a justification for high 
premium load, policy makers (Government) or the end-users (farmers) believe 
premiums should be lower.  
 
Test Yourself 4  
 
Spot the false statement from the list. 
 
I. Parametric weather related risks like rainfall, frost, heat (temperature), 

humidity etc. are covered under weather based crop insurance.  
II. Low start-up costs are associated with weather based crop insurance. 
III. High start-up costs are associated with weather based crop insurance. 
IV. Objectivity and transparency is relatively high in weather based crop 

insurance. 
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E. Market response 
 
1. Geographic spread and scaling up 
 

Despite the best efforts by the insurance companies in the past 5 years weather 
insurance products could not penetrate beyond the traditionally rain-fed 
agriculture areas. Some of these rain-fed areas too are finding it difficult to 
maintain the momentum in the absence of payouts in the initial years.  
 

A proper geographical spread can bring down the cost of insurance. The absence 
of geographical spread can seriously hamper the scaling up.    
 

2. Un-realistic expectations 
 

Farmers tend to expect the insurance to give them regular payouts. Actually, 
weather insurance is rightly or wrongly viewed as ‘money-back’ policy. With a 
premium rate of around 6% - 8%, weather insurance can pay about one full 
payout once in 20 to 25 years or a few partial payouts once in every 6 to 8 
years.  
 

Not giving regular payouts (may be once in 3 to 5 years) makes it very 
challenging to maintain weather insurance contracts year after year. Thus, 
weather indexed insurance might suffer unpopularity and a high level of 
contracts that are not renewed, especially if the initial years are payout-free.  
 
3. Product communication and Need for capacity building    
 

One of the most important reasons for low up-take of weather insurance is that 
either the product is too complex or it’s rarely understood by the stakeholders, 
including the farmers. If the experience of past 5 years is anything to go by, not 
all the policy makers have understood the product, leave alone the farmers. 
 

Sometimes insurers have over-sold the concept by projecting weather insurance 
as a ‘panacea’ for all the production risk problems in the agriculture sector. 
Over-statement of weather insurance benefits has also contributed to un-
realistic expectations by the market.  
 

Capacity building at different levels (Government, facilitators, channel partners 
etc.) and appropriately simple and down-to-earth product communication in the 
language the farmers understand will be the key for the scaling up.   
  
4. Reinsurers’ concerns of current seasons’ weather data 
 

Most reinsurers desire to receive the weather data on near ‘real time’ basis in 
addition to insistence on regular updates of how the insurance contract is 
performing given the weather conditions observed at the end of every week.  
 

While these expectations of reinsurers are normal, but in the absence of near 
‘real time’ data and the resources to monitor hundreds of  contracts on weekly 
basis, insurers are finding it tough to meet the reinsurers’ expectations and the 
international standards. 
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Test Yourself 5  
 
The market response to weather based crop insurance product can be improved 
by __________. 
 
I. Overstating benefits while selling the product.   
II. Giving half yearly weather data to the reinsurers. 
III. Ensuring a proper geographical spread of the product 
IV. None of the above 
 

 
F. Institutional players 
 
1. Government financial support 
 
Presently under NAIS, almost 95% of the Government’s support is coming in the 
form of claims’ financing (ex-post). Many States are satisfied with the 
arrangement because, primarily they are not required to pay the money until 
the payouts are decided, and secondly, it gives them the satisfaction that when 
claims are paid, the money goes directly to farmers instead of being kept by the 
insurer. 
 
However, in the case of Government-supported weather insurance, financial 
support is provided as an ex-ante subsidy for premium, while the payouts are 
the responsibility of the insurer. The arrangement, though, helps the 
Government in fiscal management by tying the amount of financial support. 
Some States, however, are not pleased since during normal (good) years, the 
premium, including the subsidy, is retained by the insurer.  
 
Test Yourself 6  
 
Spot the false statement. 
 
I. In case of weather insurance financial support is provided ex-ante.   
II. In case of weather insurance financial support is provided ex-post. 
III. The Government is charging service tax of weather insurance premiums. 
IV. None of the above 
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G. Realistic role of weather insurance 
 
The concept of weather insurance, with particular reference to the Indian 
agriculture, is sometimes overstated, often unrealistic expectations while 
undermining the problems and challenges. Nevertheless, weather insurance has 
a role to play, and the same is discussed below 
 
1. Weather index insurance products for crops where there exists no 

historical yield estimates 
 

a) There are still crops in India which do not have adequate historical yield 
data in some areas.  
 

b) Many of these crops do not lend themselves to ‘individual based 
insurance’ due to either low value or high complexity. 

  
c) Weather insurance could be the answer for these crops and areas.    

 
2. 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.    

 
3. Use of weather index to design double trigger insurance products 
 

a) The insurance product is to be developed on two independent 
parameters (triggers): 
 
 1st trigger being weather index and would operate early  
 2nd trigger being area yield estimate and operate after 

harvesting of the crop.  
 

b) Accordingly, each trigger may account for 50 percent of the payout. 
 
4. Design of macro level insurance products using weather index 
 

a) Weather index-based insurance could be an ideal tool for protecting a 
large portfolio at district, regional, or state level against drought or 
floods.  
 

b) District and State administrations 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.  

 
c) Thus, the macro level weather index could be constructed using the 

network of weather stations at District, Regional, or State level.   
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Ultimately, the success of weather insurance program in India would depend on: 
 

i. Weather insurance product design  
ii. Minimising the basis risk 
iii. Creating realistic knowledge of weather insurance through capacity 

building for different stakeholders and awareness programmes for 
farmers using appropriate rural communication 

iv. Adopting reliable and sustainable pricing (including governmental 
subsidies) Product servicing and timely payout  

 
Weather insurance can neither modify weather conditions, nor can it eliminate 
weather risk. However, it can certainly help manage weather risks in a more 
efficient way, if designed and used appropriately.  
 
Test Yourself 7  
 
Which of the following statements makes a case for weather based crop 
insurance? 
 
I. There are crops in India for which historical data is not adequately 

available.   
II. It could be an ideal mechanism to protect a large portfolio. 
III. Both I and II 
IV. None of the above 
 

 
H. Other index models of crop insurance 
 
1. Biomass (Crop health) index 
 
‘Biomass index’ based on satellite image derived from Normalized Difference 
Vegetative Index (NDVI) has been used in countries like United States of 
America, Canada and Spain for pasture and forage crops for some years. In India 
AIC started pilots in 2003 primarily to model the yield estimates as a substitute 
for manual system of yield estimation (to feed the yield index insurance).  
 
While the results were encouraging, AIC saw an opportunity to develop a trigger 
using the crop health (biomass) index, and accordingly piloted biomass trigger 
alongside weather trigger for wheat crop during 2005. The pilot was extended 
to gram as well during the subsequent seasons. Wheat is a winter crop in India 
sown during 2nd half of November and harvested towards end of (next) March, 
and research studies found that the average values of NDVI derived from 
satellite imagery taken during 3rd week of January and 2nd week of February 
found to have the highest correlation with the final yield.  
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AIC procured past 10 years satellite imagery for those periods and locations and 
constructed the index based on scaled NDVI. Based on the NDVI and yield 
correlation, the triggers have been defined at a level between 95 to 85 percent 
of past 10 years’ average. It has been found that the start-up costs are very 
huge on account of procurement of historical images and their processing. 
 
Calculation of current season’s NDVI too required ground-trotting so as to 
improve the accuracy of the calculated NDVI. Other insurance companies are 
also running pilots on this form of index insurance. 
 
2. Biomass index challenges 
 
Biomass index appears to hold great promise in future, and is most likely to be 
used to model the yield estimates, and a definite prospect for replacing manual 
yield estimation. However, at present there are many challenges, which need to 
be tackled before successfully using the biomass index either as an index or 
proxy for yield estimates.  Some of the challenges include 
 

a) High start-up costs 
 

b) Requirement of all-weather satellites (particularly during cloudy season) 
 

c) Costs associated with procurement of high resolution imagery data 
 

d) Requirement of frequent fly-overs (number of days pass before a 
satellite flies over the same territory) in order to capture key crop 
growth stages without fail). 

 
e) Challenge of accurately estimating NDVI in case of mixed / inter-crops 

 
f) Not suitable for tree (perennial) crops and crops where the economic 

product is formed below the surface (potato, peanut etc.) 
      
3. Multiple (index) trigger insurance products 
 
Experience of index based insurance products in India suggests that the various 
index products are not substitutes for each other, but largely complementary in 
nature. For example, between yield and weather index products, each have 
their strengths and weaknesses. Yield index insurance provides nearly all-risk 
cover, where as weather index insurance quick and timely payouts.  
 
A combination of these indices can bridge the ‘gap’ in indemnity and lower the 
basis risk.  An illustration is described, assuming that it’s proposed to use both 
‘Weather index’ and ‘Yield index’ as independent triggers so as to capture the 
best of both into the insurance product. Under this model the overall payout 
(compensation) comes from two different indices, viz. ‘weather index’ and 
‘yield index’, and both operate independently.  
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Example 
 
Assuming that ½ payout is determined by weather index and the balance  
½ payout by yield index, the sum insured (coverage) by the farmer is placed in 
two different ‘baskets’.  
 
Sum insured for a crop = 30000 
Insurance under weather index basket = 15000 
Insurance under area yield index basket = 15000 
Payout rate under weather index = 15% 
Shortfall in yield = 20% 
 
 
Total indemnity payable = 15% * 15,000 + 20% * 15,000 
Total indemnity payable = 5,250  
 
Multiple trigger products thus tend to bridge the ‘gap’ to some extent in 
indemnity and provides safe hedge against basis risk. 
 
Test Yourself 8  
 
Which of the following is not a challenge faced by Biomass index based 
insurance? 
 
I. Costs associated with procurement of high resolution imagery data 
II. Challenge of accurately estimating NDVI in case of mixed / inter crops 
III. Heavy manpower is required. 
IV. None of the above 
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Summary  
 
a) Weather index based insurance caught the imagination of the policy makers 

at the beginning of 21st century. 
 

b) Weather index based crop insurance has the advantage of faster claims 
processing, increased transparency and lower transaction costs. 

 
c) In rainfall based crop insurance triggers have been fixed keeping in mind the 

moisture/water requirement of a particular crop to produce a normal yield. 
 
d) The challenges to weather insurance include weather stations density, delay 

in receiving current weather data etc. 
 
e) Weather insurance product design needs to consider limited scope of 

weather insurance, design challenges and spatial risks etc. 
 
f) The market response to weather insurance products can improve if 

geographic spread and scaling up of the market is done, expectations are set 
right and products are made simple etc. 

 
g) Government help towards weather based insurance will provide a great 

boost. 
 
h) Other index models of crop insurance like Biomass (crop health) index can 

be used in conjunction with weather based insurance to develop multiple 
trigger products.  
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Answers to Test  Yourself  
 
Answer 1   

  
The correct option is III. 
 
Claims can be settled faster in weather index based crop insurance.  
 
Answer 2   

 
The correct option is IV. 
 
In case of rainfall based crop insurance claims cannot be triggered on the 
occurrence of pests and diseases. 
 
Answer 3   

  
The correct option is IV. 
 
The challenges faced by weather based crop insurance systems include weather 
stations density, delay in receiving weather data from Government stations and 
high cost of data provided by private players. 
 
Answer 4  

  
The correct option is II. 
 
High start-up costs are associated with weather based crop insurance.  
 
Answer 5  

  
The correct option is III. 
 
The market response to weather based crop insurance product can be improved 
by ensuring a proper geographical spread of the product. 
 
Answer 6  

  
The correct option is II. 
 
In case of weather insurance financial support is provided ex-ante. 
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Answer 7  
  

The correct option is III. 
 
There are crops in India for which historical data is not adequately available and 
also weather based insurance could be an ideal mechanism to protect a large 
portfolio. 
 
Answer 8  

  
The correct option is III. 
 
Biomass index does not require heavy manpower and can be a prospect of 
replacing manual yield estimation. 
 
Self-Examination Questions  
 
Question 1  

 
Spot the incorrect statement. In order for weather insurance to grow and be 
used as a meaningful risk mitigation tool __________________ 
 
I. More weather stations are needed. 
II. Efforts to receive data on a real-time basis need to be made 
III. Private weather stations should be exclusively used. 
IV. None of the above   

 
Question 2  
 
Statement I: Area yield insurance is practically all risk insurance 
Statement II: Weather based insurance is parametric insurance covering specific 
risks   
 
I. Statement I is true 
II. Statement II is true 
III. Statement I and II are true 
IV. Statement I and II are false 

 
Question 3  
 
_______________ is a challenge for weather based insurance.  
 
I. Complex weather insurance product 
II. Lack of objectivity 
III. Lack of transparency 
IV. None of the above 
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Question 4  
 
Success of weather insurance product will depend on _________________. 
 
I. Product design 
II. Minimising the basis risk  
III. Both I and II 
IV. None of the above  
 
Question 5  
 
Biomass index based on satellite image derived NDVI. NDVI stands for ______. 

 
I. Newly Developed Vegetative Index 
II. Normalised Difference Vegetative Index 
III. Negative Differential Vegetative Index 
IV. None of the above 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is III. 
 
Private weather stations are associated with high costs and hence may restrict 
the ability for weather insurance to grow and be used as a meaningful risk 
mitigation tool.  
 
Answer 2  
 
The correct option is III. 
 
Area yield insurance is practically all risk insurance and weather based 
insurance is parametric insurance covering specific risks. 
 
Answer 3  
 
The correct option is I. 
 
Complex weather insurance product is a challenge for weather based insurance.  
 
Answer 4  
 
The correct option is III. 
 
Success of weather insurance product will depend on product design and 
minimising the basis risk.  
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Answer 5  
 
The correct option is II. 
 
NDVI stands for Normalised Difference Vegetative Index.  
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CHAPTER 8 
 

TRADITIONAL CROP INSURANCE: UNDERWRITING 

AND CLAIMS 

 

Chapter Introduction 
 
The chapter looks at different forms of crop insurance such as hail insurance, 
floriculture insurance and horticulture insurance. The chapter discusses the 
scope of these insurance products, the perils covered and the policy conditions. 
We examine the experience of hail insurance in the USA and its use for the 
Indian market. Horticulture / Plantation (Inputs) insurance scheme is explained 
with respect to parameters such as crops covered, period of insurance and sum 
insured etc. Similarly we also look at comprehensive floriculture insurance and 
the benefits it offers to floriculture farms. 
 
Learning Outcomes 
 
A. Hail insurance 
B. Horticulture / Plantation (Inputs) insurance scheme 
C. Comprehensive floriculture insurance 
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Look at this Scenario 
 
 Many farmers are looking at 2012 as the year to make good returns on crops. In 
such a scenario crop insurance emerges as an important tool for farmers to 
protect themselves against weather disasters.  
 
Crop insurance is currently one of the hottest topics being discussed in farm 
policy circles. Significant progress in this direction can certainly improve the 
condition of the farmers in India while adding a few percentage points to the 
GDP. Traditional crop insurance is difficult to deliver in smallholder economies 
as it involves costly individual loss assessments and is prone to moral hazard and 
adverse selection.  
 
Index-based crop insurance, on the other hand, uses weather observations for 
losses in production or quality and does not require loss assessments. Index-
based crop insurance systems have lower administrative costs and are less 
technically complex than traditional crop insurance, but are exposed to basis 
risk (that is, mismatch between actual loss and insurance indemnity) and only 
cover selected perils. However crop insurance schemes like hail insurance, 
horticulture / plantation (inputs) insurance scheme and comprehensive 
floriculture insurance may indeed provide fairly substantial decreases in risk 
exposure 
 
B. Hail insurance  
 
1. Introduction 
 
Hail insurance is one of the oldest lines of crop insurance. The first policies 
were written in Germany in 1791. It started in the USA in 1887. 
 
2. Nature of hail risk 
 
The occurrence of hailstorms is generally uncertain and erratic. Hailstorms 
often have specified paths and affect long strips of land, depending upon 
geophysical structures, topography of land and the timing of the occurrence. 
 
Although the area affected may not be large, the loss of crops could be 
devastating. In each country there is a discernible statistical pattern for the loss 
occurrences. Hail is a serious peril in Europe, Americas and Australia. Hail 
insurance therefore, is popular in Western Europe, North America and Australia. 
Presently it is not transacted in Asia as single or named peril insurance. 
 
3. Premium rates 
 
The rates for hail insurance premiums are generally determined by two factors: 
 
 Location 
 Crop type 
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Let us look at each in some detail. 
 

a) Location  
 

i. Hail insurance companies track historical data to determine the 
likelihood of a storm in any location.  

ii. These locations are broken into townships and ranges.  
iii. These variations can cause premiums to vary from as low as 3% to as high 

as 10% within a few miles.  
iv. Of course different companies can read data in different ways and the 

rate will vary from company to company within the same location.    
 

b) Crop type 
 

i. The second factor determining the premium rate is crop type.  
ii. Crops vary in terms of how well they withstand hail damage.  
iii. The basic rate includes crops such as wheat, barley and oats.  
iv. Other rates rise in multiples of 2 or 3 times basic rates.  

 
Example 
 
Crops like canola, lentils or peas are 2 times basic rate.  
 
For example if the rate for wheat is quoted as 3.5%, then  
Canola in the same area would be quoted as 7%.  
 
Generally all companies group the same crops in the same category (basic, 
2*basic, 3*basic etc.). 
   
Premium rates must be constantly reviewed and adjusted as the main hail areas 
may change in the course of years. Long term statistics should be collected by 
individual regions (i.e. regions which are climatically homogenous) on individual 
crops and their incurred losses from specified causes, peril by peril. The 
calculated risk premium rate will have to be loaded for administration costs and 
margins for profit, catastrophic losses, high accumulation areas, as well as for 
any uncertainty of the statistical data available. 
 
If hail insurance is taken up and a new tariff has to be compiled, the insurer 
must become acquainted with the amount of rainfall and hail frequencies and 
intensities in the various regions by acquiring information from weather bureaus 
or meteorological stations, the observation period being as long as possible. 
 
Some general findings in this respect should be that with increasing heights 
above sea level, the hail risk increases. Warm and/or dry regions are more 
exposed to hail than cold and/or wet regions. In extreme cases, (i.e. cultivation 
very sensitive to hail grown in areas extremely exposed to hail), the premium 
may be 10 to 15 times higher than the basic premium. 
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Consideration should also be given to the growth of the crop insured, the 
growth stage the crop for the season especially exposed to hail and the period 
of insurance. 
 
4. Hail experience in the USA 
 
Private crop-hail insurance was first introduced in USA in 1887 by the 
continental insurance companies. The product experienced tremendous growth 
in the early 1900’s. However, following major claims resulting from the great 
plains storms of 1915 many companies were forced to withdraw from crop-hail 
insurance.  
 
The surviving companies amalgamated to form the Western Hail and Adjustment 
Association and developed a series of uniform adjustment techniques and a 
statistical base for actuarial analysis. These activities have been subsequently 
refined and developed to form the basis of the very successful crop-hail cover, 
which is extensively used by USA farmers. 
 
The particulars of hail insurance experience in the USA is summarised in the 
points mentioned below. 
 

i. In USA, crop hail insurance is primarily a private effort, contrary to 
Multi-Peril Crop Insurance (MPCI), which is of the Federal.  

ii. An MPCI policy protects against losses severe enough to significantly drop 
the whole farm's yield average. Crop-hail insurance, on the other hand, 
gives supplemental, acre-by-acre protection that more accurately 
reflects the actual cash value of damage from the hail. Part of a crop 
damaged by hail might be less than the deductible on an MPCI policy. In 
this instance, crop-hail insurance can fill the coverage gap.   

iii. Basic crop hail insurance covers losses caused by hail or lightning. 
However, perils like fire, wind, transit, reimbursement of replanting 
costs, and extra harvest expenses, etc can also be covered on optional 
basis. 

iv. Spot losses are determined per acre and are paid on the basis of percent 
damage less deductible multiplied by liability per acre.  

 
Example 
 

Sum insured (liability) US$ 400 per acre 

Deductible 20% 

Damage 70% 

Claim payable per acre (70%-20%)*Sum insured = US$200 
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5. Hail damage 
 
These damages can vary a lot, according to the nature of a specific hail event, 
the season and the value of the crops insured. A hail event can have a very local 
extent (i.e. one local thundercloud, which damages a few hectares or some 
square kilometres) or can have European dimensions, if a large thunder-front 
moves on for several hundred kilometres. The destructive power of a hail event 
can vary from local to regional level as well, depending on the size, the weight 
and the composition of the hailstones, the wind speed, and the wind direction.  
 
The season when a hailstorm strikes is very important and determines the 
degree of damage for a specific crop.  
 
Example 
 

Late hail damage in potatoes or sugar beet will destroy the green plants only 
but will have minor impacts to the yield.  
 

An early damage in several crops may be substituted to a certain extent if the 
growing conditions are fine afterwards. In some cases also a new sowing may be 
possible. 
 
Hence, a second check of the production by a loss adjuster shortly before the 
harvest may be necessary in order to estimate the losses correctly. 
 
The crop type damaged is also a very important issue.  
 
Example 
 

The average profit for field crops is generally low.  
 

For commercial and specific crops (i.e. grapes, apples, olives, salad, etc.) even 
local events can result in severe losses due to very high investment and profits 
per hectare. 

   
6. Hail Insurance – Indian scenario 
 
Hail is common occurrence in areas at the foot hills of the Himalayas, and 
causes heavy damages to both fruit crops and field crops. Of late, hail 
occurrences have also increased in western and central parts of the country, 
causing damage to standing crops. Hail in India occurs mostly between February 
and June, i.e. summer season.    
 

As mentioned in the previous paragraphs hail occurrence and its damage is 
peculiar and localised, and, therefore, it’s unlikely to be captured through 
index based insurance schemes (like NAIS or weather insurance). In view of this 
peculiarity NAIS provided for ‘individual assessment’ or ‘farm level’ assessment 
of losses caused by hail (under localised calamities), implemented on pilot 
basis.  
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The proposed modified NAIS (mNAIS) which is being implemented on pilot basis 
from Rabi 2010-11 season provides for this facility in all the areas under its 
pilot.  
 
Test Yourself 1  
 
Premiums or hail insurance are not determined by ____________.  
 
I. Location 
II. Crop type 
III. Size of farm 
IV. None of the above 
 

 
B. Horticulture / Plantation (inputs) insurance scheme 
 
1. Scope of cover 
 
Under this policy following horticulture and plantation crops can be covered 
 

Horticulture crops Plantation crops 

 Grape 
 Citrus (Orange, Lime, Sweet Lime), 
 Chikoo 
 Pomegranate 
 Banana 

 Rubber 
 Eucalyptus 
 Poplar 
 Teakwood 
 Oil Palm Plantations 
 All types of trees 
 Sugarcane 
 Tea 

 
2. Insured 
 

a) Individual farmer whether owner or tenant engaged in cultivation of 
above crops. 

 
b) However, a policy may be issued in the name of an association or an 

organised and registered body of farmers engaged in cultivation of the 
specified crops where such association / body has been formed and is 
functioning for the purpose of procurement of input 
processing/marketing of the produce and/or any other are recorded in 
schedule (to be attached to and forming part of the policy) in a manner 
that in the event of loss, claims can be assessed and settled on individual 
basis. 
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3. Perils covered 
 
The policy shall cover and seek to indemnify the insured to the extent of loss of 
input due to loss or damage to the insured tree/fruits (whichever is applicable 
depending on the crop insured) occasioned by operation of any one or more of 
the following perils either in isolation or in concurrence: 
 

a) Fire (Including Forest Fire and Bush Fire) 
b) Lightning 
c) Storm, hailstorm, cyclone, typhoon, tempest, hurricane, tornado whilst 

in direct and immediate operation over the insured area 
d) Flood and inundation (inspection report is necessary to cover these risks) 
e) Riot, Strike and Malicious Damage 
f) Acts of Terrorism 

 
These are termed as standard perils and are applicable for all type of insured 
fruit crops and plantation crops. Additional/optional cover as is applicable to 
specific crop can be granted on selective basis after evaluation of the proposal. 
 
4. Period of insurance 

 
Crop duration or twelve months (one year) whichever is shorter subject to the 
following 
 

a) This policy is valid for one season only.  
b) The policy period is taken from the date of payment of premium until 

crop in that season is harvested.  
c) The policy ceases after the harvest in the season for which the policy is 

issued. For fruit crops having season more than one year, appropriate 
additional premium will be charged.  

d) For Citrus, policy period will be one year from the date of issue of 
policy. 

e) Period of insurance in respect of sugarcane crop shall be extendable by 
such period beyond twelve months (up to a maximum of eighteen 
months) as may be necessitated by the variety grown. This will, 
however, entail additional premium on pro rata basis for such period as 
may be in excess of twelve months. 

f) In respect of Rubber, Eucalyptus and Poplar and trees where plants are 
first required to be raised in nurseries and then fields, the period of 
insurance shall commence after expiry of twelve months from 
transplanting (Nurseries are not covered) and policy for these crops can 
be issued on annual basis. 
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5. Sum insured 
 
a) Sum insured shall be based on the cost of cultivation or input cost i.e. 

cost of raising / development of insured trees.  
b) The policy will be issued for fixed sum insured, which is given separately 

under each crop.  
c) It may be noted that depending on the needs of clients, modified input 

cost clause can be considered by the head office if justifiable. 
 
6. Premium rate 
 
The following rates are minimum rates and are only indicative. Depending upon 
the experience for the crop, area and individual proposal, the head office will 
be quoting the rates. The premium should not be accepted unless head office 
confirms the rate. 
 
a) Horticulture Crops 

Citrus Fruits (orange, lime, sweet lime),  
Chikoo, Pomegranate, Banana, Grapes (standard 
cover)  

5% of sum insured 

Grape crop 
(Optional cover: Losses due to unseasonal rains 
and frost) 

Addl. premium @ 
1.50% of sum insured 

b) Plantations: Rubber, Eucalyptus, Poplar, 
Teakwood 

1.25% of sum insured 
 

c) Sugarcane 1.25% of sum insured 
d) Oil Palm : Part “A” 

Part “B” 
1.50% of sum insured 
2.00% of sum insured 

 
7. Franchise 

 
a) No claim shall be payable under the policy if the amount of claim 

assessed does not exceed 10% of sum Insured per acre or 1,000/- per 
affected acre whichever is lower. 

b) This franchise clause is not applicable for the fire losses under the 
sugarcane policy. 

 
8. Excess 

 
a) Insured shall be deemed to be his own insurer for first 20% of the claim 

assessed per acre.  
b) Only 80% of claim assessed shall be paid under the policy. 

 
9. Other deductions 

 
Losses due to any or all of the excluded peril and/or improper maintenance will 
be quantified and the said sum will be deducted from the loss assessed to arrive 
at the net loss payable. 
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10. Loss assessment method 
 

It should be clearly noted that the expenses incurred during the season for 
which the policy has been issued are only to be taken into account for the 
purpose of the policy. Expenses made prior to the season in question are not to 
be taken into account. Expenses for establishing an orchard from the date of 
establishment are outside the scope of the policy. 
 

For the purpose of indemnity, the policy is a valued policy and no statement of 
accounts of actual expenses incurred is required to be submitted by insured. 
Expenses from the previous harvest till the date on which the insured peril 
operates only should be taken into account as having spent for the purpose of 
the claim. Hence the claim cannot in any case be more than this amount. 
 

For calculating this amount sliding scales of inputs have to be attached to the 
policy as inputs clause. This inputs clause for each fruit crop is separate. The 
percentages given in the input clause have to be applied on the sum insured 
stated in the policy. 
 

The amount of claim payable under the policy shall be such sum arrived after 
applying the percentage of the loss of yield to the amount of the cost of inputs 
at which the insured perils causing the loss of yield operates, subject to the 
franchise, excess and deductions. 
 

11. Important policy conditions 
 

a) This policy is issued on “Input Cost” basis only and no other 
expenses/costs are indemnifiable. 

b) Failure to intimate the claim forthwith will forfeit all rights and benefits 
under the policy. 

c) Condition of average: If the insured has more than one acre of 
horticultural cultivation in any one location, he is expected to insure all 
of them, failing which, if claim arises, the same will be settled in the 
proportion insured acreage bears to total acreage. 

 

12. Long Term Policy 
 

Long term policy in respect of Eucalyptus and such other plants can be issued 
subject to approval of head office. It is pre-condition that entire premium will 
have to be collected in advance. 
 

Test Yourself 2  
 

Period of insurance for horticulture / plantation (inputs) insurance scheme is 
_________________. 
 

I. Crop duration or twelve months (one year) whichever is shorter 
II. Crop duration or twelve months (one year) whichever is longer 
III. 18 months 
IV. None of the above 
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C. Comprehensive floriculture insurance 
 
1. Scope of Cover 
 
Policy can be offered comprising the following sections 
 
 Damage to Poly House and its structure. 
 Damage to irrigation system. 
 Cover for death of plants. 
 Cover for loss of inputs due to damage to the flowers. 

 
a) Common perils 

 
The perils which are common to all the 4 sections above are 

 
i. Fire (including forest fire and bush fire) 
ii. Lightning 
iii. Storm, Hailstorm, cyclone, Typhoon, Tempest, Hurricane, Tornado, 

whilst indirect and immediate operation over the insured area 
iv. Flood and inundation 
v. Riot and strike 
vi. Act of terrorism 
vii. Earthquake, volcanic eruption or other convulsions of nature other than 

those specifically covered by this insurance  
 

b) Additional perils 
 

i. Section ‘A” and “B’ will also cover following additional perils: 
 
 Theft 
 Landslide 
 Accidental damage to machineries and pipelines 
 Bursting of pipelines 
 Machinery breakdown cover 

 
ii. Section C and D will cover additional perils as follows: 
 
 Insects 
 Mite 
 Pest and disease 
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2. Sum insured 
 
a) Poly-house 

 
Sum insured will be on market value basis and will comprise mainly the 
following items 

 
 Steel structure 
 Fabrication 
 Plastic and grippers 
 Plastic fitting charges 
 Gutter and poly-house 

 
b) Irrigation system 

 
Sum insured will be on market value basis with break-up of following items 

 
 Plastro make system 
 Valves and Pipes 
 Fitting Charges 
 Motors, 1Pump and other accessories 
 Reservoir 
 Transformer 

 
c) Cover for death of plants 

 
Sum insured per hectare will be as follows 

 
 Cost of saplings 
 Input cost from planting to first flowering i.e. incubation period of 

four months 
 Sum insured will be input cost on the lines of standard horticulture 

policy, which can be determined on the basis of the project in 
consultation with the proposer. 

 
3. Pre-inspection 
 
Each and every floriculture farm proposed for insurance will have to be 
inspected before acceptance by a reputed structural engineer having 
experience in designing poly-houses. Wherever risk improvisation of the 
following nature, is suggested by the structural engineer, such changes should 
be carried by the proposer. 
 

a) Strengthening of wind-ward side of poly-house by attaching additional 
wind bracers to each column from all the sides 

b) Bottom cord continuous and strong of 1½ inch diameter 
c) Span of the column in both the ends of poly house perpendicular to 

gutters reduced by putting additional columns 
d) Fees of structural engineer will be borne by the proposer himself 
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4. Premium rate 
 

a) For the farm having poly-house with aluminium grippers 1.5% 
b) For the farm having poly-house with plastic grippers 1.75% 

 
5. Excess 
 
There will be an excess of 25,000/- on each and every claim. 
 
6. Depreciation 
 
The policy will be issued incorporating depreciation clause as under 
 

a) Depreciation of 20% per year from the date of fixing will be applicable 
for poly film and plastic grippers 

b) Depreciation of 5% per year on all metal structures 
c) Policy will be issued on market value basis and not on reinstatement 

basis 
 
7. Co-Insurance 
 
The policy will have a co-insurance clause of 80:20 i.e. 20% loss to be borne by 
insured. 
 
Test Yourself 3  
 
Under comprehensive floriculture insurance each and every floriculture farm 
proposed for insurance _______________. 
 
I. Will have to be inspected by a reputed structural engineer before 

acceptance  
II. Will have to be of a specific size 
III. Need not be inspected by a reputed structural engineer before acceptance 
IV. None of the above 
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Summary  
 
a) Hail insurance is one of the oldest lines of crop insurance. 

 
b) The rates for hail insurance premiums are generally determined by location 

and crop type. 
 

c) In USA, crop hail insurance is primarily a private effort, contrary to Multi-
Peril Crop Insurance (MPCI), which is of the federal. 
 

d) Hail damages can vary a lot, according to the nature of a specific hail event, 
the season and the value of the crops insured. 
 

e) Horticulture / Plantation (Inputs) insurance scheme can cover horticulture 
and plantation crops. 
 

f) Standard perils like fire, lightning etc. are covered under horticulture / 
plantation (inputs) insurance scheme for crop duration or twelve months 
(one year) whichever is shorter. 
 

g) Expenses incurred during the season for which the policy has been issued are 
only to be taken into account for the purpose of the policy. 
 

h) Comprehensive floriculture insurance can cover damage to poly-house and 
its structure, damage to irrigation system etc. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
Premiums or hail insurance are not determined by size of the farm.  
 
Answer 2   

  
The correct option is I. 
 
Period of insurance for horticulture / plantation (inputs) insurance scheme is 
crop duration or twelve months (one year) whichever is shorter.  
 
Answer 3   

  
The correct option is I. 
 
Under comprehensive floriculture insurance each and every floriculture farm 
proposed for insurance will have to be inspected by a reputed structural 
engineer before acceptance.  
 
Self-Examination Questions  
 
Question 1  
 
Hail insurance started in USA in _________ 
 
I. 1889 
II. 1888 
III. 1887 
IV. 1886   

 
Question 2  
 
Under hail insurance what is true regarding sum insured?  
 
I. Sum insured shall be based on the cost of cultivation or input cost 
II. Sum insured shall be based on size of the farm 
III. Sum insured shall be based on location of the farm 
IV. None of the above 
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Question 3  
 
Loss assessment method for horticulture / plantation (inputs) insurance scheme 
takes into account___________.  
 
I. Expenses incurred during the season for which the policy has been issued 
II. Expenses incurred prior to the season 
III. Both I and II 
IV. None of the above 

 
Question 4  
 
Comprehensive floriculture insurance does not cover ____________. 
 
I. Damage to poly-house and its structure. 
II. Damage to irrigation system. 
III. Cover for loss of inputs due to damage to the flowers. 
IV. Cover for loss of output due to farmer's ill health. 
 
Question 5  
 
Period of insurance for citrus under horticulture / plantation (inputs) insurance 
scheme is __________. 

 
I. 12 months from the date of issue of policy 
II. 18 months from the date of issue of policy 
III. 6 months from the date of issue of policy 
IV. None of the above 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is III. 
 
Hail insurance started in USA in 1887.  
 
Answer 2  
 
The correct option is I. 
 
Under hail insurance sum insured shall be based on the cost of cultivation or 
input cost. 
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Answer 3  
 
The correct option is I. 
 
Loss assessment method for horticulture / plantation (inputs) insurance scheme 
takes into account expenses incurred during the season for which the policy has 
been issued.  
 
Answer 4  
 
The correct option is IV. 
 
Comprehensive floriculture insurance does not cover for loss of output due to 
farmer's ill health.  
 
Answer 5  
 
The correct option is I. 
 
Period of insurance for citrus under horticulture / plantation (inputs) insurance 
scheme is 12 months from the date of issue of policy. 
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CHAPTER 9 
 

AGRICULTURE INSURANCE IN OTHER COUNTRIES 

 

Chapter Introduction 
 
In this chapter we will do a review of agricultural insurance programmes on 
certain common parameters in seven important countries. You will also learn 
about the role of the Government in agricultural insurance and finally you will 
learn about micro insurance. 
 
Learning Outcomes 
 
A. Agricultural insurance in various countries 
B. Government’s role in agriculture insurance 
C. Micro Insurance 
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Look at this scenario 
 
Agriculture remains a source of livelihood for almost half of humanity. It is also 
a source of growth for national economies and can be a provider of investment 
opportunities for the private sector.  
 
However, millions of poor people face prospects of tragic crop failure or 
livestock mortality when, as a result of climate change, rainfall patterns shift or 
extreme events such as drought and floods become more frequent. Agricultural 
insurance is the key in assisting farmers, herders, and governments lessen the 
negative financial impact of these adverse natural events.  
 
The World Bank in 2008 started a review process of agriculture insurance in 65 
countries, and it took almost two years to prepare a unique review and compile 
the programmes on certain common parameters. This chapter looks at seven 
important countries where agriculture insurance is used as important risk 
mitigation tool, and is largely based on the World Bank’s review. 
 

 
A. Agricultural insurance in various countries 
 
1. Brazil 
 

a) History of agricultural insurance 
 

i. Formation of PROAGRO by Federal Government 
 
Public sector crop insurance in Brazil dates back to 1954 when the Federal 
Government of Brazil formed PROAGRO (Guarantee Program for Agriculture 
and Livestock Activities, Programa de Garantia da Actividade Agropequária), 
a national, individual grower multi-peril crop insurance (MPCI) program 
linked to crop credit.  

 
ii. State level insurance schemes 
 
Following this, various state governments formed their own public sector 
state-level crop and/or livestock insurance schemes. These state-level 
public sector MPCI programs carried high levels of premium subsidies. All 
operated at a financial loss. PROAGRO, however, continued to operate in 
2008 along with several other federal government crop insurance initiatives.  

 
iii. IRB monopoly reinsurer 
 
Between 1939 and 2007, the Brazilian insurance market was protected by 
law, and all reinsurances had to be offered to the national reinsurer, the 
Instituto Nacional de Resseguro do Brasil (IRB).  
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During this period the IRB acted as a monopoly reinsurer in the Brazilian 
market and international reinsurers were involved on a retrocession basis 
only.   
 
iv. Opening up of the Brazilian market 
 
The Brazilian market was opened up to competition in 2007, and the IRB was 
registered as a local reinsurer, IRB-Brasil Resseguros S.A.  

 
v. The first private sector crop insurance initiative 

 
In Brazil dates back to 1997/98 when Porto Seguro, in collaboration with 
Partner Reinsurance Company, Zurich Branch, started a private crop hail 
program for apples and pears in various southern states of Brazil.  

 
vi. Premium subsidies 
 
The federal government of Brazil is highly committed to promoting 
agricultural insurance and since 2005 has offered premium subsidies on 
private commercial agricultural insurance. This has been accompanied by a 
major expansion in commercial crop, livestock, and forestry insurance. 

 
b) Agricultural insurance market structure 

 
i. Commercial agricultural insurers 

 
In the past decade the private insurance sector has started to become 
actively involved in agricultural insurance in Brazil. In 2003 there were only 
two commercial agricultural crop and / or livestock insurers in the market, 
but in 2007, seven private commercial companies were actively underwriting 
crops and/or forestry and/or livestock.  
 
Aliança do Brasil is the largest commercial crop insurer with about 51% of 
the market premium volume in 2007/08, followed by Nobre Seguros with a 
22% market share. In 2008, a total of eight private commercial companies 
were operating in the Brazilian agricultural insurance market. 

 
ii. Public sector crop insurance 

 
The PROAGRO program has been administered through the Central Bank of 
Brazil and is a Federal Government individual grower subsidised MPCI 
program which is designed to ensure that, in the event of crop failure, the 
growers’ production credit repayments are guaranteed as well as a 
percentage of the expected net revenue for that crop.  
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The PROAGRO traditional program was extensively reformulated in 2004 and 
two new programs were created: 
 
 PROAGRO MAIS (PROAGRO “More”), and  
 SEAF (Insurance for Family Agriculture, Seguro da Agricultura Familiar) 
Both of these programs are compulsory crop-credit insurance programs 
targeted at smallholder farmers who access seasonal production credit from 
PRONAF (National Program for the Strengthening of Family Agriculture – 
Programa Nacional de Fortalecimento da Agricultura Familiar).  
 
SEAF is administered by the Secretariat of Family Agriculture (Secretaria de 
Agricultura Familiar) and the Ministry of Agrarian Development (Ministério 
do Desenvolvimento Agrário). 

 
c) Agricultural insurance products available 

 
i. The range of private sector commercial crop, livestock, and forestry 

insurance products available in Brazil are reported in table shown below.  
 

ii. Individual grower MPCI yield based indemnity cover for soybeans, 
maize, wheat, and other grain crops is the most common product 
underwritten by six companies.  
 

iii. This is followed by a damage-based fruit hail policy (underwritten by 
four companies) 
 

iv. Since 2004 forestry fire plus allied-peril insurance (underwritten by 
five companies) 
 

v. Livestock and/or bloodstock insurance have been offered by Porto 
Seguro and Seguradora Brasileira Rural for a number of years, but in 
2008 Porto Seguro has exited from this class of business. Cover is 
restricted to accident and mortality cover in cattle and horses, and 
epidemic disease cover is currently not insured. There is a very small 
amount of mortality insurance for sheep.  
 

vi. For a number of years, one company, Nobre Seguros, in conjunction with 
Agrobrasil, underwrote a crop area-yield index insurance program in 
Rio Grande do Sul State for hybrid maize seed, but this state 
government-subsidised program has not been renewed in 2008/09.  
 

vii. The PRAGRO policy is an individual grower MPCI yield shortfall product 
which covers a wide range of climatic and naturally occurring perils and 
uncontrollable pests and diseases and which indemnifies losses that 
exceed 30% of the expected revenue for the insured crop. 
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Table 9.1 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 
Green-
house Forestry 

MPCI Named-Peril 
Crop 

Revenue Index Based 

Yes Yes No Yes (Area Yield) No Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 

Aquaculture All 
Risk 

Accident 
and 

Mortality 

Epidemic 
Disease Other 

Index 
Based 

No Yes No Yes (Bloodstock) No No 
 

d) Delivery channels 
 

In Brazil, the key delivery channels for commercial agricultural crop 
insurance include: 
 
i. Local insurance brokers 

 
ii. The banks (for example, Alianca do Brazil, the largest crop insurer, is 

owned by the Bank of Brazil and has a major crop-credit portfolio); and 
 

iii. Producer associations and cooperatives, which are very active in Brazil 
and provide their members with a range of services including credit, 
input and output marketing 
 

iv. The Ministry for Agrarian Development (Ministerio de Desenvolvimiento 
Agrario) delivers coverage through PROAGRO and SEAF to small and 
marginal Brazilian farmers. 

 
e) Voluntary Vs. Compulsory insurance 

 
Private sector agricultural insurance is voluntary in Brazil. The rural banks 
may, however, require borrowers to take out a crop insurance policy to 
protect their seasonal crop production loans. The public sector PROAGRO 
and SEAF crop credit insurance programs are compulsory for crop credit 
recipients of PRONAF. 

 
f) Public support for agricultural insurance 

 
Types of public support for agricultural insurance 
 
The Federal Government PROAGRO and SEAF programs provide subsidised 
crop insurance to the farmers who are automatically insured under these 
programs.  
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In the case of SEAF, a fixed capped crop insurance premium rate of 2% is 
charged to the grower, and the Government provides a 75% premium 
subsidy. Since 2004/05, the Federal Government has also provided premium 
subsidies to private commercial insurers for crops, livestock and aquaculture 
insurance. Since 2007, the premium subsidy program has been extended to 
forestry.  
 
The Federal Government has also provided agricultural reinsurance through 
the national monopoly reinsurer IRB and through FESR. The Government is 
also developing agricultural risk management training and education 
programs with several universities. Some state-level governments have also 
provided premium subsides for commercial crop insurance. 

 
g) Subsidies on private commercial agricultural insurance premiums 

 
The Brazilian Government has been very committed to supporting private 
commercial agricultural insurance since 2005 through the provision of 
premium subsidies. The following premium subsidy levels were available for 
each class of insurance in 2007/08: 
 
i. Livestock, forestry and aquaculture: 30% premium subsidy  
ii. Crops (cereals, fruits, etc.): 40%-60% premium subsidy 
iii. The maximum permitted premium subsidy per farmer was R$ 32,000 

for each insurance group (three crop groups, livestock, forestry; six 
groups in total), or a maximum of R$ 192,000 for all groups. In 2008/09 
the maximum premium subsidy level has been increased to 70%, and the 
subsidy limit per farmer has been increased to R$ 96,000. 

 
h) Agricultural insurance penetration 

 
i. Private sector crop insurance 

 
In 2007 a total of 2.27 million hectares of crops were insured by private 
commercial insurers in Brazil, representing 2.6% of total cropped area of the 
insured crops. The bulk of the insured cropped area was comprised of 
cereals and textile crops. Livestock insurance uptake is exceedingly low in 
Brazil. After a decade of livestock insurance it is estimated that in 2007 
there were only about 6,000 insured head of cattle out of a total national 
herd of nearly 206 million, and bloodstock insurance accounts for a further 
estimated 2,000 animals.  

 
In 2007/08 the Brazilian commercial agricultural insurance market for sum 
insured for crops, forestry, and livestock was estimated at US$ 1.53 billion, 
with premiums of US$ 73.2 million and an average rate of 4.8%. Agricultural 
insurance is currently purchased by medium and larger commercial farmers 
with an average sum insured of nearly US$ 49,000 and average premium of 
nearly US$ 2,250 per policy. 
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ii. Public sector crop insurance 
 

It is not possible to report the results for the public sector programs. It is 
understood that PROAGRO is currently insuring more than one million 
farmers. In 2004/05, the first year of operation of SEAF, 543,800 farmers 
were insured under this crop credit insurance program with a TSI of R$ 2.5 
billion. 

 
i) Public disaster assistance programs 

 
Stability Fund for Rural Insurance FESR (Fundo de estabilidade do seguro 
rural) 
 
This voluntary catastrophe reinsurance fund for agricultural classes of 
insurance provides stop-loss reinsurance for the following layering: 
 
 Layer 1: losses from a 100% loss ratio up to 150% loss ratio, and 
 Layer 2: all losses exceeding a 250% loss ratio 

 
FESR is funded from a range of sources, including: 
 
 The underwriting profits of the agricultural insurers,  
 The underwriting profits of the Penhor Rural program, and  
 Federal government support in the event that the funds are 

inadequate to settle claims 
 

In 2007 the Government appointed a working group to study proposals to 
replace FESR by a Rural Catastrophe Fund (Fundo de Catástrofe Rural). 

 
2. Canada 
 

a) History of agricultural insurance 
 

i. Hail and crop insurance products were introduced in 1938 and 1964, 
respectively.  

ii. Private sector livestock insurance for high-value animals has been 
offered since 1950.  

iii. Public livestock insurance has been offered in the province of Nova 
Scotia on a very limited basis since 1978.  

iv. Livestock insurance will start to be offered in Alberta and on a wider 
basis from 2009-2010; it will likely be offered on an unsubsidised basis. 

 
b) Agricultural insurance market structure 

 
In 2007/08 ten public insurance companies sold crop and livestock 
insurance. Nine private companies carried hail insurance and 30 livestock 
associations (mutual/cooperative) offered livestock insurance. Also, one 
public insurance company exclusively sold livestock insurance. 
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c) Agricultural insurance products available 
 

Various indemnity-based and index-based insurance programs are offered 
in Canada.  

 
i. Indemnity-based insurance products include crop hail, multi-peril crop 

insurance (MPCI), and livestock accident and mortality insurance, among 
others.  

ii. Index-based products offered include weather index insurance, satellite 
imagery based Normalized Difference Vegetative Index (NDVI) insurance, 
and area-yield index insurance.  

 
The details of various products are produced in the table below: 
 
Table 9.2 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 

Greenhouse Forestry 
MPCI Named-Peril Crop 

Revenue 
Index 
Based 

Yes Yes Yes Yes Yes Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All Risk 
Accident 

and 
Mortality 

Epidemic 
Disease Other Index Based 

Yes Yes No No No No 

 
d) Delivery channels 

 
i. The most important delivery channel for crop insurance is the insurers’ 

own agent network, followed by insurance brokers.  
ii. Livestock insurance is mainly delivered through producer associations 

and cooperatives and to a lesser degree through insurers’ own agent 
networks.  

iii. There are no special delivery channels or programs for small or marginal 
farmers. 

 
e) Voluntary Vs. Compulsory insurance 

 
Crop and livestock insurance are voluntary. However, ad hoc disaster 
program payments made to producers are reduced by the estimated 
payments farmers would have received had they being enrolled in existing 
crop/livestock insurance programs. This approach is taken to avoid 
undermining existing programs and to encourage farmers to take an active 
role in risk management. It would not be politically acceptable in Canada to 
mandate participation. 
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f) Public support for agricultural insurance 
 

i. Types of Public Support for Agricultural Insurance: The types of public 
support include: 
 
 Agricultural insurance legislation (laws) 
 
The Farm Income Protection Act governs federal subsidies. Moreover, 
many provinces have their own crop insurance acts. 
 
 Premium subsidies: (see below). 

 
 Subsidies on insurers' administrative and operating expenses 
 
Funding for livestock administration costs will start in 2009 with the 
introduction of new programs. 
 
 Government-funded staff is involved in loss assessment 

 
 Subsidies for training and education, as well as for product and 

research development. Exemptions of sales taxes on agricultural 
insurance premiums are also provided. However, there are no 
subsidies on reinsurance premium. 

 
ii. Premium subsidies 

 
Premiums are subsidised for crops according to four federal cost-sharing 
categories: 
 
 Unsubsidised 
 Comprehensive subsidy which accounts for 60% of premiums 

applicable to crop insurance or index-based product offered on the 
whole crop 

 High-cost subsidy of 32% of premiums applicable to spot loss hail or 
field-level insurance; and 

 Catastrophic 100% subsidy, which is available for catastrophic events 
where it is proven that farmers will not pay the involved premium. 
The events must have a frequency less than 1/15 to be considered 
catastrophic. 

 
No federal premium subsidy is available for livestock insurance. 
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iii. Government department that provides agricultural insurance 
premium subsidies 
 

The Federal Government provides 60% of crop insurance premium subsidies, 
while the remaining 40% is provided by provincial governments. On the other 
hand, provincial governments pay 100% of existing livestock insurance 
premium subsidies.  
 
The regulations associated with federal funding for livestock insurance are 
under negotiation. Eventually, federal subsidies will be available for 
insurers’ administration expenses. 

 
iv. Premium subsidies for crops and livestock in 2007-2008  

 
Premium subsidies are available for all crops but not for all livestock 
products. Insurance products for cattle, hogs, and poultry are under 
development. All types of crop producers are eligible for premium subsidies. 
No same premium subsidies are applicable for all farmers regardless of their 
condition. 

 
v. Public cost of agricultural insurance  

 
Based on the market study, administration and operating expenses subsidies 
represent 7% of total premiums over the period. 

 
g) Agricultural insurance penetration  

 
The percentage of national crop area insured decreased over that period 
from 74% in 2003 to 63% in 2007. 

 
h) Financial performance  

 
Cost of agricultural insurance provision: The total original gross premium 
(OGP) rate of 7% is composed of: 
 
 0.1% to cover marketing and acquisition costs,  
 4.4% of insurers’ administration costs and  
 2.5% loss adjustment expenses 

 
This means that 62.9% of premiums cover administrative and operating 
costs, 35.7% is directed towards loss adjustment costs, and only 1.4% 
accounts for marketing and acquisition costs. 
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i) Public disaster assistance programs  
 

The Agricultural Income Disaster Assistance (AIDA) Program was a farm 
income support program introduced in 1998. The program provided 
assistance in the case of events resulting in sudden declines in income. 
Payments were calculated based on the decline in the gross margin relative 
to the average margin over the five previous years (after eliminating the 
highest and lowest margins in those years); the amount could not exceed 
70% of that average.  

 
The program was funded 60% by the Federal Government and 40% by the 
Provinces. This program was replaced by a similar program, the Canadian 
Farm Income Program, in 2000. 

 
3. China 
 

a) History of agricultural insurance 
 

i. Introduction of agricultural insurance: Agricultural insurance in China 
started in 1982 with the introduction of both livestock and crop 
insurance.  
 

ii. There were two phases in the development of agricultural insurance.  
 

iii. Phase I: The first phase was from 1982 to 2002, when agricultural 
insurance was developed by PICC (Peoples Insurance Company of China) 
and extended into rural areas through local government. Insurance was 
operated as a social welfare mechanism to protect farmers against 
natural disasters. Agricultural premium income peaked at CNY 816 
million (US$ 98 million) in 1992 but declined to CNY 330 million (US$ 40 
million) by 2002. During this period, underwriting results were poor, and 
PICC reduced its involvement in the lead up to its partial privatisation.  
 

iv. Phase II: A second phase has been the major expansion leading to the 
present market, starting with the introduction of new, subsidised 
agricultural insurance programs in 2003. Government has promoted the 
expansion of new agricultural insurance companies, and confirmed in 
2006 and 2007 the importance of agricultural insurance as a core part of 
its agricultural development policy. Subsidised agricultural insurance has 
become an important component in promoting agricultural production 
and stabilising and enhancing rural incomes. Since 2003 the China United 
Insurance Company and PICC were followed by four specialised 
agricultural insurance companies (Sunlight, Anxin, Anhua, and 
Groupama). In 2005 the market was still very small at CNY 729 million 
(US$ 91.1million), with China United and Sunlight holding 34% and 30% 
market shares, respectively. Since 2005 the market has expanded 
rapidly, fueled by premium subsidies, increasing from US$ 106 million in 
2006 to US$ 682 million in 2007. The market premium for 2008 was 
estimated at US$ 1,753 million, a 130% increase from 2007. 
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b) Agricultural insurance market structure (2008) 
 

The 2008 agricultural insurance market was varied in structure. The 
following is a summary: 
 
i. Three specialist insurers provided crop and livestock insurance (Anxin, 

Ancheng, Anhua); 
ii. Two property and casualty general insurers also provided crop and 

livestock insurance (PICC, and China United Property Insurance 
Company, CUPIC); 

iii. Two provincial pools led by PICC operated for crop and livestock 
insurance (Zeijiang, Hainan); 

iv. One specialist mutual insurer provided crop insurance only (Sunlight); 
v. One mutual insurer provided crop and livestock insurance (Groupama); 

and 
vi. One private insurer provided crop insurance (Guoyuan). 

 
Given China’s vast territory, most initiatives are provincially-based, with 
development of specific crop and livestock products relevant to a province. 
However, PICC and China United operate in several provinces.  
 
The market consists of a mix of general insurers, specialist agricultural 
insurers, mutual and private insurers, and pools.  
 
In 2008 all agricultural insurance was provided by private and or mutual 
insurance companies; there are no public sector agricultural insurers in 
China. In 2008, 16 provinces were selected for subsidised crop insurance, 
and subsidised sow insurance is nationwide. The details of various products 
are produced in the table below: 

 
Table 9.3 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 

Greenhouse Forestry 
MPCI Named-Peril Crop 

Revenue 
Index 
Based 

Yes Yes No Yes Yes Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All 
Risk 

Accident and 
Mortality 

Epidemic 
Disease Other Index Based 

Yes Yes Yes No No No 
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The majority of China’s crop insurance is individual grower multiple peril 
crop insurance (MPCI). This is the universal policy which receives subsidies 
from the central and provincial government.  

 
However, some products based on named-peril crop insurance are available. 
A small crop weather index pilot project is underway with the Anxin 
Insurance Company. The main crops insured in China are maize, rice, 
soybeans, wheat, and cotton. 
 
Livestock insurance is extended to include government slaughter orders. 
There has been a major expansion of livestock insurance as a result of the 
government’s decision to subsidise sow (pigs) insurance and, more recently, 
dairy cow insurance. In the event of government compensation following 
government slaughter orders, insurers pay the difference between the 
compensation level and the sum insured of the animal concerned. The main 
livestock insured in China are breeding sows. Additionally, dairy cattle and 
poultry are insured as well as other farm livestock. 

 
c) Delivery Channels 

 
In decreasing order of importance, the delivery channels in China are:  
 
 Producer associations,  
 Co-operatives and village committees;  
 Insurance brokers;  
 Input suppliers;  
 Banks; and  
 Insurer’s own agent network 

 
Farmers often participate in insurance due to collective decision-making at 
the village or cooperative level. Issuance of group policies is an important 
administrative feature in China. The majority of farmers in China are small-
scale. There are no specific measures for small and marginal farmers, but 
the group policy at the village or cooperative level, mentioned above, is an 
important measure to allow small farmers to access insurance. 

 
d) Voluntary Vs. Compulsory insurance 

 
Under Chinese regulations, insurance is voluntary for both crops and 
livestock. However, heavy subsidy levels and collective decisions by farmer 
groups encourage participation. In one example, farmers not participating 
(by not paying their share of premium) were automatically enrolled for 
insurance for the portion of premium related to the subsidy. 
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e) Public support for agricultural insurance 
 

i. Types of public support for agricultural insurance 
 
 No specific agricultural insurance legislation: 
 
At present there is no specific agricultural insurance legislation, 
although the government is understood to be intending to introduce 
legislation in the future.  

 
 Premium subsidy 
 
Most new provincial agricultural insurers are set up with some financial 
assistance from the government. The most important financial 
contribution of the government is the premium subsidy. There are no 
subsidies to the insurers for administrative costs or loss adjustment 
costs. However, in the case of livestock losses, government officials may 
be involved in loss adjustment, and such costs are borne by provincial 
governments. There are also no subsidies for training and education.  

 
 Role of the Regulatory Authority 
 
CIRC (the Regulatory Authority for Insurance) is providing some research 
and development assistance to insurers, apart from other services to 
support insurance activities and regulation.  

 
 Reinsurance 
 
Provincial and local governments are working with insurance companies 
to implement agricultural insurance. As noted above, under the pool 
coinsurance programs operating in several states, the provincial 
governments are participating in the reinsurance programs as a 
catastrophe stop-loss reinsurer. This reinsurance protection is provided 
free of cost. All premium taxes for agricultural products are exempted. 

 
ii. Premium Subsidies 

 
During the development of pilot crop and livestock insurance, subsidies have 
ranged from 20% to100%, depending on the province, but typically were in 
the region of 50%.  

 
 Crop insurance 
 
The premium subsidy for crops in 2007 was 25% provided by Central 
Government, plus 25% paid by Provincial Government, and the remaining 
50% of crop premiums were payable by farmers. Central government 
increased its share to a 35% subsidy in 2008, thereby increasing the 
overall premium subsidy level to 60% for crops. 
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 Sow insuranc 
 
The premium subsidy for sow insurance in 2007 was 50% from Central 
Government and 25% from Provincial Government. In 2008 this increased 
to 50% Central Government and 30% Provincial Government, i.e. an 80% 
subsidy in total.  

 
 Dairy cow insurance 
 
For dairy cow insurance, the combined subsidy is 60%. The proportions 
between the Central and Provincial Governments may vary. Local county 
governments, or contract farming operations, may additionally add to 
subsidies on a case-by-case basis. 

 
iii. Public cost of agricultural insurance 

 
The cost of premium subsidies in 2007 was estimated at CNY 1 billion (US$ 
132 million) for crop insurance, and CNY 1.15 billion (US$ 151 million) for 
livestock insurance.  

 
f) Agricultural insurance penetration 

 
Agricultural insurance has expanded rapidly since 2005, based on 
developments in specific provinces. The following summarises the 
penetration: 

 
 Crop insurance 
 
For crops, in 2007 an estimated 50 million policyholders were insured on 
15.33 million hectares. This compares to a national cropping area of 
153.6 million hectares, or a penetration of approximately 10% of the 
area. The insured area increased to this figure from 3.73 million 
hectares in 2005 and 9.66 million hectares in 2006. A substantial 
expansion was expected in 2008. Additional crops to be insured in 2008 
were peanuts and rapeseed.  

 
 Sow insurance 
 
For livestock, in 2007, a total of 51.5 million breeding sows were 
insured, which represents approximately 80% of all sows in China.  

 
 Other livestock insurance 
 
An additional 5.2 million of livestock of other types were insured, 
together with 325,000 poultry. 

 



CHAPTER 9  AGRICULTURAL INSURANCE IN VARIOUS COUNTRIES 

180  IC-71 AGRICULTURAL INSURANCE 

g) Public disaster assistance programs 
 

Government intervenes extensively to support agriculture in China through 
policy reforms and subsidies. With respect of agricultural insurance 
specifically, the most important inputs are premium subsidies, followed by 
support from government technical agencies (e.g. in loss assessment) and 
through government reinsurance as a last resort.  
 
Natural disasters may be compensated on a case-by-case basis. For example, 
the February 2008 snowstorm destroyed 9.4 million ha of crops and 15.8 
million head/birds of livestock and poultry, including 73,000 pigs. The 
insured paid loss was only CNY 77.4 million (US$ 10.8 million) and mainly for 
the insured breeding sows.  
 
Government announced input subsidies for seeds, seedlings, breeders, CNY 
1,500 (US$ 208) for each farm house destroyed and CNY 3,000 (US$ 417) per 
affected family.  
 
As noted, government compensates for compulsory slaughter of livestock as 
a result of diseases. Each year, about 40 million ha of crops have been 
destroyed by insect pests, diseases, hail, typhoons, floods, drought, and 
other perils, with losses amounting to US$ 12.5 billion (CNY 100 billion) 
annually.  
 
In 2004 alone, China experienced five rounds of severe flooding, seven 
typhoons, and four earthquakes, with economic losses amounting to US$ 6.3 
billion (CNY 50 billion). There has been an increasing trend of agricultural 
damage as a percentage of total crop value. Annual public agriculture 
subsidies amount to about US$ 8.6 billion, and a part of these funds is being 
channeled to agricultural insurance premium subsidies. 

 
4. Israel 
 

a) History of agricultural insurance 
 
Crop insurance was first introduced in 1967 and livestock insurance in 1975. 
KANAT is owned 50% by government and 50% by production and marketing 
boards. Since 2000 KANAT has also managed a program “Insurance for 
Natural Disasters” (IND) on behalf of the Government. There is agricultural 
insurance legislation and regulation. 

 
b) Agricultural insurance market structure (2008) 
 
In 2008 KANAT was the sole crop insurance organiation. Livestock insurance 
was provided by KANAT and by one other company. In the past, private 
sector insurers have been involved in specific crop sectors and livestock 
insurance. 
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c) Agricultural insurance products available 
 
i. KANAT provides cover for almost all crops, livestock and aquaculture in 

Israel. The policies are technically highly developed and perils covered 
are numerous but specific and adapted to each crop or livestock 
product.  

 
ii. Crop insurance: It covers key weather perils, including drought in arable 

crops, and limited disease cover. Quantity and quality loss is covered.  
 

Livestock and poultry are covered against mortality.  
 

Cover provided by the IND program is for specified but numerous natural 
disasters on certain types of fruit crops, mainly tree fruits not covered under 
the main program. If trees are damaged, replanting costs are also covered. 
The loss adjustment is yield-based.  
 
The details of various products are produced in the table below: 

 
Table 9.4 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 

Greenhouse Forestry 
MPCI Named-Peril Crop 

Revenue 
Index 
Based 

No Yes No No Yes No 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All 
Risk 

Accident and 
Mortality 

Epidemic 
Disease 

Other Index Based 

No Yes Yes No No Yes 

 
d) Delivery channels 

 
i. For crops and livestock the most important delivery channel is through 

KANAT’s own sales agents.  
ii. Products are also distributed through producer associations and 

cooperatives.  
iii. There are no special organisations or programs for small and marginal 

farmers. 
 

e) Voluntary Vs. Compulsory insurance 
 

Participation levels are extremely high, with an estimated 90% of national 
crops and 100% of livestock and poultry insured. 
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f) Public support for agricultural insurance 
 

i. Types of public support for agricultural insurance 
 

Government supports agricultural insurance through premium subsidies and 
through stop-loss reinsurance. 

 
ii. Premium subsidies 
 
Government premium subsidies are 35% on all crop and livestock insurance 
products. The farmer is responsible for payment of 65% of premium. 
Government also pays 80% of premium under the Natural Disaster Program 
(IND) program. 
 
iii. Public cost of agricultural insurance 
 
The cost of premium subsidies averaged US$ 5.9 million over the last five 
years. The Government also provides stop-loss reinsurance. 

 
g) Agricultural insurance penetration 

 
Crop insurance penetration is extremely high. Through KANAT, 85% of 
farmers have purchased crop insurance for the last five years, covering 90% 
of the national crop and an average 212,000 ha.  
 
Livestock insurance penetration is shown at 100%, covering 220,000 heads 
of cattle, and an average number of poultry over the last five years of 203.6 
million. KANAT has operated for a long time, and penetration has been 
consistently high. 

 
h) Public disaster assistance programs 

 
The IND is operated by KANAT on behalf of the Government. Amounts paid 
by the Government in claims have averaged US$ 8.9 million over the last five 
years. It is noted that farmers must subscribe to the program and pay 20% of 
premiums due. 

 
5. Japan 

 
a) History of agricultural insurance 
 
i. In 1929 the Livestock Insurance Act was enacted as a modern disaster 

relief measure.  
ii. The National Forest Insurance Law was enacted in 1937 in order to 

compensate forest owners for damage by fire, weather impacts (wind, 
water, snow, drought, frost, tidal waves) and volcanic eruptions.  

iii. The Crop Insurance Act was established in 1938.  
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iv. The Agricultural Cooperative Association Law was enacted in 1947. 
This law became the main pillar of the reorganisation of agricultural 
organisations as a part of the democratisation and modernisation of farm 
villages in Japan. Under this law, the Agricultural Disaster Compensation 
Program aims at providing stability to farm businesses by compensating 
losses that farmers may incur as a result of unexpected accidents.  

 
The Agricultural Disaster Compensation consolidates livestock insurance and 
crop insurance and provides relief to farmers whose crops or livestock have 
been damaged by weather events, diseases, and pests. The Agricultural 
Insurance Scheme relies on the principle of solidarity among farmers. Each 
cooperative creates a fund where farmers contribute through premiums. The 
scheme now insures almost all major crops. 

 
b) Agricultural insurance market structure (2008) 

 
The Agricultural Insurance Scheme is based on the principle of solidarity 
among farmers. It relies on a network of cooperatives at the local, regional, 
and national levels. Premium rates are set when the cooperatives / 
federations pay reinsurance premiums to the Government. Management fees 
of cooperatives and federations for operating the scheme are included in the 
national budget every year. There are currently about 300 cooperatives 
nation-wide. 

 
c) Agricultural insurance products available 

 
The insurance products available under the Japanese agriculture insurance 
scheme are specified by law. The policy wording used for this market is “all 
risk” policy.  
 
Listed below are the types of agricultural insurance products available in 
Japan: 
 
i. Rice, wheat, barley insurance (nation-wide program) 

 
ii. Livestock insurance (nation-wide program) 

 
iii. Fruit production and fruit tree insurance (optional program) 

 
iv. Field crop and sericulture insurance (optional program) 

 
v. Greenhouse insurance (optional program) 

 
vi. Forestry insurance covers against fire, weather perils such as wind, 

water, snow, drought, frost, tidal waves, and volcanic eruption 
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The details of various products are produced in the table below: 
 
Table 9.5 Agricultural Insurance Available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 

Greenhouse Forestry 
MPCI Named-Peril 

Crop 
Revenue 

Index 
Based 

Yes Yes No No Yes Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All 
Risk 

Accident and 
Mortality 

Epidemic 
Disease 

Other Index Based 

Yes Yes Yes No No Yes 

 
d) Delivery channels 

 
The only delivery channel of agriculture insurance in Japan is through about 
300 cooperatives. There is not any specialised delivery channel for small and 
marginal farmers. Almost all farmers in Japan are small size farmers with an 
average of 1.9 cultivated ha each. 
e) Voluntary Vs. Compulsory insurance 

 
The voluntary or compulsory nature of Japanese agriculture insurance 
scheme depends on the type of insurance product and the farm size. Main 
agriculture products like wheat, barley and rice are insured on a compulsory 
basis. However, farmers who do not meet some criteria (such as minimum 
insured area) are not eligible for the compulsory cover and can opt to 
purchase a policy on a voluntary basis. Other agricultural insurance products 
like livestock insurance, fruit and fruit tree insurance, field crop insurance 
and greenhouse insurance are voluntary. 

 
f) Public support for agricultural insurance 

 
i. Types of public support for agricultural insurance 
 
The Japanese Government has a deep commitment for the development of 
agricultural insurance. The Government provides approximately 50% 
premium subsidies. In addition, it acts as reinsurer of last resort for the 
whole agricultural insurance scheme. 

 



AGRICULTURAL INSURANCE IN VARIOUS COUNTRIES  CHAPTER 9 

IC-71 AGRICULTURAL INSURANCE 185 

ii. Premium subsidies 
 
According to estimates from the Management Improvement Bureau of the 
Ministry of Agriculture, Forestry and Fisheries of Japan for the period from 
1990 to 2005, the Government of Japan spends, on average, US$ 640 million 
every year to subsidise 50% of the cost of agricultural mutual relief 
premiums. 
 
iii. Public cost of agricultural insurance 

 
 Agricultural mutual relief premiums subsidies US$ 640 million on 

average per year 
 Grants to federations US$ 44 million on average per year 

 
The Government of Japan acts also as reinsurer of last resort for the whole 
agricultural insurance scheme. The average loss ratio for the Government 
reinsuring the agricultural insurance scheme for the period 2003-2005 is 125%. 
 

g) Agricultural insurance penetration 
 

In 2005 about 2.4 million policies were issued and the insured area reached 
2.1 million ha, representing about 53.0% of total national cropped area. The 
number of insured livestock in Japan in 2005 was 6.7 million heads. Forestry 
insurance is a big business in Japan with 394,000 ha insured and 31,000 
policies issued. 

 
h) Public disaster assistance programs 

 
Disaster Countermeasure Basic Act of 1951: The Disaster Countermeasure 
Basic Act is the basis of disaster management in Japan. Under this law the 
farmers affected by natural disasters are eligible for a variety of low 
interest loans with rather generous conditions in comparison with the 
normal ones. Affected farmers also are entitled to tax reductions or 
exemptions. In case the area where the farm is located is declared an 
“Extreme Severity Disaster”, farmers have access to additional special 
services. 

 
6. Mexico 
 

a) History of agricultural insurance 
 
Crop insurance in Mexico dates back to 1926. Many of the early schemes 
were mutual in nature, wherein agricultural cooperatives often constituted 
special funds to cover crop losses caused by natural disasters.  
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i. ANAGSA program 
 

In 1961, the Government, through Aseguradora Nacional Agricola y Ganadera 
S.A. (ANAGSA), started to underwrite a multi-peril crop insurance (MPCI) 
policy supported by Federal Government premium subsidies of between 45% 
and 61% of the original gross premium (OGP) rate. The most important 
feature of the ANAGSA program was that crop insurance was a prerequisite 
for approval of loans from the state-owned agricultural development bank 
(i.e. compulsory crop-credit insurance). ANAGSA experienced very poor 
underwriting results. Premiums were not set on an actuarial basis.  
Claims adjustment and loss assessment was often poorly implemented and 
the program incurred very high administrative expenses. Therefore, in 1990 
the Federal Government terminated the program.  

 

ii. Agroasemex  
 

In 1990, Agroasemex replaced ANAGSA as the national public sector crop and 
livestock insurance company, operating along strictly commercial insurance 
principles and with greatly improved management systems and procedures. 
Agroasemex also acted as a stop-loss reinsurer of the small farmer mutual 
crop and livestock insurance funds (“Fondos de Aseguramiento”) which are a 
unique feature of Mexican agricultural insurance. Other functions were to 
serve as a technical adviser to the Fondos and to manage the Federal 
Government’s agricultural insurance premium subsidies.  

 

In the early 1990s several private commercial insurers also started offering 
crop and livestock insurance. In 2001, the Mexican Government redefined 
the role of Agroasemex. The company withdrew from the direct agricultural 
insurance market in order to focus on its new role as a national agricultural 
reinsurer, agricultural insurance research and development provider and 
manager of the federal agricultural insurance premium subsidy scheme. 
 
b) Agricultural insurance market structure (2008) 

 
i. National system for insurance of the rural sector 
 
Mexico has a well-defined public-private partnership for agricultural 
insurance termed National System for Insurance of the Rural Sector (Sistema 
Nacional de Aseguramiento al Medio Rural, SNAMR), which involves three key 
insurance entities:  
 
 Agroasemex, the national agricultural reinsurer;  
 Private commercial insurance companies; and  
 Mutual insurance companies, including most importantly the “Fondos 

de Aseguramento” (Fondos), or small farmer agricultural insurance 
mutual funds that are a unique feature of Mexico.  
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There are currently up to six private insurance companies authorised to 
operate agricultural crop, livestock, forestry, and aquaculture insurance in 
Mexico.  

 
ii. Fondos 

 
In addition to the private agricultural insurance companies, there is one 
mutual insurance society, Torreon Mutual Insurance Society, and about 270 
Fondos, which have a special status within the insurance regulations to offer 
crop and livestock insurance products and services to their members.  
 
Since 2003 Agroasemex, the national agricultural insurer has started to offer 
catastrophe crop index insurance to the Federal and State Governments in 
Mexico. Furthermore since 2006 Agroasemex has offered an NDVI/satellite 
imagery pasture index product to the State Governments. 

 
c) Agricultural insurance products available 

 
A wide range of agricultural (crop and livestock) insurance products is 
available on the Mexican market. These are classified into two major 
categories: 

 
i. Traditional or commercial crop and livestock insurance products 

 
Traditional or commercial crop and livestock insurance products, which are 
offered by the private commercial insurance companies, the mutual 
societies, and the Fondos and which are conventional indemnity-based 
insurance products that can be contracted individually or on a collective 
basis. These products qualify for Government premium subsidies.  
 
For crops, a wide range of product types is available through the private 
companies and the Fondos including:  

 
 Single-peril hail and named-peril damage-based insurance and 

indemnity policies (termed “individual plant insurance”) 
 

 Loss of Investment Cost Insurance (Seguro aLa Inversion), a 
multiple-peril salvage-based loss of yield insurance policy which 
indemnifies growers against loss of their production costs invested in 
growing the crop up to the time of loss, and  

 
 Traditional MPCI yield-based indemnity insurance whereby farmers 

are provided a yield guarantee (which typically ranges from 50% to 
70% maximum of expected yield) against a wide range of climatic, 
biological (pests and diseases), and pre-emergence perils (including 
germination failure and soil capping).  
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 Greenhouse material damage insurance and forestry insurance are 
also available.  

 
Mexico has the largest and most developed livestock insurance market in 
Latin America. Livestock insurance is available for a wide range of livestock 
including dairy and beef cattle, pigs (swine), sheep and goats, horses, deer, 
poultry, and bees. In addition, aquaculture insurance is available for shrimp 
and fish species.  

 
For livestock, there are two main covers:  

 

 Accident and mortality insurance, and  
 Llivestock epidemic disease cover 

 
Traditionally, the most popular form of cover was individual animal 
insurance, but in 2005, premium subsidy support was switched from 
individual animal covers to a new livestock insurance policy for high 
mortality events (Seguro pecuario para eventos de alta mortalidad), which is 
a herd-based policy carrying a number of animals per event deductible. This 
policy insures against accidents, diseases, and forced slaughter of injured 
animals. The policy specifically excludes Government slaughter orders, pre-
existing diseases, or diseases which can be vaccinated against.  

 
The policy charges very low premium rates. In 2007 more than 3.2 million 
head of animals (22% of all insured animals) were insured by the private 
companies and Fondos under this policy. The second and most important 
type of policy is epidemic disease cover against Classical Swine Fever (CSF), 
which was purchased for 9.1 million head of swine or 62% of all insured 
animals in 2007. The CSF Policy indemnifies against mortality and 
compulsory slaughter ordered by the Ministry of Agriculture in the event of a 
CSF outbreak. The policy is only offered in states which are declared free of 
CSF. 

 
ii. Catastrophic insurance products  

 
Catastrophic insurance products are the second major category. These were 
first introduced in 2002 and they include parametric (index) products 
protecting against catastrophe climatic events, which are aimed at small-
scale producers who cannot access commercial crop or livestock insurance.  

 
The catastrophe insurance schemes operate under the regulations of the 
Fund to Protect the Rural Population Affected by Climatologic Contingencies 
(Fundo para Atender a la Poblacion Rural Afectada por Contingencias 
Climatologicas, FAPRACC).  
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These large-scale insurance programs operate at a macro-level (as opposed 
to providing individual farmer insurance cover) and are purchased by the 
Federal and / or State Governments through:  
 

 The private commercial insurers (area-yield index insurance) and  
 Agroasemex (rainfall deficit insurance and NDVI pasture index 

insurance)  
 

The catastrophe insurance programs are 100% subsidised by Federal and 
State Governments. Private commercial insurers have been involved for 
several years in offering area-yield index insurance covers on a massive scale 
to the state governments. In 2007 the insured area of these products 
amounted to 880,355 ha (about 20% of the total insured area). 

 

 Program to assist climatologic contingencies (PACC) 
 
Since 2003 Agroasemex has insured a macro-level rainfall deficit index 
insurance cover for the Federal Government under the “Program to 
Assist Climatologic Contingencies (PACC). PACC is administered by the 
Ministry of Agriculture (SAGARPA) and implemented either in conjunction 
with the state governments or directly with low-income farmers, defined 
as those owning less than 5 ha.  

 
In the event of a rainfall deficit being triggered at an insured weather 
station, Agroasemex indemnifies the State Government, which is 
responsible for distributing the indemnity to the insured farmers 
(beneficiaries). The program has now operated for six years with major 
crops such as corn, sorghum and beans and in 2007 covered more than 18 
States with a total insured area of 1.5 million ha (34% of total insured 
area), insured through 230 weather stations with a sum insured of US$ 
83.8 million and premium of US$ 10.7 million. 

 
 Pasture satellite insurance program 
 
In 2007, Agroasemex also launched a pilot Pasture Satellite Insurance 
Program. The Program uses NDVI to measure the amount of biomass 
available as cattle fodder. In 2007 the NDVI pasture index program 
insured 13.1 million ha of pasture land and 913,000 head of cattle for a 
sum insured of US$ 22.5 million and premiums of US$ 1.8 million. 

 
iii. Catastrophe livestock insurance covers 
 
The private commercial insurers also underwrite a catastrophe livestock 
product for the Federal and State Governments, and in 2007 a total of 
312,800 head of livestock were insured under this program. 

 



CHAPTER 9  AGRICULTURAL INSURANCE IN VARIOUS COUNTRIES 

190  IC-71 AGRICULTURAL INSURANCE 

The details of various products are produced in the table below: 
 
Table 9.6 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 
Green 
house Forestry 

MPCI Named-Peril Crop 
Revenue 

Index 
Based 

Yes Yes No 
Yes  

(Rainfall) Yes Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All 
Risk 

Accident 
and 

Mortality 

Epidemic 
Disease 

Other Index 
Based 

No Yes Yes No No Yes 

 
d) Delivery channels 

 
i. The private insurance companies market their crop and livestock 

insurance products through their own agent networks.  
ii. The Fondos and mutual companies market directly to their members.  
iii. Catastrophe crop and livestock insurance products are marketed through 

Federal and State Governments.  
iv. Very little agricultural insurance is sold through retail brokers.  

 
The Fondos or mutual insurance scheme was originally established as a 
mechanism for small farmers to gain access group credit and crop and 
livestock insurance. In addition, the catastrophe and climatic contingency 
schemes offered under FAPRAC and PACC by the Federal and State 
Governments are specifically targeted towards small and marginal farmers. 

 
e) Voluntary Vs. Compulsory insurance 

 
Agricultural insurance is voluntary in Mexico, although there is some 
evidence of linkage with credit provision. 

 
f) Public support for agricultural insurance 

 
In Mexico, Government support to agricultural insurance takes the following 
forms: 
 
 Premium subsidy support to commercial insurers/the Fondos for 

crop, livestock, forestry, and aquaculture insurance 
 Agricultural reinsurance through the national agricultural reinsurer, 

Agroasemex 
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 Subsidies for training and education. The Government budgets 
financial assistance for training programs for the Fondos 

 Assistance through Agroasemex in product design and rating and in 
the design of loss adjusting systems and procedures. The private 
commercial insurers are provided access to this technology by 
Agroasemex and 

 Catastrophe insurance protection for small farmers under the 
FAPRACC programs, which are 100% subsidised by Government 

 
Premium subsidies 

 
i. A group of basic or priority crops carry premium subsidy levels of 

between 35% and a maximum of 60% according to geographic region and 
exposure to loss; for all other crops a flat rate premium subsidy of 35% 
applies.  
 

ii. For livestock, premium subsidy levels range between 20% for aquaculture 
to a maximum of 50% for exotic diseases cover, flood cover, and high 
mortality insurance. Mexico is one of few countries which provides 
epidemic disease insurance including for death of the animal and culling 
under Government slaughter order.  
 

iii. In the case of the catastrophe index insurance, the costs of premiums 
are 100% subsidised by Government on the following basis: 70%-90% 
Federal Government and 10%-30% by State Governments. 

 
The volume of premium subsidies for the whole market (traditional or 
commercial insurance and catastrophe index insurance) in 2007 was US$ 
61.6 million divided into US$ 53.4 million of crop insurance premium 
subsidies (87% of total) and US$ 8.2 million of premium subsidies for 
livestock insurance (13% of total).  

 
Over the past five years the volume of premium subsidies has nearly doubled 
due to two factors:  

 
 An increase in written premiums and  
 An increase in premium subsidy levels from an average of 31% of 

premiums in 2003 to 43% of premiums in 2007.  
 

In 2007, traditional insurance accounted for US$ 39.5 million, or 64% of total 
premium subsidies, and catastrophe index insurance, US$ 22.1 million of 
premium subsidies (34% of total). 
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g) Agricultural insurance penetration 
 

In 2007, a total of nearly 1 million farmers (17% of total) were insured with 
an insured crop area of 4.4 million ha (21% of national cropped area).  

 
The most notable feature is the growth of catastrophe crop insurance 
coverage over this period: in 2003 only 7% of total insured area was under 
catastrophe insurance, but in 2007 the area insured under catastrophe area-
yield index and drought index insurance covers had risen to 2.4 million ha 
(54% of total insured crop area).  

 
In 2007, 15.3 million head of livestock were insured. The most important 
classes of insured animals included pigs (swine), accounting for 10.8 million 
insured head or about 72% of the national herd, and cattle, 4.4 million head 
insured or nearly 15% of the national cattle herd. Aquaculture insurance for 
shrimps is another niche class of insurance with high penetration rates. 

 
h) Financial performance 

 
Cost of agricultural insurance provision 

 
The market average costs are 18% for insurers’ administrative expenses and 
7% for acquisition costs for a total of 25%, but costs range from an average 
low of 15% for catastrophe crop insurance covers to a high of about 42% for 
private company crop insurance. Agricultural insurance is exempted from 
the payment of value added tax (VAT). 

 
i) Public disaster assistance programs 

 
FONDEN (Fund for Natural Disasters): The Mexican Government operates a 
system of natural disaster relief payments to small crop and livestock 
producers. Between 1969 and 2002, disaster relief payments were made 
under FONDEN (Fund for Natural Disasters), and since 2003 FAPRACC (Fund 
to Protect the Rural Population Affected by Climatologic Contingencies) has 
operated a disaster relief program.  

 
The Weather Contingency Fund is managed by SAGARPA (Ministry of 
Agriculture) and covers disasters related to drought, tropical cyclone, severe 
storms, snow and hail, flooding, tornadoes, and forest fires. The National 
Water Commission is responsible for assessing and reporting the damages 
following a natural disaster and compensation payments are settled on 50:50 
basis by SAGARPA and the State Governments. Disaster compensation 
payments are only made in those municipalities where crops and livestock 
are not insured under the catastrophe insurance programs.  
 
In 2007 the disaster compensation payments amounted to US$ 23.1 million, 
of which 97% was compensation to crop producers and 3% to livestock 
producers. 
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7. United States of America  
 

a) History of agricultural insurance 
 
i. Private mutual company and commercial company crop hail insurance 

has operated for more than a century in the USA.  
 

ii. Public-sector crop insurance was introduced in the United States in 1938 
under the Federal Crop Insurance Corporation’s subsidised multiple peril 
crop insurance (MPCI) program.  
 

iii. Livestock insurance programs were introduced in 2002, starting with 
pilot programs for Iowa swine producers. 

 
b) Agricultural insurance market structure 

 
In 2008 there were 17 private insurance companies selling agricultural 
insurance, of which: 

  
i. Seven sold crop insurance only 

 
ii. One sold livestock insurance only, and 

  
iii. Nine sold both crop and livestock insurance 

 
Risk Management Agency (RMA) of U.S. Department of Agriculture (USDA) 
empanels the insurance companies to provide FCIC insurance coverage 
through the Standard Reinsurance Agreement (SRA). 

 
c) Agricultural insurance products available 

 
Various indemnity-based and index-based insurance programs are offered.   

 
Among indemnity-based insurance products offered are crop hail or 
named-peril, multi-peril crop insurance (MPCI), crop income protection, 
livestock insurance, and aquaculture (clams) insurance.  

 
Among the index-based insurance products offered are area yield index 
insurance, weather insurance, and NDVI insurance (see table for a list of 
available insurance programs in 2008). 
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Table 9.7 Agricultural insurance available in 2008 
 

CROP INSURANCE PRODUCTS AVAILABLE 

Greenhouse Forestry 
MPCI Named-Peril Crop 

Revenue 
Index 
Based 

Yes Yes Yes Yes Yes Yes 

LIVESTOCK INSURANCE PRODUCTS AVAILABLE 
 

Aquaculture All 
Risk 

Accident and 
Mortality 

Epidemic 
Disease Other Index Based 

No Yes Yes No No Yes 

 
d) Delivery channels 

 
The most important delivery channel is companies’ insurance agents’ 
networks for both crop and livestock insurance. There are no special 
delivery channels or programs for small or marginal farmers. 

 
e) Voluntary Vs. Compulsory insurance 

 
Crop and livestock insurance programs are voluntary; however, they are 
compulsory for producers who want to be eligible for program crop disaster 
assistance payments. There is also a crop disaster payment program which 
covers non-insurable crops in case of catastrophes. 

 
f) Public support for agricultural insurance 

 
i. Types of Public Support for Agricultural Insurance 
 
There are many ways in which agricultural insurance is supported in the 
United States, including by: 
 
 Agricultural insurance legislation (Laws)  
 
Legislation affecting RMA crop insurance programs include the Federal 
Crop Insurance Act, the Farm Bill, the Agricultural Risk Protection Plan 
and appropriation legislation, among others. 

 
 Insurance premium subsidies 
 
For APH and CRC plans, the premium subsidy is a percentage of 
actuarially sound premiums that vary with coverage level, and is 67%, 
64%, 64%, 59%, 59%, 48% and 35% for 50%, 55%, 60%, 65%, 70%, 75%, 80% 
and 85% coverage levels, respectively. For livestock insurance, the 
premium subsidy is a flat rate of 13%. 
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 Subsidies on insurers' administration and operating expenses 
 

These subsidies have covered the companies’ total operating and 
administrative expenses so far. The subsidy paid to insurance companies 
to administer the federal program has ranged between 20% and 25% of 
total net premiums in recent years. The new Farm Bill mandates the 
decrease of this percentage to 18% of total premiums (based on 
communication with RMA personnel). 

 
 Subsidies on loss assessment costs 
 
Subsidies are provided to insurance companies to help cover all 
expenses, including loss assessment-related costs. 

 
 Government reinsurance of claims 
 
Reinsurance contracts are based on the loss ratio, which is a function of 
claims and thus it could be said that there is Government reinsurance on 
claims. 

 
 Subsidies for training and education 
 
The RMA is a USDA Agency that oversees and operates agricultural 
insurance programs in the United States. RMA offers funds to research 
and development, education, and community outreach through the Risk 
Management Partnership Agreements (RMA). 

 
 Subsidies for product research and development 
 
Product research and development are funded by RMA through Risk 
Management Partnership Agreements. 

 
ii. Premium subsidies 

 
Premium subsidies are available for all insurable crops. All crops and 
livestock producers are eligible for subsidies. For all FCIP crop insurance 
programs (except GRP and GRIP), the crop insurance premium subsidies that 
apply to each coverage level are as follows: subsidies of 67%, 64%, 64% 59%, 
59%, 55%, 48% and 38% of net premium for 50%, 55%, 60%, 65%, 70%, 75%, 
80% and 85% coverage levels, respectively. A single fixed premium subsidy of 
13% is provided by the Government to livestock insured producers. Producers 
pay the remaining 87% of the premium. 
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iii. Public cost of agricultural insurance 
 

FCIC program: Under the FCIC program, the total premium is reported on a 
“net premium” basis and does not include administration and operating 
overhead expenses or loading for profit margins. The total premium has 
increased threefold in the past 8 years from US$ 3.0 billion (2001) to US$ 9.8 
billion (2008).  

 
Over this period the cost of Government premium subsidies have increased 
from US$ 1.8 billion or 60% of Total Premium in 2001 to a substantial US$ 5.7 
billion or 58% of Total Premium in 2008.  

 
Administration and operating (AandO) subsidies are a significant cost to 
the Federal Government and have increased from US$ 0.7 billion in 2001 to 
US$ 2.1 billion in 2008. Administration and operation expenses subsidies 
provided to private insurance companies represented 25% of total premiums 
in 2003 and 2004. From 2005 to 2007, this percentage was limited to 20%, 
and the farm bill approved by Congress in May 2008 further decreased this 
percentage to approximately 18%.  
 
These subsidies are intended to cover loss adjustment expenses as well. 
Despite the decrease in the subsidies as a percentage of premiums, total 
costs of administration and operation expenses subsidies have increased 
over the last five years.  The total costs to Federal Government of the FCIC 
program between 2003 and 2007 amounted to US$ 13.4 billion in premium 
subsidies and a further US$ 9.1 billion in delivery costs (AandO expenses and 
reinsurance costs.  

 
g) Agricultural insurance penetration 

 

The participation rate measured as the ratio of insured area to total 2002 
harvested cropland in the U.S increased from 72% in 2003 to 90% in 2007. 
This is one of the highest insurance penetration rates of any voluntary crop 
insurance program in the World. 

  
Cost of agricultural insurance provision 
 

In 2006 marketing and acquisition costs (commissions) as a percentage of 
Original Gross Premium (OGP) were 15.6%; insurer’s own administration 
costs excluding in-field losses represented 6.2% of OGP and loss adjusting 
costs amounted to 2.9% of OGP. This amounted to total expenses equivalent 
to 24.7% of OGP. The average expenses to premium ratios for the 1999-2006 
period are: 
 
 Marketing and acquisition (commissions) – 15.6% 
 Insurer’s own administrations costs - 7.3% 
 Loss adjusting costs - 3.3% 
 Total expenses/OGP - 26.2% 
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h) Public disaster assistance programs 
 

The organisation responsible for funding these programs is the Farm Service 
Agency (FSA). Perils covered by the disaster assistance program are 
damaging weather events such as drought, freeze, hail, excessive moisture, 
excessive wind or hurricanes, earthquakes or floods, excessive heat and 
disease or insect infestation.  

 
For weather events to be declared as disasters, they must have either 
reduced the expected unit production of the crop by more than 50% or 
prevented the producer from planting more than 35% of the intended crop 
acreage. For program crops, crop insurance enrollment is a requirement for 
farmers to be eligible to disaster assistance.  
 
However, there is also disaster assistance for non-program crops that are 
not eligible for insurance. 

 
Ad hoc disaster payments varied considerably over years, totaling US$ 2.9 
billion in 2003, reducing to US$ 3.1 million in 2005 and reaching a peak of 
US$ 5 billion in 2007.  

 
Test Yourself 1  
 
Fondos are a unique feature of agricultural insurance of which country? 
 
I. Israel  
II. Mexico 
III. Canada 
IV. China 
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B. Government’s role in agriculture insurance 
 
1. Role of the World Bank in promoting agriculture insurance  

 
(adopted from ‘Agricultural Insurance – Challenges and Options for Developing 
Countries, The World Bank, 2010) 
  
Governments in developing countries have been increasingly involved in the 
support of commercial agricultural (crop and livestock) insurance programs in 
recent years.  
 
Example 
 
A striking example is China, where, with support (and premium subsidies) from 
the Central and Provincial Governments, the agricultural insurance market grew 
dramatically to become the second largest market in the world (after the 
United States) in 2008.  
 
In India and Mexico, weather based crop insurance has been developed on a 
large scale to protect farmers against the vagaries of the weather. Many other 
countries have investigated the feasibility of agricultural insurance, and some 
have implemented pilot programs. 
 
In their attempt to design and implement agricultural insurance, many 
Governments in developing countries have sought technical assistance from the 
international community, including the World Bank.  
 
The World Bank is one of the few international financial organisations that has a 
fully dedicated insurance team of agricultural insurance experts, who currently 
provide technical assistance in more than 20 countries.  
 
Governments in developing countries have been increasingly involved in the 
support of commercial agricultural (crop and livestock) insurance programs in 
recent years. One common feature of many agricultural insurance programs is 
public support for agricultural insurance. With some rare exceptions, such as 
the hail insurance market, Governments are supporting the development and 
particularly the expansion of agricultural insurance, often by subsidising 
premiums. 
 
2. Why Should Governments support agricultural insurance? 

 
Market and regulatory impediments are often invoked to justify public 
intervention in the provision of agricultural insurance. Governments should 
identify and address these impediments, described briefly below, to help 
farmers complement their risk management activities with potentially cost-
effective financial tools such as insurance: 
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a) Systemic risk 
 

One of the central arguments for Government intervention in the provision, 
administration and oversight of agricultural insurance programs involves the 
presence of systemic risk (that is, risk that affects a large number of 
economic units, such as farmers and herders, simultaneously).  
 
The systemic component of agricultural risks can generate major losses in 
the portfolio of agricultural insurers. Estimated probable maximum losses 
for major events, such as those occurring once every hundred years, may 
exceed average expected losses by many times and seriously affect the 
financial solvency of insurance companies.  
 
Public intervention would be justified because no private reinsurer or pool 
of reinsurers has the capacity to cover such a large liability when the risks, 
even though small, may be difficult to diversify. 

 
b) Informational asymmetries 

 
The two critical informational problems that any insurance program faces 
are adverse selection and moral hazard. They are intimately tied to the 
difficulties associated with measuring risks and monitoring farmer behavior.  
 
It may be very difficult for private entities to measure risks, collect relevant 
data, monitor producer behavior, and establish and enforce underwriting 
guidelines. These difficulties can result in high, sometimes prohibitive, 
transactions costs that preclude the development of private insurance 
markets.  
 
Governments have a major role to play in reducing informational 
asymmetry. The development and maintenance of agricultural and weather 
databases as public goods can help insurers properly design and price 
agricultural insurance contracts, thus reducing adverse selection. Public 
extension services assisting and supervising farmers in the management of 
their production risks before and after the occurrence of a loss can help 
reduce moral hazard. 

 
c) Post-disaster assistance programs 

 
Governments tend to alleviate the effects of crop failures or other disasters 
by providing post-disaster direct compensation as a relief measure. This 
poses a “Samaritan’s dilemma,” whereby post-disaster aid discourages 
programs such as insurance, which provide more-efficient financial solutions 
and reduce the magnitude of losses from future events. 
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d) Limited access to international reinsurance markets 
 

Access to the international reinsurance market is often limited in developing 
countries, particularly for specialised lines of business such as agricultural 
insurance. In recent years, agricultural reinsurers and brokers have shown 
increasing interest in developing their business in low and middle-income 
countries, particularly in large countries such as China and India.  
 
Smaller countries with far fewer business opportunities may have more 
difficulty attracting these international companies. Reinsurers report that 
reinsurance capacity is available for crop and livestock programs that are 
properly designed and have rates that generate sufficient premium volume 
to cover expected losses, operating costs, and cost of capital (including 
profit). 

 
e) Agricultural risk market infrastructure 

 
An important supply-side impediment to the provision of agricultural 
insurance in developing countries is the lack of infrastructure support for 
agricultural insurance. Government could create these public goods, such as 
agricultural and weather databases and crop risk models, providing domestic 
agricultural insurers with reliable data and quantitative tools to better 
assess their catastrophe risk exposure and thus design actuarially sound 
agricultural insurance products. 

 
f) Low risk awareness 

 
Farmers tend to be very aware of their production risks. They may exhibit 
“cognitive failure,” however, in that they may underestimate the likelihood 
or severity of catastrophic events.  

 
Stakeholder consultations in India and Mongolia reveal that farmers and 
livestock herders recall the occurrence of major past events but tend to 
underestimate their severity. Governments may play an important role in 
providing farmer awareness and education programs and in supporting the 
marketing and promotion programs of the private commercial insurance 
sector. 

 
g) Lack of insurance culture 

 
A commonly cited reason for the low demand for agricultural insurance in 
developing countries is the limited understanding of its benefits. Insurance 
is often perceived as a nonviable investment, because premiums are 
collected every year but indemnities are paid much less frequently. The 
general population views insurance, particularly agricultural insurance, 
which, by definition, pays only when infrequent events occur coverage as a 
privilege of the rich. 
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h) Regulatory impediments 
 

The regulatory frameworks governing insurance markets in many low and 
middle-income countries tend to be underdeveloped. As a result, regulatory 
overlay can in some cases inhibit increased penetration of insurance, 
including agricultural insurance. Innovative agricultural insurance products, 
such as index-based crop insurance or other parametric (weather-based) 
crop insurance, require an enabling regulatory framework. 

 
3. Problems associated with crop insurance 
 
Crop insurance is not a panacea for the problems of agricultural sector. Crop 
insurance itself cannot increase productivity or be a source of financing, but it 
can play a role in enhancing both. Crop insurance is thus to be regarded as a 
“support measure” in which the Government plays an important role, because 
of the benefit it provides not merely to the insured farmers, but to the entire 
community directly and indirectly through spillover and multiplier effects.  
 
Crop insurance, like all insurances is essentially a mutual or cooperative 
enterprise in which all the insured farmers participate jointly in sharing their 
common risks.  
 
Literature on crop insurance reveals that multi-peril crop insurance in the 
public sector has not been a success, be it a developed or developing country. 
The reasons have its roots in the main difficulties that most countries are faced 
with. India is no different from most of the developing countries.  
 
The major problems of crop insurance may include: 
 

a) Lack of adequate database for determining premiums and indemnities 
 

Over nearly 25 years of implementation of crop insurance, adequate 
database for determining premium rates and indemnity levels have been 
built up at ‘area’ (tehsil / block / circle etc.) level. But, the fact remains 
that overwhelming majority of farmers do not maintain any record of yield 
and losses and hence, there is no reliable database for determining premium 
and indemnity rates at individual farm level. 

 
b) Small holding size and wide variety of agricultural practices 

 
Average farm holding size of mere 1.3 hectares with a farming community as 
large as 120 millions is of great significance and challenge. Small holding 
size combined with varied agricultural practices and managerial deficiencies 
associated with growing of wide variety and range of crops across 120 agro-
climatic zones are a gigantic task. 
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c) Unsatisfactory land tenure and record system 
 
The fragmentation of land and failure to record the same, prevalence of 
absentee landlord system and oral land lease system are also major irritants. 
 
d) Poverty and illiteracy of farmers 

 
Many of Indian farmers are still illiterate and poor and these social evils 
tend to weaken effectiveness of the best of the schemes.  

 
e) Lack of adequate Infrastructure 
 
To successfully implement a meaningful crop, insurance scheme across the 
length and breadth of country like India, requires huge infrastructure and 
extensive organisational network.    

 
f) Very high administrative costs 
 
One of the main reasons for implementing the earlier CCIS and the present 
NAIS as a multi-agency scheme is to reduce administrative costs. An 
exclusive agency with sufficient network to administer the scheme on its 
own would involve very high administrative costs and the resultant high 
costs of insurance (unless services of other agencies are enlisted).   

 
g) Limited financial resources 

 
Agriculture in India is a gamble with monsoon and year after year vast areas 
of country are exposed to drought and / or floods. Systemic risks leading to 
catastrophic losses are common in agriculture and the limited resources / 
subsidies / claim support, what the Government has been providing may not 
be adequate to sustain a broad based  scheme (covering all crops and all 
farmers) in adverse years. 

 
h) Political will required to charge fair premiums and enforce impartial 

loss adjustments 
 
In a country like India, it may not be easy to take hard and unpleasant 
decisions with regard to charging actuarial premium rates, impartial loss 
adjustment etc. Political interference is hard to prevent in implementation 
of crop insurance. 

 
i) Great moral and physical hazards 
 
A general ‘contract’ is based on good faith, but an insurance contract is 
based on ‘utmost good faith’. No insurance schemes, be it a crop or general, 
can ever afford to ignore moral and physical hazards in its field. Crop 
insurance by nature is a specialty insurance and more prone to adverse 
selection and moral hazards. 



GOVERNMENT’S ROLE IN AGRICULTURE INSURANCE  CHAPTER 9 

IC-71 AGRICULTURAL INSURANCE 203 

a) Legal aspects 
 

Certain aspects of this subject have been discussed in Lessons I and II. Here 
it is proposed to mention briefly certain relaxations in the existing law and 
regulations that would have to be considered to facilitate the promotion of 
crop insurance.  
 
Some of these are:  

 
i. Crop insurance would have to be governed by a separate law as incase of 

USA, Japan, Philippines etc. rather than Insurance Act (1938), General 
Insurance Business Nationalisation Act (1972) and Insurance Regulatory 
and Development Authority Act (1999). 

 
ii. Substantial amount of funds are channeled to agricultural sector by the 

Government through various relief and welfare schemes, including 
Calamity Relief Fund etc. Regulating these funds through streamlining 
and channeling, using crop insurance as a carrier would not only increase 
effectiveness of crop insurance, but also accountability in proper 
utilisation of funds. 

 
iii. The obligations placed on private insurers in completing social sector 

(including crop insurance) are too low to allow penetration of 
agricultural sector by private insurers. 

 
iv. Financial Institutions (FIs) are among the major beneficiaries of crop 

insurance, since the credit-linked schemes tend to improve recoveries 
through payments received as compensation and would also help in 
cyclic flow of credit. FIs, therefore, should be made to share in premium 
paid by the farmer. 

 
b) Taxation and reserves 

 
Under the provisions of the Insurance Act 1938, crop insurance business is 
considered as part of the Miscellaneous Insurance Business of a General 
Insurance Company. For the purpose of taxation, the profits declared as per 
the Company’s Annual Accounts are taken into consideration.  
 
Profits are taxed as per the Income Tax Act, i.e., insurance companies are 
taxed at the rate applicable to Public Companies. 

 
At present 50% of the Miscellaneous insurance premium income is allowed to 
be built up as unexpired risks reserve. In the case of an exclusive crop 
insurance company like Agriculture Insurance Company of India (AIC), it’s 
advisable to allow buildup of unexpired risk reserve equal to 100% of the 
premium till the reserves equal to losses under Probable Maximum Loss 
(PML) is accumulated.  
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Another suggestion worth examining is to exempt the insurance companies, 
particularly AIC from income tax (to the extent of agriculture insurance 
operations), since agriculture insurance is provided for conferring socio-
economic benefits on the farming community and the citizens in general and 
therefore, need not be considered as a profit making business. 
 
c) Loss minimisation 

 
i. Large scale losses are cause due to: 

 
 Climatic factors like drought, flood, and cyclones 
 Biological factors like pests, diseases and weeds 
 Nutritional factors like deficiency of plant nutrients 

 
Since, most of the farmers are poor and illiterate and cannot take loss 
minimisation measures on their own; Government and community action is 
called for. In a number of areas of crop loss minimisation, technical, 
financial and other help can be provided by: 

 
 Government 

 
 Non-Governmental Organisations (NGOs) interested in agricultural 

extension, education and research 
 Agricultural / Rural Financing Institutions 
 Major suppliers of agricultural inputs 
 Major industrial consumers of agricultural produce 

 
ii. Loss prevention and loss minimisation measures are very important in 

the context of a crop insurance operating on a country-wide basis. While 
the agricultural extension work done by the State Government plays a 
vital role in this respect, there is scope for achieving substantial results 
by: 

 
 Gradually adopting actuarial premium rates 
 Limiting sum insured per farmer 
 De-notification of areas consistently showing losses and  
 Other similar safeguards 

 
d) Reinsurance 

 
It’s well known that the availability of reinsurance facilities has been one of 
the most important factors which helped the large scale development of 
insurance in recent times.  
 
Crop insurance can be no exception to the need for reinsurance support. 
Reinsurance of crop hail risk insurance has been placed in European markets 
for several years and is considered as a specialised activity.  
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While single or named peril insurance attract attention of reinsurers, ‘Multi-
peril’ or ‘All risk’ insurance programmes are the most difficult to find 
reinsurance. Generally reinsurance market doesn’t offer any crop insurance 
programme which covers pests and diseases as these occurrences can be 
prevented by proper management.  
 
Drought is also considered by many reinsurers as manageable and hence 
should not be covered. However, any scheme which does not cover all 
production risks till the time of harvest, is not likely to be acceptable to 
farmers in developing countries. Hence, there have been suggestions that 
developing countries should join together to set-up an International Crop 
Reinsurance Pool with the support of International Organisations like FAO, 
World Food Programme (WFP), World Bank etc. 
 

Test Yourself 2  
 
In India, over nearly 25 years of implementation of crop insurance, adequate 
database for determining premium rates have been built up at ______ level. 
 
I. Tehsil  
II. State 
III. Zone 
IV. Centre 
 

 
C. Micro insurance 
 
1. Micro insurance regulations 

 
Recognising the need for insurers to adjust their costs of serving marginal 
clients in remote areas, collecting premiums and installments, and offering 
services at the door step, IRDA has taken a lead to notify the Insurance 
Regulatory and Development Authority (Micro-Insurance) Regulations, 2005 
(IRDA/MI/3/2005).   
 
This regulation permits an insurer carrying on life insurance business to offer 
life micro-insurance products as also general micro-insurance products to the 
poor households. Similarly, an insurer carrying on general insurance business 
may offer general micro-insurance products as also life micro-insurance 
products.  
 
The salient features of the regulations are discussed below: 
 

a) Scope and specifications of micro insurance product 
 
The terms of general micro insurance product are given in table below: 
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Table 9.8 Terms of general micro insurance products   
 

Type of Cover 
Minimum 
Amount 
of Cover 

Maximum 
Amount 
of Cover 

Term 
of 

Cover 
(Min) 

Term 
of 

Cover 
(Max) 

Min. 
Age at 
entry 

Max. 
age at 
entry 

Dwelling and 
contents, or 
livestock or Tools 
or implements or 
other named asset 
/ or Crop insurance 
against all perils  

INR 5,000 
Per asset/ 

cover 

INR 
30,000 

Per asset/ 
cover 

1 year 1 year NA NA 

Health Insurance  
(Individual) INR 5,000 

INR 
30,000 1 year 1 year 

Insurer’s 
discretion 

Health Insurance 
(family) (Option to 
avail limit for 
Individual / float 
on family) 

INR 
10,000 

INR 
30,000 

1 year 1 year Insurer’s 
discretion 

Personal Accident 
(per life / earning 
member of family) 

INR 
10,000 

INR 
50,000 1 year 1 year 5 70 

 

Note:  The minimum number of members comprising a group shall be at 
least twenty for group insurance 

 
Micro insurance regulations, as can be seen from the table, also include 
insurance of crops against all perils, and, therefore, it’s a golden 
opportunity for insurers to strengthen their marketing network and expand 
their reach. Relevant promotional efforts will go a long way in facilitating 
this.  

 

b) Tie-up between life insurer and non-life (property) insurer  
 

As per the provision under the Insurance Act 1938, an insurer in India can 
undertake life insurance, general insurance or reinsurance business. The 
Micro Insurance Regulations provide a framework under which the customers 
can avail both kinds of policies from a single insurer.  
 
Under the regulations, an insurer carrying on life insurance business can 
offer any general micro-insurance product. In this case the company shall 
have a tie-up with an insurer carrying on general insurance business.  
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The company shall pass on the premium attributable to the general micro 
insurance product either directly or through any of the distributing entities 
of micro-insurance products to the insurer carrying on general insurance 
business.  
 
In the event of any claim in regard to general micro-insurance products, the 
insurer carrying on life insurance business or the distributing entities of 
micro-insurance products shall forward the claim to the insurer carrying on 
general insurance business and offer all assistance for the expeditious 
disposal of the claim.  
 
Similarly, an insurer carrying on general insurance business could offer any 
life micro-insurance products by entering into tie up with the life insurance 
companies. 

 
c) Appointment of micro insurance agents 

 
The regulations provide for the appointment of micro insurance agents for 
distribution of micro insurance products. For this purpose, the term “micro-
insurance agent” would mean: 

 
i. A Non-Government Organisation (NGO) or  

 
ii. A Self Help Group (SHG) or  

 
iii. A Micro-Finance Institution (MFI) 

 
Who is appointed by an insurer to act as a micro-insurance agent for 
distribution of micro-insurance products.  
 
A micro insurance agent shall be appointed by an insurer by entering into a 
deed of agreement. A code of conduct has also been laid down for micro 
insurance agents prescribing that a micro-insurance agent shall not work for 
more than one insurer carrying on life insurance business and one insurer 
carrying on general insurance business, training requirement etc. 
 
d) Handling of complaints 
 
It shall be the responsibility of the insurer to handle and dispose of 
complaints against a micro-insurance agent with speed and promptitude. 
Further, every insurer shall send a quarterly report to the Authority 
regarding the handling of complaints/grievances against the micro-insurance 
agents and where in a particular quarter, there are no 
complaints/grievances, a “Nil” report should be sent.  
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2. Crucial issues facing Micro Insurance 
 

The special characteristics of the low-income market however create more 
problems for designing and marketing of micro insurance products. Some of 
these are discussed below: 
 

a) Spread of risk   
 

Insurance is based on the principle of spread of risk. Achieving this spread 
could be difficult for a micro-insurance provider particularly if they are 
operating in limited geographical spread or among its members with 
identical risk profile.  
 
The other aspect of spread of risk is that the insurers needs a sufficiently 
large number of policyholders to increase the likelihood that actual loss 
experience will more or less close to the expectations.   

 
b) Moral hazard  

 
Moral hazard is defined as dishonest, careless or indifferent behavior by a 
policyholder that increases the chances of loss (e.g. negligent maintenance 
of a sewing machine because it is insured). The primary mechanism for 
reducing moral hazard is underwriting—the screening of prospective 
policyholders to assess their potential risk to the insurer. Strict application 
of underwriting standards can preclude prospective policyholders from 
defrauding the insurer.    

 
c) Adverse selection  

 
Another basic problem of insurance is that of adverse selection. Simply put, 
this is the likelihood of the most risky clients being insured. Adverse 
selection occurs when the individuals with a high probability of incurring a 
loss predominate among policyholders and low-risk individuals fail to join. 
This could be a serious issue in micro insurance products operated with 
lesser degree of underwriting checks and balances.   
 
d) Management expenses  

 
Management expenses is the important element factored in the price of 
insurance products and it may constrain the pricing of micro insurance 
products, particularly if operated on smaller scale.  

 
e) Lack of historical data  

 
An insurance operation will be viable in the long run only if the premium 
income is sufficient to pay out all claims. For this, the insurers need to 
develop reliable estimates of the expected claims and premium.  
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Such an estimate can only be based on fairly long-term historical data on 
claims experience. Further, analysis of this data is required taking into 
account the geographical location of the risk, occupation of the insured 
population, the living conditions etc. Lack of this kind of historical data on 
incidence of risk and claims experience of the micro-insurance scheme could 
be a handicap for a micro-insurer while setting the correct price.   

 
f) Tiny transactions  

 
The tiny size of financial transactions in low-income communities (relative 
to traditional financial services markets) necessitates minimisation of 
transaction costs to achieve sustainability. Micro-insurers must also 
overcome this challenge. Tiny transactions impact both cost of collection 
and servicing and convenience.   
 
g) Irregular household income flows  

 
The irregular flow of income in low-income households presents another 
obstacle for insurance providers. In case of farmers who mostly receive 
income from their agricultural activity (sale of produce) mostly once or 
twice a year may not have cash on hand to pay for crop insurance premium, 
at the beginning of crop season, as it also coincides with other major 
expenses for procuring agricultural inputs.  

 
h) Pricing 
 
One of the important and potentially difficult issues in developing an 
insurance product is setting prices or rate making. While the price should be 
affordable but at the same time it should be based on actuarial calculation 
to make it sustainable. Therefore while it should be low enough to be 
attractive to the poor at the same time it should be high enough for 
servicing the claim and covering the management expenses.   

 
i) Affordability  

 
Commercial insurance companies largely ignored the insurance needs of the 
poor mainly on account of their belief that the poor cannot afford to 
purchase insurance products. However it has been increasingly felt that the 
poor are spending substantial amount of their earning on health, maternity, 
drought, loss of livestock and such other contingencies and they are willing 
to pay for insurance provided the product is perceived to be beneficial to 
them and the mode and pattern of payment are convenient.  
Therefore, apart from absolute level of premium, other important factors 
have a lot of bearing on the affordability.  
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j) Service delivery system  
 

Experience shows that the poor need simple, transparent, flexible collection 
of premium and delivery mechanisms. They need handholding and door-to-
door service for collection and delivery of services. The poor also need 
specialised educational efforts to understand the concept of insurance, risk 
pool and planning for the future. It is also evident that members need extra 
assistance in filling up forms for their coverage, collecting the right 
documents for claim submission and in dealing with complex procedures. 
Grass root level presence via field workers is essential for the popularisation 
of micro insurance products.  The implementers, however, need resources 
and funds to provide such services.  

 
k) Mobilisation and capacity building  

 
With insurance, the level of trust required of policyholders exceeds that 
required of depositors, because the client will not know whether the insurer 
will keep its promise until some uncertain time in the future when the 
policyholder makes a claim.  

 
In addition, prospective clients in some areas harbor a mistrust of all 
insurance providers. Thus, there is a need for explaining the very concept of 
insurance to the poor households. For the poor, who are always accustomed 
to think on a day-to-day basis, it is difficult for them to plan for the future.  
This implies that educational activities aimed at both generating 
understanding of insurance and marketing of this insurance product are 
critical in propagating micro insurance. 

 
Test Yourself 3  
 
Which of the below statement is correct with regards to micro insurance 
regulations? 
 
I. Minimum term for health insurance cover for an individual is 1 year and 

maximum is 5 years 
II. Minimum health insurance cover for a family is Rs. 5,000 and maximum is Rs. 

30,000 
III. Minimum health insurance cover for an individual is Rs. 5,000 and maximum 

is Rs. 30,000 
IV. Minimum term for health insurance cover for a family is 1 year and 

maximum is 3 years 
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Summary 
 
a) Public sector crop insurance in Brazil dates back to 1954 when the Federal 

Government of Brazil formed PROAGRO. 
 
b) Various agricultural insurance products are available in Brazil like crop, 

livestock, forestry, hail etc. 
 
c) Various indemnity-based and index-based insurance programs are offered in 

Canada. 
 
d) In Canda, premiums are subsidised for crops according to four federal cost-

sharing categories. 
 
e) In China agricultural insurance developed in two phases 
 
f) CIRC is the Regulatory Authority for insurance in China. 
 
g) In Israel, participation levels are extremely high, with an estimated 90% of 

national crops and 100% of livestock and poultry insured. 
 
h) The only delivery channel of agriculture insurance in Japan is through about 

300 cooperatives. 
 
i) Fondos are a unique feature of Mexican agricultural insurance 
 
j) In the United States, the participation rate measured as the ratio of insured 

area to total 2002 harvested cropland increased from 72% in 2003 to 90% in 
2007. This is one of the highest insurance penetration rates of any voluntary 
crop insurance program in the World. 

 
k) Governments should help farmers complement their risk management 

activities with potentially cost-effective financial tools such as insurance. 
The impediments include: 
 
 Systemic risk 
 Informational Asymmetries 
 Post-Disaster Assistance Programs 
 Limited Access to International Reinsurance Markets 
 Agricultural Risk Market Infrastructure 
 Low Risk Awareness 
 Lack of Insurance Culture 
 Regulatory Impediments 
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l) Problems associated with Crop Insurance include the following: 
 
 Lack of adequate database for determining premiums and 

indemnities 
 Small holding size and wide variety of agricultural practices 
 Unsatisfactory land tenure and record system 
 Poverty and illiteracy of farmers 
 Lack of adequate Infrastructure 
 Very high administrative costs 
 Limited financial resources 
 Political will required to charge fair premiums and enforce impartial 

loss adjustments 
 Great moral and physical hazards 

 
m) IRDA has notified the Insurance Regulatory and Development Authority 

(Micro-Insurance) Regulations, 2005 
 
n) The Micro Insurance Regulations provide a framework under which the 

customers can avail life as well as general insurance policies from a single 
insurer. 

 
o) Crucial issues facing Micro Insurance include: 

 
 Spread of risk 
 Moral Hazard 
 Adverse Selection 
 Management Expenses 
 Lack of historical data 
 Tiny Transactions 
 Irregular Household Income Flows 
 Pricing 
 Affordability 
 Service delivery System 
 Mobilisation and Capacity Building 
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Answers to Test Yourself  
 
Answer 1  
 
The correct option is II. 
 
Fondos are a unique feature of Mexican agricultural insurance 
 
Answer 2  
 
The correct option is I. 
 
In India, over nearly 25 years of implementation of crop insurance, adequate 
database for determining premium rates have been built up at tehsil level. 
 
Answer 3  
 
The correct option is III. 
 
Minimum health insurance cover for an individual is Rs. 5,000 and maximum is 
Rs. 30,000. 
 
Self-Examination Questions 
 
Question 1  
 
The Stability Fund for Rural Insurance FESR is used in which of the below 
country? 
 
I. Israel 
II. Brazil 
III. Mexico 
IV. United States of America 
 
Question 2  
 
In China, the delivery channels for agriculture insurance include which of the 
below? 
 
I. Insurer’s own agent network 
II. Banks 
III. Insurance brokers 
IV. All of the above 
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Question 3  
 
In which country the penetration level for crop insurance is 90% and livestock 
insurance is 100%? 
 
I. Israel 
II. Mexico 
III. China 
IV. United States of America 
 
Question 4  
 
In Japan the National Forest Insurance Law was enacted in which year? 
 
I. 1929 
II. 1935 
III. 1937 
IV. 1947 
 
Question 5  
 
In which country the delivery of agriculture insurance is only through about 300 
cooperatives? 
 
I. Mexico 
II. Japan 
III. United States of America 
IV. Canada 
 

 
Answers to Self-Examination Questions 
 
Answer 1  
 
The correct option is II. 
 
The Stability Fund for Rural Insurance FESR is used in Brazil. 
 
Answer 2  
 
The correct option is IV. 
 
In China, the delivery channels for agriculture insurance include producer 
associations; co-operatives and village committees; insurance brokers; input 
suppliers; banks and insurer’s own agent network. 
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Answer 3  
 
The correct option is I. 
 
In Israel the penetration level for crop insurance is 90% and livestock insurance 
is 100%. 
 
Answer 4  
 
The correct option is III. 
 
In Japan the National Forest Insurance Law was enacted in 1937. 
 
Answer 5  
 
The correct option is II. 
 
In Japan, the delivery of agriculture insurance is only through about 300 
cooperatives. 
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CHAPTER 10 
 

LIVESTOCK / CATTLE WEALTH IN INDIAN RURAL 

ECONOMY 

 

Chapter Introduction 
 
Livestock sector includes animal husbandry, dairy and fisheries sector. It is a 
considerably major sector. It plays an important role in the national economy 
and in the socio-economic development of the country. It also plays an 
important role in the rural economy as supplementing family incomes and 
generating gainful employment in the rural sector, particularly among the 
landless labourers, small and marginal farmers and women. 
 
Since India's independence, it has experienced considerable economic growth 
and structural change; a trend accelerated by its structural reforms which 
began in 1991. These changes are also reflected in the trends in the livestock 
sector which has shown considerable growth in recent decades especially since 
the late 1990s. There have also been major changes in the production of the 
Indian livestock sector. 
 
Learning Outcomes 
 
A. Livestock sector – Components 
B. Livestock sector - Organisations 
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Look at this Scenario 
 
On an average the agriculture sector may provide 200 days employment to the 
rural population.  
 
What about the remaining 164 days? 
 
Livestock sector plays a critical role in the welfare of India's rural population. It 
contributes nine percent to the Gross Domestic Product. It may be possible to 
generate employment for farmers as well as land-less labourers in the livestock 
sector. Policy initiatives like easing import restrictions on feed like corn 
(particularly to the traders), compulsory backward integration for 
slaughterhouses particularly for male buffalo calves and provision of decent 
marketing infrastructure mainly network of cold storage facilities can provide a 
significant boost to the sector which is considered an important component in 
poverty alleviation programmes. 
 
A. Livestock sector - Components  
 
1. Importance of livestock population 
 
According to 17th censes of the livestock, their existing population is 485 
millions. It is increasing day by day due to its importance as an alternative 
source of income and food also. The importance of livestock in India goes 
beyond the function of food production. It is an important source of draught 
power, manure for crop production and fuel for domestic use. Thus, by 
minimising use of non-renewable energy, livestock make a positive contribution 
to the economic development.  
 
Livestock sector is an important source of income for the farmers and poor rural 
population. The growth in the livestock subsector is expected to contribute 
towards poverty alleviation, as the livestock elements are largely concentrated 
among the marginal and small farmers in rural areas. Near about 70% of 
livestock market in India is owned by 67% of small and marginal farmers and by 
the land less.  
 
Livestock are an important source of income for the poor rural population. This 
sector contributed an important share in export of Indian international trade. 
Recently the livestock subsector is playing a very important role in poverty 
alleviation in rural area.  
 

a) The livestock sector contributed over 5.26% to the total GDP during 
2006-07. 

b) According to estimates of the Central Statistical Organization (CSO), the 
value of output from livestock and fisheries sectors together at current 
prices was about 2,82,779 crore during 2007-08 which is about 31.6% of 
the value of the output of 8,94,420 crore from agriculture and allied 
sectors. 



LIVESTOCK SECTOR - COMPONENTS CHAPTER 10 

IC-71 AGRICULTURAL INSURANCE 219 

2. Production of milk 
 
India continues to be the largest producer of milk in the world, producing 13.1 % 
of the total milk produced in the world. Hence, India has attained the first rank 
in milk production in the world. At present the first five countries in the world 
producing maximum milk are India, USA, Russia, Germany and France.  
 
In the early days of independence, production of milk was only 17 million tonnes 
(MT) in 1950-51 in India. Milk production at the end of 2008-09 reached 110 
million tonnes as against global production of 679 million tonnes, constituting 
15.6% of the world production. The per capita availability of milk in India 
reached 265 grams per day which is still below the world average. 
 
This has not only placed the country on top in the world, but also represents 
sustained growth in the availability of milk and milk products for the growing 
population of the country. Concentrated dairy products such as skimmed milk 
continues to be the largest item of export, which together accounts for nearly 
78% of net milk and milk product exports during 2007-08. 
 
3. Poultry and egg 
 
Poultry is one of the fastest growing segments of the agricultural sector in India 
today. The growth rate has been rising at 8 to 10 % per annum. As a result, India 
is now the world's fifth largest egg producer and the eighteenth largest 
producer of broilers. Table eggs and broiler meat are the major end products of 
the poultry sector in India.  
 

a) The organised sector of poultry industry is contributing nearly 70% of the 
total output and the rest 30% comes from the unorganised sector in 
India.  
 

b) Andhra Pradesh, Tamil Nadu and Maharashtra are producing nearly 70% 
of the country's egg production.  
 

c) Presently production of eggs is estimated to be about 37 billion, that of 
broilers 895 million, and that of poultry meat 735,000 tonnes.  
 

d) India ranks third in the world with annual egg production of 2.67 million 
tonnes. 
 

e) Indian poultry meat products have good markets in Japan, Malaysia, 
Indonesia and Singapore. 
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4. Fish production 
 
India has about 8041 km of coastline, and about 5.70 million ha of fresh water 
area, suitable for fisheries production. Fishing, aquaculture and allied activities 
are reported to have provided livelihood to over 14 million persons in 2006-07. 
In 2001 overall fish production was 5666 thousand tonnes, which has risen to 
7127 thousand tonnes during 2007-08. 
 
This sector has great potential to export fish and fish products. Since 1991, 
overall export of fish has risen at a considerable rate. According to the data 
provided by ministry of agriculture and commerce of India, the export of fish 
and fish products has increased over the last ten years. In 1991 India exported 
140 thousand tonnes of fish, which reached 541 thousand tonnes during 2007-
19, earning foreign exchange equivalent to 7620 crore. 
 
5. Meat and meat products 
 
The meat products industry in India is largely in the un-organised sector. With 
rapid urbanisation, higher income levels and changes in lifestyle, market for 
scientifically produced and hygienically packed meat and “meat products” is 
expanding rapidly. Today there is increasing demand for the meat and meat 
products in domestic and foreign market, particularly that of Gulf and West Asia 
and neighbouring countries. In 2003 India had a livestock population of 485 
million that included 185 million cattle and 98 million buffaloes. Cattle, 
buffaloes, sheep, goat, pigs, camels, mithuns etc. constitute the livestock 
population. 
 

a) There is a huge scope for expanding exports, especially beef, poultry 
meat, eggs and dairy products.  
 

b) Slaughter rate for cattle as a whole is 20%, for buffaloes it is 41%, pigs 
99%, sheep 30% and 40% for goats.  
 

c) The country has 3,600 slaughterhouses, 9 modern abattoirs and 171 
meat-processing units licensed under the meat products order.  
 

d) The production of meat has increased from 1.9 million tonnes to 23 
million tonnes from 2001 to 2007. 
 

e) In the meat and meat processing sector, poultry meat is the fastest 
growing animal protein in India.  
 

f) The estimated production of meat was 6.5 million tonnes during 2007-
08.  
 

g) Per capita consumption increased from 870 grams in 2000 and is 
expected to reach 2 Kg during 2009.  
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h) According to APEDA, the export of beef increased from 343817.08 tonnes 
(value Rs 1536.77crore) in 2003-04 to 483478 tonnes (3549.70 crore) in 
2007-08.  
 

i) The export of sheep/goat meat increased from 16820.53 tonnes (Rs 
110.39 crore) in 2003-04 to 8908 tonnes (134.09 crore) in 2007-08.  
 

j) The processed meat export was 986.13 tonnes (Rs 7.63 crore) in 2003-04 
and now it is 1245 tonnes (value Rs 12.96 crore).  
 

k) The export of poultry products was 415228.17 tonnes (Rs 202.40 crore) in 
2003-04 it is has also increased to near about 1355246 tonnes (Rs 401.08 
crore) in 2007-08. 
 

6. Benefits of livestock sector developments in India 
 

a) Animal husbandry 
 

Animal husbandry sector provides large self-employment opportunities. 
Presuming that one family member is employed in looking after the 
livestock, 25 million people are estimated to be employed with the livestock 
rearing activity. This sector is playing a very important role in the rural 
economy as a support sector of the economy. Especially 70 million rural 
households primarily, small and marginal farmers and landless labourers in 
the country are employed in dairy. Dairying has become an important 
secondary source of income for millions of rural families. 

 
b) Poultry 

 
Poultry is also another way of getting food and food security in India. Apart 
from food security it also provides employment to about 1.5 million people. 
Livestock sector not only provides essential protein and nutritious human 
diet through milk, eggs, meat etc. but also plays an important role in 
utilisation of non-edible agricultural by-products.  

 
c) Livestock maintenance 

 
Livestock also provides raw material/by products such as hides and skins, 
blood, bone, fat etc. Livestock provide draught power for ploughing fields 
and for transport, while cattle dung and urine can also prove to be an 
invaluable source of organic manure as well as for medicines to cure a 
number of diseases. Dung is also burnt as a fuel and used in bio-gas plants as 
an alternative source of energy for electrification and cooking in rural areas. 
The slurry from bio-gas plants is also usable as manure, as it is a rich source 
of nitrogen.  
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This provides subsidiary occupation to a large section of the society 
particularly to the people living in the drought prone, hilly, tribal and other 
remote areas where crop production on its own may not be capable of 
engaging them fully. In adverse climatic conditions and national calamities 
like drought, flood etc., animal husbandry practices have proved to be a 
boon for sustaining the livelihood of the landless and marginal farmers in the 
state. 

 

Test Yourself 1  
 

India is ranked _______________ in terms of milk production. 
 

I. 1st 
II. 2nd 
III. 3rd 
IV. 4th 
 

 
B. Livestock sector - Organisations 
 
1. National Dairy Development Board (NDDB) 
 

a) Benefits of NDDB 
 

i. Over the last 35 years or so, the Indian dairy industry has progressed 
from a situation of scarcity to that of plenty.  
 

ii. Dairy farmers today are better informed about technologies related to 
more efficient milk production and their economics.  
 

iii. Even the landless and marginal farmers now own highly productive cows 
and buffaloes in many areas.  
 

iv. Along with high increase in the production of both cereals and cash 
crops, dairying has expanded rapidly with a compound growth rate of 
over 5 % per annum over the last two decades.  
 

v. Application of modern technology and advance management systems in 
milk processing and marketing have brought about a marked change in 
the market place.  
 

vi. Consumers now have a wide range of choice of products and packages. 
The availability of dairy products has become regular.  
 

vii. It would only be proper to state that the country has achieved a greater 
degree of self-reliance in the dairy sector and this has happened 
essentially because of the sound base that has been created by the dairy 
co-operatives.  
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How did the above benefits come about?  
 

Many factors contributed, but the key role in bringing about this 
transformation has been played by NDDB.  

 
b) NDDB-History 

 
i. NDDB was created in 1965 in response to the then Prime Minister Lal 

Bahadur Shastri's call to 'transplant the spirit of Anand in many other 
places.'  
 

ii. He wanted the Anand model of dairy development, with institutions 
owned by rural producers, which are sensitive to their needs and 
responsive to their demands, replicated in other parts of the country.  
 

iii. He said in a letter addressed to the State Chief Ministers "We envisage a 
large programme of co-operative dairies during the Fourth Plan and this 
will, no doubt, be based on the Anand model. If we can transplant the 
spirit of Anand in many other places, it will also result in rapidly 
transforming the socio-economic conditions of the rural areas".  
 

iv. He decided that the Government of India would create a body, whose 
job would be to replicate 'Anand.' It would be headed by Dr Verghese 
Kurien, the then General Manager of the Kaira District Co-operative Milk 
Producers' Union Limited (AMUL).  
 

v. In the late sixties, the board drew up a project called Operation Flood 
(OF) - meant to create a flood of milk in India's villages, with funds 
mobilised from foreign food donations.  
 

vi. Producers' co-operatives were the central plank of the project, which 
sought to link dairy development with milk marketing.  

 
c) NDDB-Structural changes 

 
NDDB underwent a structural change in 1988. The board, registered as a 
society, and the Indian Dairy Corporation, a company formed and registered 
under the Companies Act 1956, were merged by an Act of Parliament and, 
the NDDB Act, 1987. The resulting corporate body bears the old name - 
National Dairy Development Board. The Act has declared the board to be an 
institution of national importance.  
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d) NDDB-Functions 
 

Some of the main functions of NDDB are 
 

i. To provide technical services for development of dairy and allied 
projects, initial feasibility studies, engineering design, plant erection 
and startup of operations. 
 

ii. To provide manpower development services for dairy and allied projects, 
on the job experience and class room analysis to help executives and 
supervisors to apply their technical and managerial skills in their day-to-
day work. 
 

iii. To provide bulk procurement services, selection and purchase of 
equipment, negotiation and import under license of milk products and 
bulk handling of raw materials for cattle feed concentrate mixes. 
 

iv. To provide specialised dairy engineering services, original design and 
manufacturing follow-up and trouble-shooting on complex equipment. 
 

v. To provide consultation services and allied operations on planning, 
organisation, and marketing, back-up where necessary by research 
within the Board and within other organisations. 
 

vi. To provide international liaison with national and international agencies 
and to facilitate exchange of information and personnel and to assist 
other countries in dairy development 
 

vii. To conduct research in the field of dairying and animal husbandry 
 

The greatest contribution of NDDB has been the initiation and fostering of 
the process of modernisation of India's dairy industry. The co-operative 
movement NDDB helped to create has now become a model for other 
developing countries and the international agencies that are concerned with 
dairy development.  
 
As on 31st March 2009, India has 1, 33,349 village dairy cooperatives 
federated into 177 milk unions and 15 federations procured on an average 
25.1 million litres of milk every day. 13.9 million farmers are presently 
members of village dairy cooperatives. 
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2. Gaushalas and pinjarapoles 
 
Gaushalas and pinjarapoles have been in existence for more than 2 centuries in 
India. They are being maintained on account of religio-economic considerations. 
Many gaushalas maintain not only cattle, but also other livestock. As gaushalas 
have ample resources, it was expected that these institutions could be 
organised on a co-ordinated basis to enable them to function as effective 
agencies for cattle development. Accordingly, the reorganisation and 
development of gaushalas as centre of cattle breeding and milk production 
started with setting up of a Central Gaushala Development Board (CGDB) by the 
Government of India in 1949.   
 
The Gaushalas and Pinjarapoles had the following objectives: 
 

a) To preserve the Indian cow and progeny and to breed and upgrade them 
for supplying plenty of unadulterated milk and milk products to the 
people and distribute the best female calves to the villagers 
 

b) Prepare best pedigree Indian bulls and supply to villagers for breeding 
and upgrading village cows 
 

c) Production of best healthy bullocks for draught works  
 

d) Preserve male calves for distribution to agriculturists  
 
There are more than 3000 gaushalas and pinjarapoles functioning in the 
country, but very few of them are found to be effective in cattle development 
and dairying.   
 
3. Military dairy farms 
 

a) Origin 
 

The Military Farm Corps of the Union Ministry of Defence maintains large 
herds of cattle and buffaloes for milk production for their own use. These 
farms function on the lines of semi-commercial departments. The origin and 
history of the Military Dairy Farms is interesting.  

 
In the latter half of the 19th century a large number of British troops and 
their families were inducted in India. The responsibility of providing rations 
to these people vested with the Master General of supplies. Milk and milk 
products were important articles of diet for them and those were being 
arranged from local sources. The incidence of diseases among the British 
troops and their families was found to be high and this was attributed to 
poor quality milk supplied to them.  
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This situation forced the military establishment to start a dairy of its own in 
1886 at Allahabad to supply milk to troops and dry fodder to animals. This 
was followed by several more farms at Mhow, Panagarh, Kirkee, Belgaum, 
Bangalore, Jallandhar and Wellington. 

 
There were 43 "organised" cattle farms throughout India. Allahabad, Meerut, 
Jallandhar, Bareilly, Dehradun, Ambala and Lucknow are some of the well-
known military dairy farms.  

 
b) Military farms as a role model 

 
Military Farms has the history of being the oldest organised dairy farms in 
the country and claims to be the pioneer in the field of cattle breeding. 
Military Farms is the only organisation involved in multi-dimensional 
functions in the field of agriculture, animal husbandry and dairy farming, 
both for production as well as processing of milk products.  
 
The military dairy farms are the largest source of crossbred animals in India. 
Not only have they played an important role in providing quality milk for 
defence forces, but they have also set a standard for dairy animal 
management. They are a rich source of data for the study of dairy animal 
improvement through the introduction of superior exotic inheritance.  
 
Although the bulk of the requirements of the Defence Services is produced 
in military dairy farms, it is necessary to resort occasionally to the local 
purchase of dairy produce to supplement the farms own produce. The 
purchase of fodder is also necessary as the resources of the farms are not 
adequately developed to meet the entire requirements of the army. 
 
During the financial year 2005-06, an expenditure of 169 crore was incurred 
by military farms, which includes purchase of milk, hay, maintenance of 
farms and salary etc.  
 
In order to improve their economic viability, military farms are being 
reorganised. Furthermore it has also been decided to close down some 
military farms. 18 military farms have been closed down during 2004-05 and 
their assets readjusted/amalgamated with other farms. 

 
4. Indian Veterinary Association 
 
The Indian Veterinary Association was established in the year 1922 and was 
registered as an association under the Registration of Societies Act, as Reg. S. 
No. 96 of 1967. The association with its jurisdiction all over India and 
headquarters at New Delhi has got as affiliated branches / associations in every 
state in the Indian Union.  
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The objectives of the association are as follows: 
 

a) To create an ‘espirit de crops’ among the members of the veterinary 
profession, to promote the advancement of veterinary science in all its 
aspects, to uphold the dignity and honour of the profession and to 
safeguard its rights and interests; to initiate, encourage and support 
veterinary research 
 

b) To publish veterinary journals, reports and treatises 
 

c) To function as the national body representing the profession, to advise 
and arbitrate in matters relating to education, employment and working 
conditions for members of the veterinary profession 
 

d) To help organise and affiliate branches in different states and territories 
of the Indian Union 
 

e) To purchase or otherwise acquire any property or estate capable of 
being used for any of the purposes of the association and to solicit gifts, 
donations and contributions, etc  
 

f) To co-operate with other professional associations and with international 
veterinary societies or associations in furtherance of the objects of the 
association and to organise conferences, conventions, seminars and 
symposia and to perform such other functions as are incidental and 
conducive to the functions or attainment of the objects of the 
association  

 
5. National Veterinary Council 
 
The Veterinary Council of India is a statutory body established under the 
Ministry of Agriculture of the Government of India. The Veterinary Council is 
governed by the Indian Veterinary Council Act, 1984. It derives its funding from 
grants-in-aid from the department of Animal Husbandry and Dairying of the 
Ministry of Agriculture. The council has 27 members (14 nominated, 11 elected 
and 2 ex-officio). 
 
The National Veterinary Council has the following objectives 
 

a) To prepare and maintain the Indian veterinary practitioners' register 
containing the names of all persons who possess the recognised 
veterinary qualifications and who are for the time being enrolled on a 
State veterinary register of the State to which Indian Veterinary Council 
Act extends.  
 

b) To lay down minimum standards of veterinary education required for 
granting recognised veterinary qualifications by veterinary institutions.  
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c) To recommend recognition or withdrawal of recognition of veterinary 
qualifications granted by veterinary institutions in India 
 

d) To lay down the standards of professional conduct, etiquette and code of 
ethics to be observed by veterinary practitioners  
 

e) To negotiate with institutions located in other countries imparting 
training in veterinary education for recognition of their qualifications on 
reciprocal basis 
 

f) To regulate veterinary practices in the country  
 

g) To advise the Central and the State Governments on all regulatory 
matters concerning veterinary practice and education 
 

h) To frame regulations  
 

i) To implement the provisions of the Act, and Rules and Regulations 
framed thereunder.  

 
6. Department of Animal Husbandry and Dairying (Government of India) 
 
The department of Animal Husbandry and Dairying (AHandD) - now renamed as 
department of Animal Husbandry Dairying and Fisheries (DADF) is one of the 
departments in the Ministry of Agriculture and came into existence w.e.f. 1st 
February, 1991, by converting two divisions of the department of Agriculture 
and Cooperation namely animal husbandry and dairy development into a 
separate department.  
 
The fisheries division of the department of Agriculture and Cooperation and a 
part of the Ministry of Food Processing Industries were later transferred to this 
department w.e.f. 10th October, 1997. The department is responsible for 
matters relating to livestock production, preservation, and protection from 
disease and improvement of stocks and dairy development, and also for matters 
relating to the Delhi Milk Scheme and the National Dairy Development Board.  
 
It also looks after all matters pertaining to fishing and fisheries, inland and 
marine. The department advises State Governments/Union Territories in the 
formulation of policies and programmes in the field of animal husbandry, dairy 
development and fisheries. The main thrust areas are 
 

a) Development of requisite infrastructure in States/UTs for improving 
productivity 
 

b) Preservation and protection of livestock through provision of health care 
 

c) Strengthening of central livestock farms (Cattle, Sheep and Poultry) for 
development of superior germ-plasm for distribution to states 
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d) Expansion of aquaculture in fresh and brackish water and welfare of 
fisher-folk etc 

 
Test Yourself 2  
 
NDDB stands for ______________. 
 
I. National Development Dairy Board 
II. National Dairy Development Board 
III. New Dairy Development Board 
IV. National Data Development Board 
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Summary  
 
a) Livestock sector includes animal husbandry, dairy and fisheries. 

 
b) It plays important role in the rural economy as supplementing family 

incomes and generating gainful employment in the rural sector, particularly 
among the landless labourers, small and marginal farmers and women. 
 

c) India continues to be the largest producer of milk in the world accounting 
for 13.1 % of the total milk produced in the world. 
 

d) India is now the world's fifth largest egg producer and the eighteenth largest 
producer of broilers. 
 

e) The meat products industry in India is largely in the un-organised sector. 
 

f) NDDB was created in 1965 in response to the then Prime Minister Lal 
Bahadur Shastri's call to 'transplant the spirit of Anand in many other places'. 
 

g) Some of the main functions of NDDB include providing technical services for 
development of dairy and allied projects, to provide bulk procurement 
services etc. 
 

h) Central Gaushala Development Board (CGDB) was setup by the Government 
of India in 1949. 
 

i) Military Farms has the history of being the oldest organised dairy farms in 
the country and claims to be the pioneer in the field of cattle breeding. 
 

j) The Indian Veterinary Association was established in the year 1922 with the 
objective of creating an ‘espirit de crops’ among the members of the 
veterinary profession. 
 

k) The Veterinary Council of India is a statutory body established under the 
Ministry of Agriculture of the Government of India. It regulates veterinary 
practice in the country. 
 

l) Department of Animal Husbandry Dairying and Fisheries (DADF) is one of the 
departments in the Ministry of Agriculture and came into existence w.e.f. 
1st February, 1991. 
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Answers to Test Yourself  
 

 
Answer 1   

  
The correct option is I. 
 
India is ranked 1st in terms of milk production.  
 
Answer 2    

 
The correct option is II. 
 
NDDB stands for National Dairy Development Board. 

  
Self-Examination Questions  
 
Question 1  
 
NDDB was created in the year _______.  
 
I. 1949 
II. 1965 
III. 1964 
IV. 1971   

 
Question 2  
 
NDDB was primarily headed by ________.  
 
I. Dr. Verghese Kurien 
II. Dr. Venkatesh Rao 
III. Pandit Jawaharlal Nehru 
IV. Sardar Vallabhbhai Patel 

 
Question 3  
 
Central Gaushala Development Board (CGDB) was setup in the year _________.  
 
I. 1949 
II. 1965  
III. 1964 
IV. 1971 
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Question 4  
 

The Military Farm Corps comes under which organisation? 
 
I. Union Ministry of Finance 
II. Union Ministry of Social Welfare 
III. Union Ministry of Defence 
IV. Union Ministry of Urban Development 
 
Question 5  
 

The Indian Veterinary Association was established in the year _________. 
 

I. 1949 
II. 1965  
III. 1964 
IV. 1922 
 

 
 

Answers to Self-Examination Questions  
 
Answer 1  
 

The correct option is II. 
 
NDDB was created in the year 1965.  
 

Answer 2  
 

The correct option is I. 
 
NDDB was primarily headed by Dr. Verghese Kurien.  
 
Answer 3  
 

The correct option is I. 
 
Central Gaushala Development Board (CGDB) was setup in the year 1949.  
 
Answer 4  
 

The correct option is III. 
 
The Military Farm Corps comes under the Union Ministry of Defence.  
 

Answer 5  
 

The correct option is IV. 
 
The Indian Veterinary Association was established in the year 1922.  
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CHAPTER 11 
 

TYPES OF CATTLE AND BUFFALOES 

 

Chapter Introduction 
 
The chapter deals with the various types of cattle found in India. We look at the 
characteristics of each type and their purpose. We also look at the disease 
affecting them and the applicant treatment. We look at the valuation 
methodology for the cattle and look at some guidelines on selecting cattle for 
various purposes. Finally we look at the effect of climate on cattle.  
 
Learning Outcomes 
 
A. Indigenous breeds and their characteristics 
B. General selection procedures for dairy breeds 
C. Common diseases – economic losses caused by diseases 
D. Cattle – Miscellaneous topics  
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Look at this Scenario 
 
Livestock are valuable assets of the rural poor and are critical in supporting 
their livelihoods particularly during unfavourable times. Take the case of 
Jitendra a small cattle farmer from Akola district of Maharashtra. Jitendra has 2 
acres of land some cattle. He gets Rs 2000 per month from traditional rearing of 
cattle. However this is not enough to meet his expenses. 
 
How does he change his situation? 
 
Traditional livestock farming lacks the edge which modern farming practices can 
provide. Procedures like cross-breeding, regular vaccination and best practices 
with regards to animal shelter can help significantly in improving the output 
from the livestock. 
 
A. Indigenous breeds and their characteristics 
 
1. Heat tolerance 
 
Indigenous breeds are well known for heat tolerance, hardiness and ability to 
survive and perform even under stressful conditions and low input regimes. 
Different breeds of indigenous cattle (Bos indicus) were evolved over centuries 
to suit to different agro ecological situations. The general superiority of 
indigenous cattle with respect to heat and insect resistance, adaptability to 
tropical environment, disease resistance etc. is well recognised.  
 
Most of the indigenous cattle can withstand and graze even at atmospheric 
temperatures of 40oC. The extensive area covered by the dewlap, loose body 
skin, more sweat glands and hair coat play a vital role in its heat tolerance.  
The Indigenous breeds of cattle generally have more number of bigger, 
functional, sweat glands per unit area of the skin which helps them to survive 
under higher temperature. They have highest cutaneous and lowest respiratory 
heat loss, as such panting is less.  
 
Their low level of metabolism also contributes to their ability to withstand for 
long without food and water, which makes them more suitable for drought 
prone areas. Indigenous cattle consume food frequently but less at a time, 
generating less internal heat which makes them more resistant to heat. They 
can switch their body skin and drive away flies, fleas and mosquitoes. 
Indigenous cattle possess natural resistance to various insects, as their skin has 
a dense texture, making it difficult for blood sucking insects to penetrate.  
 
They also have a well-developed subcutaneous muscle layer, which enables 
them to remove insects simply by shaking their coat. The sweat also acts as a 
repellent to these insects due to its peculiar smell. The cholesterol level in milk 
and other products of indigenous cattle reared under grazing system is lower 
than in crossbreds. 
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2. Classification 
 
India has the largest cattle and buffalo population. Although majority of them 
do not conform to any specific type, about 20 % of them belong to 26 cattle 
breeds and 7 buffalo breeds. Indian cattle breeds can be broadly classified 
according to the purpose for which they are used. These are  
 
 Draught breeds 
 Milch breeds 
 Dual purpose breeds 
 Buffalo breeds 

  
 

Buffaloes are mainly kept for milk production. In certain parts of the country 
adult he-buffaloes are used for tillage and carting purposes. Adult she-buffaloes 
are kept for producing milk and are found in most parts of the country.  
   

a) Draught breeds 
 

The main purpose of maintaining draught breeds is to produce bullocks. In 
the agricultural economy of India, bullocks are of special importance. They 
provide the motive power for tilling the fields and transporting produce etc. 
to the markets. Cattle of draught type produce good working bullocks, while 
their females give small quantity of milk and are not economical for 
producing milk on commercial scale.  
 
The age of maturity for bullocks is between three to four years and their 
average working life is 10 years. As a result of introducing crossbreeding in 
cattle with exotic dairy breeds in rural areas, the number of crossbred 
bullocks is also growing along with the increase in the number of crossbred 
cows. Such crossbred bullocks are certainly better in their work capacity 
than the non-descript bullocks.  
 
Castration of male calves 
 
All male calves not to be used for breeding are castrated. The castrated 
male calves are more docile. The exact age at which the operation is 
performed varies from region to region, depending upon the breed and the 
growth of the animal. The best results are obtained when the animal is 
castrated at the age of 12 months.  
 
Generally, the younger the calf when castrated, the less inconvenience it 
suffers. Castrated male calves when they grow up and become adults, are 
known as bullocks. They are sterile and easier to handle. Some of the breeds 
of bullocks include 
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i. Amritmahal 
 
 Mainly found in Karnataka 
 Most striking characteristic of 

these cattle is the formation of the 
head and horns.  

 The head is well-shaped, long and 
tapering towards the muzzle 

 Best suitable for ploughing and 
transport 

 

ii. Hallikar 
 
 Mainly found in Tumkur, Hassan 

and Mysore districts of Karnataka  
 Once trained, a team of Hallikar 

oxen can pull a loaded cart over 
rough roads at a rate of 40 miles 
per day 

 

 

iii. Khillar 
 
 Breed of Maharashtra 
 Males are famous for fast transport 

and speedy farm operations 
 Tall, majestic looks, suitable to 

work in block cotton soil. 

 

iv. Kangayam 
 
 Mainly found in Coimbatore, 

Erode, Namakkal, Karur and 
Dindigul districts of Tamil Nadu  

 Best suited for ploughing and 
transport 

 Withstands hardy conditions  
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b) Milch breeds 
 

The cows of these breeds are high milk yielders, but the bullocks are of poor 
draught quality. As a result of crossbreeding programme, superior milch 
breeds have been evolved by crossbreeding indigenous cattle with superior 
exotic milch breeds.  
 
Two high yielding types of cross-bred cattle, viz. Karan Swiss and Karan Fries 
have been developed at National Dairy Research Institute (NDRI) at Karnal in 
Haryana. Similarly, a large cross-bred population named Sunandini, has been 
created in Kerala by using Brown Swiss breed of exotic cattle. The other 
breeds of milch cattle include 

 
i. Sahiwal 
 
 Mainly found in Punjab, 

Haryana, U.P, Delhi, Bihar and 
M.P. 

 Age at first calving - 32-36 
months 

 Calving interval – 15 month 
 Milk yield 
 village condition: 1350 kg 
 commercial farms: 2100 kg 

 

ii. Gir 
 
 Mainly found in Gir forest areas 

of South Kathiawar 
 Milk yield 
 village condition : 900 kg 
 commercial farms: 1600 kg  

iii. Tharparkar 
 
 Mainly found in Jodhpur, Kutch 

and Jaisalmer 
 Milk yield 
 village condition :1660 kg 
 commercial farms: 2500 kg  

Red Sindhi 
 
 Mainly available in Punjab, 

Haryana, Karnataka, Tamil 
Nadu, Kerala and Orissa. 

 Milk yield 
 village condition:1100 kg 
 commercial farms: 1900 kg  
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c) Dual-purpose breeds 
 

The animals of these breeds have characteristics intermediate between the 
specialised milch breeds and draught breeds. The cows are fairly good milk 
producers and the bullocks are good for draught work. Some of these breeds 
include 

 
i. Ongole 
 
 Mainly found in Nellore, 

Krishna, Godavari and Guntur 
district of A.P. 

 Milk yield –1500 kg 
 Bullocks are powerful for cart 

work and heavy ploughing 
 

 

ii. Hariana 
 
 Mainly found in Karnal, Hisar 

and Gurgaon district of 
Haryana, Delhi and western M.P 

 Milk yield –1140 -4500 kg 
 Bullocks are powerful for road 

transport and rapid ploughing 
 

iii. Kankrej 
 
 Mainly found in Guajrat 
 Age at first calving -36 to 42 

months 
 Calving interval – 15 to 16 

months 
 Bullocks are fast, active and 

strong. Good for plough and 
cart purpose 

 Milk yield: 
 Village condition -1300 kg 

commercial farms - 3600 kg  

iv. Deoni 
 
 Mainly found in North western 

and western parts of A.P. 
 Cows are good milk producers 

and bullocks are good for work 
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d) Exotic dairy breeds 
 

i. Jersey 
 
 Age at first calving - 26-30 

months 
 Inter-calving – 13-14 months 
 Milk yield – 5000-8000 kg 
 Dairy milk yield is found to 

be 20 litre whereas cross 
bred jersey cow gives 8-10 
litre per day 

 In India this breed has 
acclimatised well especially 
in the hot and humid areas 

 

 

ii. Holstein Friesian 
 
 This breed is from Holland 
 Milk yield  - 7200-9000 kg 
 This is by far the best dairy 

breed among exotic cattle 
regarding milk yield. On an 
average it gives 25 litres of 
milk per day, whereas a 
cross breed H.F. cow gives 
10 - 15 litre per day 

 It can perform well in coastal 
and delta areas 

 

 
e) Buffalo breeds 

 
Buffalo species originated in India. India is one of the few countries in the 
world where buffaloes are found in domesticated form in large numbers. 
Buffalo is the main milch producing species in the country. In areas of paddy 
cultivation, males are used for tillage and carting purposes. The following 
are the important breeds of buffaloes 
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i. Murrah 
 
 Mainly found in Haryana, Delhi 

and Punjab 
 Long body with massive frame 
 Milk yield – 2000 kg 
 Performs well in coastal and 

slightly cold climatic areas  

ii. Surti 
 
 Breeding tract is in south 

western Gujarat 
 Medium in size with black or 

brown in colour 
 Milk yield per lactation is 1700-

2500 kg 
 

iii. Jaffarabadi 
 
 Breeding tract is in southern 

Gujarat 
 Massive body with long and 

tender neck 
 Milk yield per lactation is 1800-

2700 kg 
 

iv. Nagpuri 
 
 Breeding tract is in Nagpur, 

Wardha, Akola, Amravathi and 
Yeotmal in Maharastra 

 Medium in size with deep back 
 Milk yield per lactation is 1030-

1500 kg 
  

v. Mehsana 
 
 Breeding tract is in northern 

Gujarat 
 Medium in size with black and 

dark tan 
 Milk yield per lactation is 1700 

kg  
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Test Yourself 1  
 
Amritmahal breed of buffalo is mainly found in ________________. 
 
I. Punjab 
II. Maharashtra 
III. Karnataka  
IV. Gujarat  

 
 

 
B. General selection procedures for dairy breeds 
 
1. Selection of dairy cows 
 
Selecting a calf in calf show, a cow in cattle show by judging is an art. A dairy 
farmer should build up his own herd by breeding his own herd. Following 
guidelines will be useful for selection of a dairy cow. 
 

a) Whenever an animal is purchased from cattle fair, it should be selected 
based upon its breed characteristics and milk producing ability  
 

b) History sheet or pedigree sheet which are generally maintained in 
organised farms reveals the complete history of animal  
 

c) The maximum yield by dairy cows is noticed during the first five 
lactations. So generally selection should be carried out during first or 
second lactation and that too, a month after calving  
 

d) There successive complete milkings have to be done and an average of it 
will give a fair idea regarding production by a particular animal  
 

e) A cow should allow anybody to milk, and should be docile  
 

f) It is better to purchase the animals during the months of October and 
November  
 

g) Maximum yield is noticed till 90 days after calving 
 
2. Breed characteristics of high yielding dairy cows 
 

a) Attractive individuality with feminity, vigour, harmonious blending of all 
parts, impressive style and carriage  
 

b) Animal should have wedge shaped appearance of the body  
 

c) It should have bright eyes with lean neck  
 

d) The udder should be well attached to the abdomen  
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e) The skin of the udder should have a good network of blood vessels  
 

f) All four quarters of the udder should be well demarcated with well 
placed teats.  

 
3. Selecting breeds for commercial dairy farm – Suggestions 
 

a) Under Indian conditions a commercial dairy farm should consist of 
minimum 20 animals (10 cows, 10 buffaloes). This strength can easily go 
up to 100 animals in proportion of 50:50 or 40:60. After this however, 
you need to review your strength and market potential before you chose 
to go for expansion.  

 
b) Middle class health-conscious Indian families prefer low fat milk for 

consumption as liquid milk. It is always better to go for a commercial 
farm of mixed type. (Cross breed, cows and buffaloes kept in separate 
rows under one shed).  

 
c) Conduct a thorough study of the immediate market where you are 

planning to market your milk. You can mix milk from both type of 
animals and sell as per need of the market. Hotels and some general 
customers (can be around 30%) prefer pure buffalo milk. Hospitals, 
sanatoriums prefer cow's milk.  

 
4. Selection of cow/buffalo breeds for commercial farm 
 

a) Cows 
 
 Good quality cows are available in the market and cost around 1200 to 

1500 per litre of milk production per day. (E.g. Cost of a cow producing 
10 litre of milk per day will be between 12, 000 to 15, 000) 
 

 If proper care is given, cows breed regularly giving one calf every 13-14 
month interval  
 

 They are more docile and can be handled easily. Good milk yielding cross 
breeds (Holstein and Jersey crosses) have adapted well to Indian climate  
 

 The fat percentage of cow's milk varies from 3-5.5% and is lower than 
buffaloes.  
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b) Buffaloes 
 
 In India, we have good buffalo breeds like Murrah and Mehsana, which 

are suitable for commercial dairy farm.  
 
 Buffalo milk has more demand due to use in making butter and butter oil 

(Ghee), as fat percentage in milk is higher than cow. Buffalo milk is also 
preferred for making tea, a welcome drink common in Indian households.  
 

 Buffaloes can be maintained on more fibrous crop residues, hence scope 
for reducing feed cost.  
 

 Buffaloes largely mature late and give birth to calves at 16 to 18 months 
interval. Male calves fetch little value.  
 

 Buffaloes need cooling facility e.g. wallowing tank or showers / foggers 
with fan.  

 
Test Yourself 2  
 
Which of the following is not a desirable trait in a dairy cow? 
 
I. Good breed and milk producing ability 
II. Aggressive in nature and not docile 
III. Bright eyes with lean neck  
IV. The skin of the udder should have a good network of blood vessels 

 
 

 
C. Common diseases / Economic losses caused by diseases 
 
Cattle are subject to a large number of diseases. Besides causing mortality, 
diseases lower the production and productive efficiency of the affected animals 
and thus result in economic loss to the owner. A healthy animal is recognised by 
its regularity of feeding and its normal posture. Cattle in normal health appear 
bright, active and alert in their movements, besides enjoying normal sleep and 
appetite.  
 
1. Signs of ill health 
 
 The first signs of ill health are the cessation of rumination (chewing the 

cud) and drop in milk yield  
 

 There is a discharge from the eyes, nostrils and mouth  
 

 The animal is restless and frequently changes postures 
 

 The other symptoms are dull eyes, drooping ears, dry muzzle, rough 
coat, hard breathing, rise in temperature and higher rate of pulse beat 
and respiration. 
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2. Classification of diseases 
 
Diseases of cattle and buffaloes may be divided into the following groups 
 

a) Infectious diseases 
b) Non-infectious diseases and ailments 
c) Diseases caused by external parasites 
d) Diseases caused by internal parasites 

 
Let us look at each in some detail 
 

a) Infectious diseases 
 

Infectious diseases are those diseases which are caused by very minute living 
organisms like virus, bacteria, etc. Important examples of such diseases are 
Rinderpest, Hemorrhagic Septicemia, Anthrax, Black Quarter and Foot and 
Mouth disease. 

 
i. Rinderpest 

 
It is highly contagious and the most destructive viral disease for cattle and 
buffaloes. It has been eradicated in the western world, but still persists in 
Asian countries. In earlier times in India, not less than 400,000 bovines have 
succumbed to Rinderpest. 
 
Characteristics 

 
 The incubation period of the disease is 3 to 7 days 

 
 It is characterised by high fever and ulcers on the mucous 

membranes of lips, gums and under the surface of tongue followed 
by the passing of soft faeces, which soon develops into diarrhoea 
with foul smell. 

  
 The infection is spread from animal to animal mainly through saliva 

droppings, and dung 
  

 The animal dies in 7 to 10 days from the onset of the symptoms 
 

 Recovered animals continue to remain emaciated for a considerable 
period          
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Treatment 
 

 There is no effective treatment for the disease 
 

 Anti-rinderpest serum inoculations should be used for treating 
infected and in-contact animals 

 
 During the outbreak, the movement of all cattle / buffaloes should 

be restricted 
 

 The infected animals should be strictly segregated and the cattle 
sheds should be thoroughly disinfected 

 
 All healthy animals should be vaccinated once in a year as a 

preventive measure. 
 

ii. Hemorrhagic Septicemia 
 

Characteristics 
 

It is a serious bacterial disease prevalent in India among cattle and 
buffaloes. It occurs generally in low-lying humid areas and is often seasonal. 
Outbreaks occur during the periods of highest humidity such as during 
monsoons. 
 
The disease may occur in any of the three forms 

 
 Cutaneous: High fever and hot swelling in the region of the throat 

and adjacent tissues and it may extend to head and neck region and 
sometimes to the forelimbs. 

 
 Pulmonary: High fever, difficulty in respiration and protrusion of the 

tongue, sometimes leading to suffocation 
 

 Intestinal: High fever is accompanied with diarrhoea 
 

Treatment 
 

 In endemic areas, prophylactic vaccination should be carried out 
annually about a month before onset of rains 

 
 Treatment can be effective if it is carried out in the early stages of 

the disease but the rapidity of the disease often prevents this 
 

 Sulphadimidine and broad spectrum antibiotics are effective 
 

 Unexpected outbreaks can be handled by prompt vaccination, 
followed by chemotherapy, if necessary. 
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iii. Black Quarter 
 

Characteristics 
 
It is an acute infectious and highly destructive bacterial disease for cattle. 
Young cattle, six months to two years old are the most susceptible. It is a 
soil borne infection and may be limited to a particular locality. It generally 
appears during monsoon. The course of the disease is rapid and the animal 
dies ultimately. 
 
There is an acute raise in temperature, lameness, hot tense and painful 
swellings of varying sizes may be observed on well developed muscular 
areas, such as hind-quarters, shoulders and neck. The most usual place for 
the swelling is the thigh. The skin of the affected area is dry, dark and 
crepitates (creates hollow pit) on pressing. 

 
Treatment 

 
 There is no effective treatment for the disease 

 
 In badly affected areas, the disease may be prevented by yearly 

vaccination of livestock, especially before the onset of rains 
 

 In the event of an outbreak, the in-contact animals should be 
inoculated with anti-black quarter serum 
 

iv. Anthrax 
 

Characteristics 
 
It is caused by Bacillus Anthracis bacteria that may live in soil for many 
years. For this reason, some areas have more outbreaks of the disease than 
others. Outbreaks usually occur during rainy season. They may also occur 
following a flood, when the pastures are overflowed. 
 
Sudden death without apparent cause is the most striking of symptoms. High 
temperature and bloody discharge from natural body openings like mouth, 
nose, ear etc are other symptoms. Swelling may appear on different parts of 
the body, which are neither painful nor hot. An infected animal dies within 
10 to 36 hours. 

 
Treatment 
 
 The prevention of Anthrax lies mainly in following a vaccination 

programme before the onset of rains, especially in areas where 
outbreaks of the disease occur quite regularly  
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 Vaccination provides immunity for a season but will not permanently 
immunise the animal 

 
 In-contact animals should be given anti-Anthrax serum and 

antibiotics as prescribed by the veterinarian 
 

 The skin of the dead animals should not be removed 
 

 The carcass should be carefully handled as the disease is 
communicated to human beings. 

 
v. Foot and Mouth disease 

 
Characteristics 
 
Its highly infectious disease caused by virus. Although in India it does not 
account for death of indigenous cattle except young stock, yet there is a 
huge loss due to great reduction in milk production and inability of affected 
animals to perform agricultural operations. Exotic and crossbred cattle 
suffer more severely with a higher mortality. 
 
 The disease is characterised by blisters that form on the tongue, the 

lips, the cheeks, and the skin around the claws of the feet, and on 
the teats and udder 

 
 The blisters cause a heavy flow of saliva that hangs from the lips in 

strings 
 
 Infected animals smack their lips and owing to tenderness of the 

feet, sway from one hind foot to the other 
 
 In the beginning affected animals are seen shaking frequently one or 

more limbs 
 

Treatment 
 

 Infected animals should be given good nursing and kept in clean 
places 
 

 They should be fed green, tender grass. For treatment, veterinarian’s 
advice should be followed 
 

 Foot and Mouth disease vaccination should be done once in a year for 
all cattle and buffaloes 
 

 A common and inexpensive dressing for the lesions in the feet is a 
mixture of coal-tar and copper sulphate in the proportion of 5:1 
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 The exotic and crossbred cattle are much more susceptible to the 
disease than indigenous cattle 
 

 In the indigenous stock the morbidity (sickness) due to this disease is 
high, but mortality is low, while in exotic and crossbred animals, 
both morbidity and mortality are high 
 

 It’s advisable to carry out two vaccinations at an interval of 6 months 
followed by an annual vaccination programme 

 
b) Non-infectious diseases and ailments 

 
i. Bloat or Tympanitis  

 
This ailment is more often caused by certain feeds that ferment rapidly in 
the part of stomach known as rumen, causing a large amount of gas to form. 
Overfeeding of green fodders, such as green, freshly cut berseem is one of 
the most common causes of bloat.  

 
 Treatment that will induce belching should be used  

 
 For immediate relief, making a slit through animal’s left side into the 

rumen with the help of surgical instruments will allow the gas to 
escape 
 

 Poisonous plants also cause deaths among cattle  
 

 A large group of plants such as Jowar, will develop prussic acid under 
conditions that retard their growth 
 

 Knowing the poisonous plants and preventing their consumption is 
the only means of prevention 

 
Metabolic disorders, such as Milk Fever, Grass Tetany, Clinical Ketosis, 
Flurosis are the other non-infectious ailments. 

 
ii. Ailments caused by external parasites 

 
Ticks: Ring Worm is a contagious skin disease caused by a parasitic fungus. It 
occurs most frequently amongst calves especially when they are 
undernourished and kept in over-crowed premises. Ticks also affect cattle 
by damaging the hide. They suck blood of their hosts, which become 
anaemic. The milk yield as well as the working efficiency of the heavily 
infested animals is considerably reduced.  

 
The common method for the control of ticks and tick-borne diseases is the 
use of cattle dips (shallow ponds filled with medicinal solutions). Dipping to 
be more effective should be repeated at 10 to 14 days interval.  
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Mites affect cattle and produce a condition known as cattle scab, which is 
contagious. The first noticeable symptom is constant rubbing and scratching 
on skin. 
 
Leeches: Leeches attach to livestock to feed on blood. They have a set of 3 
teeth in their oral opening. Using them they pierce the skin of the animal. 
The bite does not produce any pain or irritation, so much so that the animal 
is not even aware of it. Once attached, they break the blood vessels to suck 
astonishingly large amounts of blood.  
 
Most of the damage caused is due to the loss of blood, which if repeated 
frequently, and by a large number of leeches, may result in anaemia and 
emaciation. In some cases the open wound which takes some time in healing 
may be subject to secondary infection. Treatment includes removal of 
leeches from infested animals, or sprinkling it with common salt, diluted 
vinegar, etc. may be done. 

 
iii. Ailments caused by internal parasites 
 
There are several types of stomach and intestinal worms that affect cattle, 
like common stomach worm, which infests calves under 6 months of age. 
Liver Fluke and Coccidiosis etc. are also caused by such internal parasites.  
 
Some of the steps in the prevention of parasite infestation of the herd are 
sanitation, clean and well-drained place, clean and regular de-infestation of 
buildings and precaution against purchase of sick animals that have been 
exposed to infestation.  

 
c) Veterinary infrastructure and animal health programme 

 
i. As on 31st March 2008, there are 27,562 veterinary polyclinics / hospitals 

/ dispensaries functioning in various States 
 

ii. There are also 25,195 aid centres / mobile dispensaries functioning in 
the States 

 
The State-wise details are as follows 
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Table 11.1  

Sr. 
no. State 

Veterinary 
Hospitals / 
Polyclinics 

Veterinary 
Dispensaries 

Vet. Aid Centre  
/ Mobile 

Dispensaries 
1. Andhra Pradesh  303 1794 2879 
2. Arunachal Pradesh  1 93 189 
3. Assam  29 428 1213 
4. Bihar  39 785 1435 
5. Chhattisgarh  208 708 290 
6. Goa  5 21 52 
7. Gujarat  14 487 587 
8. Haryana  673 999 745 
9. Himachal Pradesh  335 1721 14 
10. Jammu and Kashmir  303 1585 14 
11. Jharkhand  405 3 0 
12. Karnataka  294 1451 2029 
13. Kerala  213 880 26 
14. Madhya Pradesh  565 1742 72 
15. Maharashtra  43 1382 2056 
16. Manipur  55 109 34 
17. Meghalaya 4 70 151 
18. Mizoram  5 35 103 
19. Nagaland  4 27 127 
20. Orissa  0 540 2939 
21. Punjab  1362 1486 12 
22. Rajasthan  1439 285 1733 
23. Sikkim  12 25 58 
24. Tamil Nadu  167 1156 1854 
25. Tripura  15 56 396 
26. Uttar Pradesh  1763 268 2313 
27. Uttaranchal  295 11 588 
28. West Bengal  111 612 3248 
29. A and N Islands  10 11 7 
30. Chandigarh  5 10 1 
31. Dadra and Nagar Haveli  1 0 10 
32. Daman and Diu 0 2 3 
33. Delhi  49 27 1 
34. Lakshadweep  3 6 8 
35. Pondicherry  2 15 8 
 TOTAL  8732 18830 25195 
SOURCE: State Department of Animal Husbandry. 
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These institutions are supported by more than 250 disease diagnostic 
laboratories and 28 veterinary vaccine production units. Of the production 
units, 20 are in the Government sector, 3 in public sector and 5 are in the 
private sector.   
 
It has been envisaged that with the development of a flourishing animal and 
dairy industry, more and more veterinarians will go in for private practice. The 
Government should encourage intending practitioners by providing suitable 
incentives, such as providing accommodation  at concessional rates for opening 
veterinary clinics / hospitals at suitable locations etc. Bank credit on easy terms 
may be also provided for those veterinarians who intend to settle down in rural 
areas, for purchase of fast conveyance, drugs, surgical instruments and clinical 
laboratory equipment etc. 
  
Test Yourself 3  
 
Which of the following is not an infectious disease found amongst cattle? 
 
I. Rinderpest 
II. Hemorrhagic Septicemia 
III. Black Quarter  
IV. Bloat or Tympanitis 

 
 

 
D. Cattle – Miscellaneous topics  
 
1. Valuation of cattle 
 

a) Milch cattle 
 

The market price of a milch cattle, i.e., a cow or buffalo producing milk 
depends on the quantity of milk produced per day in peak lactation period. 
The number of lactations will also influence the market price.  

 
Example 
 
If there are two buffaloes producing  10 litres of milk per day, of which one is 
running 2nd lactation and the other one 4th lactation, then the buffalo running 
2nd lactation will be priced 15% -20% higher than the animal in 4th lactation. 
 

The other factors affecting the value of milch cattle are  
 
 Season of the year 
 Breed 
 Physical condition of the animal 
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With onset of summer the demand for milk and milk products shoots up and, 
simultaneously, milk production also shows a downward trend, resulting in 
high prices of milk and its products. 
 
In general, Milch cattle located in areas which, are near to the cities or big 
towns will fetch a higher price than those located far away. Also productive 
cattle fetch higher price than non-productive cattle. 

 
b) Cross-bred cattle 

 
These cattle are produced by crossing exotic bulls with indigenous cows, so 
that they possess high milk yielding, regular breeding and early maturity 
qualities of the exotic parent, and sturdiness and disease resistant qualities 
of the indigenous parent.  
 
The cross-bred cows are valued much higher than indigenous cows because 
of their positive economic traits inherited from exotic parent and high milk 
production. A 1st or 2nd lactation cross-bred giving more than 10 litres per 
day is valued between 40,000 to 50,000 currently, depending on season and 
location.  

 
c) Draught cattle (Bullocks) 

 
The economic importance of bullocks is based on their usefulness as the 
main source of draught power for various agricultural operations including 
irrigation and rural transport. Despite increasing use of power tillers, 
tractors, the common farmer is largely dependent on bullock power. No 
matter, whatever the status of mechanisation of farms, bullocks are still 
required for certain operations on farm.  
 
Shortage and high cost of fuel for running tractors has once again focussed 
the attention on the importance of bullocks. Bullocks are valued when they 
are in the age group of 2 to 10 years and a good pair of bullocks of medium 
size may fetch 30,000 to 40,000. Bullocks are valued mainly for their power 
of endurance, and for trotting and transport. 

 
2. Cattle markets and cattle shows 
 

a) A large number of draught cattle and milch buffaloes are bought and 
sold at the cattle markets in India. 
 

b) Cattle markets are held almost once a week at prominent places in most 
of the rural areas.  
 

c) Certain communities among rural areas own herds of cows, mainly to 
produce male calves which are castrated and sold as bullocks.  
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d) In certain areas, nomadic tribes rear cattle only for selling at the proper 
age. 
 

e) Large number of cattle and buffaloes are exchanged / sold during cattle 
fairs which are organised by the department of Animal Husbandry (AHD) 
at State level.  
 

f) All India cattle shows and regional shows are organised by the Union 
Ministry of Agriculture where cattle owners, buyers and sellers and other 
interested parties, meet for purchase and sale of young and valuable 
cattle.  
 

g) During cattle shows, prizes are also awarded for different categories of 
animals. 

 
3. Effect of climate on cattle / buffaloes 
 
Climate is a combination of elements that includes temperature, radiation, 
humidity, rainfall and air movements etc. Of these, temperature and rainfall 
are the most important. Livestock production in a tropical country like India is 
affected by climate in two ways   
 
 By way of direct influence on the animal  

 
 By indirect effects on the animal’s environment 

 
In India, indigenous cattle can withstand summer months more easily than 
exotic breeds and cross-bred cattle. Indigenous breeds also require less water 
than exotic or cross-bred during summer months. By taking precautions like 
adequate housing, tree shades and ensuring availability of good quality of 
water, the production of milk from cross-bred cattle can be maintained at a 
reasonable level during summer. 
 
Impact of climate change on livestock mainly includes two aspects  
 
 Impact on animals, such as increase of heat and disease and stress-

related death  
 

 Impact on pasture  
 
However, the impact of human activities such as deforestation will be more 
important than climate variability and climate change in determining natural 
forest cover.  
 
4. Livestock census 
 
The livestock population of different species is worked out on the basis of 
livestock census which is conducted quintessentially by the Directorate of 
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Economics and Statistics (DES) in the Department of Agriculture and 
Cooperation, Ministry of Agriculture.  
 
The census work is carried out by different agencies in different States and is 
coordinated by the DES. So far 18 livestock census have been conducted. The 
State-wise picture of population as per the 18th Livestock Census, of important 
livestock population is as follows 
 
(Figures in Thousands) 

 
 
Source: 18th Indian Livestock Census 
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Test Yourself 4  
 
Which of the following is not likely to yield a high value for milch cattle? 
 
I. High amount of milk per lactation 
II. Weak physical condition of the animal 
III. Location near to a city or big town  
IV. Good breed characteristics  
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Summary  
 
a) India has the largest cattle and buffalo population. Indian cattle breeds can 

be broadly classified as draught breeds, milch breeds and dual purpose 
breeds. 
 

b) The main purpose of maintaining draught breeds is to produce bullocks. 
They provide the motive power for tilling the fields and transporting 
produce etc. 
 

c) The cows of milch breed are high milk yielders, but the bullocks are of poor 
draught quality. 
 

d) The animals of dual purpose breed have characteristics intermediate 
between the specialised milch breeds and draught breeds.  
 

e) Selecting a calf in calf show, a cow in cattle show by judging is an art. 
Following guidelines such as selection based upon, breed characters and 
milk producing ability, docile nature of the animal can help. 
 

f) Cattle are subject to a large number of diseases. The diseases can be 
divided into groups such as infectious diseases, non-infectious diseases and 
ailments, diseases caused by external parasites and diseases caused by 
internal parasites. 
 

g) Impact of climate change on livestock mainly includes two aspects; impact 
on animals such as increase of heat and disease stress-related death, and 
impacts on pasture. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is III. 
 
Amritmahal breed of buffalo is mainly found in Karnataka. 
 
Answer 2  

  
The correct option is III. 
 
A dairy cow needs to be docile in nature. 
 
Answer 3  

  
The correct option is IV. 
 
Bloat or Tympanitis is not an infectious disease found amongst cattle. 
 
Answer 4  

  
The correct option is II. 
 
Weak physical condition of the animal is not likely to yield a high value for 
milch cattle. 
 
Self-Examination Questions  
 
Question 1  
 
Draught breeds are primarily used for ___________. 
 
I. Producing bullocks used as motive power for tilling the fields 
II. Produce milk 
III. Cross breeding with exotic breeds. 
IV. Reproduction purposes 

 
Question 2  
 
Khillar buffaloes are mainly  found in ____________.  
 
I. Maharashtra  
II. Karnataka 
III. Gujarat 
IV. Punjab 
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Question 3  
 
____________ is a milch breed. 
 
I. Khillar 
II. Sahiwal 
III. Hallikar 
IV. Amritmahal 

 
Question 4  
 
___________ is an exotic dairy breed.  
 
I. Jersey 
II. Khillar  
III. Hallikar 
IV. Amritmahal 
 
Question 5  
 
Hemorrhagic Septicemia can occur in which of the following forms 

 
I. Cutaneous  
II. Pulmonary 
III. Intestinal  
IV. All of the above 
 

 
Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is I. 
 
Draught breeds are primarily used for producing bullocks used as motive power 
for tilling the fields. 
 
Answer 2  
 
The correct option is I. 
 
Khillar buffaloes are mainly  found in Maharashtra. 
 
Answer 3  
 
The correct option is II. 
 
Sahiwal is a milch breed.  
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Answer 4  
 
The correct option is I. 
 
Jersey is an exotic dairy breed.  
 
Answer 5  
 
The correct option is II. 
 
Hemorrhagic Septicemia can occur in 3 forms namely cutaneous, pulmonary and 
intestinal. 
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CHAPTER 12 
 

CATTLE INSURANCE IN INDIA 

 

Chapter Introduction 
 
The chapter looks at the various aspects of cattle insurance and the schemes 
that provide cattle insurance. We start by examining the general concepts 
related to cattle insurance. Then we look at the cattle insurance scheme with 
regards to various factors such as scope, coverage, premium and underwriting 
guidelines etc. We are also introduced to the various methods used to identify 
animals such as hot / cold branding and RFID etc.  
 
We also look at various other schemes of cattle insurance such as “Foetus 
(unborn calf) insurance scheme” and “Central sector pilot scheme on cattle 
insurance”. Finally we look at the “Index Based Livestock Insurance (IBLI) in 
Mongolia” as a case study for understanding the innovations in the cattle 
insurance sector that help minimise the risk.     
 
Learning Outcomes 
 
A. Introduction to cattle insurance 
B. Cattle insurance scheme 
C. Foetus (unborn calf) insurance scheme 
D. Central sector pilot scheme on cattle insurance 
E. Cattle insurance - Innovations to reduce risk 
 



CHAPTER 12  INTRODUCTION TO CATTLE INSURANCE 

262  IC-71 AGRICULTURAL INSURANCE 

 

Look at this Scenario 
 

Untimely death of cattle could have a significant impact on the owner's income, 
more so if the owner happens to be a marginal farmer or landless labourer or a 
dairy farmer. In order to meet this exigency, the cattle insurance scheme has 
emerged as security for cattle owners in recent years by providing for indemnity 
in the event of death of the insured animal and also by providing insurance in 
the event of permanent total disability of the cattle. 
 

Insurance of milch animals is expected to considerably reduce the risk involved 
in undertaking dairying as a supplementary or main occupation. Imagine this, 
you are travelling through a village in India and you notice the insured milch 
cattle with RFID tags in their ears as opposed to metal tags.  
 

Steps like this are adopted by insurers to combat the threat of moral hazard in 
the field of cattle insurance. It is important to note that the cattle insurance 
scheme has emerged as a saviour over the years for landless, small and marginal 
farmers, and for those whose major occupation is dairying.   
 
C. Introduction to cattle insurance 
 
1. History of cattle insurance 
 

Agriculture primarily provides seasonal employment and so the majority of 
those engaged in agriculture are unemployed or underemployed except during 
the crop season. Due to non-availability of irrigation facilities most of the 
cultivated area is mono-crop area. Most of the farmers still adopt traditional 
farming practices and hence crop yields are poor even during seasons when the 
climate is favourable.  
 

The average farmer, who depends exclusively on agriculture for subsistence, 
continues to be poverty-ridden. Hence, the Government of India has encouraged 
subsidiary occupations for small, marginal and landless farmers by providing 
technical training as well as funds for capital and working expenditure. Easy 
access to efficient marketing facilities is also provided. 
 

Among such subsidiary occupations dairy farming occupies a very important 
place. In some areas where soil is not suitable for profitable crop production, 
dairy farming is a whole-time occupation for all the people, and especially for 
landless labourers. This industry does not require much capital and whatever 
capital is required is provided by way of loans by banks and by way of subsidies 
to poor farmers by different Government agencies.  
 

In a few areas this occupation has started to be commercially viable. 
Nonetheless, milk production in India has been a subsidiary occupation of 
farmers since time immemorial. Cattle in India have been mostly kept to meet 
the agriculture draught power requirements of the farmers. Therefore, over the 
years, the draught power qualities in these animals took over their milk 
production capacities. Milch buffaloes are kept because of their high-fat 
content in milk, and higher milk yield as compared to indigenous cows. 
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The country realised the valuable support that cattle insurance can provide to 
their dairy development programmes as a result of the pioneering efforts of: 
 

a) General Insurance Corporation (GIC) and its (erstwhile) four subsidiary 
companies  

b) Financial institutions which finance purchase of cattle by dairy farmers  
c) The authorities of the “Rural Development Projects” 
d) Well-organised dairy co-operatives  

 
If the milch animal financed by them dies or becomes disabled due to accident 
or disease or natural calamities like floods or cyclone, then all their efforts are 
set at naught unless the animal is insured. In such a context, the uninsured 
farmer’s indebtedness increases, whereas the insured farmer can purchase 
another animal promptly with the insurance claim proceeds.  
 
It is in this sense that cattle insurance is considered an essential input of great 
strategic importance to the development of the dairy industry in India. 
 
Prior to nationalisation of the General Insurance Company in 1973, some 
insurance companies made efforts to introduce cattle insurance on a very 
limited scale, but due to adverse claims experience, these efforts were 
abandoned. The premium rate was over 6%. Cattle insurance was introduced on 
a regular countrywide basis by the General Insurance Company in 1974, during 
which year about 30,000 animals were insured.  
 
The main aim was to effectively protect the cattle owners against financial loss 
due to death of or accident to the cattle. The insurance company’s liability to 
pay compensation to the insured is subject to receipt of satisfactory proof of 
the cause of loss etc., but it shall not exceed the sum insured. 
 
2. Market agreement on cattle insurance 
 
GIC decided to introduce a market agreement on cattle insurance (excluding 
SFDA / MFAL cattle) for standardising premium rates and other terms and 
conditions. The market agreement came into force from 1.4.1976. Under the 
agreement  
 

a) Uniform premium rates, policy terms and conditions and procedures 
were adopted by all the subsidiaries  
 

b) Basic premium rate was 4% gross  
 

c) A central cattle committee consisting of representatives of GIC and 
companies was set up: 
 

i. To ensure smooth implementation of the market agreement  
ii. To fix special rates and terms for cattle within the purview of major    

co-operative dairies and those owned by well-managed dairy farms 
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For the purpose of the market agreement on cattle insurance, the word cattle 
refers to:  
 

i. Milch cows and buffaloes 
 

ii. Calves / Heifers 
 

iii. Stud bulls 
 

iv. Bullocks and male buffaloes (castrated), either indigenous or exotic or 
cross-bred 

 
Cattle insurance business is transacted directly by all the four companies: 
 

i. National Insurance Co. Ltd., Kolkata  
 

ii. New India Assurance Co. Ltd., Mumbai 
 

iii. Oriental Insurance Co. Ltd., New Delhi 
 

iv. United India Insurance Co. Ltd., Chennai  
 
GIC’s role was limited to overall co-ordination. At present besides the public 
sector general insurance companies, many insurance companies from private 
sector are also active in livestock insurance. 
 
Test Yourself 1  
 
The word “cattle” does not refer to which of the following species?  
 
I. Milch cows 
II. Bullocks 
III. Calves  
IV. Chicken  
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B. Cattle insurance scheme 
 
The scheme is for underwriting cattle insurance business within India 
 
1. Scope 
  
The word ‘Cattle’ refers to: 
 

a) Milch cows and buffaloes 
b) Calves / Heifers  
c) Stud Bulls 
d) Bullocks (castrated bulls) and castrated male buffaloes, whether 

indigenous, exotic or cross-bred 
 
Note 
 

a) Exotic animal means an animal with both parents of foreign breed. This 
includes animals born in India as well as those born abroad. 

b) Cross-bred animal means an animal with one parent of foreign breed. 
 
2. Age group 
 

Animals of age in years shown below shall be accepted under the standard 
insurance scheme. 
 

a) 
i. Milch cows (Indigenous /  

Cross-bred / Exotic ) 
2 years (or age at first calving) to 10 
years. 

ii. Milch buffaloes 
3 years (or age at first calving) to 12 
years. 

iii. Stud bulls (Cow / Buffalo species) 3 years to 8 years 
or earlier age at sexual maturity.  

iv. Bullock 
(castrated bulls and 3 years to 12 years 
castrated male buffaloes) 

b) 
Indigenous, cross-bred and 
exotic female calves / heifers. 

From 4months up to the date of first 
calving or minimum age as in (I) (a) and 
(b). 

 
Note - At the time of acceptance, the maximum age should not exceed the 
prescribed age limit (in case of annual policy). 
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3. Valuation and sum insured 
 

a) The market value of cattle varies from breed to breed, from area to area 
and from time to time. The examining veterinarians’ recommendations 
shall be considered as the proper guide for acceptance of insurance as 
well as for settlement of claims. Wherever possible, high valued animals 
shall be inspected by insurer’s representative. 
 

b) Sum insured will not exceed 100% of market value. 
 

4. Indemnity 
 

a) Sum insured or market value prior to illness whichever is less.  
 

b) Care should be taken to assess the value of dry animals. 
 

c) In case of scheme animals, the policy is issued as agreed value policy 
hence claim will be settled for 100% of sum insured, subject to terms, 
conditions and exclusions. 

 

5. Premium rates (Annual) 
 

For milch cows / milch buffaloes / female calves / heifers / stud bulls / 
bullocks and castrated male buffaloes 
 

 SPECIES 
COVERS 

Death PTD Extra 

1 
Scheme Animals (Indigenous / 
cross–bred) 

2.25%  
(net) 

0.85% 
 (net) 

2 
Non-Scheme Animals  
(Indigenous /cross–bred)  

4.00%  
(gross) 

1.00% 
(gross) 

3 Exotic Animals  4.00% as above plus 
2.00 % extra 

1.00% 

 
a) Scheme animals 

 
For the purpose of concessional insurance, rating should cover animals 
financed/subsidised under various Central / State Government programmes 
/ schemes besides IRDP such as 

 
i. Development of Women and Children Schemes in Rural Areas (DWCRA), 
ii. Schemes for scheduled castes / scheduled tribes operated by the State 

Governments 
iii. Special livestock development programmes 
iv. Mini-dairy units  
v. Support to training and implementation programme for women etc. 
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6. Malus 
 
The premium rates indicated are the minimum to be charged. In case of adverse 
claims ratio, following malus system should be adopted 
 

% Claim Ratio Percentage of Malus 

100 to 110 20% 

111 to 130 33% 

131 to 160 60% 

161 to 200 100% 

Above 200 
Premium rate to be adjusted such that claim ratio would 
appear as 90% for the rate 

 
Minimum Premium: 50 per policy 
 
Short period rates - The short period rates are as follows 
 

Period (not exceeding) Proportion of Premium 
1 week 1/8  of annual rate 
1 month 1/4  of annual rate 
2 months 3/8 of annual rate 
3 months 1/2 of annual rate 

4 months 5/8 of annual rate 

5 months 3/4 of annual rate 
8 months 7/8 of annual rate 

Exceeding 8 months Full annual premium 
  
 

7. Discount 
 

a) Group discount (For non-scheme only) 
 

A group discount is allowed in case of single /partner ownership and/or 
single source of premium payment and covered under a single policy (not 
applicable to bank business) 

 
No. of Animals Rate of Discount 

5 – 10 2. 5% 
11 –15 5.0% 
16 – 25 7. 5% 
26 – 50 10.0% 
51 – 100 12.5% 
101 - 500 15.0% 

If the group is over 500 and / or very large, the discount not exceeding 20% 
may be given with HO approval 
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b) Long-term discount (For non-scheme animals)  
 

Long Term Discount on  Non – scheme 

3 and 4 years Policies 15% 

5 years and above 25% 

 
i. Full premium has to be paid in advance 
ii. No refund of premium will be allowed even if claim arises in the earlier 

years 
iii. Age limit should be as per Para 2 above 

 
c) Long-term discount (For scheme animals) 

 
i. For scheme animals, the basic premium for 3 years policy would be 

4.80%.  
ii. For any additional year over 3 years, the premium would be @ 1.60 % per 

year. (This rate is applicable only in case of long-term policies).   
iii. If Permanent Total Disability (PTD) cover has to be extended the long 

term rate applicable for a three year period would be 6.60%.  
 

The working would be as follows: 
 

Rate for basic cover for 3 years 4.80% 

Rate for PTD cover for 3 years 1.80% 

  6.60% 

 
 Full premium has to be paid in advance 
 Adjustment of premium: In case of premature death of cattle before the    

expiry of policy period, the premium for the balance period after 
adjusting the period up to the year in which the animal dies would be 
allowed as credit to be adjusted against premium for the new animal 
acquired by the insured.  

 
Explanation   
 

i. If the animal dies in the first year of the policy, the premium @ 2.25% 
should be deducted from the total premium paid by the insured i.e., 
4.80% for the purpose of adjustment.  

ii. Similarly, if the animal dies during the second year of the policy, full 
premium @ 2.25% for two years should be deducted.  

iii. Since no premium will be left for adjustment if the animal dies during 
the third year of the policy, there is no question of any adjustment of 
premium 

iv. Age limit should be as per Para 2 above. 
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8. Insurance coverage 
 

Underwriting offices shall use standard policy wordings for cattle insurance as 
per the existing specimen clause. The policy shall give indemnity only for death 
due to: 
 

a) Accident (Inclusive of fire, lightning, flood, inundation, storm, hurricane, 
earthquake, cyclone, tornado, tempest and famine) 

b) Diseases contracted or occurring during the period of this policy 
c) Surgical operations 
d) Riot and strike 
e) The policy can also be extended to cover PTD on payment of extra 

premium 
i. PTD which, in the case of milch cattle results in permanent and total 

incapacity to conceive or yield milk 
ii. PTD which in the case of stud bulls results in permanent and total 

incapacity for breeding purpose 
iii. PTD in case of bullocks, calves / heifers and castrated male buffaloes 

results in permanent and total incapacity for the purpose of use 
mentioned in the proposal form 

  
9. Transit cover 
 

a) For scheme animals, no extra premium to be charged for transit of 
animal from the place of purchase to the place of the stable  
 

b) For non-scheme animals, the distance is not exceeding 80 km. 
 

c) In case of transfer of animal during currency of policy, transit cover can 
be extended to the new owner without any additional premium in case 
the transit is within 80 km. 
 

d) In case the transit is for more than 80 km, an additional premium of 1% 
shall be charged and such transit shall only be by road or rail and not by 
foot 

 
10. Exclusions  
 

a) Common exclusions 
 

i. Malicious or wilful injury or neglect, overloading, unskilful treatment or 
use of animal for purpose other than stated in the policy without the 
consent of  insurer in writing 

ii. Accidents occurring and /or disease contracted prior to commencement 
of risk 

iii. Intentional slaughter of the animal except in cases where destruction is 
necessary to terminate incurable suffering on humane consideration on 
the basis of certificate issued by qualified veterinarian or in cases where 
destruction is resorted to by the order of lawfully constituted authority 

iv. Theft and clandestine sale of the insured animal 
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v. War, invasion, act of foreign enemy, hostilities (whether war be 
declared or not), civil war, rebellion, revolution, insurrection, mutiny, 
tumult, military or usurped power or any consequences thereof or 
attempt threat 

vi. Any accident, loss, destruction, damage or legal liability directly or 
indirectly caused by or contributed to by or arising from nuclear 
weapons 

vii. Consequential loss of whatsoever nature 
viii. Transport by air and sea 
ix. Any non-scheme claim arising due to diseases contracted within 15 days 

from the date of commencement of risk are not covered 
 

b) Specific exclusions 
 

i. Pleuropneumonia in respect of cattle in Lakhimpur and Sibasagar 
districts and newly carved out districts out of these two districts of 
Assam 

ii. All the claims received without ear tag 
 

11. Additional policy conditions 
 

a) The provision of 15 days waiting period should be included as policy 
condition number 8. The wording may be as under 

 
“The insurer is not liable to pay the claim in the event of death of insured 
animal due to disease occurring within 15 days from the commencement of 
risk.” 

 

b) The provision of “No tag No claim” should be included as policy condition 
number 9. The wording may be as under 

 
“In the event of death of animal/s covered under the policy, claim/s shall 
not be entertained unless the ear tag/s are surrendered to the insurer. In 
the event of loss of ear tag/s, it is the responsibility of the insured to give 
immediate notice to the insurer and get the animal retagged.” 

 
 

12. Veterinary examination 
 

a) The report of a qualified veterinarian giving the age, identification 
marks, and health of the cattle must be obtained for each proposal. Such 
certificate should be obtained in the prescribed format duly filled in all 
respects. 
 

b) Wherever qualified veterinarians are not available, the underwriting 
office with HO approval may accept certificate of health issued by 
livestock inspectors who are diploma holders. Such certificates will be 
valid for acceptance of proposals only. 
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c) Fresh veterinary examination is not necessary for renewal of cattle 
insurance policy if renewal is made on or before the date of expiry of 
the policy provided the animal is within insurable age. 

 
d) Insurers may pay the veterinarian a fee of 15/- and 5/- towards 

examination and tagging per large animal of the proposal which has been 
accepted by the insurer. No veterinary examination fees and tagging 
charges are payable for scheme animals. 

 
e) As regards veterinary examination fees following the death of animals or 

for post mortem if required, the same will be payable by the insurer. If 
qualified veterinarians are not available in the area concerned for 
certifying cause of death, the insurer may make suitable alternate 
arrangements at their discretion. The maximum fees payable may be as 
under. Ensure that post-mortem is conducted and report obtained before 
payment of fees. 

 
Schedule of fees 

 
i.  For issue of Death Certificate  20/- per animal 

ii. For conducting post-mortem examination and 
preparing report  

 75/- per animal 

 
 A panel of veterinary doctors / investigators should be made by regional 

offices and their services can be utilised at the time of acceptance of 
risk, settlement of claims and for investigation purpose 
 

 The performance of veterinary doctors, investigators should be 
evaluated through appraisal form on half yearly basis by the regional 
offices.  

 
The scale of fees payable to veterinary doctors for investigation of 
claims/ professional advice will be 

 
Professional  fees per claim for technical advice  100/- 

Daily allowance payable per day  100/- 
Professional fees for spot investigation per claim  150/- 

Conveyance – Actual 1st class fare by rail if journey 
undertaken by rail otherwise conveyance as applicable 
for two-wheelers or actual bus fare 

 

For full investigation of individual cattle claim  
 

200/- and 100/- for 
additional claim in the 
same locality, if given 
together 
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13. Identification of animal 
 
All insured animals should be suitably identified by one or more of the following 
methods: 
 

a) Ear tag made of suitable material may be used. The cost of ear-tags and 
tagging charges will be borne by the insurer. 
 

b) Natural identification marks and colour should be clearly noted in the 
proposal form and veterinarian’s report. 
 

c) Photographs of animals may be insisted in case of high value animal. 
 

a) Tagging charges 
 

i. Since veterinarian fees is inclusive of tagging charges, no further tagging 
charges are required to be paid. 

ii. Re- tagging charges of Rs10/- per large animal. 
 

b) Methods of identification 
 

Identification of insured animals is an important aspect of the cattle 
insurance business. All insured animals should be suitably identified by one 
or more of the following methods 

 

i. Metal ear tags 
ii. Branding with hot iron 
iii. Tattooing  
iv. Cold branding  
v. Muzzle printing or nose printing 
vi. Radio Frequency Identification Device (RFID) 

 

From the experience of handling the cattle insurance business it has been 
found by insurers that it is profitable to bear the cost of ear tags and that 
tagging of animals by ear tags made from durable metal is the easiest and 
most convenient method of identification. However, Radio Frequency 
Identification Device (RFID) is also gaining popularity for its unique features 
and utility in controlling moral hazard.  

 
The various methods are briefly described below: 

 
i. Ear tagging 

 
 Ear tags made of durable metal like brass or aluminium are fixed on 

any one ear of the animal by means of an apparatus known as 
applicator. This procedure is carried out by trained persons so that 
the ears of animals are not injured.  

 All the tags are pre-numbered. The tags indicate the name of the 
insurer branch office code and serial number of the insured animal. 
This facilitates identification. 
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ii. Branding with hot iron 
 
 This is known as hot branding of animals. In this method a red-hot 

iron is used for numbering and it’s applied to horns or hip portion of 
the animal for a few seconds.  

 This is a rather painful method, but the numbers remain for a long 
time. 

 However, care should be taken to avoid using white-hot iron, since it 
may cause deeper and more extensive damage to the skin of the 
animal. 

 
iii. Tattooing 

 
Tattooing is done by a tattoo machine, usually in the ears of cows, or on the 
root of the tail in case of buffaloes. However, this is a laborious method, as 
two or more persons are required to hold the animal, besides the tattoo 
artist.  

 
If good quality tattooing ink and machines are used, tattooing marks remain 
for a long time. However, to read the tattoo number either the ear or tail of 
the animal is required to be held before the tattoo number can be read. 

 
iv. Cold branding 

 
This is also known as freeze branding or cryogenic branding. Freeze branding 
is more humane and more easily read than hot branding. The application of 
extreme cold selectively destroys colour producing cells of the hair; thereby 
the hair of the branded area would become white or discoloured.  

 
Essentials of successful cold branding include properly cooled irons, uniform 
pressure and correct timing. After cold branding the animal, within 50-70 
days white hair begins to appear on the branded site. 

 
v. Muzzle printing or nose printing 

 
 Muzzle prints or nose prints of cattle can be used for identification 

purposes in the same way as finger prints of human beings.  
 Nose prints of any two cattle can be distinguished from one another 

by using the finger print technique.  
 In foreign countries lot of research has been carried out and the 

results appear to be encouraging. 
 

vi. Radio Frequency Identification Device (RFID) 
 
RFID tag used in the cattle insurance product is uniquely coded, making 
duplication near impossible. Each tag is designed in such a way that if it is 
removed from the ear of the animal, the chip is destroyed, leading to non-
acceptance of the insurance claim.  
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The tag thereby reduces the possibility of fraudulent claims, which, in turn, 
means that the insurance company can offer a lower premium.  
 
When an insured animal dies and a claim is made, concerned person on 
behalf of the insurer will verify the genuineness of the claim and coordinate 
the submission of required documents. This is expected to greatly expedite 
the claims settlement process.  
 
The tag can serve other purposes as well. The cattle health and productivity 
management data, including vaccinations given to a particular animal data 
can also be updated into the chip. 

 
14. Transfer of interest 
 

a) Provided previous notice in writing is given to the insurer, a policy may 
be transferred to an approved new owner or to cover a new (another) 
animal which is subject to adjustment of premium on a pro-rata basis 
and requirements such as ear tag and health certificate.  
 

b) Transfer fee of Rs 15 should be collected. 
 
15. Claim procedure 
 

a) Non-scheme animals 
 

In the event of death of an animal, immediate intimation should be sent to 
the insurers and the following requirements should be furnished: 

 
i. Duly completed claim form 
ii. Death certificate obtained from qualified veterinarian on insurer’s form 
iii. Post-mortem examination report 
iv. Ear tag applied to the animal should be surrendered. The underwriting 

offices should follow the principle of ‘No tag - No claim’. Generally claim 
should not be paid if tag is not submitted.  
 
However, in cases of genuine hardship, the higher competent authority 
may consider the claim if the identity of animal is established. 
 

v. The value of the animal should be established properly keeping in view 
of age, etc. 
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b) Scheme animals 
 

Information of loss/death of animal should be given to insurer or financing 
bank immediately, within 7 days. Claimant has to furnish the following 
requirements within 30 days 

 
i. Duly completed and signed claim form along with ear tag 
ii. Certification of death from veterinary surgeon or a certificate jointly by 

any two of the following: 
 Sarpanch of the village 
 President or any other officer of co-op. credit society 
 Official of the milk collection centre. 
 Supervisor/ Inspector/ Officer of any banking or credit institution (other 

than the financing bank) 
 DRDA or its authorised nominee 
 Secretary and Vice President of Panchayat 
 Village Revenue Officer / Village Accountant 
 Headmaster of a primary school  

subject to their declaration that they have seen the carcass and ear tag 
intact in the ear mentioning number thereof. 

iii. Post-mortem report, if conducted 
 

c) Claim procedure for PTD claim 
 

i. A certificate from the qualified veterinarian to be obtained 
ii. The animal should be inspected by official veterinary officer also 
iii. Complete chart of treatment, medicines used, receipts, etc. should be 

collected. (The U/W office may engage an independent qualified 
veterinarian or another investigator in special circumstances) 

iv. Admissibility of claim to be considered after two months of obtaining 
veterinary doctor / insurer doctor’s report  

v. The insurer’s veterinarian should examine the animal and confirm PTD, 
before settlement of the claim 

vi. The indemnity is limited to 75% of sum insured 
 
16. Salvage: No salvage will be deducted from claims. 
 
17. Calf/Heifer rearing insurance scheme for scheme / non-scheme 

beneficiaries 
 

a) The offices may implement this scheme with caution and separate 
statistics may be maintained for review of the scheme. 
 

b) The sum insured is only indicative and depending on local market 
conditions, it can be altered. Proportionate premium amount may be 
charged using the method given below. 
 

c) The minimum period of coverage should not be less than 12 months. 
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d) In case of non-scheme animals, the premium rate would be @ of 4% and 
accordingly, the premium amount should be computed. The premium 
rate for scheme animals would be @ 2.25%. 
 

e) The premium amount is computed from day 1 to 32 months.  
 
Example 
 
In respect of scheme animals, the premium is 207 for 32 months  
For non-scheme animals, the premium is 368 for 32 months as per enclosed 
table. 
 
The formulae adopted for calculation of premium is as under 
 

 Scheme Animals 
Non-Scheme 

Animals 

The  aggregate  sum insured  
from 1 day to 32 months  = Rs. 1,10,450.00 1,10,450.00 

Average sum insured for 32 
months  = Rs. 

3,451.60 
 or 3452.00  

3,451.60  
or 3452.00 

Apply premium rate on 
average amount = Rs. 

3,452 x 2.25 
77.65  

3,452 x 4.00 
138.08 

Average for one month = Rs. 
77.66 /12  

6.47  
138.08 /12 

11.50 

Premium for 32 months = Rs. 
6.47 x 32 

 207.00  
11.50 x 32 

368.00 

 
If the cover is given from 6 months onwards, the sum insured for earlier months 
is excluded from aggregate sum insured while calculating the premium. 
 

f) The scope of cover and exclusions are as per standard cattle insurance 
policy. 
 

g) The claim procedure will be same as under cattle insurance policy. As far 
as buffalo calves are concerned, no changes have been made in the 
existing scheme. 
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18. Calf rearing scheme valuation chart from 1 to 32 Months 
 

Age at the 
commencement 

of insurance 

Amount payable in the 
event death during 

corresponding        
month mentioned in 

column 1 

Premium schedule to be 
collected 

Scheme 
animals @ 2. 

25 % 

Non-scheme 
animals@ 

4.00% 
1 day to 1 month 150 207 368 
1 to 2 months 200 207 368 
2 – 3 months 300 206 367 
3 – 4 months 400 206 366 

4 – 5 months 600 205 365 

5 – 6 months 800 204 363 
6 – 7 months 1000 203 360 
7 – 8 months 1200 201 357 
8 – 9 months 1400 198 353 

9 – 10 months 1600 196 348 

10 – 11 months 1800 193 343 
11– 12 months 2000 189 337 
12 – 13 months 2300 186 330 
13 – 14 months 2550 181 322 
14 – 15 months 2800 177 314 

15 – 16 months 3050 171 305 

16 – 17 months 3300 166 294 
17 – 18 months 3600 159 283 
18– 19 months 3900 153 271 
19 – 20 months 4200 145 258 

20 – 21 months 4500 137 244 

21 – 22 months 4800 129 229 
22 – 23 months 5100 120 213 
23 – 24 months 5400 110 196 
24 – 25 months 5700 100 178 

25 – 26 months 6000 90 159 

26 – 27 months 6300 78 139 
27 – 28 months 6600 67 118 
28 – 29 months 6900 54 96 
29 – 30 months 7100 41 73 

30 – 31 months 7400 28 50 

31 – 32 months 7500 14 25 
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19. Valuation table for buffalo calves 
 
AGE Valuation for sum insured 

4 days to 1 month Rs. 125/- 

2nd month Rs. 175/- 

3rd month Rs. 200/- 

4th month Rs. 250/- 

5th month Rs. 325/- 

6th month Rs. 400/- 

7th month to 12th month Rs. 850/- 

13th month to 24th month Rs. 1500/- 

25th month to 36th month Rs. 2000/- 

37th month to 45th month Rs. 3000/- 
 
Note - Premium @ 145 per buffalo calf for the entire period from 4th day to 45 
months 
 
Test Yourself 2  
 
Answer with regards to transit cover in the case of cattle insurance scheme. In 
case the transit is for more than 80 km, an additional premium of _______ shall 
be charged. 
 
I. 1% 
II. 2% 
III. 100 Rs  
IV. 200 RS  
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C. Foetus (unborn calf) insurance scheme 
 
This cover can be granted as a separate policy in addition to cattle insurance 
policy. 
 
1. Scope 
 
The scheme covers the risk of death of embryo / foetus due to accident or 
disease contracted through the recipient or directly from external source. The 
scheme is applicable to both, embryo transferred from a selected donor to the 
synchronised recipient or frozen embryo transferred to the recipient and also 
the embryo / foetus developed by artificial insemination technique.  
 
The embryo / foetus in the uterus of the recipient /mother cow can be covered 
as a separate policy in addition to cattle insurance policy covering the recipient 
/ mother cow / buffalo. 
 
2. Period of cover 
 
The cover commences from the 60th day of the transfer of live quality embryo / 
successful insemination, subject to production of confirmed pregnancy 
certificate from a qualified veterinary surgeon particularly the specialist in the 
field.  
 
The cover terminates on 220 (+/-5) days for cow from the date of confirmation 
of pregnancy or on the date of calving whichever is earlier. For the recipient 
/mother cow the period of insurance is annual similar to standard cattle 
insurance policy. 
 
3. Perils covered 
 

a) Still births (If calf has not survived) 
 

b) Abortion of all kinds except otherwise it is proved to be a malafide or 
induced abortion by insured. Malafide or induced abortion caused by a 
third party falls within the scope of cover. 
 

c) Accidental Risks – damages caused due to external violent and visible 
means including transportation by road / rail. 
 

d) Induced abortion carried out under veterinary advice to save the mother 
in conditions like downer cow syndrome, prolapse of uterus, torsion of 
uterus, fracture of limbs. 
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4. Sum insured / Valuation table 
 
The valuation table is arrived on the basis of input cost, which includes cost of 
semen /cost of embryo and cost of medicines used for maintenance of 
pregnancy. 
 

a) Embryo / Foetus 
 

Age of the Foetus Through Embryo Technology Artificial Insemination 

60 days 1000/- 500/- 

61 – 90 days 1100/- 600/- 

91 – 120 days 1200/- 700/- 

121 – 150 days 1300/- 800/- 

151 – 180 days 1400/- 900/- 

181 – 210 days 1500/- 1000/- 

211 – 240 days 1650/- 1100/- 

241 – 270 days 1800/- 1200/- 

271 – and above 2000/- 1500/- 
 

b) Recipient / Mother Cow 
 

Market value certified by the veterinary doctor or sum insured whichever is 
lower. 

 
5. Premium 
 

a) Embryo / Foetus 
 

i. 75/- (net) irrespective of the stage of pregnancy under artificial 
insemination method 

ii. 100/- (net) in case of embryo transplants method 
 

b) Recipient / Mother Cow  
 

i. The rate is as per the Cattle Insurance Scheme in force. 
 
6. Exclusions 
 

a) Poor quality of embryo 
 
(The cover shall operate only if the embryo is supplied by the authorised 
Embryo Bio–technology (Transfer) Laboratories) 

 



FOETUS (UNBORN CALF) INSURANCE SCHEME  CHAPTER 12 

IC-71 AGRICULTURAL INSURANCE 281 

b) Unskilful handling of embryo 
 
(The embryo transfer carried out by a qualified veterinarian who has 
undergone special training for embryo transfer technique only shall be 
covered by this policy) 

 
c) Unskilful and mishandling of foetus at any stage of pregnancy 

 
d) Malicious act leading to death, still birth or abortion of foetus by insured 

 
e) Abortion /Still birth arising out of negligent or careless act of any person 

attending on to the health care of pregnant animal 
 

f) Death or ejection of embryo / foetus due to administration of steroids 
/or due to vaccination which are contra indicated 

 
7. Certification of pregnancy of animal 
 
Since the confirmation of pregnancy is a very vital factor, strict adherence of 
this condition of obtaining pregnancy certificate as documentary evidence, is 
necessary at the time of proposal.  
 
Also all the insemination receipts /embryo transfer receipt should be strictly 
produced along with proposal to correctly assess the age of the embryo / 
foetus. 
 
All other terms and conditions of the standard cattle insurance policy hold good. 
The insured should intimate claim if any within 24 hours to insurer. 
 
Test Yourself 3  
 
Which peril is covered under Foetus (unborn calf) insurance scheme? 
 
I. Loss due to unskilful handling of embryo 
II. Still birth 
III. Malicious act leading to death  
IV. Abortion arising out of neglect  
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D. Central sector pilot scheme on cattle insurance 
 
1. Objectives 
 
This centrally sponsored scheme being implemented in all the States except 
Goa, has twin objectives  
 

a) Providing protection mechanism to the farmers and cattle rearers against 
any eventual loss of their animals due to death  
 

b) To demonstrate the benefit of the insurance of livestock to the people 
and popularise it with the ultimate goal of attaining qualitative 
improvement in livestock and their products  

 
2. Fund Allocations 
 
The funds under the scheme are being utilised for  
 

a) Payment of premium subsidy 
b) Honorarium to the veterinary practitioner for their services  
c) Publicity campaign for creation of awareness among target group 

 
3. Implementation details 
 

a) 50% of the premium of insurance is paid by the beneficiary and the 
remaining 50% is paid by the Government of India.  
 

b) The scheme is implemented through the State Livestock Development 
Boards of the respective States.  
 

c) In the States, where no such board exists, the scheme is being 
implemented through the Director of Animal Husbandry of the State 
Governments.  
 

d) The entire funds for premium subsidy, honorarium and publicity are 
placed with the Chief Executive Officer of the State Livestock 
Development Boards.  
 

e) Some funds are being utilised by the Central Government for publicity 
campaign at the national level. 

 
The scheme benefits the farmers (large/small/ marginal) and cattle rearers 
having crossbred and high yielding cattle and buffaloes. It was implemented on 
a pilot basis during the years 2005-06 and 2006-07 of the 10th Five Year Plan in 
100 selected districts across the country (see annexure for the list of 100 
districts) with an approved outlay of 120.00 crore. For the year 2007-08, the 
scheme was continued in the same format with an outlay of 16.82 crore. During 
pilot period, 9.55 lakh animals were insured and 30,745 claims out of 37,776 
were settled. 
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During the year 2008-09, the scheme was continued in the same 100 new 
districts. An amount of 6.50 crore has been released to States during 2008-09. 
During 2008-09, 3.28 lakh animals were insured. There is a provision of 30.00 
crore for the year 2009-10.  
 
Based on the findings and suggestions of the evaluation study conducted by 
Institute of Rural Management, Anand, a fully fledged scheme on livestock 
insurance for the remaining period of Eleventh Plan with revised guidelines is 
proposed to be implemented in 200 districts of the country. 
 

Test Yourself 4  
 
In the case of Central sector pilot scheme on cattle insurance ____ % of 
premium is borne by the Government. 
 
I. 30 
II. 40 
III. 50  
IV. 80  

 
 

 

E. Cattle insurance - Innovations to reduce risk 
 
1. Case study - Index Based Livestock Insurance (IBLI) in Mongolia 
 
Agriculture in Mongolia is dominated by livestock husbandry, which accounts for 
some 87% of agricultural Gross Domestic Product (GDP) and which employs some 
40% of the agricultural workforce, providing rural households with an important 
but vulnerable source of income and food security. Livestock’s importance to 
rural livelihoods increased dramatically during the 1990s with the transition 
from collective farming to family-based herding.  
 
Between 1990 and 2000 the number of herding households increased from 
75,000 to 190,000. Mongolian herders are subject to catastrophic weather-
related shocks, such as droughts, and the severe winter-spring colds known as 
dzuds. Between 1999 and 2002, a series of dzuds led to the loss of one-third of 
the national herd, seriously impacting national GDP. The levels of livestock 
mortality associated with a dzud have major effects on rural poverty, and many 
of the households that had entered herding during the 1990s were stripped of 
their principal assets. By 2004, rural poverty had risen to 43.2%. 
 
Addressing the problem of such severe weather-related risk in an effective and 
sustainable way posed a difficult challenge for the country and for the World 
Bank. The Government endorsed a program of improved pastoral risk 
management that includes activities from the community to the national-level, 
including increased investment in infrastructure, services, and hay and fodder 
reserves.   
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While these activities can be helpful in the context of limited, low-level risks, 
they are insufficient to prevent the kind of losses that might be incurred in 
extreme dzud events, which bring about high costs in the short and long run. 
Government interventions, such as re-stocking programs have been found to be 
expensive, inefficient, and likely to provide perverse incentives for herders not 
to take steps to lower herd mortality.  
 
The alternative of livestock insurance likewise revealed itself as fraught with 
problems, with past attempts proving unsustainable and susceptible to 
corruption. A new project that became effective in 2005, however, sought to 
address past failures and to establish the viability of a new form of insurance 
index-based livestock insurance. 
 
2. The Mongolia index-based livestock insurance project 
 
The project is piloting insurance plans in three provinces: 
 

a) Bayankhongor  
b) Uvs  
c) Khenti  

 

a) Components 
 

It consists of five components: 
 
i. The first provides the mechanism to pilot two index-based livestock 

insurance (IBLI) products 
 

i. Base Insurance Product (BIP) 
 
 The Base Insurance Product (BIP) is a commercial risk instrument, 

sold and serviced by insurance companies, for which herders pay a 
fully loaded premium rate.  

 It pays out when a district’s (sum) mortality rates exceed a defined 
“trigger” percentage, generally between 7% and 10% depending on 
species and location. 

 

ii. Disaster Response Product (DRP) 
 
 The Disaster Response Product (DRP) is a social safety net product 

financed and provided by government that begins payments at 
mortality rates that exceed the exhaustion point of the BIP.  

 Herders who purchase the BIP are automatically registered for the 
DRP, on the same species of livestock and at no additional cost. 
Those herders who have not purchased the minimum value BIP must 
pay a contribution to cover DRP administrative costs.  

 The second component of project entails a variety of targeted 
promotional and public awareness activities to foster awareness and 
inform stakeholders about details of two products and the IBLI pilot.  
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 The third component supports the institutional framework and 
capacity necessary to expand the availability of the insurance 
products once the viability of IBLI instruments has been established.  

 The fourth component monitors a variety of stakeholders during the 
IBLI pilot in tracking access by different social groups, monitoring 
how the two products are received, and in determining whether 
herders modify their behaviour in response and, if so, how their 
behaviour changes.  

 The project’s fifth component supports the project implementation 
unit in its management functions.  

 
b) Experience 

 
The pilot experience will go far in demonstrating the viability of the model 
and in guiding and informing the project’s expansion beyond its initial 
participants. The lessons learned also suggest themselves as potentially 
replicable by other project teams, and as warranting the attention of other 
Governments that seek to manage the risks faced by livestock-dependent 
communities.  

 
More specifically, the pilot is affirming the great practical importance of 
formulating an appropriate regulatory framework and of strengthening the 
country’s statistical system for livestock management. Providing support to 
insurance companies in developing linkages to international reinsurance 
markets and devising an effective public information, education, and 
communication campaign were also essential elements warranting careful 
consideration in project preparation.  

 
c) Innovation 

 
The problems with individual livestock insurance rendered conventional 
approaches based on individual losses ineffective and unsustainable in 
Mongolian conditions. It is unpopular among both livestock owners and 
insurance providers, subjecting the latter in particular to transactions that 
are fraught with moral hazard and often related to prohibitive costs of 
verifying individual losses and determining their eligibility for coverage.  
 
The alternative of Government provided public livestock insurance would do 
little, or nothing, to offset these shortcomings, while the scale of the losses 
between 1999 and 2002 made it clear that Government resources were, by 
themselves, insufficient to provide for full catastrophic insurance. Yet 
insurance itself remained recognised as an essential element of risk 
mitigation, and a logical complement to other ongoing pastoral risk 
management activities.  
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Insurance clearly has the potential to protect herders from unavoidable 
losses, and to mitigate the need for Government sponsored re-stocking 
programs if innovative solutions to the problems of moral hazard and high 
verification costs could be identified. Any such innovations would necessarily 
spread the risks and costs more evenly among herders, the Government, and 
the commercial insurance industry.  
 
Involving the private insurance industry on a commercial basis not only 
improves the financial sustainability of livestock insurance, it also serves to 
strengthen the rural finance sector, a key element in the Government 
strategy for diversifying the rural economy.  

 
 

i. IBLI is an innovation that satisfied these conditions and that addressed a 
variety of the flaws that hampered previous approaches to livestock 
insurance in Mongolia 

ii. It is affordable to a very large number of herders and does not reward 
poor livestock management 

iii. It is financially sustainable and profitable for private insurance 
providers, focusing squarely on the most significant sources of covariant 
risk 

iv. The approach explicitly defines and delineates the Government’s proper 
role and purposefully interacts with other pastoral risk management, 
post-disaster assistance and micro-finance initiatives  

 
d) Sustainability  

 
The sustainability of the BIP beyond the life of the project and its 
commercial expansion to the national scale is contingent on the decisions of 
private insurance companies, based on their experience during the pilot and 
taking into account the relative profitability and future administrative costs 
of IBLI. Access to international reinsurance markets is another important 
factor that may well influence whether Mongolian insurance firms will 
continue providing coverage, and exploring channels of such access is an 
important facet of the project.  
 
The project’s institutional capacity building component seeks to increase 
the financial attractiveness of index-based insurance by strengthening the 
National Statistics Office, and other Government agencies, in providing 
commercial insurance providers an enabling regulatory environment.  
 
The DRP, on the other hand, is a social, rather than commercial, product 
which in the event of a major disaster may expose the Government to 
significant fiscal risk. Yet in the absence of a structured mechanism like the 
DRP, the Government has found itself compelled politically to expose itself 
to an even greater risk of compensating herders for livestock losses. The 
fiscal risk implicit in the DRP should, therefore, be weighed against this 
greater risk, which the Government incurred in full in the past.  
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Conversely, unless there is a catastrophic event early in the project, there 
may be insufficient data on the medium term economic and social impact of 
any indemnity payments to permit the Government to make an informed 
decision on the continuance of the DRP. Other critical sustainability factors 
thus include the design of monitoring and evaluation arrangements that will 
allow any difficulties to be addressed early in the life of the pilot, thereby 
enhancing the overall quality of project design. 

 
e) Replicability  

 
A precondition for an index-based insurance product is highly correlated 
loss. While there is no direct precedent for IBLI, the use of area-based index 
insurance for crop yields addresses a number of similar problems to those 
facing Mongolian herders. Many farmers, for instance, may experience a 
crop failure from the same event at the same time, drought for instance. 
Individual insurance of crop yields also involves high monitoring costs and 
the risk of reducing incentives for farmers to adopt drought mitigating 
farming practices. 
 
Experiences with index-based crop insurance in countries like India, Mexico, 
and the United States established a number of guiding principles that were 
incorporated into the design of IBLI in Mongolia. Sound financial and 
actuarial methods were introduced to encourage greater discipline within 
the project, and to transfer a proportion of risk to the international 
reinsurance market. Regardless of whether the project determines that IBLI 
is viable in Mongolia, a number of lessons should be derived from the pilot 
that will be useful to other countries facing similar issues. 

  
f) Envisaged outcome and poverty impact  

 
The IBLI project is considered to be an ‘enabling’ operation, promoting 
livestock insurance as one mechanism to enhance the livelihood security of 
livestock owning households by reducing their vulnerability to catastrophic 
livestock mortality events. While not focused specifically on the needs of 
poor and marginalised people, it provides an opportunity to ameliorate the 
social and economic impact of severe weather events on herders’ 
livelihoods, thereby contributing to overall poverty alleviation in Mongolia.  
 
Surveys conducted during project preparation found that poorer herding 
households were more likely to purchase the insurance than more wealthy 
households, which are better able to withstand dzuds. Indemnity payments 
made under the project are expected to be used for productive activities. 
These include the replacement of livestock, and purchases of goods and 
services to increase risk preparedness and enhance livestock productivity. 
They would also enable insurance policyholders to pursue the alternative 
and supplementary livelihood strategies that are stimulated by improved 
financial services in rural areas, including insurance services. 
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g) Recognition 
 

The project received the 2005 Golden Plough Award for innovative project 
design based on its contribution to the World Bank’s rural development 
strategy, “Reaching the Rural Poor”, and for its attention to sustainability 
and replicability. 

 
 

Test Yourself 5  
 
IBLI stands for ___________. 
 
I. Index Based Life Insurance 
II. Index Based Livestock Insurance 
III. Index Based Liability Insurance 
IV. Innovation Based Livestock Insurance  
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Summary  
 

a) The Cattle Insurance scheme deals with underwriting cattle insurance 
business within India. 
 

b) The scheme covers various animals like milch cows, buffaloes, stud bulls and 
bullocks etc. 
 

c) The sum insured for the cattle cannot exceed 100% of the market value. 
 

d) The policy shall give indemnity only for death due to accident, disease 
caused during the currency of policy etc. 
 

e) Exclusions such as malicious or wilful injury, intentional slaughter and theft 
or clandestine sale of the insured animal are incorporated in the policy. 
 

f) Various methods of identification such as metal ear tags, tattooing and 
Radio Frequency Identification Device (RFID) are used. 
 

g) In the event of death of an animal, immediate intimation should be sent to 
the insurers along with the necessary documents. 
 

h) Foetus (unborn calf) insurance scheme covers the risk of death of embryo / 
foetus due to accident or disease contracted through the recipient or 
directly from external source. 
 

i) Central sector pilot scheme on cattle insurance is being implemented in all 
the States except Goa with the objective of providing protection and 
popularising the benefits of insurance. 
 

j) The IBLI project of Mongolia is considered to be an ‘enabling’ operation, 
promoting livestock insurance as one mechanism to enhance the livelihood 
security of livestock-owning households by reducing their vulnerability to 
catastrophic livestock mortality events. 
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Answers to Test Yourself  
 
Answer 1   

  
The correct option is IV. 
 
Chicken is not included under cattle. 
 
Answer 2  

  
The correct option is I. 
 
In case the transit is for more than 80 km, an additional premium of 1% shall be 
charged. 
 
 
Answer 3  

  
The correct option is II. 
 
Still birth is covered under Foetus (unborn calf) insurance scheme. 
 
Answer 4  

  
The correct option is III. 
 
In the case of Central sector pilot scheme on cattle insurance 50 % of premium 
is borne by the Government. 
 
Answer 5  

  
The correct option is II. 
 
IBLI stands for Index Based Livestock Insurance. 
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Self-Examination Questions  
 
Question 1  
 

In the case of cattle insurance scheme the sum insured shall not exceed _____% 
of market value. 
 

I. 50 
II. 100 
III. 150 
IV. 75 

 
Question 2  
 
Which of the following is an identification method used in case of cattle 
insurance?  
 

I. Metal ear tags 
II. Branding with hot iron 
III. Tattooing  
IV. All of the above 

 
Question 3  
 

____________ is not exclusion under Foetus (unborn calf) insurance scheme. 
 
I. Poor quality of embryo 
II. Unskillful handling of embryo 
III. Death of embryo due to administration of steroids 
IV. Induced abortion carried out under veterinary advice to save the mother 
 
Question 4  
 

Which of the following is a critical requirement to be furnished while filing a 
claim under cattle insurance scheme?  
 
I. Ear tag 
II. Duly completed claim form  
III. Both I and II 
IV. Claim processing charges 
 
Question 5  
 

Choose the incorrect statement 
 

I. Use of RFID in cattle insurance can help reduce moral hazard.  
II. Freeze branding is more humane than hot branding. 
III. Muzzle prints or nose prints of cattle can’t be used for identification 

purposes.  
IV. Branding using white hot iron should be avoided. 
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Answers to Self-Examination Questions  
  
Answer 1  
 
The correct option is II. 
 
In the case of cattle insurance scheme the sum insured shall not exceed 100% of 
market value. 
 
Answer 2  
 
The correct option is IV. 
 
Metal ear tags, branding with hot iron and tattooing are identification methods 
used in cattle insurance.  
 
Answer 3  
 
The correct option is IV. 
 
Induced abortion carried out under veterinary advice to save the mother, is not 
exclusion under Foetus (unborn calf) insurance scheme.  
 
Answer 4  
 
The correct option is III. 
 
Ear tag and duly completed claim form are required while filing a claim under 
cattle insurance scheme. 
 
Answer 5  
 
The correct option is III. 
 
Muzzle prints or nose prints of cattle can be used for identification purposes. 



 
 

IC-71 AGRICULTURAL INSURANCE 293 

CHAPTER 13 
 

POULTRY INSURANCE IN INDIA 

 

Chapter Introduction 
 
The chapter discusses the comprehensive cover for poultry farms with regards 
to various parameters like scope, coverage, exclusions and underwriting 
considerations etc. We also look at valuation tables and how they are used to 
determine the premiums and the amount of claim that is valid. The chapter also 
discusses the Duck insurance scheme with regards to different parameters. 
 
Learning Outcomes 
 
A. Comprehensive cover for poultry farms 
B. Duck insurance scheme 
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Look at this Scenario 
 
If you are a poultry producer, understanding poultry insurance can seem like a 
huge task. The variety in types of poultry, from turkeys to egg-laying chickens 
to breeders to layers to birds exclusively harvested for meat (broilers), means 
that each poultry production process has its own set of insurance policies.  
 

How do you effectively insure yourself then? 
 

There are policies that get farming equipment protection under a 
comprehensive poultry insurance policy. Also the policy should cover the loss of 
income resulting from issues concerning meat birds and eggs. Finally protection 
against unpredictable natural events, such as fire, lightning, windstorm and hail 
is desirable in a comprehensive poultry insurance scheme. 
 
A. Comprehensive cover for poultry farms 
 
1. Scope 
 
The scheme provides rates, terms and conditions to underwrite poultry 
insurance business in India. The word ‘poultry’ refers to: 
  
 Layers  
 Broilers  
 Parent stock (Hatchery), which are exotic and cross-bred 

 
Indigenous and non-descript birds will not be insured. Hereafter, only 
comprehensive cover and parent stock (Hatchery) cover are available. 
 

Note: 
 

i. Exotic bird means whose parents are of foreign breed, which includes 
birds born in India as well as those born abroad. 

ii. A cross-bred bird for the insurance purpose means one of whose parents 
is of foreign breed. 

iii. Proposals in respect of birds other than the above do not fall within the 
preview of this scheme. 

 

2. Applicability 
 

a) The scheme is applicable to poultry farms consisting of all types of 
exotic and cross-bred poultry birds in India. 
 

b) All birds in a farm should be covered. After issuing policy, if additional 
birds are introduced in the farm, immediate notice to be given to insurer 
otherwise claim will be repudiated. 
 

c) The scheme is applicable to poultry farms consisting of minimum number 
of birds as follows: 
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i. Under bank finance (for all types of birds) 
 

 Scheme - 100 (or as per IRDP norms) 
 Non-Scheme – 500 

 
ii. General 

 

 Broilers - 100 per batch 
 Layers - 500 per batch 
 Hatchery - 2000 birds per batch 

 
3. Age group 
 
Table 13.1   

 

Broilers  1 day to 8 weeks 
 1 day to 6 weeks 

Layers 
 1 day to 20 weeks 
 21 weeks to 72 weeks 
 1 day to 72 weeks 

Hatchery Birds (Parent Stock)  1 day to 72 weeks 

 
4. Premium rates 

 
Table 13.2   

 

  Scheme (Net) Non-Scheme 
(Gross) 

Annual 
Premium 

a) 

Broilers 
1 day to 8 weeks 

0.25 per bird per 
batch(net) 1.5% 6.00% 

1 day to 6 weeks 
1.00 per bird 

p.a. (net) 1.20% 4.80% 

b) 

Layers 
1 day to 20 weeks * 3.20%  

21 weeks to 72 weeks * 3.50%  

1 day to 72 weeks * 5.50%  

*(1 day to 72 weeks) 0.80 net per bird)   

c) Parent stock (Hatchery)  5%  
 

Note: 
 

i. The premium will be charged on “peak value” of birds in each of the 
above categories 

ii. Minimum value for parent stock bird should be 200/- (negotiable). 
iii. For scheme (for layers and broilers only) following table and short period 

rates may be used 
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Table 13.3  
 

Period in 
weeks 

Maximum value 
payable as per scheme 

chart Period in weeks 

Maximum value 
payable 

as per scheme chart 
layers Layers Broilers 

1 day old 5.00  5.00 15th week 15.00 

1st week 6.00  6.00 16th week 16.00 

2nd week 6.50  6.50 17th week 17.00 

3rd week 7.00  7.00 18th week 18.00 

4th week 7.50  7.50 19th week 19.00 

5th week 8.00  8.00 20th week 20.00 

6th week 8.50  10.50 21st week 21.00 

7th week 9.00  12.00 22nd week 22.00 

8th week 10.00  15.00 23rd week 23.00 

9th week 10.50  24th to 37th week 25.00 

10thweek 11.00  38th to 45th week 23.00 

11th week 11.50  46th to 52nd week 22.00 

12th week 12.50  53rd to 62nd week 20.00 

13th week 13.50  63rd to 72nd week 18.00 

14th week 14.50    

  
5. Short period rates 
 
Table 13.4   

 
Up to 2nd  week 1/8of premium of full period of insurance 

Up to 3rd  month 1/4  of premium of full period of insurance 

Up to 5th  month 1/2of premium of full period of insurance 

Up to 6th  month 5/8 of premium of full period of insurance 

Up to 8th  month ¾ of premium of full period of insurance 

Up to 10th  month 7/8 of premium of full period of insurance 

Above 10 months  Full premium 
 
Since there is no standard valuation chart and multiplier factor for parent stock 
birds (Hatchery), the valuation chart has to be finalised in consultation with 
hatchery. 
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6. Sum insured 
 
Table 13.5   

 

 Non-IRDP IRDP 

For layers maximum S.I. 75/-  25/- 

For broilers maximum S.I. 45/- 15/- 

 
a) Valuation table 

 

i. Any revision in valuation chart to be effected should be approved by the 
insurer’s head office. 

ii. Valuation chart will be worked out on the basis of multiplier factor given 
in the formula as shown hereunder 

 
b) Formula for determining valuation chart for broilers 

 

Following multiplier should be applied while calculating week wise valuation 
 
Table 13.6   

 

Weeks Multiplying Factor Weeks Multiplying Factor 
1 0.160 5 1.962 
2 0.336 6 2.882 
3 0.709 7 3.815 
4 1.270 8 4.750 

 
The multiplier is to be applied to the prevailing feed cost and day old chick 
cost should be added to arrive at week wise valuation. 

 

Example 
 

i. A day old chick cost 12.65 
ii. Feed cost 7.00 per kg 
 

Week wise valuation will be arrived as follows (1 day to 8 weeks) 
 

Week Multiplier x Feed cost + Chick cost = Total Rounded to 
1 1 0.160 x 7.00 12.65 = 13.77  14.00 
2 0.336 x 7.00 12.65 = 15.00  15.00 
3 0.709 x 7.00 12.65 = 17.613  18.00 
4 1.270 x 7.00 12.65 = 21.54  22.00 
5 1.962 x 7.00 12.65 = 26.384  26.00 
6 2.882 x 7.00 12.65 = 32.824  33.00 
7 3.815 x 7.00 12.65 = 39.355  39.00 
8 4.750 x 7.00 12.65 = 45.9  45.00 

 

Week wise valuation chart for broilers 1 day to 6 weeks  
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Week  Valuation 
1 14.00 
2 19.00 
3 24.00 

4 31.00 

5 38.00 

6 45.00 
 

 
c) Formula for determining valuation chart for layer birds 

 
Table 13.7  

Week Multiplier 
1 0.07 
2 0.234 
3 0.447 
4 0.870 
5 1.120 
6 1.560 
7 2.030 
8 2.560 
9 2.98 
10 3.334 
11 3.398 
12 3.913 
13 4.435  
14 4.978 
15 5.523  
16 6.000 
17 6.500  
18 6.925 
19 7.535 
20 8.170 
21 8.566 
22 9.293 
23 9.544 

24-37 10.200 
38-45 7.285 
46-52 5.693 
53-62 5.523 
63-72 4.92 

 
The multiplier is to be applied to the prevailing feed cost and day old chick 
cost should be added to arrive at week wise valuation. 
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Example 
 
Assumption 
 

 A day old chick cost - 14.60 
 Chick mash cost - 6.50 per kg. 
 Grower and layer mash cost - 6.00 per kg. 

 
The valuations will be arrived as follows 
 
Week Multiplier x Feed Cost + Chick Cost = Total Rounded to 

1 0.070 x 6.50 + 14.60 = 15.055 15.00 
2 0.234 x 6.50 + 14.60 = 16.121 16.00 
3 0.447 x 6.50 + 14.60 = 17.055 17.00 

4 0.870 x 6.50 + 14.60 = 20.255 20.00 

5 1.120 x 6.50 + 14.60 = 21.88 22.00 
6 1.560 x 6.50 + 14.60 = 24.74 25.00 

7 2.030 x 6.50 + 14.60 = 27.795 28.00 

8 2.560 X 6.50 + 14.60 = 31.24 31.00 

9 2.980 X 6.50 + 14.60 = 33.97 34.00 

10 3.334 x 6.50 + 14.60 = 36.271 36.00 
11 3.398 x 6.50 + 14.60 = 36.687 37.00 

12 3.918 x 6.50 + 14.60 = 40.0345 40.00 

13 4.435 x 6.50 + 14.60 = 43.4275 43.00 
14 4.978 x 6.50 + 14.60 = 46.957 47.00 

15 5.523 x 6.50 + 14.60 = 50.4995 50.00 

16 6.000 x 6.50 + 14.60 = 53.60 54.00 
17 6.500 x 6.50 + 14.60 = 56.85 57.00 

18 6.925 x 6.50 + 14.60 = 59.6125 59.00 

19 7.535 x 6.00 + 14.60 = 59.81 60.00 
20 8.170 x 6.00 + 14.60 = 63.62 64.00 

21 8.566 x 6.00 + 14.60 = 65.996 66.00 

22 9.293 x 6.00 + 14.60 = 70.358 70.00 
23 9.544 x 6.00 + 14.60 = 71.864 72.00 

24-37 10.200 x 6.00 + 14.60 = 75.80 75.00 

38-45 7.285 x 6.00 + 14.60 = 58.31 58.00 
46-52 5.793 x 6.00 + 14.60 = 49.358 49.00 

53-62 5.523 x 6.00 + 14.60 = 47.738 48.00 

63-72 4.920 x 6.00 + 14.60 = 44.12 44.00 
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7. Insurance coverage 
 
Standard policy wordings for poultry insurance shall be used as per the existing 
clause. The policy shall provide indemnity against death of birds due to accident 
(including fire, lightning, flood, cyclone, storm, tempest, earthquake, strike, 
riot and act of terrorism) or diseases contracted, occurring during the period of 
insurance subject to the following exclusions. 
 

a) Exclusions 
 

i. Malicious / wilful injury and neglect 
ii. Transit by any mode of transport 
iii. Improper management (including overcrowding) i.e. when the farm is 

not run on scientific poultry management guidelines and standards laid 
down by poultry corporations/ Animal Husbandry Department (AHD) in 
regard to housekeeping, watering, feeding, vaccination, de-worming, de-
beaking, lighting/ heating and culling etc. 

iv. Loss / death due to natural mortality, non-specified or unknown diseases 
or reasons 

v. Undergrowth, cannibalism, action of predators like preying birds and 
carnivorous animal 

vi. Theft and clandestine sale of birds 
vii. Intentional slaughter of the birds except in cases where destruction is 

necessary to terminate incurable suffering on humane consideration and 
to protect remaining healthy flock to reduce additional losses on the 
basis of certificate issued by qualified Veterinary Doctor / Surgeon or in 
cases where destruction is resorted to by order of lawfully constituted 
authority, under intimation to insurer 

viii. Consequential loss however caused 
ix. Permanent and partial disablement of any nature 
x. Loss of production i.e. the failure due to any reasons whatsoever to lay 

required number of eggs or small sized eggs in layers or to attain proper 
weight at a particular age in broilers 

xi. Marek’s disease, Ranikhet disease, Fowl Pox and infectious bronchitis. 
These diseases are covered by the policy if the birds are successfully 
inoculated against these diseases and the necessary veterinary 
certificate to that effect is supplied to the insurer. Coccidiosis and other 
diseases are covered only if preventive and curative measures are taken 
from time to time. 

xii. Malnutrition/ shortage of water, death due to starvation because of non-
supply of feed to birds or similar reasons of whatsoever nature: 
 
 Undergrowth 
 Cannibalism 

 
xiii. Loss due to huddling and / or piling of birds 
xiv. Avian Leucosis Complex (A.L.C.) 
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xv. War, invasion, act of foreign enemy, hostilities (whether war be 
declared or not), civil war, rebellion, revolution, insurrection, mutiny, 
tumult, military or usurped power or any consequences thereof or 
attempt threat 

xvi. Any accident, loss, destruction, damage or legal liability directly or 
indirectly caused by or contributed or arising from nuclear weapons 

 
b) Veterinary examination 

 
i. A veterinary certificate from a qualified veterinarian or the consultant 

veterinarian of the insured is necessary. 
ii. In case of layer farms having more than 5000 birds inspection of the farm 

should preferably be done by insurer’s veterinary officer or panel doctor 
iii. Veterinary health / examination fees should be borne by the insurer as 

per the following chart which would be payable to panel doctor only 
 
Table 13.8  

No. of Birds Amount 
100 to 500 25 
501 to 1000 30 
1001 to 5000 40 
5001 onwards 50 

 
iv. No veterinary fees is payable for proposals under scheme birds 
v. The insurer reserves the right to check periodically and depute for the 

purpose thereof any representative 
 
8. Discounts 
 

a) No claim discount 
 
Table 13.9    

 
No claim after completion of 1 year 15% discount on premium 
No claim after completion of 2 years 20% discount on premium 
No claim after completion of 3 years 25% discount on premium 

 
(For above discount in case of layers 1 year means policy period). 

 
b) Good features discount 

 
This discount not exceeding 5% may be allowed if the farm is having any five 
good features listed below: 
 
i. Farms having resident / own veterinary officer or farms managed by 

veterinary doctors. 
ii. Farms with layer flock size of 10,000 per batch and above. Farms with 

broiler flock size of 5,000 per batch and above. 
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iii. Farms having good dead birds disposal system i.e. farms with 
incinerator. 

iv. Farms with standard layout such as good distance between sheds, 
fencing and wind breaker trees etc 

v. Farms with sophisticated equipment i.e. farms with automatic feeders 
and waterers etc. 

vi. Farms with mortality of less than 5% in previous batch 
vii. Presence of thermo regulators to control temperature and humidity 

 
Note: The above good features should be certified by insurer’s 
representative. 

 
9. Important underwriting conditions 
 

a) All birds in the farm / shed should be insured 
 

b) Poultry farm should have their own veterinary facility or on consultancy 
basis 
 

c) Proper balanced standard food, water and light should be supplied to 
birds 
 

d) De-beaking and de-worming should be carried out regularly and record to 
that effect has to be maintained 
 

e) The minimum number of birds prescribed have to be maintained and all 
the birds should be covered on flock basis, thus no identification is 
necessary 
 

f) Proposer must keep all the essential records as mentioned below at the 
farm: 
 

i. Flock record on day to day basis – Daily stock register 
ii. Mortality record 
iii. Culling 
iv. Vaccination and inoculation particulars 
v. Feed consumption. 
vi. Production 
vii. De-beaking 
viii. Incidence of diseases (PM records) 
ix. Purchase and sales 

 
g) The farms should not resort to replacement of chicks in the affected 

sheds i.e. after claim is reported due to diseases / any other reason 
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h) Answers to all the questions in the proposal form and health certificate 
should be properly answered without any blank. (Proposal should have a 
provision confirming that all the birds in different sheds in the farm are 
covered.) 
 

i) Any change of birds should be informed immediately to the concerned 
office and new birds being added into the batch should pass through the 
veterinary examination 
 

j) Transfer of interest / ownership is not allowed 
 

k) The cages must be maintained properly and of normal standard 
 

10. Claim settlement procedure 
 

a) Admissibility of the claim 
 

Excess clause: Claim under the policy would be admissible only if the 
mortality due to insured peril in the flock exceeds beyond the excess limit 
given below 
 

Table 13.10  
 

 Mortality 

Broilers 
1 day old to 8 weeks (6 weeks) 5% of population in each batch 

Layers 
1 day old to 8th  weeks  

5% of population in each batch at the 
inception of the policy. 

9th week to 20th week  
3% of total population at the beginning of 
9th week 

21st  week to 72nd  weeks  1% of total population at the beginning of 
21st week and then every month. 

 
Note: Excess is not to be applied on cumulative basis 
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Example 
 
If a farmer has got 100 birds per batch and following is a week wise mortality 
chart the excess will be applied as under 
 

Week Mortality Week – wise valuation (Rs) Total value of birds lost 
1 2 14 28 
2 5 15 75 
3 1 18 18 
4 2 22 44 
5 1 26 26 
6 4 33 132 
7 2 39 78 

Total 17 167 401 
 
Average value of each bird = Total value of birds lost 
No. of birds lost (Mortality) =  401/17 = 23.59 
Now 5% of 100 birds = 5 birds 
Hence the excess of 23.59 x 5 = 117.95 Rs. will be deducted from total amount 
payable.  
 
Thus the excess of 5% will be deducted on average valuation arrived on the basis 
of mortality chart presented rather than on the basis of first 5% birds week-
wise. 

 
b) Compensation towards loss of birds will be made only for death of birds 

exceeding the mortality percentage given above. 
 

c) Liability of the insurer - The insured will be indemnified for 80% of the 
value of the birds at the time of death as per valuation table or actual 
value as decided by the veterinary surgeon before admissibility of claim, 
whichever is less. 20 % additional excess for Gumboro disease. 

 
11. Claims procedure 
 

a) In the event of death of birds immediate intimation should be given to 
the insurer and the insurer should be supplied with the following 
documents and required information: 
 
i. Duly filled in claim form 
ii. Vet. P.M. report for sample birds 
iii. Daily records of mortality and feeding etc 
iv. Purchase invoices for the birds 
v. Any other point to substantiate the loss like photographs, medical 

bills, etc. as and when required 
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b) In case of alarming death/outbreak of epidemic nature immediate notice 
within 12 hours should be given to the insurer and all birds should be 
segregated and produced to the representative of the insurer or to any 
person authorised by the insurer for inspection. 
 

c) Daily mortality details should be sent to the insurer on weekly basis 
failing which report will be treated as nil for that particular week 
 

d) Delay in reporting of the claim should be avoided and if there is delay 
for more than three days the claim would be treated as non-standard 
 

e) In case of doubtful claims/ farms for which claim ratio is adverse, 
technical report from an expert may be insisted for settlement of claim 

 
12. Salvage 
 
During the outbreak of epidemic/ natural calamities in the farm, insured should 
arrange emergency sale of live birds in the presence of the representative of 
the insurer in order to avert or minimise the loss. In case the insured realises 
the value less than the valuation table agreed upon for the corresponding week 
then the difference will be paid to the insured in addition to the cost of dead 
birds as per terms and conditions of the policy. 
 
Test Yourself 1  
 
Choose the incorrect statement. 
 

I. Under comprehensive cover for poultry farms all birds in farm need to be 
covered 

II. Under comprehensive cover for poultry farms not necessarily all birds in 
farm need to be covered 

III. After issuing policy, if additional birds are introduced, the addition needs to 
be notified to the insurer, else claim will be repudiated.  

IV. Comprehensive cover for poultry farms is applicable to poultry farms 
consisting of all types of exotic and cross-bred poultry birds in India.  
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B. Duck insurance scheme 
 
1. Scope 
 
Duck insurance scheme shall provide indemnity against death of ducks due to 
accident (including fire, lightning, flood, cyclone, famine, strike, riot or 
diseases contracted or occurring during the period of insurance subject to 
specific exclusions). 
 
2. Applicability 
 
a) All types of migratory and non-migratory birds in India 
b) Duck farms consisting of minimum 100 ducks for non-scheme and 50 ducks 

for Govt. subsidised schemes 
 
3. Age 

 
Table 13.11  
Group 1 First week to 52 weeks 1st year 

Group 2 53 weeks to 104 weeks 2nd year 

Group 3 Up to 120 weeks.  
 

a) Ducks should be allowed to migrate only after 14 weeks of age 
b) Till then bird should be provided with necessary brooding facilities 

 
4. Premium rates 
 

a) For non - scheme 
 
Table 13.12  

GROUP 1 Rs. 1.00 per bird p.a. for first year. 

GROUP 2 Rs. 0.80 per bird p.a. for rest of the period 

 
b) For Govt. subsidised schemes 

 
Table 13.13  
GROUP 1 Rs.0.90 per bird  p.a. for the  1st year 

GROUP 2 Rs. 0.70 per bird p.a. for rest of the period 

 
c) When the market value for a bird any time exceeds 24 /- per bird then   

0.20 extra per bird for increase of market value of bird on every 5 /- 
would be charged. 

 



DUCK INSURANCE SCHEME CHAPTER 13 

IC-71 AGRICULTURAL INSURANCE 307 

5. Exclusions 
 

a) Common exclusions: As per cattle insurance scheme 
 

b) Specific exclusions 
 

i. Improper management (overcrowding) 
ii. Undergrowth, cannibalism and action of predators like carnivorous 

animals and birds 
iii. Loss due to temperature variation, sun-stroke, heat-stroke and cold 

stroke etc 
iv. Loss due to huddling, or piling or improper hygienic care 
v. Duck virus hepatitis, Duck virus enteritis (Duck Plague), Ornithosis, Duck 

influenza. These diseases are covered if ducks are properly vaccinated 
and timely treated 

vi. Diseases such as Coli, Salmonellosis, Pasteurellosis, Erysipelas, 
Antipestifer infection, Botulism (western duck sickness), Aspergillosis, 
Coccidiosis and malnutrition etc., should be timely treated and 
preventive measures should be taken against these diseases continuously 

vii. Transit by any mode of transport 
viii. Diseases contracted prior to and within 15 days of commencement of risk 

are not covered 
 
6. Veterinary examination 
 

a) A veterinary certificate from a qualified veterinarian showing the 
following details is necessary for acceptance of risks: 
 

i. Type and breed of duck 
ii. Age of duck and identification (Wing-Bands/natural) 
iii. Details regarding housing, temperature, shade, feed, water, sanitation, 

medication and management care etc 
iv. Vaccination and treatment particulars 
v. Condition of health and production record 
vi. Details of equipment and cage 
vii. Details of management and veterinary assistance 
viii. Mortality record with reasons of mortality (diseases) 

 
b) The insurer reserves the right to maintain his own check and depute for 

the purpose thereof any representative 
 

c) Veterinary examination fees should be borne by insured 
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d) Path of migration of ducks during the policy period must be given month 
wise 

 
e) Identification of ducks: All insured ducks should be identified by natural 

marks or wing bands. The expenses should be incurred by the insured. 
 

7. Claims 
 

a) Admissibility of claims 
 

i. No claim under this policy would be admissible unless five ducks or 5% of 
the total number of the ducks (flock) whichever is higher die at one 
time.  

ii. “One time” means within 48 hours 
 

b) Assessment of loss 
 

i. On the basis of actual value of the ducks at the time of loss/death or the 
value worked on the agreed value of valuation table whichever is less.  

ii. If birds valuing more than referred above are insured and an extra 
premium charged as per section 4(c) above, claim would be payable on 
the percentage basis as referred 

 
8. Liability of the insurer 
 
Liability of the insurer would be 80% of the assessed value of the loss and 
insured would bear 20% of assessed loss. 
 
9. Salvage 
 
No salvage would be deducted from the claim. 
 
10. Important policy conditions 
 

a) Duck farm should have veterinary facility 
 

b) Management of the farm should be proper and proper housing, sanitation 
and hygienic care must be maintained 
 

c) In the event of outbreak of an epidemic, all healthy ducks should be 
segregated and all precautions should be taken immediately to arrest the 
spreading of the disease, under advice to the insurer 
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11. Duck insurance scheme (Assessment of loss - guideline chart) 
 
Table 13.14 Peak value   24 

 

Age of the duck 
Loss limit 
(percent) Age of the duck 

Loss limit 
(percent) 

From 1 st week to 
4th week 

15 Up to 25th week 85 

From 5th to 6th week 28 Up to 27th week 90 

Up to 7th week 30 Up to 29th week 95 

Up to 8th week 32 Up to 35th week 100 

Up to 9th week 34 Up to 39th week 95 

Up to 10th week 36 Up to 43rd week 90 

Up to 11th week 38 Up to 47th week 85 

Up to 12th week 40 Up to 52nd week 80 

Up to 13th week 44 Up to 55th week 75 

Up to 14th week 48 Up to 59th week 70 

Up to 15th week 52 Up to 63rd week 65 

Up to 16th week 56 Up to 67th week 60 

Up to 17th week 60 Up to 71st week 55 

Up to 18th week 65 Up to 75th week 50 

Up to 19th week 70 
From 79th week to 
104th week 45 

Up to 21st week 75 
From 104th week to 
120th week 35 

Up to 22nd week 80   

 
Test Yourself 2  
 
Which of the following is the correct applicability for the “Duck insurance 
scheme”? 
 
I. Duck farms consisting of minimum 100 ducks for non-Scheme and 50 ducks 

for Govt. subsidised schemes. 
II. Duck farms consisting of minimum 50 ducks for non-Scheme and 100 ducks 

for Govt. subsidised schemes. 
III. Duck farms consisting of minimum 100 ducks for non-Scheme and 100 ducks 

for Govt. subsidised schemes.  
IV. Duck farms consisting of minimum 50 ducks for non-Scheme and 50 ducks for 

Govt. subsidised schemes.  
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Summary  
 
a) Comprehensive cover for poultry farms provides rates, terms and conditions 

to underwrite poultry insurance business in India. 
 

b) The scheme is applicable to poultry farms consisting of all types of exotic 
and cross-bred poultry birds in India. 
 

c) The premium for the scheme depends upon the type and breed of the bird, 
age of the bird. 
 

d) The policy shall provide indemnity against death of birds due to accident 
(including fire, lightning, flood, cyclone, storm, tempest, earthquake, 
strike, riot or act of terrorism etc.) 
 

e) The exclusions include malicious / wilful injury, neglect, undergrowth and 
cannibalism etc. 
 

f) Important underwriting conditions under the scheme include that all birds in 
the farm / shed should be insured; veterinary facilities should be available 
etc. 
 

g) Duck insurance scheme shall provide indemnity against death of ducks due 
to accident subject to specific exclusions. 
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Answers to Test Yourself  
 

 
Answer 1   

  
The correct option is II. 
 
Under comprehensive cover for poultry farms all birds in farm need to be 
covered. 
 
Answer 2  

  
The correct option is I. 
 
Duck farms consisting of minimum 100 ducks for non-Scheme and 50 ducks for 
Govt. subsidised schemes are eligible to participate in the “Duck insurance 
scheme”. 
 
Self-Examination Questions  
 
Question 1  
 
Which of the following is exclusion under “Duck insurance scheme”? 
 
I. Improper Management 
II. Loss due to huddling, or piling or improper hygienic care 
III. Both I and II 
IV. None of the above 

 
Question 2  
 
Which of the following is a detail examined under veterinary examination for 
“Duck insurance scheme”?  
 
I. Type and breed of duck  
II. Vaccination and treatment particulars 
III. Farm environment 
IV. All of the above 

 
Question 3  
 
The exclusions that apply under “Comprehensive cover for poultry farms” do 
not include_______. 
 
I. Malicious / wilful injury or neglect 
II. Cannibalism  
III. Death due to fire / lightning. 
IV. Undergrowth 
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Question 4  
 
The good features discount under “Comprehensive cover for poultry farms” shall 
not exceed _______.  
 
I. 2% 
II. 3% 
III. 4% 
IV. 5% 
 
Question 5  
 
Answer with regards to “Comprehensive cover for poultry farms”. If there is a 
delay of more than ___ days in reporting a claim, the claim would be treated as 
non-standard.  

 
I. 2 
II. 3  
III. 4  
IV. 5 
 

 
 

Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is III. 
 
Losses due to improper management and huddling, piling or improper hygienic 
care are excluded under “Duck insurance scheme”. 
 
Answer 2  
 
The correct option is IV. 
 
Type and breed of duck, vaccination and treatment particulars and farm 
environment are examined under veterinary examination for “Duck insurance 
scheme”. 
 
Answer 3  
 
The correct option is III. 
 
The exclusions that apply under “Comprehensive cover for poultry farms” do 
not include death due to fire / lightning.  
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Answer 4  
 
The correct option is IV. 
 
The good features discount under “Comprehensive cover for poultry farms” shall 
not exceed 5%.  
 
Answer 5  
 
The correct option is II. 
 
If there is a delay of more than 3 days in reporting a claim, the claim would be 
treated as non-standard.  
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CHAPTER 14 
 
MISCELLANEOUS AGRICULTURE INSURANCE SCHEMES 

 

Chapter Introduction 
 
In this chapter we will learn about the features of various insurance products 
offered by insurers for covering the lives of various animals. 
 
Learning Outcomes 
 
A. Various insurance schemes for animals - I 
B. Various insurance schemes for animals - I 
C. Miscellaneous insurance products 
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Look at this scenario 
 
Pet insurance finds few takers in India 
 
Despite a boom in pet care facilities in India, the concept of pet insurance has 
not become popular here due to unorganised nature of this sector, say experts. 
 
While pet insurance is hugely popular in the western countries, it is still 
relatively unknown in India, as insurance companies do not advertise about it 
and a large number of people do not get their pets registered, they say. 
 
"Pet sector is not organised in India. There is no proper care and vaccination for 
pets, due to which the death rate is high. Such high mortality rate repels the 
insurance companies and they hesitate to get in," says Dr Vishal Sharma, a city-
based veterinary doctor. 
 
Majority of the insurance policies are dog-oriented, but other animals like 
elephants, cows, buffalos, cats, sheep, horses etc are also insured by different 
companies. 
 
Companies offering pet insurance in India include the Oriental Insurance, United 
India Insurance, National Insurance, Bajaj Allianz General Insurance and New 
India Assurance. 
 
"Pet insurance is not the priority of people. They think what will I get in return. 
If the dog is of Rs 3,000, we can buy another one if something happens to his 
one. There is no target audience as such so companies do not spend on costly 
advertisements also," says R S Madan, Chief Manager, Oriental Insurance. 
 
"Insurance has been there for costly racing horses. Buffaloes and cows in villages 
are insured as people depend on them for livelihoods. But for other pets, the 
situation is grim," says Madan. 
 
"Pet insurance is almost negligible at the moment. People want to get their pets 
insured as the cost of their treatment and maintenance has gone up. Also, there 
are not enough recognised hospitals that can recommend the expenditure on 
treating a pet," says Binoy Sahee, one of the organisers of the India 
International Pet Trade Fair. 
 
Another factor is that a lot of people own pets which are not costly enough to 
lure insurance companies. 
 
"Dogs in India are not much costly; you can get a pet in Rs 3,000 easily. Since 
number of such pets is higher, companies do not find them attractive as the 
premium for them is very low," says Dr Vishal. 
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He recounts an incident when a pet owner abandoned it due to increasing 
medical cost. "A man admitted his dog in my clinic in critical condition. After a 
few days, he stopped taking our calls as the medical expenditure was shooting 
beyond his limit. Pet insurance in this case could have been handy for him," says 
Dr Sharma. 
 
According to Sahee, its right time for the insurance companies to tap this 
market. "Pet owners are increasingly becoming more concerned about their 
pet's welfare. Veterinary doctors also employ modern and expensive techniques 
and drugs for treatment. Both these factors result in a high maintenance cost of 
pets. So, it makes sense for insurance companies to seize the opportunity," he 
says. 
 
Source: http://businesstoday.intoday.in/story/pet-insurance-india-dog-
insurance/1/ 14354.html 
 
A. Various insurance schemes for animals – I 
 
1. Sheep and goat insurance scheme 
 

a) Scope 
 

The scheme provides rates, terms and conditions to underwrite the sheep 
and goat insurance business in India. All indigenous, crossbred and exotic 
sheep and goat will be covered under this Scheme. 

 
Note: 

 
i. Indigenous animal means whose parents are of Indian breed. 
ii. Exotic animal means whose parents are of foreign breed. This includes 

animals born in India as well as those born aboard. 
iii. Crossbred animal for insurance purpose means one of whose parents is 

of foreign breed. 
 

b) Age group 
 

i. Non-scheme animals - 6 months to 6 years 
ii. Scheme animals - 4 months to 7 years 

 
c) Valuation and sum insured 

 
i. The market value of sheep and goats varies from: 

 
 Breed to breed,  
 From area to area and  
 From time to time 
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The examining veterinarians’ recommendations shall be considered as the 
proper guide for acceptance of insurance as well as for settlement of claims. 

 
ii. Sum insured will not exceed 100% of market value. 

 
d) Premium rates 

 
i. Indigenous animals - 4% gross per annum 
ii. For crossbred animals - 5% gross per annum 
iii. For exotic animals - 6% gross per annum 

 
Note: Premium rate for scheme animals is 2.75% net 

  
e) Group discount 

 
Table 14.1  

Number of animals Percentage of discount 

Upto 100 animals No discount 

From 101 to 500 5% of total premium 

From 501 to 1000 7.5% of total premium 

From 1001- 5000 10% of total premium 

From 5001-10000 15% of total premium 

Above 10,000 Animals 20% of total premium 

 
f) Minimum Premium  

 
Minimum premium will be Rs. 30 /- per policy. 

 
g) Short period rates 

 
Table 14.2  

Period (not exceeding) Proportion of premium 

1 week 1/8 of annual rate 

1 month 1/4 of annual rate 

2 months 3/8 of annual rate 

3 months 1/2 of annual rate 

4 months 5/8 of annual rate 

5 months 3/4 of annual rate 

8 months 7/8 of annual rate 

Exceeding 8 months Full annual premium 
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h) Insurance coverage 
 

The policy shall provide indemnity against death of sheep and goats due to 
accident, including fire, lightning, flood, cyclone, famine, earthquake, 
landslide, strike, riot or diseases contracted or occurring during the period 
of insurance. Standard policy wordings for sheep and goat insurance shall be 
used as per existing specimen clause. 

 
i) Exclusions 

 
i. Common exclusion: As per cattle insurance scheme item number 7 (A) 

 
ii. Specific exclusion: Enterotoxaemia, Sheep Pox, Goat Pox, Rinderpest, 

FMD, Anthrax, H.S, B.Q. These diseases are covered by the policy if the 
animal is successfully inoculated (protected) and necessary veterinary 
certificates are supplied to the insurer. 

 
j) Veterinary examination 

 
i. The report of the veterinary surgeon giving the age, identification 

marks, health of the animal and indication that protective inoculation 
has been completed, must be obtained for each proposal. 

ii. Wherever veterinary surgeons are not available, the underwriting offices 
with the approval of Head Office may accept certificates of health 
issued by Livestock Inspectors / Supervisors who are Diploma Holders. 
Such certificates will be valid for acceptance of proposal only. 

iii. Fresh veterinary examination is not necessary if renewal is effected in 
time. 

iv. Insurers may pay the veterinarian a fee of Re. 1/- per animal towards 
the examination fees at the time of acceptance of proposal. 

 
k) Identification of animals 

 
All insured animals should be suitably identified by metal ear tagging and / 
or tattooing method. Natural identification marks should be clearly noted in 
the proposal and veterinary health certificate. Besides cost of ear tag, 
tagging charges not exceeding Re. 1/- per animal will be borne by the 
insurer. 

 
l) Loss settlement 

 
Loss settlement shall be made on the basis of market value as certified by 
veterinary surgeon or sum insured whichever is less. 
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m) Claims procedure 
 

In the event of death, immediate intimation should be given to the insurer 
and the insured should furnish the following documents and required 
information: 
 

i. Duly completed claim form 
ii. Death certificate from a veterinarian on insurer’s form 
iii. Post mortem examination report 
iv. Ear tag wherever applicable 

 
n) Salvage 

 
No salvage value will be deducted from claims. 
o) Investigation 

 
Insurer may engage an independent veterinary surgeon or another 
investigator in special circumstances. 

 
p) Transfer of interest 

 
Same procedure to be followed as in the case of cattle insurance 

 
q) Migration of sheep and goats 

 
Claims arising outside the geographical area in situations like drought, 
epidemics and natural calamities, necessitating movement of insured 
animals are payable.  

 
Relaxation of the aforesaid nature can be extended to movement of sheep 
and goats from lower to higher altitude as per weather conditions prevalent 
in the area. Further, migration of sheep and goats within 80 kilometers is 
allowed without any extra premium. 

 
2. Horse / Pony / Mule / Donkey insurance scheme 
 

a) Scope of scheme 
 

Draught horses, half draught horses, ponies, mules, donkeys and yaks are 
insured against death due to accidents and / or specified diseases 
contracted during the period of insurance and subject to usual terms, 
conditions and exclusions of the policy. 

 
b) Age group 

 
2 years to 8 years.  

 
For horses and donkeys maximum age upto 10 years by payment of extra 
premium. 
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c) Breed 
 

Indigenous, cross breed and exotic draught and half draught horses, mares, 
ponies, mules used for carrying weight and cart work, drawing sulkies, 
coaches, vans and utilised for farm work. 

 
d) Valuation 

 
Valuation to be done by qualified veterinary surgeon at the time of 
proposing the insurance. 

 
e) Sum insured 

 
100% of market value 

 
f) Veterinary examination 

 
Veterinary certificate from qualified veterinary surgeon is necessary in 
respect of animals to be covered. A combined certificate giving natural 
identification details, tattooing / branding / ear-tag details and certificate 
of protective inoculation for each and every animal in the herd has to be 
provided. 

 
g) Veterinary examination fees 

 
To be borne by the insured and medical report should be submitted. 

 
h) Identification 
 
Insured animal must be identified by tattooing / branding / ear tagging. In 
addition natural identification mark should be clearly described in the 
veterinary certificate. Cost of identification is to be borne by the insured 
only. 

 
i) Rating 

 
Table 14.3  

 Non-scheme Scheme 

Rate Gross Net 

 Death PTD Death PTD 
Basic 4% 1% 2.75% 0.85% 

Extra per year extension (after 
8 years up to 10 years) 

0.5% 0.5%   

 
Note: Long term master policy for 3, 4, and 5 years with 25% long-term discount 
is allowed. 
 



CHAPTER 14  VARIOUS INSURANCE SCHEMES FOR ANIMALS – I 

322  IC-71 AGRICULTURAL INSURANCE 

j) Exclusions 
 
i. Common exclusions: As per cattle insurance scheme item numbers 7(A) 
 
ii. Specific exclusions: 
 
 Disease contracted prior to and within 15 days of commencement of 

risk 
 Racing, hunting and blood stock purpose 
 Disease viz. Glanders, South African Horse Sickness (SAHS), 

Rinderpest, Anthrax, Black Quarter, Tetanus, etc. These diseases are 
covered by the policy if the animal is successfully inoculated 
(protected) and necessary veterinary certificates are supplied to the 
insurer. 

 
iii. Indemnity 
 
 In case of PTD claims the insurer is liable to pay 75% of sum insured if 

the animal becomes permanently and totally incapacitated for the 
purpose for which it is being used. 

 80% of sum insured in case of death claims 
 

k) Claims procedure 
 

Same as in cattle insurance scheme 
 
3. Pig insurance scheme 
 

a) Applicability: All indigenous /cross-bred /exotic pigs 
b) Age group: 6 months to 3 years 
c) Identification: Ear Tagging / Hot Branding / Tattooing 
d) Scope of cover: Death due to diseases and accident 

 
e) Valuation 

 
As per sliding valuation scale given below for indigenous pigs only 

 
Table 14.4  

Age Value (Rs.) 

2-3 months 350/- 
3-4 months 450/- 
4-5 months 550/- 

5-6 months 650/- 
6-7 months 750/- 

7-8 months 900/- 
8-19 months 1050/- 
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i. For cross-bred and exotic pigs, valuation should be done by a qualified 
surgeon at the time of veterinary proposing insurance. 

ii. Premium calculation will be done as per peak valuation where as claim 
amount will be determined by the valuation table. 

 
f) Maximum sum insured: Rs. 1050/- 
g) Premium rate: 5% (gross) on peak value of animal during rearing stage 

 
Note: 
i. For Non-IRDP the rate can be reduced by 15% for bank business 
ii. Under IRDP or any Government Scheme the rate will be 2.75% (net) 

 
h) Exclusions 

 
i. Common exclusions: As per cattle insurance scheme 

 
ii. Specific exclusions 

 
 Partial disability of any type whether permanent or temporary 
 Permanent Total Disability (PTD) 
 Disease contracted prior to and within 15 days of commencement of 

risk 
 Breeding and farrowing risks 
 Swine Fever disease is covered by the policy if the animal is 

successfully inoculated against the disease and veterinary   
certificate to the effect is supplied to the insurer. 

 
i) Claims 

 
i. Immediate intimation 
ii. Veterinary certificate of death on insurer’s form 
iii. Post mortem report, if required, and 
iv. Ear tag, if applied 

 
j) Limit of liability: 80% of sum insured 

 
4. Camel insurance 
 

a) Applicability 
 

Applicable to all male and female camels in India including camel subsidised 
under Government schemes. 

 
b) Age group 

 
i. Camels from 3 years to 12 years may be accepted 
ii. For camels aged more than 10 years but not exceeding 12 years at the 

rate of 4% + 1/2% for every extra year. 
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c) Sum insured 
 

i. Sum insured will be the unit cost in case of animals under bank finance 
and scheme animals. 

ii. For individual cases the market value will be the sum insured. 
 

d) Premium rate 
 

i. 4% (Gross) to 6%  
ii. For PTD cover 1% extra 

 

Under IRDP or any Government Scheme the rate will be 2.75% (net) 
 

Table 14.5  
Short period (not exceeding) Rate 
1 week 1/8 of annual rate 

1 month 1/4 of annual rate 

2 months 3/8 of annual rate 
3 months 1/2 of annual rate 

4 months 5/8 of annual rate 

5 months 3/4 of annual rate 
8 months 7/8 of annual rate 

Exceeding 8 months Full annual rate 
 
Long term discount @ 25% is allowed if policy is for 3 years or above. 
 

e) Minimum premium 
 

Rs. 25/- per annum per animal 
 

f) Insurance coverage 
 

Standard policy wordings for camel insurance as per the existing policy 
clause shall be used. The policy shall give indemnity only for death due to: 
 
i. Accident (inclusive of flood, cyclone, famine) or 
ii. Diseases (inclusive of Rinderpest, Black Quarter, Haemorrhagic 

Septicaemia, Anthrax) contracted or occurring during the period of the 
policy or 

iii. Surgical operation or 
iv. Riot  and strike 

 
g) Indemnity 

 
i. 80% of sum insured or market value at the time of death, whichever is 

less. 
ii. In case of PTD claim, insurer will only be liable for 75% of sum insured. 
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h) Exclusions 
 

i. Common exclusions: As per cattle insurance scheme item number 7(A). 
 

ii. Specific exclusions 
 
 Partial disability of any type whether permanent or temporary. 
 Disease contracted prior to and within 15 days of commencement of 

risk. 
 Surra not covered unless proper preventive and curative measures 

have been taken from time to time. 
 

i) Veterinary examination 
 

i. The report of veterinary surgeon giving the age, identification marks, 
health of the camel and identification that protective inoculation has 
been completed, must be obtained for each proposal. 

ii. Wherever, veterinary surgeons are not available, the underwriting 
offices with approval of Head Office may accept certificates of health 
issued by Livestock Inspectors who are diploma holders. Such certificates 
will be valid for acceptance of proposals only. 

iii. Fresh veterinary examination is not necessary for renewal of camel 
insurance policy if renewal is made on or before the date of expiry of 
the policy. 

iv. Insurer may pay veterinarian fee not exceeding Rs. 5/- for examination 
of each animal, the proposal for insurance of which has been accepted. 
Payment to veterinarian may be made directly by insurer. Alternatively 
the proposer may pay the fee to the veterinarian in which case credit of 
the fee actually paid not exceeding Rs. 5/- per animal would be given by 
insurer to proposer, if proposal is accepted. 

v. As regards veterinary examination fees following the death of animal or 
post mortem, the same will be payable by the insurer provided the claim 
is payable and the fees can be paid @ Rs. 20/- per post-mortem of 
animal. If qualified veterinary surgeon is not available in the area 
concerned for certifying the cause of death, the Head Office will make 
suitable alternative arrangements at its discretion. 

vi. In case of scheme animals fees for veterinary health certificate and 
death certificate is to be borne by insured. 
 

j) Identification of animal 
 

All insured animals should be suitably identified by one or more of following 
methods:  
 
 Ear Tag  
 Tattooing 
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Natural identification marks should be clearly noted in the proposal and 
veterinary report. The cost of the procedure for identification or the 
instruments will be borne by the insured only. 

 
k) Transfer of interest  

 
Insurance cannot be transferred 

 
l) Claims procedure 

 
In the event of death of an animal, the insurer should obtain the following 
information: 
 

i. Duly completed claim form 
ii. Death certificate furnished by veterinarian on insurer’s form 
iii. Post mortem examination report 
iv. Ear–tag wherever applicable 

 
In addition to the above claim papers, the insured should also submit 
Sarpanch Certificate, Panchanama, whenever possible. The insurer may 
engage an independent veterinary surgeon or another investigator in special 
circumstances. 

 
m) Salvage 

 
No salvage will be deducted from claims 

 
5. Rabbit insurance scheme 
 

a) Applicability 
 

All breeds of rabbits in India. 
 

b) Age group 
 

Rabbits in the age group of 1 day to 4 years can be covered. However, the 
death due to disease till they complete the age of 30 days, is not covered. 

 
c) Identification 

 
Leg Bands / Ear Tagging / Tattooing 

 
d) Scope of cover 

 
Death of rabbits due to accident and / or disease contracted during the 
period of insurance. 
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e) Exclusions 
 

i. Common exclusions: As per cattle insurance scheme 
 
ii. Specific exclusions 

 
 Transport by air and sea 
 Permanent and partial disablement of any nature 
 Pasteurellosis 
 Culling 
 Cannibalism and intentional slaughter 
 Undergrowth 
 Myxomatosis: This disease is covered if the rabbits are successfully 

inoculated and necessary veterinary certificate is supplied to the 
insurer 

 Coccidiosis: This disease is covered if suitable and effective 
coccidiostats are administered through food or water 

 
f) Valuation and sum insured 

 

Valuation should be done by a qualified veterinary surgeon at the time of 
proposing the insurance. The sum insured will be 100% of market value. 
Insured is to be compensated on 70% indemnity basis. A valuation table 
indicating the value of rabbits of age group 1 month onwards to 4 years as 
certified by veterinary surgeon should be submitted to the insurer. 

 
g) Rate of premium: 7% of the sum insured 

 
h) Veterinary examination 

 
A veterinary certificate showing the following details is necessary for 
acceptance of risk: 

 
i. Type of rabbits (pure or hybrid etc.) 
ii. Age 
iii. Identification 
iv. Details regarding housing, light, ventilation, temperature, insulation, 

floors, feeders, water and sanitation 
v. Vaccination particulars 
vi. Condition of health 
vii. Type of feed used and sources 

 
Note: Fresh veterinary examination is not necessary in case of renewal, 
provided the renewal is made before the expiry date of the policy. 
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i) Claims procedure 
 

In the event of death the following should be submitted: 
 

i. Duly completed claim form 
ii. Veterinary death certificate giving reason of death /outbreak of 

epidemic 
iii. Postmortem report 

 

j) Salvage: A salvage value of Rs. 10/- per rabbit to be deducted at the 
time of claim 

 
Test Yourself 1  
 
How much is the minimum premium per policy in case of sheep insurance? 
 
I. There is no specified minimum premium 
II. Rs. 30 per policy 
III. Rs. 50 per policy 
IV. Rs. 100 per policy 
 

 
B. Various insurance schemes for animals – II 
 
1. Elephant insurance scheme 
 

a) Scope of cover  
 

The insured elephants are covered against death by disease or accident 
(including fire and / or lightning) occurring anywhere in India or such other 
country or countries as the insurer may agree in writing. 

 
b) Applicability 

 
Elephants in the age category of 5 years to 60 years can be covered. 
Elephants below 5 years and above 60 years are not insurable. Proposal 
should not be considered for acceptance before completion of training. The 
period of training is usually 6 months from raw stage to tamed position. A 
certificate to that effect must be obtained from veterinary surgeon. 

 
c) Identification 

 
i. From the records of Forest Department of the State Government where 

all auctioned elephants are registered. 
ii. Identification can also be done by measuring the trunk of each elephant. 

These records and measurements should appear in the proposals and 
veterinary report and should be incorporated in the policy schedule. The 
cost of the procedure for identification of the elephants will be borne by 
the insured. 
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d) Veterinary examination 
 

The report of veterinary surgeon giving the age, identification marks, health 
of the elephant and indication that protective inoculation has been 
completed, must be obtained for each proposal. 
 
Veterinarian’s fees should be paid by the proposer. Periodical inspection of 
the insured elephant once a year at the time of renewal of insurance by a 
qualified veterinary surgeon should be insisted upon. No proposals can be 
accepted or renewed without such a certificate. 

 
e) Value of elephant 

 
Since the valuation varies from breed to breed, from area to area and from 
time to time, the local veterinary surgeon’s recommendations shall be 
considered a proper guide for acceptance of insurance as well as settlement 
of claims. Value of tusk is excluded. 

 
Note: Authority to accept elephant insurance up to Rs. four lacs per 
elephant is normally vested with regional office of insurer. 

 
f) Rating 

 
i. 4.5% for temple elephant used for religious purpose 
ii. 5% for all other elephants 

 
The risk of calving is excluded and it cannot be covered even on extra 
premium. 

 
g) Exclusions 

 
i. Common exclusions: As per cattle insurance scheme 
 
ii. Specific exclusions: 

 
 Surgical operations, other than that required due to accident or 

disease occurring during the period of insurance. 
 Partial disability of any type whether permanent or temporary. 
 Permanent Total Disability (PTD) 
 Breeding and calving 
 Diseases contracted prior to and within 15 days of commencement of 

risk 
 Diseases viz. Tuberculosis, Salmonellosis, Hemorrhagic Septicemia, 

Anthrax, Impaction of colon, Tetanus, Rabies 
 If preventive and curative precautions are taken in time, the insurer 

would entertain the claim up to 80% of sum insured or market value 
whichever is less. 
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h) Claims procedure 
 

In the event of death of an elephant the following information / details are 
required: 
 
i. Immediate notice in writing to the insurer. 
ii. Duly completed claim form within a week of the occurrence of death or 

accident, 
iii. Veterinary certificate on insurer’s form certifying cause of death etc. 
iv. Post-mortem examination report 
v. Photograph or any other document, if necessary 

 
i) Indemnity 

 
At the time of claim the insurer will pay 80% of the market value. 

 
2. Dog insurance scheme 
 

a) Scope of scheme 
 

Dogs are insured against death due to accident and / or diseases contracted 
during the period of insurance subject to usual terms, conditions and 
exclusions of the policy. 

 
b) Age group 

 
Dogs in the age group of 8 weeks to 8 years can be covered. Dogs cannot be 
insured when age is less than 8 weeks and more than 10 years. 

 
c) Breed 

 
Dogs of indigenous origin, cross-bred and exotic breeds are covered under 
the scheme. For insuring exotic and police security dogs, prior sanction of 
Head Office is necessary. 

 
d) Valuation 

 
Valuation of the dog is required to be done by qualified veterinary doctor at 
the time of proposing the insurance. Authority to accept dog insurance up to 
Rs. 50,000/- per dog is vested with underwriting offices only. If value 
exceeds ` 50,000/-, prior approval should be obtained from Head Office. 

 
e) Identification 

 
Insured dogs must be suitably identified by one of the following methods: 
 

i. Tattooing 
ii. Nose Print 
iii. Photograph 
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Normal identification marks and breed, sex, age etc., should be clearly 
described in the veterinary certificate. Cost of identification is to be borne 
by insured only. Detailed pedigree record, kennel club record may be 
obtained along with veterinary certificate. 

 
f) Rating 

 
5% of sum insured 

 
g) Exclusions 

 
i. Common exclusions: As per cattle insurance scheme 

 
ii. Specific exclusions: 

 
 Death due to diseases such as Distemper, Rabies, Viral Hepatitis, 

Leptospirosis, Viral enteritis. These diseases are covered only if the 
dogs have been successfully vaccinated and a veterinary certificate 
to that effect is produced. 
 

 Diseases contracted prior to and within 15 days of commencement of 
risk. 

 
 Transport, show risk, breeding and whelping risk, third party personal 

injury unless additional premium is paid 
 

h) Claims 
 

Insurer to bear 80% of the claim amount and insured to bear 20% of the 
claim amount which would be ascertained on the basis of market value as 
certified by veterinary doctor or insured value whichever is less. 

 
i) Claims documents 

 
 Duly completed claim form 
 Veterinary certificate for death on insurer’s form 
 Post mortem report on standard Post Mortem form 
 Photograph or any other document, if necessary. 

 
j) Salvage 

 
In the event of death of the insured dog, any amount received or receivable 
by the insured from third parties and the value of the salvage recovered, if 
any, would be deducted from the claim amount. 
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k) Extension of policy 
 

The policy may be extended as per following sections, and the proposer may 
choose to cover risks under any section by payment of extra premium 
 

Table 14.6   

 
Extra 

Premium 
Section (1) 
Death by accident in transit by air, rail, road and water, and show 
risk 

 
0.5% 

 

Section (2) 
Death by accidental poisoning 

1.0% 

Section (3) Breeding Risk 
 Death by whelping 
 Loss of litter in case the whole litter is stillborn or dies within 

14 days of birth 

0.5% 
2.0% 

Section (4) 
Lost or stolen dogs (including burglary or house breaking) 

2.0% 

Section (5) 
Loss of show entry fees (limit Rs. 250/-) when the dog which is 
registered with the Kennel Club is unable to attend the show 
because of accident or disease covered by the policy. 

0.25% 

Section (6) 
Loss of value (limit one half of sum insured) resultant upon an 
accident which does not result in death but which averts its show 
career. 

0.5% 

Section (7) 
Liability for personal injuries and damage to property (including 
animals, poultry) of third parties up to Rs. 5000/-. 
Note: Liability to members of the insured’s family or employees is 
excluded. Veterinary surgeon’s fees may be included, when 
incurred in a successful attempt to save the life of a dog. 

1.0% 

Section (8) 
World Wide Transit Clause 
This covers transit to various parts of the world and back to India 
and / or from other countries to India. 
a) Risk of death from any cause (except whelping) but with liberty 
to be kenneled on checking. 
b) Cover to commence 24 hours after arrival at ultimate 
destination or until previous arrivals in quarantine 
 

Note: 
All certificates of vaccinations should be produced before leaving 
the country. All other terms and conditions as per cattle insurance 

2% 
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3. Inland fish insurance scheme 
 

a) Applicability 
 

The scheme is applicable to fish farms consisting of fry / fishlings / 
fingerlings / fish in stock ponds / breeders etc. in the pond and fresh water 
projects. This scheme is not applicable to brackish-water and marine 
fisheries. All fish in a farm are to be covered. 

 
b) Breed 

 
All kinds of fish reared in fish farms / tanks are coverable (e.g. Rohu, Katla, 
Mrigal etc.) 

 
c) Age group 

 
From stage of fish seed, fingerlings / fry to the stage when fish is ready for 
catch or harvest. 

 
d) Period of cover 

 
i. Rearing ponds - fry to fingerling: 3 months period in rearing pond 
ii. Fingerling to fish state: 12 months period in stock ponds 
iii. Breeders age 1 year to 5 years: 12 months 

 
 If it is offered for insurance at 400 grams stage, insurance period 

should be 17 fortnights. 
 
 If offered at 600 grams stage, insurance period should be 13 

fortnights. 
 

e) Valuation 
 

i. There is no fixed sum insured under this policy because value of fish 
changes from stage of seed (fishlings / fingerlings / fry) to the stage of 
catch / harvest (adult fish / fish is ready for market). 

ii. The following should be taken into consideration while determining the 
valuation of fish: 
 
 Cost of input 
 Cost of seed / fry / fishlings / fingerlings 
 Other incidental expenses 
 Natural mortality of any kind should be excluded in each stage. It has 

been observed that in each stage mortality is about 60% to 70% (if 
fingerlings seed left in the fish tank then only 30% to 40% adult fishes 
will be harvested) 

 
iii. Profit should not be included while assessing the valuation of fish. 
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f) Rating 
 

i. 3.4 % gross per annum on peak value of fish for non-subsidised project. 
ii. For scheme through FFDA and other similar schemes premium is to be 

charged @ 2.90% net. 
iii. Minimum premium Rs. 30.00 

 
Note: Policy can be extended to cover fish rearing ponds / bunds against 
fire, lightning, riot, storm, tempest, flood, malicious damage, explosion, 
earthquake and aircraft damage subject to payment of additional premium 
of 0.5% of the value of the ponds in non-flood prone areas and 1% in flood 
prone areas. 

 
g) Certificates and valuation fee 

 
i. Value of fish from seed to harvest period may be certified by one of the 

following authorities: 
 
 Fisheries extension officer 
 Officer who has been authorised to issue such certificate by State 

Government Fisheries Department or Central Inland Fisheries 
Research Institute. 
 

ii. Certified Valuation Table should be submitted along with the proposal, 
which will form the basis of claim settlement 

iii. Fee for the valuation table and issuance of certificate will not be borne 
by the insurer 

 
h) Insurance coverage 

 
This policy covers only total loss and in case the percentage of loss of any 
particular stage is equal to or exceeds 80% of the total population of fish in 
pond it is treated as total loss. However collective loss of different incidents 
will not be treated as total loss for the purpose of claim. 

 
Annexure A: Valuation table for fry to fingerlings 
 
Table 14.7  

Survival rate Stocking period Value of fry / fingerlings 

2nd day to 30 days - 75% 1st month Rs. 6 /-per 100 

31 days to 60 days - 50% 2nd month Rs. 20/-per 100 

61 days to 90 days - 30% 3rd month Rs. 60/- per 100 
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Annexure B: Valuation table for fingerling to fish stage 
 
Table 14.8  

Number of stages of 
culture in stock ponds 

Progressive weight 
(grams per fish) 

Value of fish per 
acre 

1st fortnight 100 2000 
2nd 125 2200 
3rd 150 2400 
4th 200 2600 
5th 250 2800 
6th 300 3000 
7th 350 3200 
8th 400 3500 
9th 450 3800 
10th 500 4100 
11th 550 4400 
12th 600 4800 
13th 650 5600 
14th 700 6500 
15th 750 7200 
16th 800 8000 
17th 850 8800 
18th 900 9600 
19th 950 10500 
20th 1000 11500 
21st 1050 12500 
22nd 1100 13500 
23rd 1175 14500 
24th 1250 16000 

 
Maximum value per hectare Rs. 40,000 
 
Annexure C: Valuation table for Breeders 
 
Table 14.9  

Period Value 

1st year stock Rs.30 per Kg. 

2nd year stock Rs.60 per Kg. 

3rd year stock Rs.90 per Kg. 

4th year stock Rs. 100 per Kg. 

Above 5 Kgs. Not insurable 
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i) Exclusions 
 

i. Loss due to improper management and bad handling 
ii. Loss due to neglect and carelessness 
iii. Loss due to malicious act, willful injury, error or omission 
iv. Partial loss of any kind 
v. Losses due to dangerous insects, predators, competitors, etc. 
vi. Losses due to variation in PH factor, physical and chemical status of the 

water and soil 
vii. Asphyxia 
viii. Losses due to natural mortality, burglary, house-breaking, theft or 

infidelity of any person 
ix. Transit by sea, land and air 
x. Accident, loss, destruction, damage or legal liability directly or 

indirectly caused by or contributed to or arising from nuclear weapons 
material 

 
j) Procedure for claim settlement 

 
i. For any loss, insured has to intimate to the insurer in writing within 24 

hours of the occurrence of loss. 
ii. The assessment of loss would be on the basis of the certification by the 

Department of Fisheries at the time of actual loss or the value of fish 
stated in the policy whichever is less. 

iii. Liability of the insurer: Insurer’s liability would be 80% of assessed value 
of the loss and the remaining 20% is to be borne by the insured. 

iv. Claim documents: 
 
 Intimation by letter, telephone, telegram or in person 
 Duly completed claim form 
 Certificate from Department of Fishery for the reason of loss / death 

and valuation of fish at the time of loss. Above information / 
documents should be submitted to the insurer within 15 days of the 
loss. 

 
k) Underwriting considerations 

 
i. The project area of the farm should have strong and sufficient boundary 

(bunds). 
ii. The water movements must be properly regulated by suitable inlets, 

outlets and sluices. 
iii. The soil and water of the project area must be proper and it should 

ensure expected productivity. 
iv. Regular and effective liming, feeding and manuring should be provided. 
v. The project should have sufficient attention and help of the service of 

the Extension Officer from Fisheries Department. 
vi. Regular and ideal conditions of water must be maintained. Regular 

analysis of water and quality testing must be done from time to time. 
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vii. Dead fishes should be removed immediately. 
viii. Proper records of stocking of fish, feeding / disease record, preventive 

steps, input and expenditure, daily stock position etc. should be 
maintained properly with the daily transit. 

ix. Transport of fish / fry / fingerlings should be done with all prerequisite 
safeguards as per the direction of Fishery Department so as to avoid 
deaths of fishes or seed stock in transit. 

x. The work schedule should be properly maintained by Department of 
Fishery. 

xi. Proper conditioning should be done before transfer of fry / fishlings / 
fingerlings to the project area 

xii. In case of epidemics and parasitical infestation immediate steps should 
be taken to prevent the losses by using medicines, chemicals etc. 

xiii. Shutting or screening the escape route of fish such as gap in the 
embankment should be properly guarded by net etc. 

xiv. Deweeding, earth-excavation, de silting and earth improvements should 
be done from time to time 

xv. Transfer of interest is not allowed 
 
4. Silkworm insurance scheme 

 
a) Applicability 

 
i. Type of silkworms 

 
This scheme is applicable to mulberry silkworms only of Univoltine, Bivoltine 
or Multivoltine breed. 

 
ii. Coverage 

 
Only disease free laying (DFLS) purchased from licensed seed preparers / 
Grainer of Government Grainer are covered. 

 
b) Age group 

 
Silkworms from egg stage to cocoon stage are covered. 

 
c) Scope of cover 

 
i. This insurance will cover death of silkworm due to accident or disease 

contracted during the period of insurance subject to the usual terms, 
conditions and exclusions of the policy. 

ii. The cover is in respect of total loss. 
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d) Exclusions 
  

i. Malicious / willful act of the insured, his family member / or his worker 
ii. Theft, clandestine sale, missing of the worms 
iii. Non-supply of adequate / suitable quality of mulberry leaves 
iv. Loss of crop due to attack by ants, lizards, rats etc. 
v. Loss of crop due to Pebrine disease up to 2nd month 

 
e) Valuation 

 
Valuation of the silkworms should be done by the Sericulture Officer (Tech.) 
not below the rank of a Senior Inspector (Tech.) of the Sericulture 
Department of the concerned State, at the time of proposing the insurance. 

 
f) Sum insured 

 
The sum insured will be market value of the cocoon at the 5th, 6th stage. 

 
g) Examinations 

 
Certificate from the Sericulture Officer (Tech.) not below the rank of a 
Senior Inspector (Tech.) of the Sericulture Department is necessary in 
respect of each and every laying, giving brief details of the laying and 
certifying that these laying are disease free. 

 
h) Examination fees 

 
Fees of Rs. 5.00 per 100 DFLS is payable to Sericulture Officer for 
Certificates issued by them. 

 
i) Notification 

  
Insured worms should be suitably identified by: 
 
i. Lot number 
ii. Date of preparation of seed 
iii. Date of hatching 

 
j) Rating 

 
Bivoltine 8%, Multivoltine and Cross breed 7% 

 
k) Assessment of claim 

 
i. Insurer will bear 80% of the claim amount and insured should bear 20%. 
ii. For the purpose of insurance and claim settlement the following table 

will  be taken as guideline: 
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Table 14.10 Valuation (Rs.) 
Sr. No. Stage Bivoltine Multivoltine Cross-Breed Phase 

1 Egg 250 130 130 I 
2 I Stage 300 250 250 I 
3 II Stage 400 325 325 I 
4 III Stage 500 475 475 II 
5 IV Stage 600 700 750 II 
6 V Stage 1800 1500 1600 III 
7 VI Stage 1800 1500 1600 III 

 
Policy covers total loss of crop. 
 
Insurer’s liability is restricted to 80% of sum insured or market value 
whichever is less up to 3rd stage. 75% of sum insured or market value 
whichever is less up to 4th stage and in respect of 5th stage it will be 75% of 
sum insured or market value whichever is less in case of Crossbreed and 
Multivoltine and 80% in case of Bivoltine. 

 
l) Claims documents 

 
i. Duly completed claim form 
ii. Mortality Certificate by Sericulture Officer (Tech.) not below the rank of 

Senior Inspector of the Department of Sericulture giving brief details of 
the cause and extent of loss. 

 
Tassar silkworm insurance policy: Mostly Tribals rear TASSAR Silkworms 
and the scheme is mostly encouraged by Government Agencies. Under 
TASSAR, three crops can be reared in a year. Usually the 1st crop is a seed 
crop spread to 30-35 days. The second crop extends to 45 - 50 days and the 
third crop to 60 – 90 days. The second and third are commercial crops. 
 
Rating: 10% of sum insured. Sum insured is equivalent to input cost. 
 
The valuation table is as given below: 
 

Table 14.11  
Sr. No. Stage Amount of Compensation Remarks 

1 Egg (DFLS) Rs. 25  Actual Cost of DFLS 
  I Crop II Crop III Crop 
2 First fortnight Rs. 150 Rs. 150 Rs. 150 
3 Second fortnight Rs. 300 Rs. 300  Rs. 300 
4 Third fortnight -- Rs. 450  Rs. 450 
5 Fifth fortnight -- --  Rs. 600 

 
Note: Total loss is covered similar to Mulberry Silkworm Insurance. All other 
terms and conditions are similar to Mulberry Silk Worm Insurance. 
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5. Honey Bee Insurance 
 

a) Applicability 
 

The scheme is meant for insuring hives and or bee colony belonging to co-
operative societies or individuals.  

 
b) Scope of cover 

 
i. Accidental loss of / or damage to hive and / or bee colony 
ii. Theft risk is covered only on payment of additional premium 

 
c) Exclusions 

 
i. Loss of production 
ii. Intentional destruction 
iii. Theft and clandestine sale 
iv. Malicious or willful act or neglect or improper management 
v. Nuclear risks 
vi. War and allied perils 

 
d) Identification 

 
Insurer’s code and number should be put on box for proper identification. 

 
e) Sum insured 

 
Value for cost of hive and cost of bee colony should be as given by the 
respective State Khadi Village Industries Corporation (KVIC) Board or KVIC 
controlled by Central Government. 

 
f) Rate 

 
i. 4% for accidental loss or damage to hive/bee colony 
ii. Additional 2% for theft extension 
iii. Minimum premium Rs. 10/- per policy. 

 
g) Claims 

 
Assessment of loss will be as per certificate given by an authorised officer. 

 
h) Liability 

 
The insurer will bear 80% of the claim amount and insured should bear 
remaining 20%. 
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i) Valuation table: (Specimen) 
 

Table 14.12  
(Value in Rs) 

Sr. 
No Particulars 

10 
Frames 
ISI Hive 
(Teak) 

10 
Frames 
ISI Hive 
(Teak) 

Country 

8 Frames 
ISI Hive 
Punnai 
Wood 

7 Frames  
Janata 
Punnai 
Wood 

7 
Frames 
Janata 
Punnai 
Wood 

1 Cost of hive 140/-  120/-  70/-  40/-  20/- 

2 Cost of 
colony 50/-  50/- 50/- 50/- 50/- 

 
Total  
insured 
value 

190/-  170/-  120/-  90/-  70/- 

 
Test Yourself 2  
 
Which of the below statement is incorrect with regards to elephant insurance? 
 
I. Elephants in the age category 5 years to 60 years only can be insured 
II. Insured elephants are covered against death by fire and / or lightning 
III. A training completion certificate must be obtained from veterinary surgeon 

within 6 months of issue of policy 
IV. The cost of the procedure for identification of the elephant will be borne by 

the insured 
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C. Miscellaneous insurance products 
 
1.  Agricultural pumpset insurance 
 

a) Subject covered 
 

Centrifugal pump sets (electrical and diesel / oil) and submersible pump sets 
used for agricultural purposes only. It includes pump, driving unit and 
starter. 

 
b) Identification 

 
i. Make,  
ii. Year of Manufacture,  
iii. Serial Number,  
iv. HP 

 
c) Risks Covered 

 
i. Mechanical / electrical breakdown;  
ii. Fire and lightning;  
iii. Theft and burglary (only if pump set is lodged in a permanent enclosure 

and there is forcible and violent entry but not applicable to submersible 
pump set);  

iv. Riot / strikes, malicious damage, terrorism;  
v. Flood (on payment of extra premium @ 2% of sum insured and 1% of sum 

insured in submersible pumpset). 
 

d) Exclusions 
 

i. Normal wear and tear, gradual deterioration due to atmospheric 
conditions or otherwise. 

ii. Willful act of gross negligence by insured or his representative. 
iii. Faults existing at the time of commencement of risk and known to the 

insured or his representative. 
iv. Loss or damage for which manufacturer or supplier of pump set is 

responsible either by law or under contract. 
v. Cost of dismantling, transport to workshop and back and also cost of re-

erection. 
 

e) Sum insured 
 

100% of market value at the time of issuance of cover or present 
replacement value for submersible pump set as per Annexure ‘C’ 
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f) Premium rate 
 

As per rating schedule: 
 
i. Premium depends on horsepower and type of pump set as per Annexure 

‘A’ 
ii. For submersible pumpset as per Annexure ‘C’ 
iii. Premium to be loaded by 50% in case of submersible pump set, if it is 

older than 10 years. 
 

g) Minimum premium 
 

i. Rs. 40/- for electric pump set 
ii. Rs. 55/- for diesel pump set 
iii. Rs. 250/- for submersible pump per unit, irrespective of number of pump 

sets under a policy 
 

h) Discounts 
 
i. No claim discount 

 
No claim discounts at the following rates are allowed to encourage better 
maintenance of pump sets. 
 
Discount on renewal for the following year: 
 
 If no claim arises for one year — 10% 
 If no claim arises for two consecutive years — 15% 
 If no claim arises for three consecutive years — 20% 

 
ii. Long term discount 

 
 2 years policy — 15% 
 3 years to 5 years — 25% 
 6 years to 9 years — 30% 

 
iii. Group discount 

 
 Number of pump sets 
 2500 to 5000 — 10% 
 5001 to 25000 — 15% 
 25001 to 50000 — 20% 
 Above 50000 — 25% 
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i) Deductible franchise 
 

In respect of machinery breakdown claim for agricultural pump set the 
insured has to bear certain amount of claim. For submersible pump set 
excess of 1% or Rs. 250/- whichever is higher. Details mentioned in 
Annexure-A. 
 
j) Important underwriting instructions 

 
i. Insurance of inferior make / quality to be avoided. 
ii. The sum insured should not be less than the present replacement value 

and not the depreciated value 
iii. An endorsement regarding maximum rewinding charges as per 

horsepower should be attached to the policy 
iv. The pump set should be serviced regularly and overhauled annually 
v. No refund of premium is allowed if the pump is idle or used occasionally. 
vi. All claims are subject to depreciation of 10% per year and maximum 

depreciation should not be more than 75% of erected value of pump set. 
vii. Insurer’s liability for total loss claim where pump set cannot be retrieved 

in case of submersible pump set is 50% of assessed loss. 
viii. Pre-acceptance inspection should be recommended for submersible 

pump sets. 
ix. Statistics for submersible pump set for premium and claims to be kept 

separately from agricultural pump set insurance 
x. Pump sets beyond 25 H.P. capacity should be insured under Engg. 

Department. 
 

k) Claims procedure 
 

i. The insured will inform the insurer immediately in writing about the loss. 
ii. The insurer registers the claim on receipt of intimation, claim form and 

estimate of repairs in case of breakdown and police report in case of 
burglary, act of terrorism, riot and strike respectively. 

iii. A competent surveyor may be sent by the insurer to conduct survey and 
also investigations if need be. 

iv. On receipt of bills and report from repairer / surveyor the claim is 
processed and our liability assessed after taking into consideration the 
salvage, deductible franchise. 

 
l) Limit of liability 

 
Limit of liability is cost of repair / damage. Maximum liability for rewinding 
charges is as per Annexure ‘B’ 
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m) Premium for agricultural centrifugal pump-set 
 

Table 14.13 Annexure A - Table I – electrical motor  
 

Horse Power (HP) Premium (Rs.) Deductible / Franchise (Rs.) 
3.0 40 75 
5.0 45 75 
5.0 65 85 

10.0 70 90 
15.0 95 115 
17.0 95 115 
20.0 110 140 
25.0 130 140 

 
Table 14.14  Table II – Diesel / Oil Sets  

 

Horse Power (HP) Premium (Rs.) Deductible / Franchise (Rs.) 
5.0 55 90 
7.5 60 105 

10.0 80 115 
15.0 100 140 
17.5 110 160 
20.0 125 175 
25.0 140 200 

 
Table 14.15 Annexure B - Rewinding Charges  

 

Horse Power (HP) Maximum Liability (Rs.) 
3.0 600 
5.0 800 
7.5 1000 

10.0 1300 
15.0 1900 
17.5 2000 
20.0 2100 
25.0 2400 

 
Table 14.16 Annexure C - Submersible Pump set  

 

Horse Power 
(HP) 

Sum Insured Premium Rewinding 
Charges (Rs.) 

Maximum 
Liability (Rs.) 

3 and 5 15,000 250 1,500 7,500 
7.5 18,000 250 2,000 9,000 
10 22,000 275 2,500 11,000 

12.5 25,000 315 3,000 12,500 
15 28,000 350 4,000 14,000 
20 30,000 375 4,500 15,000 
25 45,000 565 5,000 22,500 
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The above premium rates are excluding flood risk. 
 
2. Animal driven cart insurance 
 

a) Scope of cover 
 

i. Loss or damage to animal driven cart 
 
 Loss or damage due to any accident is subject to an excess of Rs. 50 

per claim except in case of total loss by fire. 
 In case of vehicles fitted with pneumatic or hard rubber tyres only 

50% of the value of the tyre is payable. 
 Loss or damage due to riot and strike. 

 
ii. Death or permanent disablement of animal 

 
Death or permanent disability of animal used for pulling the cart provided 
that death / disablement arises out of and during the course of accident to 
insured cart and provided the animals are insured under the policy. 
 
iii. Liability to third parties and passengers 
 
 Liability arising out of the accident to the insured cart resulting into 

injury, fatal or non fatal and damage to the properties of the third party 
up to Rs. 10,000/- in any one accident and Rs. 25.000/- for all the 
accidents in a year. Personal injury or death of passengers is also 
covered within this limit. 

 This liability is covered even when the vehicle is being loaded or 
unloaded. It is not extended to cover damage to the goods carried. 

 The policy will not make any distinction between the use of the cart for 
private and professional purpose and for hire or reward. 

 
iv. Personal accident cover to person driving the cart 

 
A sum of Rs. 10,000/- become payable to the cart driver who whilst driving 
the cart meets with death following accident to the cart and / or for loss of 
two entire feet, or two arms or complete loss of sight of two eyes and / or 
loss of entire foot and / or arm and loss of sight of one eye. 
 
v. Towing charges for moving the cart to the nearest repairer up to Rs. 

50/- payable. 
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b) Premium rates 
 

The premium will be charged at 1.40 % on the market value of the cart and 
animal/s together. Market value must take into consideration reasonable 
amount of depreciation for the number of years for which the cart has been 
in use. If disease cover required the premium applicable in respect of the 
animal is to be loaded as per cattle insurance scheme. 

 
i. Long term discount 
 
 For 3 years: 15% 
 For 5 years: 25% 
 
ii. Group discount 
 
Numbers Discount: 
 
 500 to 1000: 5% 
 1001 to 2500: 10% 
 2501 to 5000: 15% and above 

 
c) Policy 

 
The “Animal Driven Cart” clause should be attached to the Standard 
Miscellaneous Accident Policy Set and the information about the cart should 
be incorporated in the form of policy schedule. 

 
d) Claims settlement 

 
The Motor Claim form may be used for this purpose for reporting relevant 
particulars, at the nearest office of the insurer within reasonable time. 
Report to the Police Station should be made in case of theft or Third Party 
injuries or property damages. On the basis of the claim form the cart may be 
examined by our Automobile Engineer or any other responsible official of the 
insurer. This official should check the estimate of repairs and replacement. 

 
3. Hut Insurance 
 

a)  Applicability: Dwelling huts in rural areas constructed with financial aid 
from Banks / Co-op/ Government Institutions. 

 
b) Identification: Description of hut and number allotted 

 
c) Risks covered: Fire, earthquake, inundation, storm, tempest, impact 

damage by rail or road vehicles or by animals, riot, strike and malicious 
damage 
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d) Maximum sum insured: Rs. 6000 (Rs. 5000/- for structure and Rs. 
1,000/- for contents) per hut 

 
e) Premium rate: Rs. 4.60 per mille per annum 

 
f) Minimum premium: Rs. 50/- per policy 

 
g) Claims 

 
i. Immediate intimation 
ii. Surveyor appointed depending upon amount of loss 
iii. Police Report obtained depending upon amount of loss 

 
h) Limit of liability: Rs. 6,000/- per hut 

 
4. Gobar gas plant insurance scheme 
 

a) Applicability 
 

This scheme applies to all: 
 

i. Khadi and Village Industries Workers / Artisans 
ii. IRDP Beneficiaries 
iii. Schedule Castes, Schedule Tribes and such other identifiable groups 

 
b) Risk covered 

 
i. Fire 
ii. Lightning 
iii. Explosion / implosion 
iv. Riot, strike and malicious damage 
v. Impact by rail / road vehicle or animals 
vi. Damage by aircraft and other aerial and / or space devices. 
vii. Storm, cyclone, typhoon, tempest, hurricane, tornado, flood, inundation 
viii. Subsidence and landslide (including rockslide) damage. 
ix. Earthquake fire and shock 

 
c) Sum insured 

 
Value of the plant (Digester + Gas Holder + Cost of Construction), depending 
on type and cubic capacity 

 
d) Premium rate 
 
Rs. 1/- per mille subject to a minimum premium of Rs. 15/- 
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e) Master policy agreement 
 

Master policy agreement is preferable in respect of this insurance in view of 
the concession in rate of premium and to reduce overall administrative 
expenses. 

 
f) Discounts 

 
 No group discount 
 No long term discount 

 
g) Claims procedure: As per standard fire claim procedure 

 
5. Lift irrigation insurance 
 

a) Scope of cover 
 

This insurance scheme provides indemnity against damages caused to Lift 
Irrigation System which includes Intake Well, Delivery Chambers, Jack Well, 
Pump House, Water Storage Tank, Pipelines, Cables, Switches, Gears, 
Starters, Electric Motors of various capacities from 3 H.P. to 200 H.P., 
Return and Non-return Valves. 

 
b) Premium rate: 1% of sum insured 

 
c) Sum insured 

 
Sum insured will be equal to the cost of replacement of insured property by 
new property of the same kind and same capacity which means the 
replacement cost including freight, custom duties and erection costs. 

 
d) Risks covered 

 
 Fire including riot, strike and malicious damage; 
 Flood; 
 Theft; 
 Earthquake; 
 Landslide; 
 Accidental damages to machinery and pipelines 
 Bursting of Pipelines;  
 Machinery Breakdown cover for all machinery 

 
e) Deductible / Franchise 

 
i. Rs. 1,000/- on each and every claim 
ii. On machinery breakdown portion, the deductible franchise shall be Rs. 

250/- per claim. 
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f) Exclusions 
 

The insurer shall not be liable under this policy in respect of: 
 
i. Loss, damage and / or liability caused by or arising from or in 

consequence, directly of: 
 
 War, Invasion, Act of Foreign enemy, Hostilities or war like 

operations (whether war be declared or not) Civil War, Rebellion, 
Revolution, Insurrection, Mutiny, Military or Usurped Power, Martial 
Law, Conspiracy, Confiscation, Commandeering, Requisition or 
destruction or damage by order of any Government de jure or de 
facto or by any Public, Municipal or Local Authority. 

 Nuclear reaction, nuclear radiation or radioactive contamination 
 

ii. Accident, loss damage and / or liability resulting from overload 
experiments or tests requiring the imposition of abnormal conditions. 

iii. Gradually developing flaws, defects, cracks or partial fractures in any 
part not necessitating immediate stoppage, although at some future 
time repair or renewal of the affected parts may be necessary. 

iv. Deterioration of or wearing away or wearing out of any part of any 
machine caused by or naturally resulting from normal use or exposure. 

v. Loss, damage and / or liability caused by or arising out of the willful act 
or willful neglect or gross negligence of the insured or his responsible 
representatives. 

vi. Liability assumed by the insured by agreement unless such liability would 
have attached to the insured not withstanding such agreement. 

vii. Loss, damage and/or liability due to faults or defects existing at the 
time of commencement of this Insurance and known to the Insured or his 
responsible representative but not disclosed to the Insurer. 

viii. Any kind of consequential loss, 
ix. The excess, as stated in the schedule, to be first borne by the Insured 

out of each and every claim. 
x. Loss of or damage to belts, ropes, chains, rubber tyres, dies, moulds, 

blades, cutters, knives or exchangeable tools, engraved or impression 
cylinders or rolls, objects made of glass, porcelain, ceramics, all 
operating media (e.g. lubricating oil, fuel, catalyst, refrigerant, 
dowthorn) felts, endless conveyor belts or wires, sieves, fabrics, heat 
resisting and anti-corrosive lining and parts of similar nature, packing 
material, parts not made of metal (except insulating material) and non-
metallic lining or coating of metal parts. 

xi. Loss or damage for which the manufacturer or supplier or repairer of the 
property is responsible either by law or contract. 
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g) Claims procedure 
 

The insured shall upon occurrence of any event giving rise or likely to give 
rise to a claim under this policy: 
 

i. Lodge forthwith complaint with the police and take all practicable steps 
to recover the property lost and to apprehend the guilty person; 

ii. Give immediate notice thereof to the insurer and shall as soon as 
possible thereafter furnish to the insurer at the insured’s own expense 
detailed particulars of the amount of the loss or damage together with 
such explanation and evidence to substantiate the claim as the insurer 
may reasonably require. 

 
h) Position after a claim 

 
As from the day of loss the sum insured for the remainder of the period of 
insurance is reduced by the amount of the claim. To prevent under 
insurance during the remainder of the current period of insurance the 
amount insured must be reinstated. The premium will be calculated pro-rata 
from the day affected item is again put to work. For subsequent periods of 
insurance the original indemnity and premium are again in force unless the 
circumstances justify an alteration. 

 
6. Janata personal accident policy 

 
a) Salient features 

 
Any person irrespective of sex, occupation and profession in the age group 
of 10 to 70 years may be covered under Janata Personal Accident Policy. 

 
b) Scope of cover 

 
This insurance will pay to the insured (or in case of death, to the nominee) 
the amount shown against the table of benefits, if the insured shall sustain 
any bodily injury resulting solely and directly from accident caused by 
outward violent and visible means and such bodily injury within the twelve 
calendar months of its occurrence be the sole and direct cause of: 

Table 14.17  
Sr. 
No. Table of Benefits Sum Insured 

(SI) Payable 

1 Death 100% of SI 

2 
Total and irrecoverable loss of sight of both eyes 
orlosses of use of two hands or feet or loss of sight 
ofone eye and loss of use of one hand or foot 

100% of SI 

3 Total and irrecoverable loss of sight of one eye or 
loss of use of one hand or foot. 

50% of SI 

4 Permanent total disablement due to accident. 100% of SI 
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c) Sum insured 
 

The policy may be issued for minimum sum insured of Rs. 25.000/- per 
person per annum and the maximum sum insured is to be limited to Rs. 
1,00,000/- per person per annum. 

 
d) Premium 

 
The rate of premium is Rs. 15 for a sum insured of Rs. 25,000/-. The sum 
insured shall be increased in multiples of Rs. 25,000 and premium is charged 
accordingly. 

 
i. Group discount 
 

Table 14.18  
Group Size Discount (%) 

101 to 1,000  5 
1,001 to 10,000  7.5 
10,001 to 50,000  10 
50,001 to 1,00,000  12.5 
1,00,001 to 2,00,000  15 
2,00,001 to 5,00, 000  20 
5,00,001 to 10,00,000  25 
Above 10 lacs  30 

 
Group insurance policy should be issued only in respect of the named 
groups. For the purpose of availing of group discount and other benefits the 
proposed “group” should fall clearly under any one of the following 
categories: 

 
 Employer-employee relationship including dependents of the 

employee. 
 Pre-identified segments / groups where the premium is to be paid by 

the State/Central Governments. 
 Members of a registered co-operative society. 
 Members of Registered Service Clubs. 
 Holders of credit cards of Banks / Diners / Master / Visa. 
 Holders of Deposit Certificates issued by Banks / NBFC’s. 
 Shareholders of Banks / Public Limited Companies. 
 In case of proposals relating to any further category different from 

the seven notified categories, they may be decided upon by Head 
Office. 

 No Group Discount can be offered on the ‘anticipated group size. 
Group Discount is to be considered and worked out only on the actual 
number of members registered in the ‘Group’ at the time of taking 
out the policy. 
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 Under no circumstances claims under such policies can be paid to 
anyone other than the individual insured. 

 Wherever group policies for higher sum insured are needed, the same 
shall be covered under personal accident policy. 

 
ii. Long term discount 

 
Table 14.19  

Term of the Policy (Years)  Discount (%) 
1 Nil 
2 5 
3 10 
4 15 
5 20 

 
e) Special condition 

 
All discounts including other technical discounts / deductions if any granted 
in addition to Group Discount, Long Term Discount, Special Feature 
Discount, No Claim Discount and/or discounts / deductions of any other 
nature in aggregate should not exceed 30% under any circumstances. 

 
f) Exclusions 

 
i. Any existing disability 
ii. Death injury or disablement due to intentional self injuries, suicide or 

attempted suicide 
iii. Disablement or death under influence of liquor or drug 
iv. Death or disablement during racing, shooting, big game hunting, 

mountaineering, ice hockey and winter sports 
v. Insanity 
vi. Breach of law with criminal intention 
vii. War Group of perils 
viii. Nuclear group of perils 

 
g) Important underwriting instructions 

 
i. The policy in respect of individual or group JPA should be issued for a 

maximum period of 5 years. 
ii. No MoU or Agreement should be signed by any officer below the rank of 

manager. 
iii. No MoU or Agreement should be signed without prior approval of HO 

Tech Department and Legal Department 
iv. In case of long term-policy, the premium is to be collected in one lump 

sum amount in advance. 
v. No refund of premium will be allowed even if the claim arises in the 

earlier years under long term policy. 
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vi. No renewal of group policy should be encouraged where loss ratio is 70% 
and above. 

vii. PTD should be covered as per existing JPA policy and only Death cover 
should not be given. 

 

h) Claims procedure 
 

i. Immediate notice to be given to the policy issuing office. 
ii. Claim form to be submitted with medical certificate and bills. 
iii. For death claim, nominee should submit: 

 
 Death Certificate 
 Original Policy 
 Postmortem report 
 Police report if complaint is lodged. 

 
iv. Claims of person presumed to be dead due to drowning, may be settled 

after two years on the submission of the following documents: 
 
 Police report and final investigation report. 
 Report of findings by Customs / Port Authorities. 
 Affidavit duly notarised. 

 
v. Subject to above, claims of persons of fishing vessels, which is missing, 

or a total loss will be presumed dead and claim settled accordingly. 
 
7. Gramin personal accident policy 
 

a) Applicability: All Persons residing in rural areas only 
 

Note:  
i. One policy per person. However person having a Gramin Policy may also 

take one Janata Policy;  
ii. No medical examination. 

 
b) Age group:10 years to 70 years 

 
c) Benefits 

 
i. Death due to accident Rs. 10,000 /- 
ii. Permanent Total Disability due to accident Rs. 10,000 /- 
iii. Loss of two eyes, or two limbs, Rs. 10,000 /- or one eye and one limb 

due to accident 
iv. Loss of one eye or one limb due to accident Rs. 5,000 /- 

 
d) Sum insured: Rs. 10,000/- 

 
e) Premium: Rs. 5/- per person 
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f) Discounts 
 

i. Group discounts and groups eligible for discounts as per Janata Personal 
Accident Policy 

ii. Long-term discounts as per Janata Personal Accident Policy 
iii. All discounts put together should not exceed 30% 

 
g) All other terms, conditions, exclusions, claims procedure, underwriting 

conditions, stamp duty as per Janata Personal Accident Policy 
 

h) Composite package for Tribals – I 
 

i) Features of the policy 
 

This policy has been evolved for the benefit of Tribals. The particulars are 
given below 
 

Table 14.20   
Section 

No. 
Property 
Insured Risk Covered 

Maximum Sum 
Insured 

Rate of 
Premium 

I 
Dwelling Unit 
/ Hut and 
contents 

Fire and Allied 
perils including 
earthquake 

Rs. 6000 (Rs. 
5000 for hut and 
Rs. 1000 for 
contents 

Rs. 4.60 per 
mille 

II Personal 
Accident 

Similar to 
Gramin Personal 
Accident Policy 

Rs. 10,000 Rs. 5.00 per 
person 

III Hospitalisation 
Tuberculosis, 
Leprosy and 
Cancer 

Rs. 1000 + Rs. 
4000 

Rs. 1.82 + 
Rs. 0.18 i.e. 
Rs. 2 per 
person 

 
j) Discounts 

 
Table 14.21 Group Discount 

Group Size Discount (%) 

101 to 1,000 5 

1,001 to 10,000 7.5 

10,001 to 50,000 10 

50,001 to 1,00,000 12.5 

1,00,001 to 2,00,000 15 

2,00,0001 to 5,00,000 20% 

5,00,001 to 10,00,000 25 

Above 10 Lakhs 30% 
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8. Composite package for Tribals – II 
 
The policy has been evolved for the benefit of Tribals as per recommendation of 
the working groups for identifying New Areas / Schemes in the rural sector. The 
policy can be marketed to individual tribals also. 
 

a) Scope of Cover  
 

Table 14.22  

Property /  
Contingency Risks Covered 

Maximum 
Sum Insured 

Premium 
Rate 

Huts / Dwelling / 
Cottage Industry 
Sheds 

Fire and Allied perils including 
earthquake Rs. 5,000 

Rs. 4.60 
per mille 

Contents 
including 
belongings 
acquired through 
financial 
assistance and 
own goods 

All the above perils Rs. 1,000 
Rs. 4.60 
per milled 

Personal 
Accident 

 Death only. 
 Loss of 2 limbs, 2 eyes or one 

limb and one eye (100%) 
 Loss of one limb or one eye 

(50%) 
 Permanent Total 

Disablement from injuries 
other than named above 
(PTD 100%) 

Rs. 10,000 
(CSI) 

Rs. 5.00 

Hospitalisation 
including 
Domiciliary 
Hospitalisation 

Hospitalisation and Domiciliary 
Hospitalisation as per Jan Arogya  

Maximum 
limit per 
person Rs. 
10,000 per 
annum 
during the 
entire policy 
period 

As per Jan 
arogya 
policy 
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b) Important conditions 
 

i. Satisfactory health statement required before acceptance of any 
insurance. 

ii. Any disease / illness contracted by any insured person during the first 30 
days from the commencement of the policy is not covered. 

 
9. Farmers package insurance scheme 
 

a) Objective 
 

With a view to give comprehensive insurance to cover assets of farmers the 
farmers package insurance policy has been introduced. Particulars are given 
below. 
 

Table 14.23  

Section / Description of Policy Premium Rate 

i. Fire and Allied Perils including earthquake 

Dwelling / House (Other than Kutcha) Rs 0.60 per mille 

Contents (excluding jewellery and valuables) 
belonging to the insured and members of his family 
permanently residing with him 

Rs. 0.60 per mille 

For ‘Kutcha’ construction the premiums to be loaded 
for the above 2 points Rs. 4 per mille 

 

ii. Burglary House breaking including Larceny or 
Theft 

Rs. 2.40 per mille 

iii. Agricultural pump set (for HP up to 25 only) As per Agricultural Pump 
Set Insurance  Scheme 

iv. Animal Driven Cart / Tonga / Coaches and 
animal/s together 

1.40% of market value of 
cart 

v. Livestock / Cattle / Sheet and Goat / Camel / 
Horse etc. 

As per respective scheme 

vi. T.V. Set Rs. 10 per mille 

vii. Pedal Cycle Rs. 20 per mille 

viii. Baggage Insurance Rs. 7.50 per mille 

ix. Janata / Gramin Personal Accident As per JPA / GPA 

x. Jan Arogya Bima Policy As per Scheme 

Note: Coverage will be up to a maximum of Rs. 10,000/- per person 
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b) Underwriting guidelines 
 

i. This is a package of various covers. The covers included in the package 
will be governed by the rate, terms, conditions, of the respective 
schemes. 

ii. All the underwriting / claims guidelines conveyed from time to time by 
the respective technical departments for the respective covers/sections 
will be applicable. 

iii. Section I that covers dwelling unit / house and contents is compulsory. 
iv. Apart from covering dwelling units it is compulsory to cover any one of 

the approved RNTB covers. 
v. Minimum three covers should form part of the Farmers Package Policy. 
vi. To be eligible for sectional discount minimum 4 sections to be covered. 

The applicable special discount in premium rates will be 15% for covering 
more than 4 sections and 20% for covering more than 6 sections. For 
covers under Sections I, V, IX and X sectional discount will not be 
available. However, these sections will be counted for the purpose of 
number of sections to be eligible for sectional discount. For sections 
opted to be covered, respective / applicable proposal forms should be 
obtained. In case of cattle and livestock / poultry, respective veterinary 
health certificates are also to be attached. 

vii. In case of coverage of scheme animals “Net” premium rate has to be 
applied. 

viii. No long term policy to be issued 
ix. If any pre-risk inspection survey or post claim inspection / survey or any 

other underwriting guidelines are communicated by Fire / Miscellaneous 
/ UNTB / RNTB Departments for the respective covers then those 
guidelines should be made applicable here too. 

x. The claims of covers / sections which were hitherto underwritten in 
Miscellaneous / UNTB / Fire / Technical Departments be continued to be 
processed by respective Departments or their opinion be sought before 
finalising these claims. This is to have better control over claims 
management. 

  
Test Yourself 3  
 
Animal driven cart insurance covers which of the below? 
 
I. Death or permanent disablement of animal 
II. Personal accident cover to Person driving the cart 
III. Towing charges for moving the cart to the nearest repairer 
IV. All of the above 
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Summary 
 
a) All indigenous, crossbred and exotic sheet and goat are covered under 

insurance. 
 
b) Veterinarian’s recommendations are used as a guide for acceptance of 

insurance, claim settlement. Sum insured shall not exceed 100% of market 
value. 

 
c) Group discount is given and higher the number of animals, higher the 

percentage of group discount. 
 
d) Common exclusions are as per cattle insurance scheme 
 
e) In case of horses, mules, donkeys and yaks insurance can be bought in the 

age group of 2 years to 8 years. 
 
f) Identification can be done by tattooing, branding, ear tagging etc. 
 
g) In case of pig insurance the maximum sum insured can be Rs. 1050 and limit 

of liability shall be 80% of sum insured. 
 
h) In case of camel insurance the minimum premium shall be Rs. 25 per animal 
 
i) In case of rabbit insurance, valuation should be done by a qualified 

veterinary surgeon and rating will be 7% of sum insured. 
 
j) Elephant insurance can be done in the age group of 5 years to 60 years. 
 
k) In case of dog insurance accepting proposals up to a valuation of Rs. 50,000 

is vested with underwriting offices. If value exceeds Rs. 50,000, then prior 
approval should be obtained from head office. 

 
l) Inland fist insurance scheme is applicable to fist farms consisting of fish / 

fishlings / fingerlings / fish in ponds / breeders etc. in the pond and fresh 
water projects. 

 
m) Silkworm insurance scheme is applicable to mulberry silkworms only of 

univoltine, bivoltine or multivoltine breed 
 
n) The sum insured will be the market value of the cocoon at the 5th, 6th stage. 
 
o) Honey bee insurance scheme is meant for insuring hives and / or bee colony 

belonging to co-operative societies or individuals. 
 
p) Agricultural pump set insurance covers centrifugal pump sets (electrical and 

diesel / oil) and submersible pump sets used for agricultural purposes only. 
It includes pump, driving unit and starter. 
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q) Animal driven cart insurance covers: 
 
 Loss or damage to animal driven cart 
 Death or permanent disablement of animal 
 Liability to third parties and passengers 
 Personal accident cover to person driving the cart 
 Towing charges for moving the cart to nearest repairer 

 
r) Hut insurance is applicable to dwelling huts in rural areas constructed with 

financial aid from banks / Co-op / Government institutions. 
 
s) Gobar gas plant insurance scheme is applicable to: 

 
 Khadi and Village Industries Workers / Artisans 
 IRDP Beneficiaries 
 Schedule Castes, Schedule Tribes and such other identifiable groups 

 
t) Life insurance irrigation scheme provides indemnity against damages caused 

to Lift Irrigation System which includes Intake Well, Delivery Chambers, Jack 
Well, Pump House, Water Storage Tank, Pipelines, Cables, Switches, Gears, 
Starters, Electric Motors of various capacities from 3 H.P. to 200 H.P., 
Return and Non-return Valves. 

 
u) Any person irrespective of sex, occupation and profession in the age group 

of 10 to 70 years may be covered under Janata Personal Accident Policy. 
 
v) The Gramin Personal Accident Policy is applicable to all persons residing in 

rural areas only. 
 
w) The Composite Package for Tribals (I) has evolved for the benefit of tribals. 
 
x) The Composite Package for Tribals (II) has been evolved for the benefit of 

Tribals as per recommendation of the working groups for identifying New 
Areas / Schemes in the rural sector. The policy can be marketed to 
individual tribals also. 
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Answers to Test Yourself  
 
Answer 1  
 
The correct option is II. 
 
The minimum premium in case of sheep insurance is Rs. 30 per policy. 
 
Answer 2  
 
The correct option is III. 
 
The third statement is incorrect as an elephant insurance proposal cannot be 
considered for acceptance before completion of training. All other statements 
are correct. 
 
Answer 3  
 
The correct option is IV. 
 
Animal driven cart insurance covers: 

 
 Loss or damage to animal driven cart 
 Death or permanent disablement of animal 
 Liability to third parties and passengers 
 Personal accident cover to person driving the cart 
 Towing charges for moving the cart to nearest repairer 

 

 
Self-Examination Questions 
 
Question 1  
 
In India, sheep insurance is available for which of the below? 
 
I. Indigenous sheep 
II. Crossbred sheep 
III. Exotic sheep 
IV. All of the above 
 
Question 2  
 
In India, horse insurance is available for which of the below category? 
 
I. Horses in the age group of 2 years to 8 years 
II. Horses in the age group of 6 months to 12 years 
III. Since the time the horse is born to anytime till the horse is alive 
IV. Any age as age of the horse doesn’t matter 
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Question 3  
 
Which of the below can be used for identification in case of pig insurance? 
 
I. Ear tagging 
II. Hot branding 
III. Tattooing 
IV. Any of the above 
 
Question 4  
 
Authority to accept elephant insurance up to ________ per elephant is normally 
vested with regional office of insurer? 
 
I. Rs. one lac 
II. Rs. four lacs 
III. Rs. five lacs 
IV. There is no limit 
 
Question 5  
 
In case of hut insurance how much is he limit of liability per hut? 
 
I. Rs. 3,000 
II. Rs. 6,000 
III. It depends on whether the claim is made in the first year of insurance or 

later 
IV. There is no limit on liability per hut 
 

 
Answers to Self-Examination Questions 
 
Answer 1  
 
The correct option is IV. 
 
In India, sheep insurance is available for indigenous, crossbred and exotic 
sheep. 
 
Answer 2  
 
The correct option is I. 
 
In India, horse insurance is available for horses in the 2 years to 8 years age 
category. 
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Answer 3  
 
The correct option is IV. 
 
Ear tagging, hot branding or tattooing can be used for identification in case of 
pig insurance. 
 
Answer 4  
 
The correct option is II. 
 
Authority to accept elephant insurance up to Rs. four lacs per elephant is 
normally vested with regional office of insurer. 
 
Answer 5  
 
The correct option is II. 
 
In case of hut insurance the limit of liability per hut is Rs. 6,000. 
 

 
 



CHAPTER 14  PRACTICE QUESTIONS AND ANSWERS 

364  IC-71 AGRICULTURAL INSURANCE 

 



 
 

IC-71 AGRICULTURAL INSURANCE 365 

CHAPTER 15 
 

AGRICULTURE REINSURANCE 

 

Chapter Introduction 
 
Reinsurance is to an insurance company what insurance is to an individual. It’s a 
device by which an insuring agency shares financial burden assumed by it with 
one or more agencies which, specialise in reinsurance. The main purpose of 
reinsurance is to ‘even-out’ risks, especially catastrophic risks between 
different agencies by spreading them spatially. It’s also a system of utilising the 
financial base of others as well. Thus, the capacity to underwrite risks is 
substantially enhanced. Apart from financial considerations, reinsurance 
promotes a healthy discipline, in so far as having a separate professional 
organisation in the form a reinsurer. 
 
Learning Outcomes 
 
A. Agricultural reinsurance – Principles and benefits 
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Look at this Scenario 
 
Agriculture is one of the world's largest industries with billions of dollars 
invested in industrial crop and livestock production. Crops, however, are 
exposed to weather risk, and both weather and disease continue to threaten 
livestock, aquaculture, and agricultural operations around the world. 
Agricultural insurance is an important risk management tool for these 
uncertainties. 
 
Agricultural reinsurance is a specialised sub-line of business of property 
reinsurance. The insured’s business model determines the reinsurance needs. 
Agricultural reinsurance makes agricultural insurance more stable and attractive 
for insurers, allows agricultural insurers to benefit from the economies of scale 
and provides access to reinsurers’ expertise and services, especially in the fields 
of product development, pricing, underwriting, and claims management. Size is 
important in agricultural reinsurance; transaction cost for small reinsurance 
cessions can be too onerous. 
 
A. Agricultural reinsurance – Principles and benefits 
 
1. Need for reinsurance 
 

a) As with all other types of reinsurance, the main reason for buying 
agricultural reinsurance is to increase the capacity of the insurance 
company and enable them to maintain their financial stability and thus 
in some instances to satisfy solvency requirements. 

b) The company can then partake in larger risks with large lines thus 
increasing their standing and market presence. 

c) Due to the inherent nature of agricultural perils there is a great need to 
spread the risk and reduce any peaks of high exposure that may occur, 
thus creating a more balanced portfolio? This is because enormous 
damage can be sustained by comparatively small and specific areas. An 
example of this is plantation insurance where there is a very high 
exposure in a concentrated area. 

d) Reinsurance can limit the company’s exposure from a single risk or 
number of risks. 

e) Agricultural insurance is prone to vast differentials in results within 
relatively small areas, for example, the variation of loss ratios between 
different states under National Agricultural Insurance Scheme (NAIS) in 
India. In these instances reinsurance is essential to counteract these 
vacillations. 

f) Reinsurance is important for the protection of agricultural economies 
because of its stabilising effect on food prices. It also helps to mitigate 
Government responsibility in the event of a major disaster. 

g) Reinsurance can help to improve farming standards and encourages 
greater awareness of risk management. 
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2. Objectives of reinsurance 
 
Reinsurers, thus provide capacity with structured solutions to: 
 

a) Transfer catastrophic risks that can only be spread internationally or 
overtime 

b) Satisfy the supervisory authorities capital demand (solvency margin) 
c) Channelize an identified part of the risk back into the Governmental 

catastrophic funds because it is unaffordable for the farmer to transfer 
the risk into the private insurance sector 

d) Produce an adequate risk reward for both parties (primary insurer and 
reinsurer) 

 
On a broader note reinsurers also assist the primary insurer in the design of crop 
insurance, tools such as: 
 

i. Pricing software  
ii. Policy wording  
iii. Risk survey sheets/questionnaires 
iv. Underwriting guidelines 
v. Accumulation control 
vi. Loss adjustment procedures manuals etc. 

 
3. Agricultural reinsurance – Selecting a program 
 
Agricultural insurance mainly involves three major components: 
 
 Crops  
 Livestock  
 Property (building and machinery etc.)  

 
However, crop insurance is dominant, with a share of 80% in the total 
agricultural premium of nearly US $ 18 Billion during 2009. World’s agricultural 
reinsurance premium is also predominantly crop based. 
 

a) Agriculture reinsurance - Broad guidelines in selecting the program 
 

i. Treaty reinsurance vs. Facultative reinsurance 
 

If insurance covers relating to a few commercialised or specialised insurance 
products are needed, reinsurance on a facultative (or individually 
negotiated) basis could be bought. As the number of products grows, a line-
slip (standing arrangement for declaring individual risks) is provided. But 
when the number of products / risks becomes large, the administrative costs 
of declaring risks to reinsurers would be heavy, and a treaty (a permanent 
annual arrangement whereby individual risks need not be declared) is 
needed.  
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The nature of the treaty will depend upon what the ceding company is able 
to bear for its own account, the loss profile in terms of size, numbers and 
other related characteristics of the portfolio. Both a proportional and a non-
proportional basis of a reinsurance treaty could be considered. In a quota 
share treaty, which is a proportional arrangement, the reinsurer gets a fixed 
percentage share of both the premium and claims on all risks assumed. This 
is suitable when the ceding company lacks the financial strength or the 
confidence, as the business is new, to retain much of the risks for its own 
account. 

 
ii. Proportional reinsurance arrangements 

 
Reinsurance on a quota share basis may also be useful in the early stages of 
development of agriculture insurance. The reinsurer is likely to insist on a 
greater say in the scope of insurance provided and the rates charged since 
he is exposed on all the risks underwritten.  

 
The surplus basis is another proportional arrangement, wherein the company 
determines the amount it wishes to retain on various risks, and reinsures 
(cedes) amounts in excess (surplus) of the retention, up to an agreed extent 
of each of the risks. Premium and claim are shared in proportion to the 
amount reinsured.  
 
A combination of quota share and surplus basis is also possible. One of the 
drawbacks of proportional reinsurance is that considerable administrative 
work is involved, since retention and amount ceded, as also the reinsurer’s 
share of the premium and claim will have to be determined for each of the 
risks / products. 

 
iii. Non-proportional reinsurance arrangements 

 
Reinsurance on a non-proportional basis is the alternative method. Here the 
liability of the reinsurer is not proportional on each risk and based on the 
sum insured, but is determined on the basis of losses. Reinsurance premium 
is a percentage of the annual premium.  
 
Two main systems are in vogue (“excess of loss” and “stop loss”). In  
“excess of loss” treaty, the company determines the amount it is willing to 
retain for its own account out of a loss, and the reinsurer is liable for the 
remainder of the loss amount (the excess), up to a given point. The 
arrangement is done on layer basis. 
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b) Excess of loss treaty considerations 
 

Three aspects have to be kept in mind in excess of loss treaty.  
 

i. Whether the cover is intended to be a “working” or a “catastrophic” 
cover?  
 

If the former is the intention, the priority is kept low so that “peaks” of all 
major losses are transferred to the reinsurer. Under a catastrophic cover the 
priority is fixed at a high point, so that the reinsurance kicks in only if a very 
heavy loss is incurred due to catastrophe.  

 
It is obvious that under a working excess of loss treaty the reinsurer would 
wish to recover in a comparatively shorter time the claims it pays (as a 
working help to the company) from the annual premiums. Under a 
catastrophe cover it is realised that the company has little control over the 
frequency and size of the loss, and accordingly a longer pay-back period is 
allowed for premiums and claims to balance. 

 
ii. Proper definition of what constitutes a claim 

 
In some contracts it is provided that the aggregate of various small claims 
arising out of an event or occurrence, such as a catastrophe, will be 
regarded as one single claim for reinsurance purposes. In other contracts, 
each claim is treated separately, and has to reach the priority before 
recovery can be claimed from the reinsurer.  

 
However, in case of index products (Yield or Weather), the claim for the 
reinsurance purpose may have to be the aggregate claim either for the 
season or the entire year, though state-wise or crop-wise combinations too 
are possible. 

 
iii. Determining the Probable Maximum Loss (PML) of risks insured while 

fixing the priority.  
 

The concept of PML is based on the presumption that the insured crops are 
unlikely to be totally destroyed by an event, and it is possible to retain more 
in terms of the sum insured if the PML is likely to be less than total. A 
proper determination of PML thus has a bearing on the extent of reinsurance 
required, the net cost of which normally has to be paid in foreign exchange.  

 
With a given retention capacity of a company the amount retained will be 
comparatively low, and a higher extent of reinsurance will have to be sought 
if the PML is fixed higher than if it is fixed at a low level. But fixing the PML 
low exposes the net account of the company.  
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Statistical tools are available to estimate the PML at different return 
periods, say 25 years or 50 years or even 100 years. In case of yield index 
based crop insurance the most accepted statistical distributions to 
determine PML are ‘Log Normal’ and ‘Beta’. 

 
 In probability and statistics, the log-normal distribution is the single-

tailed probability distribution of any random variable whose 
logarithm is normally distributed.  

 The beta distribution is a family of continuous probability 
distributions defined on the interval [0, 1] parameterised by two 
positive shape parameters, typically denoted by α and β 

 
c) Stop loss treaty considerations 

 
The “stop loss” treaty in effect limits (stops) the loss ratio of the company 
to a particular level. The reinsurer will compensate up to an agreed extent, 
over a period, usually a year, if the loss ratio exceeds an agreed level. This 
has many advantages.  
 
i. First, because the reinsurer is not concerned with individual losses, big 

or small, the problems of defining an event and of allocating losses to 
various events are avoided.  

ii. Second, the consequences of a wrong PML do not have to be faced.  
iii. Third, the possibility that several claims, or several priorities under an 

excess of loss treaty, will aggregate to a high claim ratio, is overcome.  
 

The company is able to determine the maximum loss ratio it can afford to 
bear. With the various uncertainties of agriculture insurance, this 
arrangement is often the most suitable. At the same time, the cost of a stop 
loss cover is likely to be high (as compared to an excess of loss cover) since 
it is as good as guaranteeing the performance of the portfolio. A retained 
loss ratio of 100 to 125 percent is usually required.  

 
d) Final word 

 
The most common forms of reinsurance applicable to agriculture insurance 
are stop loss and quota share. Surplus treaties and facultative reinsurances 
are rarely used, except sometimes where there is a need for capacity for 
specific crops / coverage / areas and in any event these placements tend to 
offer much lower ceding commissions to clients and are therefore less 
attractive to clients than quota share. 
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4. Reinsurance arrangement – Selection factors 
 
The type of reinsurance arrangement that is most suitable depends upon the 
situation under consideration. However, the following general thumb rules 
(observations) can be made 
 

a) No single type of reinsurance will suit all situations. A combination of 
proportional and non-proportional may also be considered. After ceding 
on quota or surplus basis, the net account of the company can be 
protected by an ‘excess of loss’ or ‘stop loss’ treaty. 
 

b) For participation in a proportional treaty the reinsurer would need to be 
satisfied about the level of the original premium charged by the 
company since it is participating in premiums and claims on specific 
policies. 
 

c) In a non-proportional treaty the reinsurer can make up the deficiency in 
the original rate by charging a higher reinsurance rate. As also, it is 
possible to reinsure selected perils under a non-proportional treaty. This 
would reduce the reinsurance premium. 
 

d) The administrative work is minimal under non-proportional as compared 
proportional arrangements. But the retention and exposure of the ceding 
company is much higher since the reinsurer comes into the picture only 
when the priority is reached. The level of priority (attachment point) is a 
matter of negotiation. There is a trade-off between the level of priority 
and the rate of reinsurance premium. The lower the priority, the higher 
will be the rate. 
 

e) Non-proportional reinsurance may not be available for a new scheme 
whose results are not known. In a new scheme, the reinsurer would like 
to have a say in the design of the cover and then share the business on a 
proportional basis. 
 

f) One of the important considerations for the reinsurer is the balance of 
the treaty. A reinsurer expects that the reinsurance premium for a year 
should at least equal the likely maximum loss for that year. The 
implication from the point of view of the insurance company is that, if 
the portfolio is small, the treaty is unlikely to be balanced, and will be 
less attractive to the reinsurer. In that event he will offer stiffer terms.  

 
5. Global agriculture reinsurance premium 
 
The global agriculture reinsurance premium for 2008 was estimated at over US $ 
2 billion with Munich Re as the market leader (see chart-3 below for break-up of 
agriculture reinsurance premium across reinsurers for 2008). With explosive 
growth in direct premium likely for future, the reinsurance premium can only 
grow. 
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Chart - Global agriculture reinsurance premium – 2008 
 
Table 15.1  

Group Premium (in m US$) 

Munich Re  625  

Swiss Re 320  

Scor Re 160  

Hannover Re 120 

Partner Re 300  

Paris Re 100  
Others 450 

Total 2,055 
 
Other reinsurers who are active in agriculture sector include IRB, Mapfre Re, 
Endurance Re, Max Re, Novae Re, various London markets (example QBE / 
LIMIT), various Bermuda markets (example AXIS), etc.  
 

a) Reinsurance within the country 
 

AIC in line with the IRDA directives, has been trying to retain as much 
premium within the country. AIC, accordingly has been engaging both GIC Re 
and the GIPSA companies to share the risk. GIC Re has been providing 
obligatory reinsurance on ‘quota share’ basis as per the IRDA guidelines.  

 
Over and above the obligatory cessions, AIC has also been getting facultative 
support from GIC Re up to 20 percent for some specific products. Of late, 
GIPSA companies are showing interest in inward reinsurance of AIC’s 
products, particularly weather based insurance products.  

 
b) Reinsurance support by the State 

 
World over wherever agriculture insurance is considered a part of risk 
management tool kit, the Governments are not only subsidising the 
premiums, but also acting as ‘Reinsurer of last resort’. Agriculture exposed 
to systemic risk, catastrophic events could be very devastating and may 
involve larger number of territories. Private reinsurance for such calamities 
could be very expensive. The recourse for contingencies is for the national 
Governments to act as ‘reinsurer of last resort’, by extending reinsurance 
for catastrophic layers. 

 
A few countries with public sector provided agriculture insurance are also, 
of late availing ‘contingent lending’ from the international multilateral 
financial entities. Magnolia’s livestock insurance is one such example.  
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6. India - Future of agriculture reinsurance 
 
India is a unique case of agriculture insurance, which is predominant with index 
insurance products (Area Yield and Weather). Considering that these insurance 
programmes are linked to credit, the growth is expected to be phenomenal.  
 
Further, with market for high value and branded agriculture products witnessing 
high growth, we are expected to see a good demand for customised agriculture 
insurance products in near future. Agriculture insurance subsidies being largely 
WTO compliant may also see sustained long term financial support to crop 
insurance by the Government.  
 
Technologies like ‘satellite imagery’ have great potential to estimate the crop 
yields, which both help in tamper-proofing the yield estimates, and also 
expeditious settlement of indemnities. Organisations like India Meteorological 
Department (IMD), Indian Space Research Organization (ISRO), etc. embarking 
on setting up a huge network of automated weather stations across the country 
is also likely to benefit explosive growth of market for weather based crop 
insurance.  
 
All this and the availability of long history of weather data and the cutting edge 
technology in data-modelling, contributes to the confidence of the global 
reinsurers. These developments augur well for agriculture reinsurance market in 
India. 
 
Test Yourself 1  
 
Choose the correct statement. 
 
I. Quota share treaty is a non-proportional reinsurance arrangement 
II. Quota share treaty is a proportional reinsurance arrangement 
III. Quota share treaty enables the reinsurer to get a fixed percentage share of 

premium, but a higher share of claims.  
IV. Quota share treaty binds the reinsurer to share a fixed percentage of claims, 

but provides for a higher share of premium.  
 

 

 

 
 
 



CHAPTER 15  SUMMARY  

 

374  IC-71 AGRICULTURAL INSURANCE 

Summary  
 
a) The main reason for buying agricultural reinsurance is to increase the 

capacity of the insurance company and enable them to maintain their 
financial stability. 
 

b) Reinsurers provide structured solutions to transfer catastrophic risks that 
can only be spread internationally or overtime, maintain solvency margin 
etc. 
 

c) Agricultural reinsurance arrangements can be proportional or non-
proportional in nature. 
 

d) Quota share and Surplus share are examples of proportional agricultural 
reinsurance. 
 

e) Excess of loss and Stop loss are examples of non-proportional agricultural 
reinsurance. 
 

f) The type of reinsurance arrangement that is most suitable depends upon the 
specifications of the situation. 
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Answers to Test Yourself  
 

 
Answer 1   

  
The correct option is II. 
 
Quota share treaty is a proportional reinsurance arrangement  

 
Self-Examination Questions  
 
Question 1  
 
Choose the correct statement.  
 
I. “Stop loss” is a proportional reinsurance agreement 
II. “Quota share” is a non proportional reinsurance agreement 
III. “Excess of loss” is a non proportional reinsurance agreement 
IV. “Surplus share” is a non proportional reinsurance agreement   

 
Question 2  
 
Which of the following is not a likely benefit of agricultural reinsurance?  
 
I. Maintenance of financial stability for the insurer  
II. Limit exposure to risk 
III. Improved farming standards and greater awareness of risk management 
IV. Eliminate risks completely 

 
Question 3  
 
Which of the following is true regarding non-proportional agricultural 
reinsurance?  
 
I. Liability of the reinsurer is less as compared to the premium he receives 
II. Liability of the reinsurer is not proportional on each risk but based on 

agreed parameters.  
III. Liability of the reinsurer is greater as compared to the premium he receives 
IV. Quota share is an example of non-proportional reinsurance. 

 
Question 4  
 
Which of the following is true regarding Probable Maximum Loss (PML)?  
 
I. Fixing the PML low decreases the net account of the company 
II. A proper determination of PML has a bearing on the extent of reinsurance 

required 
III. Fixing the PML high increases the net account of the company 
IV. None of the above 
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Question 5  
 
Which of the following is not a likely benefit of the “stop loss” reinsurance 
treaty? 

 
I. The treaty in effect limits (stops) the loss ratio of the company to a 

particular level. 
II. The treaty eliminates the losses for the insurer completely  
III. In a stop loss treaty the losses are borne by the reinsurer only up to an 

agreed higher limit  
IV. The treaty protects against the probability of a high claim ratio. 
 

 
 

Answers to Self-Examination Questions  
 
Answer 1  
 
The correct option is III. 
 
“Excess of loss” is a non proportional reinsurance agreement.  
 
Answer 2  
 
The correct option is IV. 
 
Complete elimination of risks is not a likely benefit of agricultural reinsurance.  
 
Answer 3  
 
The correct option is II. 
 
In case of non-proportional agricultural reinsurance liability of the reinsurer is 
not proportional on each risk but based on agreed parameters.  
 
Answer 4  
 
The correct option is II. 
 
A proper determination of PML has a bearing on the extent of reinsurance 
required  
 
Answer 5  
 
The correct option is II. 
 
“Stop loss” reinsurance treaty does not eliminate the insurer’s risk completely.  
 
 




