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What is the African Risk Capacity? 

 ARC is a true public-private 

partnership; its two-entity structure 

comprises: 

– ARC Agency: A Specialised Agency of the 

African Union 

– ARC Ltd: A mutual insurance company 

 ARC supports participating AU Member 

States in holistic risk management to 

better prepare for, manage and finance 

natural disaster risk through early 

warning, contingency planning and 

index-based insurance 

 ARC Agency was created in 2012 at the 

direction of AU Ministers of Finance, 

with endorsement from Heads of State 

 32 AU countries have signed the ARC 

Establishment Treaty 

Background 
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ARC Agency and ARC Ltd 

Background 
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 ARC provides a three-pronged approach to management of climate 
risk by its Members: 

– Early Warning delivered through Africa RiskView, ARC’s in-house early 
warning and modelling platform for climate risk 

– Contingency Planning through capacity building, peer review and 
standard setting, to drive effective preparedness for climate disasters 

– Access to Financing through parametric insurance which unlocks the 
liquidity necessary to implement early response 

 ARC currently provides index-based drought insurance and is 
adding cyclone insurance this year and flood insurance next year 

 The insurance indices are based on objective hazard data which is 
the sole variable input to a customisable risk model for each peril. 
The model creates a proxy for ‘cost’ of impact (e.g. response cost for 
drought, economic loss for cyclone) calibrated against historical 
experience 

ARC’s value proposition 

Background 
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 ARC Ltd is a financial affiliate of ARC Agency which carries out: 
– Insurance underwriting and policy issuance 

– Risk pooling and deployment of its own capital 

– Risk transfer to the international markets 

 ARC Ltd is a mutual insurance company and so is owned by its 
Members: 
– Class A: Member States which have signed the ARC Treaty and which 

have a Certificate of Good Standing and active insurance policies 
• 2014 (Drought insurance): Kenya, Mauritania, Niger and Senegal 

• 2015 (Drought insurance): Added Malawi, The Gambia and Mali  

– Class B: Entities that contribute grant capital above a certain threshold 
(there are currently no Class B Members) 

– Class C: Entities that give funds (above a certain threshold) to ARC Ltd for 
a fixed term to be repaid without interest 

• United Kingdom (through DFID) 

• Germany (through KfW on behalf of BMZ) 

 

ARC Ltd Overview 

ARC Ltd as a Risk Transfer Vehicle 
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 ARC Ltd operates independently of ARC Agency as a separate 

legal and financial entity which is regulated 

 It is capitalised and registered as a Class 2 insurer in Bermuda by 

the Bermuda Monetary Authority 

ARC Ltd Capital Structure 

ARC Ltd as a Risk Transfer Vehicle 

Class C: 

KfW on behalf of BMZ 

USD 48.4m 

Class C: 

DFID 

GBP 30m 

Class A: 

Portion of Members’ 

premium payments 

(when u/w profit 

generated) 
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A quarter of ARC premium went towards capital growth 

Allocation of premium to 31 December 2015 

66% 

8% 

2% 

24% Paid/Earned Losses

Administration costs

Net Reinsurance
costs

Increase in Member
'Equity'

ARC Ltd as a Risk Transfer Vehicle 
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ARC Ltd’s Drought Pool Expansion 

ARC’s total coverage limit has increased from ~$130mn to almost $180mn 
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ARC Ltd as a Risk Transfer Vehicle 

$129m 

$179m 

$17m $24.8m 

$73m was 

transferred 

to 18 

reinsurers $55m was 

transferred 

to 12 

reinsurers 
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 During its first two years of operations, ARC Ltd has underwritten 

over $300m of drought risk and transferred $130m to the 

international risk markets at very low rates 

 These figures are projected to double in 2016, and capacity in the 

international markets is greater still 

 ARC’s parametric insurance instruments are settled based on 

objective, independent data which has much less uncertainty 

than traditional indemnity insurance, allowing ARC to transfer its 

risk at very cost effective rates 

 ARC is unlocking new resources for deployment in the African 

agricultural sector - reinsurers taking on ARC risk previously had 

little to no exposure to African drought and other catastrophe risk 

 

ARC’s risk transfer is mobilising new resources 

ARC Ltd as a Risk Transfer Vehicle 
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 Through the Licensing for Development (L4D) pilot project with 
insurance broker Willis, ARC can sublicense its modelling 
software, Africa RiskView, for use to underwrite drought insurance 
across Africa (with other perils to follow) 

 L4D seeks to help fill the gap in insurance mechanisms available 
for managing agricultural risk in Africa 

 Entities that could use Africa RiskView to transfer drought risk 
include: 

– Commercial banks, private equity funds 

– Agricultural development banks 

– Commercial companies in the agriculture value chain 

 Banks hedging loan default risk due to weather disasters through 
insurance will be better able to provide lending in the agricultural 
space 

 

Licensing for Development 

Opportunities and Challenges 
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Licensing for Development 

Opportunities and Challenges 

 

Agro-enterprise 

 

 

Bank 

 

 

Supermarket 

 

Insurers 
• New capital 

enters 

agricultural 

sector  

• Crowds in  

more 

insurance 

capital over 

time  

Disaster risk 

affecting 

agriculture 

exposure is 

transferred 

through 

index- 

insurance 

based on 

Africa 

RiskView 

software 

Can increase lending 

to farmers and other 

agricultural entities 

Can expand business 

and have easier 
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access to lending 

Faster 

growth in 

agricultural 

sector in 

Africa 
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 Other opportunities exist to increase the use of disaster risk 
financing instruments in the agriculture sector in Africa by 
leveraging ARC through its: 

– Access to the international risk markets at highly cost-effective rates 

• ARC Ltd reinsurance panel for Pool III consists of 24 reinsurers including 
most of the top 10 globally 

– Technical experience and expertise 

• ARC works closely with governments to build capacity in disaster risk 
financing 

• ARC Ltd’s own underwriting experience can be useful in developing and 
executing risk transfer transactions 

– Risk capital 

• ARC Ltd has a significant balance sheet of its own which, subject to some 
conditions, could be deployed to catalyse growth in the agricultural 
insurance sector 

 

 

 

Other opportunities for leveraging ARC 

Opportunities and Challenges 
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 The resolution at which catastrophe risk modelling can be a good 
proxy for actual impacts makes it more suitable for index-based 
insurance deals at the national or sub-national level and less so 
for smaller-scale deals such as micro-insurance 

– Larger entities with sufficient levels of agricultural exposure will be able 
to directly transfer risk through L4D 

– Smaller entities such as smallholder farmers and small to mid-sized 
agribusinesses would likely need to access such tools through a risk 
aggregator such as a cooperative or a lending institution 

 Index insurance is subject to ‘basis risk’, the potential mismatch 
between the performance (i.e. payout) from a policy and the needs 
of the policy-holder in terms of addressing losses 

– Index insurance can thus not cover the full risk profile of a particular 
government, business or individual 

 

 

 

Challenges of L4D and Index Insurance 

Opportunities and Challenges 


