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BACKGROUND

In 2012, the African Risk Capacity was estab-
lished by Treaty as a Specialised Agency of
the African Union (AU) with the mandate to
help Member States improve their capaci-
ties to better plan, prepare and respond to
extreme weather events and natural disas-
ters, thereby building the resilience of vul-
nerable populations. By linking early warn-
ing systems with contingency planning and
supported by risk information and innova-
tive financial mechanisms (currently para-
metric insurance), the goal was to enable
governments to provide targeted responses
to disaster in a more timely, cost-efficient,
objective and transparent manner, thereby
reducing the costs to governments and loss
of livelihoods. This was based on the fun-
damental rationale that responding earlier
to a disaster before it develops into a crisis
is financially more efficient and saves lives.

To date, the ARC Establishment Agreement
has been signed by 32 African Union Mem-
ber States. In 2014 ARC Agency launched its
financial affiliate, the African Risk Capaci-
ty Insurance Company Limited (ARC Ltd) to
manage the risks taken on through under-
writing a pool of weather and other disas-
ter insurance coverages for participating
sovereigns. Owned by its Members, ARC Ltd
is constituted of those countries that pay a
premium to secure coverage through ARC
Ltd and thus far, the governments of Ger-
many and the United Kingdom (through
KW German Development Bank on behalf
of BMZ and the United Kingdom’s Depart-
ment for International Development (DFID)
respectively) who have jointly committed US
$200 million in risk capital to ARC Ltd.

Since its inception in 2014, ARC Ltd has
launched four drought risk pools with 8
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countries having secured drought coverage
through ARC Ltd over this period (Burkina
Faso, Gambia, Kenya, Malawi, Mali, Mauri-
tania, Niger and Senegal). Over the course
of the four risk pools, ARC Ltd has made
payouts of over USD $34 million to Member
States affected by drought. These resources
have been used to support response to over
2 million people and almost 1 million cattle,
and demonstrated the ARC proof of concept.
ARC's operations have yielded very import-
ant lessons that have been critical in in-
forming the development of the institution
and its engagement with Member States.

The purpose of this reportisto share some of
the main lessons learned by the ARC Group
(ARC Agency and ARC Ltd) over the course of
its establishment and operations over the
years. This is both at an institutional level in
terms of its governance and operations and
including in its engagement with its Mem-
ber States through its risk management ca-
pacity building programme, structuring of
insurance contracts and implementation of
payouts and monitoring and evaluation ini-
tiatives.

These lessons and experiences have been
critical in defining how ARC, as a continental
and sovereign level mechanism, has sought
to improve its operations and administra-
tion over time and in line with the broad-
er transformative vision of the AU. Though
not exhaustive, the lessons outlined in this
document provide critical insights into the
operations of the ARC mechanism, its con-
textual strengths, weaknesses, successes
and challenges, and the structures and ini-
tiatives being established to inform its con-
tinuous improvement.

These lessons and
experiences have
been critical in
defining how ARC,
as a continental
and sovereign level

hanism, has
ht to improve
perations and
Istration over
e and in line
the broader
sformative
on of the AU.



STRATEGIC OBJECTIVES THE ARC LEARNING CYCLE AND PROCESSES

The ARC Strategic Framework 2016 - 2020 outlines ARC's vi- To achieve these objectives, ARC, over the years, has established a strong and well embedded

sion, mission, strategic objectives, areas of thematic focus and learning process in its operations and a component of which naturally includes a results
principles of engagement for the stated period. Within the tracking and reporting framework. This has included embedding learning opportunities in its:

frameworkR, the ARC Vision, Mission and Goals are identified as
follows: [ | Country engagement (Country programme development and implementation, risk pool

participation, payout implementation and monitoring and evaluation);

[ Partnerships development and management; and
[ Donor relations and resource mobilisation efforts.
ARC strives to
protect the ‘ The experiences garnered through the learning cycle have informed all aspects of the work of
livelihoods of the institution and given birth to some of the associated successes and innovation that have
the poor against placed ARC as a leader in the disaster risk financing space.
natural disasters
through innovative,
CEEEITEEL GLOBAL LEARNING
and sustainable
solutions. Country Strategy
Scoping MOouU

To support the attainment of these goals, Process Audit Technical Working Group
the Strategic Framework identifies three Financial Audit Capacity Building
‘ By 2020, ARC Agency aims to strategic objectives as follows: Special Studies ARV Customisation
indirectly insure 150 million Evaluations Contingency Planning

people in Africa with US $1.5 ARC STRATEGIC FRAMEWORK

billion in coverage across 30
countries and to channel a
further US $500 million in

climate adaptation financing.

COUNTRY Risk Transfer
PROGRAM Institutional Support
DEVELOPMENT

Dynamic and Applied Research
and Development

SIDINOSI]Y
PARTNERSHIPS

Strengthening Disaster Risk

Management on the Continent MEMBER STATES

Increased  Scalability and
Sustainability of ARC Operations
and Insurance Coverage

. GOAL

Final Implementation Plan Regulatory Approval
Monthly Reporting

Field Monitoring

Coverage Options

Insurance Policy
Premium Payment



The ARC learning cycle consists of various components centred on providing platforms for
Member States and partners to engage on issues of disaster risk financing through:

[ Structured programmes of country to country and region to region exchanges and
technical training (i.e. through very focused lessons learned workshops where East
and Southern African countries can exchange with their West and Central African
counterparts and likewise exchanges between risk pools i.e. ARC and the Caribbean
Catastrophe Risk Insurance Facility).

| ARC annual Conference of Parties (CoP) where countries report to each other on their
activities and set the direction for the institution;
[ Independent technical evaluations and Member Sate feedback surveys;
[ Donor evaluations;
| Post season technical reviews of Africa RiskView performance and country engagement
processes;
| Mid-Implementation Review Mechanism when there have been payouts made by ARC
Ltd; v
[ | Process and Financial Audits where payouts have been made by ARC Ltd; ‘o B S [
| Hosting and facilitating knowledge building sessions with development and ; T

humanitarian partners; amongst many other efforts.

Lessons Learned Workshops
Process Evaluation
Member States Feedback Survey
Evaluations
Special Studies
Training Payout &
Responses

Lessons Learned Workshops
Conference of Parties
Evaluations

LEARNING
PROCESS

Lessons Learned Workshops Lessons Learned Workshops

Conference of Parties Conference of Parties
Member States Feedback Survey Member States Feedback Survey
Pool & Countries Exchanges ARV Post Season Reviews
Evaluations Pool & Countries Exchanges
Training Evaluations

Training




KEY LESSONS LEARNED

Over the years, many lessons have been learned through the
ARC learning cycle. Although not exhaustive, the following
section of this report focuses on some of the major lessons

learned.

INSTITUTIONAL,
GOVERNANCE,

ADMINISTRATION AND
POLICY ENGAGEMENT

Member State ownership is essential in
driving awareness, demand and political
support for engagement around risk
management and insurance.

The political grounding of ARC within the
African Union (AU) as a Specialised Agency
has been invaluable in sensitising AU Member
States on the need for better disaster risk
management and financing frameworks and
the need to develop in-country capacities to
deliver on this mandate.

It has also provided a legitimate central point
for countries to independently:

[ Define the institutional governance,
structure and administration framework
to execute on this goal (Per the ARC
Establishment Agreement and its reference
to the Administration and institutional
Framework of the ARC which shall consist of
three organs: the Conference of Parties, the
Governing Board and the Secretariat);

[ | Reinforce their commitment to
pUrpose;




[ Build consensus on priorities for the
institution;

[ Establish a platform for
accountability, through  providing for
reporting and exchange opportunities
between Member States on the development
of the ARC mechanism and its associated
priorities; and

[ Coordinate ARC's work with other
on-going and inter-related initiatives at the
continental and regional level.

There is a need for greater education and
awareness building around disaster risk
financing and associated concepts.

In a context of strained resources and where
discussions around allocation of resources
can be a contentious issue, in some contexts
disaster risk financing can be viewed as a
distraction from what is perceived as more
fundamental risk reduction efforts.

This points to the continued need for
sensitisation around the critical role of risk
financingin also managingrisk and response
efforts within the risk management cycle
and in building preparedness.

The implementation of a risk financing
facility such as ARC is a long term
commitment and requires considerable
investment  in  capacity  building,
development of analytical tools, education
and awareness raising, commitment of risk
capital etc.

The experiences of ARC have demonstrated
that insurance in the African context at the
sovereign level cannot be a standalone
given the broader vision and development
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goals regarding the role of insurance in
supporting resilience building. The science
and politics of implementation of the
mechanism is complex. As an example, a
lack of insurance knowledge and culture
and sometimes trust, in many countries
across the continent is a hindrance to the
development of the market, be it at micro,
meso or macro scale.

It is therefore necessary for risk financing
initiatives which are emerging in developing
country contexts such as those on the African
continent, to be backed with significant
capacity building support in order to ensure:

[ The appropriate expertise is being
developed in Member States to support
the short, medium and long term goals of
countries;

[ To ensure that appropriate and
informed decisions are being made
regarding the development of appropriate
country risk financing systems, tools and
instruments.

The implementation of ARC requires a
multidisciplinary network of actors. This
can make implementation operationally
and technically demanding.

Given the nature of ARC's work and its
capacity building efforts, which extend
beyond the provision of an insurance tool,
a multidisciplinary network of actors is
required to support informed decision
making by Governments and in ensuring
that these efforts are mainstreamed into
government processes.

Each ARC in-country Technical Working
Group (TWG), which is the central point for
ARC's capacity building efforts, focus on
three core ARCwork streams - Africa RiskView
Customisation, Operations Planning and

Risk Transfer. The TWGs in countries
always include a number of experts drawn
from a variety of communities of practice.
These include expertise ranging from
agro-meteorologists, economists to social
protection specialists etc. All of these parties
are essential for effective risk management
and ensuring a coordinated dialogue on the
specific risk being addressed in the context
of broader government and development
concerns and agendas.

Coordination of these experts on a
consistent basis can be challenging given
competing demands, and limited expertise
in most countries. Ensuring accessibility
of information given the varying levels of
expertise is also an important factor for
consideration in building consensus on risk.

There is a need for shared analysis and
inclusive dialogue around risk.

Although ARC has supported progress
towards developing such shared analysis
and dialogue around risk, this remains a
significant concern in terms of the work of
the institution.

This lack of coordination and inclusive

dialogue around risk is driven by a
multiplicity of factors ranging from:

[ | Political sensitivities, vested
interests and institutional competition
and administrative bureaucracies which
can dampen coordination and cooperation
efforts; to

| Novelty —of risk management
approaches in the disaster management
community and a deficiency of requisite
skills to support such discussions.

Insurance is not a silver bullet and there
is a need for expectation management
regarding the ARC mechanism.

Despite the successes of ARC, there is a
need for continued active discussion and
awareness building around the limitations
of the mechanism. This is directly linked
to building understanding around risk
financing and the tools and options that
governments should be seeking to harness.

ARC's country led approach and package
of early warning and contingency planning
linked to insurance can be a powerful

ARC TECHNICAL WORKING GROUP

CONTINGENCY PLANNERS

HUMANITARIAN RESPONSE

SPECIALISTS \
SOCIAL PROTECTION SPECIALISTS

CUMATOLOGISTS [METEOROLOGISTS
\ AGRO-METEOROLDGISTS
AGRONOMISTS
STATISTICLANS [ ECONOMISTS

FOOD SECURITY & VULNERABILITY SPECIALISTS

FINANCIAL EXPERTS

'} INSURANCE EXPERTS

ECONOMISTS

GOVERNMENT EXPERTS, UN AGENCY EXPERTS, NGO EXPERTS, GOVERNMENT PARASTATALS, DONORS



vehicle for early, national action. However
ARC's insurance products are not designed
to cover the whole cost of any disaster
response, rather a percentage of the
expected costs and triggering enough to
enable prompt first-responder action by
the government (which, if implemented
well, will ultimately reduce the overall
response cost by stabilising a situation and
mitigating — through timely first assistance
- the impact of an event on those affected).
Therefore, governments will always need
additional funding sources or the support of
partners to complete the needed response
interventions, above and beyond what an
ARC payout can do. The critical difference
is that with ARC the remaining costs and
needs to be addressed are clearer and are
known quickly.

Itistherefore importantthat communication
around the role of insurance s
contextualised in a broader framework in
which insurance is simply a tool amongst
many others that governments should seek
to utilise. This understanding needs to be
cultivated not only within Member States
but also amongst partners in the disaster
risk management and humanitarian space.
Dialogues that promote singular approaches
stand the risk of undermining the very risk
management efforts and strategies needed
to manage very complex risks faced by
African sovereigns.

Implementation of insurance mechanisms
such as ARC require a robust and on-going
communication strategy.

Given the institutional structure of ARC
but yet its public private dimension and
the multiplicity of actors involved in its
execution and also it novelty in the disaster
risk management space, there is a need for
proactive communication with stakeholders
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at all levels.

This is essential in order to build
understanding of the mechanism and
its purpose and how it fits into a broader
disaster risk management and financing
framework and also in maintaining the
visibility of the insititution. Communication
engagement should include:

[ AtNational Parliamentary Level:Given
the important role played by Parliaments
in driving political support in building
a culture of risk management, targeted
communication tailored to this constituency
is essential in driving leadership around the
linkages between proactive risk financing
and disaster management and broader
national development goals;

[ At Heads of State Level: Heads of
States have an important role to play in
setting policy direction and tone. Targeted
communication at this level serve as an
important reminder in cultivating such a
shift in policy.

[ Among Financial, Technical and
Academic Partners and Civil Society: These
partners can range from international
organisations to civil society to technical
and academic institutions that are all
actively working on various aspects of
building effective risk management systems
in Member countries. Sensitisation around
the work of ARC is essential in avoiding
duplication and also in helping country
coordination efforts and identification of
synergies where relevant.

Integrating ARC into national frameworks
and strategies for sustainability is essential.

The ARC experience to date has highlighted
the importance of regime changes in driving

policy and the challenges this can pose
in terms of continuity of participation in
the ARC risk pool and also continuity as
a consistent public policy instrument to
support better management of risk.

To manage this reality, there is need to
further deepen the linkages between
ARC and existing national systems and
programmes to ensure sustainability and
continuity in view of political changes.
To support this effort ARC has initiated
discussions around the development of
public policy frameworks to support broader
awareness raising and action in terms of
embedding risk management into public
policy processes and linkages with other
active programmes in country.

This hasincluded deepening of partnerships
with Regional Economic Communities (RECs)
andotherdevelopmentfinanceorganisations
such as the African Development Bank
(AfDB) who often play an important role in
driving public policy developments and also
investment priorities in Member countries.

Donors play a critical role in driving the
development of risk financing systems and
tools.

Donors play an important role in the
establishment of risk financing mechanisms
such as ARC. This role includes:

| Catalytic investment in development
of public goods which can help spur
innovative solutions;

| Encouraging and directing a
collective approach and alignment on
issues of risk management. This can,
however, be a challenge as sometimes there
might be differences even within specific
Donor institutions regarding the role of

disaster risk financing vis a vis support for
traditional humanitarian interventions or
other initiatives being supported by the
same Donors;

| Working with countries and partners
to bridge discussions on broader issues such
as addressing the humanitarian response/
development cusp which can prove to be
a challenging space for the cultivation of
mechanisms such as ARC which seek to limit
the reliance on the traditional humanitarian
system;

| Reinforcing the principles of
accountability in the operations of the
mechanism; and

| Supporting  awareness  raising,
education and advocacy.

There is an increasing appetite in the
public and private sector for contextually
appropriate products and tools for
managing risk.

Over the years, ARC's engagements with
its Member States have demonstrated
that there is an increasing recognition in
countries that the traditional status quo of
depending on humanitarian intervention to
fund disaster response is not adequate or
sustainable.

ARC Member States are increasingly
requesting:

| Capacity building that is geared
towards not simply being end-users/
consumers of products and tools but also
producers and developers of these tools
and innovation solutions;

| Need for informed analytics
for ACTION and DECISION MAKING and
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support around building understanding of
associated trade-offs;

[ More comprehensive information
on the quantitative financial impacts of
disasters;

[ Development of systems to make
evidence based informed decisions and
opportunities for leveraging private financial
markets using quantitative outputs; and

[ Support in developing system for
monitoring and evaluating disaster risk
financing strategies.

To develop fit-for-purpose insurance
products and programmes for clients,
technical and market expertise needs to be
brought in-house.

ARC, through both Agency and Ltd, has set a
new standard for how an emerging country
insurance programme is conceived, designed
and then interacts with the market and
private sector entities. The ARC programme
anditsinauguralinsurance productwerefully
developed in-house at the United Nations
World Food Programme (WFP) to ensure
both were fit-for-purpose and as unique as
the needs of ARC member states themselves
- needs which traditionally had been
responded to by WFP through humanitarian
assistance. By bringing the required
product design and market experience to
the design team at WFP, and fully utilizing
the unique insights, operational experience
and in-house information WFP has on the
countries within which it operates, ARC was
designed to respond to the disaster risk
management needs of its members with a
bespoke offering designed specifically for
them, while ensuring from the outset that
whatever was designed could be placed
at scale in the international reinsurance
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markets. This allowed ARC to fully control
its programme on behalf of its membership
and create an innovative much-needed
insurance product by leveraging in-house
data and country working relationships.
This independence kept costs at a minimum
and, through ARC Ltd, allowed ARC members
to work as a group and take advantage of
market conditions in a cost effective and
flexible manner.

ARC continues to work in this way, believing
the best products and insights are
developed in-house by working closely with
its membership, rather than fully developed
by third parties. As a result of this in-house
philosophy, the Africa RiskView modelling
platform is revolutionary in the way it has
brought transparency and accessibility to
risk modelling, aswell as its ability to perform
multiple functions via a single modelling
methodology, including risk profiling,
early warning and indexing/triggering for
parametric insurance products. It is unique,
and it has laid a marker for what catastrophe
risk analytics platforms for public-sector
risk management can and should look like.
The drought module defines the level of
accessibility as well as the multi-function
nature of the Africa RiskView platform.
Most noteworthy is the extent to which
country technical engagement is possible in
designing and testing a specific and unique
model which both works appropriately for a
given country, and has the inherent buy-in
of in-country technicians and officials.

While Africa RiskView's drought module was
designed and implemented from the ground
up by ARC, and is based purely on public-
domain science, modelling techniques
developed and tested in the UN system,
and data freely available in the public
domain for other perils full replication of
the precedent set by the drought module
has proven to be impossible. Instead
ARC has found a way to balance practical

reality with a level of independence,
maintenance cost management and
the unwavering requirements of the ARV
platform for transparency and accessibility
and to perform accurately and robustly
for risk assessment, early warning (where
appropriate) and parametric insurance
triggering. By outsourcing the complex
pieces of risk modelling or model building
that are not cost efficient to develop
or produce in-house, ARC continues to
retain control of the area of product and
programme design it knows best — country
customization and feedback based on in-
depth country technical engagement - to
develop products fit-for-purpose for its
membership.
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OPERATIONS

WORK STREAM 1: AFRICA RISKVIEW CUSTOMISATION

Quality of input data into the Africa
RiskView model is important

Africa RiskView is the technical engine of
the ARC risk pool and underpins ARC Ltd’s
insurance policies and is the core engine
for the risk management products of ARC
Agency including risk assessment and early
warning. ARC's entire country engagement
process and the structuring of in-country
technical working groups is centered on
ensuring that countries have a full grasp
of the Africa RiskView model and are able
to customise it to fit a consensus of the
historical drought impacts on a country.

The experiences of ARC over the years
has demonstrated the importance of the
customisation process and the associated
assumptions and inputs into the model
which inform the risk profile for the
country. The experiences of ARC through the
performance of the model in capturing the
poor 2015/16 agricultural season in Malawi
aptly demonstrated this critical point.
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CASE STUDY: MALAWI’'S
2015/16 INSURANCE PAYOUT

Malawi purchased an insurance policy
with ARC for its 2015/16 crop season,
during which time the country faced
a severe drought. Although funding
through ARC is designed to be deliv-
ered swiftly in such cases, a payout
was not immediately triggered. ARC's
payouts are based on the output of Af-
rica RiskView, the open risk modelling
platform developed by ARC and cus-
tomised specifically for each country
and crop season in close cooperation
with an in-country government team.
In the case of Malawi, the custom-
ised Africa RiskView model indicated
far lower numbers of drought-affect-
ed people compared with the actual
impact of the drought on the ground.
Immediately recognising there was an
issue, ARC initiated a technical review
process to identify the causes.

As part of its thorough review, the ARC
team conducted a number of field

There is a need for constant updating of
the Africa RiskView model input parame-
ters and associated customisation and a
continuous improvement of the software
platform.

As with all models, there is a need for con-
stant review and update of input parameter
and technical improvement of the method-
ology and the software as better and more
information is gathered.

Over the years the drought module of the

missions and meetings with the Malawi
technical working group and other part-
ners in-country. ARC also commissioned
the Centre for Agricultural Research and
Development (CARD) at the Lilongwe Uni-
versity of Agriculture and Natural Resourc-
es in Malawi to carry out an independent
household survey and conduct farmer fo-
cus groups to determine potential sources
of the discrepancy.

It was determined that farmers had been
growing a different variety of maize in sig-
nificant and increasing amounts in the
recent past than initially selected as the
reference crop in Malawi's customisation
of Africa RiskView. It also was determined
that the out-of-date information on farm-
Ing practices prevented the model from
accurately replicating conditions on the
ground at the end of the season. Using
incorrect critical information in the model
resulted in inaccurate output from Africa
RiskView.

Based onthese findings, the Africa RiskView
customisation was revised to reflect the
most recent farming practices. The result

Africa RiskView platform has performed well
in capturing the performance of agricultural
seasons which countries have secured in-
surance coverage for with ARC Ltd and has
been tried, tested and used to underwrite 4
drought risk pools.

Through an extensive learning process, this
has resulted in significant improvements in
the tool and also strengthening of the coun-
try model customisation ability. Some of the
many measures undertaken by ARC over the
years to improve the performance of Africa

was an assessment that aligned with the
drought’s actual food security impact on
the ground. Once Malawi’s insurance cov-
erage information was adjusted to be con-
sistent with the corrected customisation,
a payout of USD 81 million was triggered
to the Government of Malawi, based on
the magnitude and severity of the drought
event and the amount of insurance cov-
erage purchased by the government, as is
the case under all of ARC's parametric in-
surance policies.

ARC's Africa RiskView model performed as
it was designed to and, when informed by
accurate data, was able to correctly cap-
ture the situation on the ground. ARC has
since worked with the Government of Ma-
lawi and all its other Member States to en-
sure that the best possible crop and other
critical data is available in order to prop-
erly reflect the reality on the ground in or-
der to assess risk in the most precise way.
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RiskView and enhance quality assurance
processes around the customisation of the
model included the following:

[ Completion of a full due diligence
evaluation of the Africa RiskView software to
ensure its accuracy and that the all model
outputs can be replicated in preparation for
taking ARC Ltd's drought insurance portfolio
to the reinsurance market.

[ Implementation of an annual re-
view of the Africa RiskView customisation
for each country participating in a launched
drought risk pool. This is undertaken in
close collaboration with the expert techni-
cal teams within the various governments
and with external partners, and the lessons
learned are incorporated into ARC's model
and processes.

[ Adjustments were also introduced to
provide more accurate estimates of how the
drought conditions translate into impact on
the ground. Some of these included:

Introduction of the possibility of
using a set of reference crops in order to
improve the model’s ability to take into ac-
count more specific sub-national contexts;

Introduction of multiple sowing
criteria to better take into account dry-
spells and replanting;

The possibility for the Techni-
cal Working Groups to also test different
sub-national boundaries and test Africa
RiskView estimates at different levels of ag-
gregation, different graphic display options;

Significant improvements to the
batch processing capabilities to speed up
the simulations required for the customisa-
tion and show the sensitivity of the outputs
to inputs;
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[ Development and implementation
of an approach for ensuring the quality of
the country-level customisations. This ap-
proach includes:

Enhancement of the Terms of Ref-
erence (ToR) of the country Technical Work-
ing Groups to include additional expertise,
civil society amongst others, in order to
bring greater rigour to the evaluation of the
customisation work, before finalisation at
the country level,

The introduction of a quality as-
surance checklist to guide country Africa
RiskView customisations;

Joint review process with ARC Ltd
of country customisations; and

Increase in coding staff and server
resources to facilitate more rapid progress
on software coding and development needs,
including fully incorporating the tropical
cyclone and river flood models into Africa
RiskView and further development of exist-
ing functionality and features of the current
drought model to support in-country custo-
misation.

Establishment of the Customisa-
tion Review Committee (CRC) to make sure
all customisation follow a consistent ap-
proach and the same quality standards en-
suring that the model reflects up to date
agricultural practises and can reproduce
drought events of the past correctly.

[ Completion of a first phase ro-
bustness and sensitivity analysis of Africa
RiskView in collaboration with the Disaster
Risk Financing & Insurance Program team
from the Finance & Markets Global Practice
of the World Bank. Some preliminary results
showed that, while some variability in the
model estimates is expected and depends
on the year-to-year variations of rainfall
distribution and the implicit nature of Afri-

ca RiskView's drought model, the remaining
part should be managed, and explained.

The analysis identified specific areas of
the model where uncertainty can be better
understood, controlled and reduced and
country engagement around these issues.
ARC is currently extending the robustness
and sensitivity analysis to all customised
projects and their components (agricultural
and rangelands) and will use such approach
systematically with the Technical Working
Groups during the customisation process.

Future follow-up studies using also different
methodologies of testing the robustness
and sensitivity of Africa RiskView will be un-
dertaken in the coming year to build on this
body of work and improve the model.

GOING FORWARD

USE OF MULTIPLE IMPROVING THE
REFERENCE CROPS ABILITY OF THE

FOR DIFFERENT AREAS ~ MODEL TO CAPTURE
IN A COUNTRY DRY SPELLS

The possibility of using
various reference crops possible in Africa RiskView
for different areas of the there is a need for further
country, to incorporate the research and review of this
different drought resistance  functionality with the model.
levels in countries and Additionally, examining the
expanding to perennial WRSI model with respect
crops such a cocoa. to detecting dry spells has
been prioritised and is
part of ARC's R&D plan for
Africa RiskView's drought
model improvement.

Although this is already

MODEL THE IMPACT
OF CONSECUTIVE
DROUGHTS

While up to date
vulnerability data can
signal the increased
vulnerability and therefore
the higher number of
people potentially affected
by drought, so far the
compounding effect of
multiple years drought is
not captured by the drought
index. Further researches
are needed to investigate
how the drought index

and its benchmark can
incorporate previous year(s)
drought.

IMPROVING FURTHER
UNDERSTANDING
AROUND WATER HOLD-
ING CAPACITY (WHC)

The soil reserve is taken
into account in the WRSI
component of the Africa
RiskView drought model,
by using the WHC. In most
customisations, generic
WHC values derived from
FAO are used. A better
understanding of WHC will
be a research priority for
insured countries.
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DEVELOPMENT OF
HIGHER RESOLUTION
PRODUCTS

The focus of this effort will
be on rainfall as this would
support improvements

in agro-meteorological
information in-country
and allow Africa RiskView
to ingest new products

as they are developed.

ARC is part of a research
consortium that will be
investigating these issues
and will also continue to
strengthen its engagement
with the African Centre of
Meteorological Applications
for Development (ACMAD)
for incorporation of
seasonal forecasts into the
Africa RiskView modelling
platform.

IDENTIFYING
ALTERNATIVE
SOURCES OF
VULNERABILITY DATA

One of the main ARC R&D
initiatives in the coming
year in this regard will be

to investigate the potential
use of anonymised mobile
phone records to proxy

the impact of drought

on households (with UN
Global Pulse, Orange and
CSE in Senegal). This will be
an experimental study to
investigates whether mobile
phone data can be used for
this objective, and if near-
real time data is available in
a reliable manner for such a

methodology to be deployed.

IMPROVING THE
VULNERABILITY
PROFILING

For the moment Africa
RiskView estimates the
direct impact of drought
including in the calculation
of people affected by
drought those that are
directly involved in income
generating activities that
are sensitive to drought.
Those suffering the indirect
effect, i.e. those people that
would be affected by, for
instance, the price increase
due to drought and the
consequent production
shortage, or those that

do not have access to a
developed market system
that would ensure food

to be available in drought
affected areas, are not
included in the calculation.

REAL-TIME POTENTIAL
EVAPOTRANSPIRATION

Evapotranspiration data are
currently a static parameter
in Africa RiskView. Having

it available in real-time
would be an important
improvement as, among
other benefits, would allow
the model to also take into
account the influence of
temperatures, wind speed
and humidity variations on
the water requirements of
the crops.
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REPORTING FUNCTIONALITY

ARC produces monthly and seasonal publications,
including the monthly Africa RiskView Bulletin,
that provides updates on the progression of
agricultural and pastoral seasons in countries that
participate in the ARC programme, as well as mid-
season and end-of-season reports which compare
the modelled estimates against external sources
and information from the ground, to guide the
ground-truthing process during and after the end
of each insured season. An improvement in the
coming year will be the inclusion of more automatic
reporting documents within Africa RiskView.

POSSIBILITY TO SELECT
DIFFERENT DROUGHT
INDEXES OTHER THAN
WRSI

For instance NDVI or VCI

or new remote sensing
products such as soil
moisture or actual
evapotranspiration for
those countries where it is
more significant or already
widely used in their internal
early warning systems.

There is a need for continued and active
Research & Development on new products
and tools to address the expressed needs
of Member States.

As understanding of ARC develops, there
has been a corresponding increase in inter-
est expressed by countries for new products
and tools. As examples, Member States have
directly requested ARC to begin working on
developing new tools and products to ad-
dress other hazards which they currently
face and see as a priority. These have in-
cluded:

RIVER FLOOD MODEL

The Atmospheric and Environmental Re-
search Inc. (AER) has developed a pan-Afri-
can Flood Extent Depiction (AFED) measure
for ARC with historical daily data starting in
1992 using a consistent methodology in re-
al-time. The model will be used by ARC to:

| Develop a river flood index for ARC
Member States; and

| Underpin index-based river flood in-
surance contracts issued by ARC Ltd.

The development process for this model
has been challenging and technically com-
plex but ARC has been able to develop a his-
torical AFED dataset, together with automat-
ed near real-time AFED processing streams,
producing Africa-wide daily updates of
AFED. This is a significant achievement for
the continent, with AFED generally showing
a good performance when compared with
documented large river flood events, though
an in-depth validation of flood events visi-
ble in AFED is required for each country to
establish AFED’s spatial and temporal accu-
racy and to determine the minimum detect-
able flood size for each river basin.

TROPICAL CYCLONE MODEL

Tropical cyclones are a major hazard in the
Southwest Indian Ocean (SWIO) region. The
(small) island developing states of Mada-
gascar, Mauritius and the Comoros are the
most exposed, with the coastal areas of Mo-
zambique and southern Tanzania (including
Zanzibar) also at some risk and Seychelles
lying at the edge of the active cyclone zone.

The first phase of modelling work for ARC'’s
Tropical Cyclone model was completed in
the first half of 2015. The second and main
phase of modelling commenced in late-Ju-
ly 2015 and was complete in early-2016. Key
outputs of this work were:

| Event footprint maps (wind and
storm surge), historical and simulated:;

[ | Probabilistic hazard maps (based on
simulated track set);

| Exposure database;

[ | Historical event modelled losses and
comparison with historical data; and

[ | Probabilistic modelled loss event set
for all SWIO AU Member States

The methodology replicates that used for
the most recent hurricane model updates
for the Caribbean and Central America by
the Caribbean Catastrophe Risk Insurance
Facility (CCRIF) for hurricane and earthquake
parametric insurance in that region.

Further research and development work
is being undertaken to possibly incorpo-
rate rainfall impacts associated with these
events into the model. Again this represents
progress being made by ARC in address-
ing the needs and concerns of its Member
States and development of tools and prod-
ucts to meet this demand.
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OUTBREAK AND EPIDEMICS

In response to demand from ARC's Member
States, following the Ebola crisis in 2015,
ARC's Outbreak and Epidemic (O&E) para-
metric insurance product is being designed
to provide coverage for disease outbreaks
with a focus on enabling and incentivising
early country-led response.

The ARC O&E programme was launched in
September 2016. Since then the necessary
technical work has commenced and part of
which includes the development of a meth-
odology for indexing and modelling national
outbreak and epidemic risk and which will
eventually be used to underpin parametric
insurance contracts to ARC Member States.

ARC has also established strong relation-
ships with technical partners such as the
African Union’s Social Affairs team and the
AU Centre for Disease Control and Preven-
tion (AU-CDC) and is also working with the
World Health Organisation (WHO) Regional
Office for Africa, specifically the Health Se-
curity and Emergency Team, and World Bank
Pandemic Emergency Facility (PEF) team to
forge technical and strategic collaborations
to ensure complementarity of work.

EXTREME CLIMATE FACILITY

The ARC Agency was specifically requested
by African Union Conference of Ministers of
Finance in March 2014 to develop a proposal
for a mechanism by which African states can
gain access to financing to respond to the
impacts of increased climate volatility.

Research and Development activities were
formally launched on an Extreme Climate
Facility (XCF) by ARC in September 2014. XCF
is envisioned as a data-driven, multi-year fi-
nancial vehicle that will track the frequency
and magnitude of extreme climate shocks
in Africa through an Extreme Climate Index
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(ECI) and provide additional climate adap-
tation funds for countries already managing
their current weather risks through ARC Ltd
in the event that extreme heat, droughts,
floods or cyclones increase in occurrence
and intensity across the continent. Techni-
cal work has already commenced on this
initiative.

There is a need to ensure greater level of
understanding and ownership of Africa
RiskView by the in-country Technical Work-
ing Groups.

There is a need to ensure a greater level
of understanding and ownership of Africa
RiskView by the in-country Technical Work-
ing Groups. High turn-over of government
officials, competition for limited experts
on various projects and programmes, lim-
ited expertise, challenges with identifying
the right experts and, in some instances,
low morale among some experts can create
challenges in ensuring consistency in en-
gagement around Africa RiskView.

Given this reality ARC has been actively ex-
ploring alternative training methods to sup-
port such engagement. This has included
steps towards developing e-learning train-
ing options, country exchanges, courses
within academic institutions which officials
can be certified for thereby directly contrib-
uting to certified skill enhancement.

Such options are being explored not only in
terms of boosting current government ex-
pert capacities but cultivating a stream of
such expertise for the future.

Strengthening of partnerships with African
technical and academic institutions is a
priority.

Given the challenges with capacities in many
Member States there is a need to develop
partnerships with technical and academ-
ic institutions on the continent to support
such technical expertise. This approach will
be crucial not only in addressing an imme-
diate need in many countries but also again
act as a source of true capacity building for
Members going forward.

To this end ARC has started the process of
actively engaging and developing Memo-
randums of Understanding and associated
work plans with some of the regional tech-

nical and academic institutions to support
this effort as well as the institutionalisation
of an ARC internship programme to build
exposure to risk management and financing
concepts.
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WORK STREAM 2: CONTINGENCY PLANNING

There are political implications associated
with the declaration of a disaster and this
can have implications for fast-tracking re-
sponse implementation.

For many African countries there are sen-
sitive political considerations around the
declaration of a disaster and specifically
drought events given recent history with the
term “famine” on the continent and an as-
sociation with the failure of a government
to act.

This presents a real challenge to ARC's com-
munication and operations around drought
events in country. The policies structured by
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governments are based on pre-defined pa-
rameters, which although might match the
occurrence of a significant event, may not
coincide with thresholds or political narra-
tives around declaration of “drought”/disas-
ter events.

For example, in 2014 payouts were triggered
after the bad 2014 agricultural season in
Senegal, Niger and Mauritania. These pay-
outs were triggered on “drought insurance”
policies based on thresholds set by the
countries themselves but this did not al-
ways match the political narrative in these
countries regarding the need to declare a
disaster. Given the nature of the ARC mecha-
nism as an early warning and financing tool,

although financing was triggered based on
predefined parameters being met, it did not
occur in a context where drought had been
declared. As a result, in some instances this
limited the ability to use fast-track procure-
ment processes to initiate response actions.

Despite this challenge, the ARC payouts of
2014 demonstrated that there is generally
a willingness in governments to find pro-
cedural ways around this complex issue.
In one ARC payout case, the Secretariat
officially wrote a letter expressing the im-
portance of meeting the ARC deadlines to
the Government and this was sufficient for
technicians to make an argument for expe-
dited processes.

Different actors perceive the urgency of a
disaster differently and this can impact
speed of response.

In the absence of outward signs of a
drought such as livestock deaths, starva-
tion or acute malnutrition, it can be difficult
to define an emergency and communicate
urgency around it. In the first few months
after harvest, there is often food available
in a country and there are often no major
price increases detected or disruptions in
cross-border trade of commodities.

Through the ARC payout experience, it be-
came clear that in some instances officials
who are motivated to deliver relief before a
crisis is allowed to develop, were met with
a lack of understanding, particularly among
finance officials, as to why effecting funds
transfers to the implementing agencies was
so crucial and time sensitive.

However, the ARC mechanism has emerged
as a means through which this gap is be-
ing filled as officials who traditionally might
not be engaged around issues of disaster

response and the critical role of early re-
sponse in reducing impact of disasters have
become increasingly sensitised to their role
in facilitating more timely response and in
identifying solutions.

Transfer of funds off budget cycle is proce-
durally extremely difficult.

The ARC Contingency planning and payout
experience in 2014/15 demonstrated that
financial budgeting and accounting rules
can sometimes impede funding flows from
Central Treasury to implementing agencies
or partners.

To facilitate earlier release of funds and
faster implementation, officials general-
ly preferred direct transfer of funds to the
implementing agency. The ARC payout expe-
riences to date demonstrate the effective-
ness of such an approach where the fastest
implementation occurred where funds were
directly transferred to the implementing
agency.

Although special accounts in the Central
Bank has been suggested as an alterna-
tive, there has been a general consensus
amongst implementing agencies and line
ministries that such an approach has his-
torically not proven to be efficient.

Coordination with partners can have both
positive and negative consequences.

On the one hand, it is possible that govern-
ments could lose the value of early inter-
vention if constrained by partners’ financ-
ing, targeting and delivery timelines. On
the other hand, sometimes government re-
sources alone are not enough and could re-
sult in smaller rations, operations of shorter
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duration, or fewer households assisted if
not fully coordinated with other humanitar-
jan actors.

Striking a balance is one requires constant
communication between countries and
partners.

ARC payouts empower governments to take
a lead role in coordinating response efforts
with humanitarian actors.

In countries where ARC payouts were trig-
gered there was generally an observation of
governments taking a leading role in coordi-
nating response efforts with partners.

Although the direct benefits of such obser-
vations are not directly tangible, they rep-
resent progress in the context of the AU’s
objective in the establishment of ARC for
African governments to take greater owner-
ship in managing response to disasters.

Accurate and timely reporting on payouts
can be difficult to obtain.

Much of the initial information exchanged
between ministries regarding procurement
and funds transfer is not available public-
ly. Thus, the flow of funds, once in coun-
try, proved difficult to track. Often, as ARC
government coordinators are based in the
capitals and operations are in the field, they
must rely on simple reports from sentinels/
field stations of figures with no accompany-
ing analysis, performance/impact indicators
or reasons for discrepancies in planned ver-
sus actual service delivery. Much informa-
tion is derived from informal relationships
and contacts between individuals in the
Secretariat and countries.
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Despite this challenge, ARC is moving to-
wards development of easier and stan-
dardised reporting templates to facilitate
more effective communication and sharing
of information on payout implementation.
Additionally, the inclusion of the need for
interim narrative and financial report on
progress made during payout implementa-
tion should help to address some of these
challenges. The interim report, although
an additional requirement, will not obviate
from the submission of a final response im-
plementation completion report and finan-
cial statement which countries are already
required to provide.

There is a need for flexibility and efficien-
cy in advising on and approving changes to
the FIPs.

In any operation, there will always be adjust-
ments that may be required based on the
realities on the ground. Through this pro-
cess it is critical that there is constant con-
tact and dialogue with country counterparts
in order to pre-empt possible challenges to
successful FIP implementation, advise and
agree on solutions, and obtain the requisite
approvals from ARC leadership in a timely
manner — understanding the guidance and
intent of the Governing Board in approving
the FIPs — allowing operations on the ground
to move forward smoothly and quickly.

Despite challenges in reporting, Govern-
ment interventions following ARC payouts
have all largely matched interventions as
outlined in their FIPs.

The ARC process audits assess a country ad-
herence to pre-defined SOPs for the imple-
mentation of response activities in line with
ARC's eligibility and implementation criteria

for activities identified in their FIPs. The FIP
is one of the most important reference doc-
uments for the audit.

Throughout the audit process it became
clear that the quality of the FIP and robust-
ness of the document have implications on
the implementation and its monitoring.

Despite challenges in reporting, where there
have been payouts, Government interven-
tions all largely matched intervention as
outlined in their FIPs (geographic coverage,
targeting process, nature of intervention and
implementation modalities). This successful
outcome required constant communication
between ARC and Member States.

Areas for improvement which were identi-
fied through this process included:

| Need for constant updating of a FIP
on receipt of payout to reflect as close as
possibly the situation on the ground, time
permitting;

| Need for timely formal communica-
tion regarding possible deviations from the
implementation plan;

| Need for countries to provide better
description of the early warning information
that triggered the payout and any further
assessments that informed the choice of in-
terventions outlined in the FIP;

| Inclusion of timelines for the com-
pletion of audits in the SOPs given key mea-
sure of compliance; and

| Ensuring greater consistency in the
FIPs across the board.

There was a variation in implementation
timelines for interventions following ARC

payouts. Despite this, and to date, all ARC
payout funded response activities have
still been implemented earlier or in line
with traditional humanitarian response
timelines.

Areview of compliance against the FIPs Stan-
dard Operating Procedures revealed that
most interventions experienced variations
concerning timelines. Significant delays in
the implementation of the programme, in
particular the food distribution, were ob-
served. This was caused by the retention
of ARC funds within the National Treasury
(both in Senegal and Niger following the
2014/2015 payout) and the inability to trans-
fer these funds to government departments
responsible for implementation in a timely
manner. Even though the ARC transfer ar-
rived early, the blockage of funds within the
National Treasury caused delays in some
activities implementation.

Based on this experience, the process au-
dit stated that the transfer of funds to the
National Treasury is strongly discouraged
for future ARC payouts. Alternative options
were presented for the management of ARC
payouts. These included:

| Transfer of payout directly to indi-
vidual accounts of the three main imple-
menting Government structures: CSA, SE/
CNSA, and DEPA (in Senegal’s case).

| Use of a special account at a private
financial institution under the supervision
of the Ministry of Economy and Finance (in
Senegal’s case).

| Transfer the funds in a specific ac-
count managed directly by CCA (in Niger's
case).

Despite this challenge, most of the ARC

2014/2015 payout funded response activ-
ities were still implemented earlier or in
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21m 900,000

People Assisted

Targeted food distribution
Subsidized sales of cattle feed
Cash Transfer

Conditional cash transfer and
food distribution in
drought-affected regions

927,416 people

Beneficiaries 900,000 animals

250,000 people

Livestock

157,000 people 808,834 people
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line with traditional humanitarian response
timelines.

Going forward and in line with the pro-
cess audit recommendations, any transfer
of funds to non-Treasury accounts will still
need to undergo all necessary due diligence
and authorisation processes accorded with-
in the FIP development process before for
ARC Ltd can transfer funds to any account.

Consideration needs to be given to diversi-
fication of food commodities for distribu-
tion.

For future implementations, ARC will en-
courage the inclusion of additional com-
modities, such as beans, sugar or fish, in
addition to rice and oil, in the free food dis-
tribution to allow dietary diversity.

Food coupons could be explored as an op-
tion to facilitate households’ acquisition of
different foods when needed and to miti-
gate difficulties related to transporting large
guantities of rice at a time.

The intervention can be further diversified
by including food for work rather than free
food distribution. Communities are ready
and able to work on small scale water re-
source development and conservation proj-
ects. Livestock related interventions such as
the provision of subsidised livestock feed
and health could also be considered where
these interventions are not already being
provided by government or are being pro-
vided but the coverage is insufficient. This
could include further linkages between ARC
insurance and the scalability elements of
existing social safety net programmes.

Such an approach is already in employed in
a number of ARC Member States i.e. in Kenya
where the ARC policy is structured to feed
in to the scalability aspects of the existing
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Hunger Safety Net Programme (HSNP).

Opportunities exist for further improve-
ment to the FIP Standard Operating Proce-
dures (SOPs).

Ultimately the process audits are assess-
ing the countries adherence to pre-defined
SOPs for the implementation which are in
line with ARC's basic eligibility criteria for
activities. This requires that specific atten-
tion be paid to these SOPs:

[ SOPs should be updated and com-
pleted to reflect new timelines after the in-
surance payout has been effected.

[ Only SOPs that are relevant to the
FIP and country context should be selected
from the list of generic ARC SOPs. Addition-
al SOPs related to the country context may
need to be included.

[ Appointing someone to follow up on
SOP deadlines would increase compliance.
The ARC in country focal point could be in
charge of following up on the SOPs, issuing
reminders and ensuring that those respon-
sible and aware of their responsibilities be
held accountable.

There is a need for a more robust Moni-
toring and Evaluation Process and corre-
sponding strengthening of Government
Monitoring and Evaluation systems.

Monitoring by ARC of the three ongoing op-
erations in 2015 was very challenging given
the time constraints of those involved in
implementation and the need for the coun-
try to communicate often with ARC Agency.
Changes to how ARC approaches monitoring
with countries during implementation are

being considered. These include:

| Developing a structured reporting
template once the FIP has been prepared,
tailored to the intervention(s) in question to
ensure more rigorous and detailed report-

ing;

| Requesting Government to submit
a more detailed interim narrative progress
and financial report as well as the final com-
pletion report and financial statement on
completion of programme implementation.
This may help reduce the reporting burden
on ARC Member States and enable higher
quality reporting;

| Clearly defining communication,
coordination and reporting arrangements
amongst the key actors involved;

| Need for training on monitoring and
evaluation for key government officials and
in particular the ARC Government Coordina-
tors; and

| Creation of standard reporting tem-
plates for the supervision missions and af-
ter each supervision visit the government
officials should quality assure all the re-
ports and compile a single summary report.

There is a need for mechanisms to provide
support for countries if Monitoring and
Evaluation Processes show that there has
been a deviation from an approved FIP.

In 2013, the ARC CoP adopted the Compli-
ance Rules outlining the process to be un-
dertaken if a country did not comply with its
approved FIP. These rules were designed to
be implemented after payout implementa-
tion had been completed. However, it be-
came clear during the implementation of
ARC's first payouts, in response to the 2014

drought in the Sahel, that ARC also need-
ed rules that would guide ARC Agency's re-
sponse to FIP deviations during implemen-
tation.

| It is important to provide feedback
and support to countries that are deviat-
ing during implementation so that they can
remedy the situation, rather than waiting
until the implementation has finished and
simply reprimanding countries.

| A system was needed to ensure that
ARC Agency’s actions were consistent for all
countries and situations, and so that ARC
Agency staff could have a clear understand-
ing of the types of situations that should be
escalated to the Board.

| The Mid-implementation Review
Mechanism (MRM) was adopted by the
Board to provide this framework. Using the
MRM in the context of future payout imple-
mentations will help ARC Agency to further
refine it to be better responsive to country
needs.

Defining clear channels of communication
is important for efficiency in implementa-
tion of payouts.

In designing the FIP, communication chan-
nels should be reviewed and clarified. Some
countries have multi-layered, heavy struc-
tures in place and informal communication
becomes the preferred option preventing
careful documentation and follow up.

When the FIP is prepared it would be useful
to map internal and external communica-
tion needs, including timelines and dead-
lines for follow up or submission of reports.
A strategy should map out and specify:

| Which type of information should be
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communicated to whom and within which
timeframe;

[ Which entity/level/person reports to
whom including deadlines for communica-
tion information or submitting reports;

[ Identify focal points at each level, in
charge of following up on reporting; and

[ | Identify a Focal Person (ARC GC) re-
sponsible for ensuring that the right peo-
ple receive the right information at the right
time.

Mapping an organogram of key coordination
mechanisms implicated in the ARC struc-
ture in each country along with updated
contact lists for each Committee would be
a first step in this direction. Brief terms of
reference (ToRs) should be set out for each
committee and the frequency of meetings
specified. Minutes of meetings should be
carefully recoded.

Such an approach will also be essential in
safeguarding against inefficiencies in the
system where chains of accountability can
be weakened through too many or unclar-
ified tiers of communication and assigned
responsibilities.

Early media engagements in country can
support better monitoring of payouts.

Anecdotal evidence suggests thatannounce-
ments of the imminent payouts during the
Secretariat’'s FIP preparation missions to
both Mauritania and Senegal through local
broadcast media and radio outlets — espe-
cially in local languages - allowed suppliers
to prepare to bid during the procurement
processes.

In Mauritania, an informal campaign among
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local journalists was initiated to inform po-
tential beneficiaries that relief would be
coming and also to track the FIP implemen-
tation in country.

Africa RiskView was actively used for early
objective targeting of affected communi-
ties.

Although all three countries have their
own early warning systems, mid-season as-
sessments, and targeting methods, Africa
RiskView confirmed or guided the choice of
geographical areas for early intervention,
which is often determined by less objective
methods.

Currency fluctuations present a real risk
and such fluctuations must be managed.

Countries develop their Operations Plans,
FIPs, and accompanying budgets for the use
of ARC Ltd insurance payouts in their local
currency. However, when ARC Ltd makes an
insurance payout, it is calculated and trans-
ferred to the country in US dollars, which
must be converted to local currency when
disbursed to the government’s line min-
istries for implementation. Changes to the
rate of exchange between a country's lo-
cal currency and US dollars may result in a
country receiving a higher (positive currency
fluctuation) or lower amount of local cur-
rency (negative currency fluctuation) than is
accounted for in the budget of the FIP.

Negative Currency Fluctuations

When a country is exposed to negative cur-
rency fluctuations that will impact the activ-
ities already planned in its FIP, the country
can decide to lower its operations cost, in-
cluding reducing the size or the length of
the activities. The country may also wish to

reduce the number of selected activities in
its FIP to accommodate the actual amount
of funds received. This process is actively
documented and reported to the Secretar-
iat.

Positive Currency Fluctuations

When a country receives a higher amount in
local currency than was anticipated as re-
sult of positive currency fluctuation, it shall
use the surplus to fund activities (the Ad-
ditional Activities) that are in keeping with
the principles of ARC. The country is able
to adjust the FIP to address the immediate
needs of the affected populations in time-
ly manner by increasing the size or length

of activities, or adding another activity that
was contemplated in the Operations Plan.
Alternatively, if modifying the FIP is not pos-
sible, a country may choose to implement
an Additional Activity based on an activity
that was included in the country’s approved
Operations Plan. If neither of these options
is possible, the country may use some or all
of the surplus to fund increased investment
in other activities such as risk management
or food security activities that are in keep-
ing with the principles ARC. In such cases,
countries provide the Secretariat with a de-
scription of the Additional Activities under-
taken using the surplus funds.
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WORK STREAM 3: RISK TRANSFER

Despite interest in ARC insurance products,
countries face a number of challenges in
mobilising premium and ensuring consis-
tent participation in the insurance pool.

Despite their significant interest in access-
ing parametric insurance coverage from ARC
Ltd, one of the major barriers countries face
in ensuring their participation in the ARC
Ltd pool is mobilisation of premium funds
in the early years of participation.

In the traditional natural disaster response
universe, African sovereign budgets and
response systems are often by-passed as
international humanitarian actors both fi-
nance and execute assistance. The cost of
natural disaster risk, in both direct losses
and impact on economic development, is
thus not recognised in most national fi-
nancial systems, and budgetary provisions
to manage risk for resiliency against such
costs are not made.

Beyond the aforementioned, mobilising pre-

mium and ensuring consistent participation
in the insurance pool is further impeded by:
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FISCAL CONSTRAINTS

Premium payment is often not prioritised by governments
who are facing, in some instances, unprecedented
fiscal constraints. As a result of this, although there is a
recognition of the value of ARC insurance, governments
have to make difficult trade-offs and often are unable to
pay their premiums given other pressing needs.

PAYMENT FATIGUE

There is a sense of fatigue for countries to pay premium
from their own resources when they have not received
payouts in prior years. This is an issue that also speaks
to the need to continue to work on the development of a
culture and associated disciple required for efficient risk
management. It is an issue which is exacerbated by the
moral hazard presented by the traditional humanitarian
response system.

POLITICAL INSTABILITY

Civil unrest often leads to inaction and changes in
government. For ARC, thisresultsin aloss of momentum and
a need to repeat key activities that would lead countries to
an improved risk management system including financing
through ARC insurance. In addition, elections have often
disrupted the normal decision-making processes in
government and can be a major challenge on the continent.

SHIFTING PRIORITIES

ARC's programme creates consensus around the
importance of index-based weather insurance and the
need for better disaster risk financing mechanisms.
Consensus is built through working with policymakers and
technicians. However, a change in decision makers results
in policy changes and a shift in government priorities.
A potential shift in a sovereign’s approach to building
disaster resilience can reduce appetite for ARC products.

There is a need for premium financing sup-
port for ARC Member States.

Disaster risk financing instruments are a
critical piece of a holistic risk management
approach and through ARC, African govern-
ments can already take out insurance in ex-
change for a premium.

In ARC's insurance pools to date, all par-
ticipating national governments have paid
premiums from their own budgets. How-
ever, based on ARC's extensive discussion
with government officials, integrating pre-
mium into national fiscal strategy, includ-
ing integration into the portfolio with IFls,
is essential to ensure sustainability of these
payments and the growth of ARC's compre-
hensive risk management footprint.

ARC's comprehensive approach assists
countries in early warning and prepared-
ness, and provides a highly cost-efficient
and innovative mechanism to finance coun-
try-led rapid response. But sovereign African
states, most of which are amongst the least
developed in the world, require support in
building risk management financing and
resiliency planning into annual budgetary
processes, as the true long-term benefits to
sustainable development are recognised.

Premium financing to support governments
as they seek to build out their risk manage-
ment capacities, is increasingly a topic of
discussion. Precedent for such support ex-
ists and has been highly effective. The Ca-
ribbean Catastrophe Risk Insurance Facility
(CCRIF), the first sovereign risk pool, has one
least developed country (LDC) client, Haiti,
whose premium has been fully funded by
donor grants (including IDA, Canada and the
Caribbean Development Bank (CDB)) for all
10 years of its participation. The four oth-
er IDA-eligible participating states in the
Caribbean each received concessional fi-
nancing which covered 3.5 years of premium

payments; all of these countries have sub-
sequently maintained coverage, paying pre-
mium from their own budgets, at or close to
that obtained with the financed premiums
since the inception of the facility in 2007.
CDB also provided concessional financ-
ing for 8 eligible countries for one policy
year. CCRIF's recent expansion into Central
America is supported by availability of con-
cessional financing for the two IDA-eligible
states in that region. Likewise, the Pacific
Risk Pool (PCRAFI) is in the third year of its
pilot phase. Premiums for all five of the ini-
tial participants were fully grant-supported
for the first year and have been almost fully
supported for all four subsequent years.

There is a need for continued insurance-re-
lated risk education and strengthening of
Insurance regulator capacities.

With the emergence of new insurance prod-
ucts and tools such as parametric insurance,
there is a need to invest heavily in education
and awareness around insurance and risk.

In parallel, offices of insurance regula-
tors must also be strengthened and bet-
ter equipped to understand these newly
emerging tools and ensure they are being
appropriately deployed.

There is no one size fits all disaster risk fi-
nancing framework/approach.

Despite the need for all countries to devel-
op sustainable and well structured risk fi-
nancing systems, there is no one-size-fits all
approach.

The risks faced by each country differ and

particularly so in the unique social, polit-
ical and development context or reality in
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a country. Taking these issues into consid-
eration and as part of a broader approach
of a government will be the driving force
in defining what the country specific risk
financing structure will look like and how
countries will seek to harness instruments
such as the parametric insurance coverage
offered by ARC.
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