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I. PROJECT SUMMARY
The Caribbean is one of the most natural disaster prone regions, threatened by hurricanes, floods, land-slides, and earthquakes. Its increasing vulnerability to changing weather patterns was evident in October 2011, when the tropical storm 12-E hit Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua with an estimated economic impact of nearly USD 2 billion[footnoteRef:1]. In order to deal with this situation, a Private Public Development Partnership (PPDP) has been established. Among the members are: MiCRO as key actor to initiate catastrophic insurance in the Caribbean, Swiss Re as global re-insurer with ‘state-of-the-art’ insurance expertise, FOMIN as the largest donor and microfinance supporter in LAC, and the Swiss Agency for Development and Cooperation (SDC) as key microfinance donor in Central America, notably in financial education. This partnership will support MiCRO in initiating a catastrophic insurance market for vulnerable and low-income households in the Caribbean, specifically helping implement the modeling and designing of a catastrophic microinsurance product as well as a business plan for MICRO to offer the product via insurers to MFIs in the region. This partnership will help implement the modeling and designing of a catastrophic microinsurance product as well as a business plan for MICRO to offer the product via insurers to MFIs in the region. This will be done through the Central America and Caribbean MiCRO segregated cell[footnoteRef:2].. The products will be tested through a pilot with some of the more important MFIs in the region. Additionally, substantial capacity building is required at all levels of the value chain: vulnerable and low-income households, MFIs, and microfinance associations. Therefore grants are required to offset these initial costs of setting up institutional infrastructure that can efficiently manage regional catastrophic risk. The PPDP will initially mobilize USD 14.4 (of which the MIF support represents only 10.4%) million in funding the required equity to underwrite risks during the pilot phase as well as technical assistance.  .   [1:  The GFDRR report on “Country Notes for Central America” provides the most detailed disaster-related information at country level and is accessible under www.gfdrr.org/sites/gfdrr.org/files/DRM_CENTRAL_AMERICA.pdf. ]  [2:  A segregated cell company is a company containing assets and liabilities that are legally segregated from the assets and liabilities of the company’s general account and the other segregated cell accounts. Advantages of insurance companies writing (re)insurance business through segregated cell: (a) Less expensive and quicker to form than a captive or an insurance company; (b) Does not create a legal person distinct from the general account; (c) Investors are non-voting preferred shareholders and generally do not need to consolidate their investment in the segregated cell; (d) Easier to unwind ; (e) Not separately licensed ] 

It should be noted that the MIF’s commitment to helping MFIs with liquidity in order to sustain their operations after a natural disaster or emergency started in 1998 and has continued to evolve. In 1998 the MIF approved the Mitch Facility for $14 million, and with this provided credit to 35 MFIs in Central America. With the remaining funds of this facility, the MIF set aside resources that were then used when the earthquakes occurred in El Salvador and Arequipa, Peru, thus helping 5 IMFs more. After this facility was completely depleted, the MIF designed the Emergency Liquidity Facility (ELF), a more forward-planning mechanism by which qualified MFIs are guaranteed a line of credit in case of a disaster. ELF is ending in 2014 and has been a success; this project embodies the next stage in this evolution, whereby risk will be transferred to capital markets through the most appropriate financial instrument: insurance. 
II. PROJECT CONTRIBUTION TO THE ACCESS FRAMEWORK
This project is aligned both with MIF's mission and MIF’s microinsurance agenda. The project attempts to stimulate private sector participation in the microinsurance market and is aimed at benefitting people living in poverty or vulnerable situations as well as increasing the number of service providers that offer microinsurance services in a commercially sustainable and customized way to meet the needs of the low-income population in LAC.  In partnership with MiCRO, the MIF will help develop a parametric and basis risk micro (re) insurance model and pilot test it with between 1 and 3 MFIs, giving the MIF the opportunity to help develop and test a solution that can be scaled-up in a commercially sustainable manner and contribute to alleviating the poverty generated by natural disasters in the region. Inherently, an enormous amount of (currently unavailable) data about vulnerability and coping of the target region will be collected in the process of developing and administering this product.
III. INFORMATION
	COUNTRY:
	Central America and the Caribbean 
	Technical cooperation 

TOTAL MIF FUNDING:
	$ 1,500,000

$ 1,500,000
	10.4%

	LOCATION: 
	REGIONAL
	In Kind COUNTERPART: MiCRO and Swiss Re[footnoteRef:3]  [3:  Swiss Res contribution at this stage of the project consists of supporting MiCRO with a CEO secondee over two years to support MiCRO, plus $170,000 cofinancing the initial activities for the set-up of the Cell. See Annex 1] 

	$ 1,511,207
	10.5%

	EXECUTING AGENCY:
	MiCRO
	Cash counterpart: co/financing by SDC and further partners 
	$ 11,426,452
	79.1%

	ACCESS AREA:
	ATF and ABS
	TOTAL PROJECT:
	$ 14,437,659
	100 %

	AGENDA:
	Microinsurance and Climate Change
	DIRECT BENEFICIARIES:
	30,000 vulnerable households

	COMPLEMENTARY BANK OPERATIONS (IF ANY):
	All of the microinsurance projects in execution
	INDIRECT BENEFICIARIES:
	120,000 (considering 4 members per household), insurance companies and different distribution channels, mainly MFIs.

	
	
	QED SCORE:
	8.77




IV. PROBLEM DIAGNOSIS
Summarize the problem(s) Poor and low-income rural households often live and work in vulnerable locations (both rural and urban), making them vulnerable to extreme events that contribute to the existence of poverty. Compounding this, they largely do not have access to risk mitigation techniques let alone microinsurance nor have extra resources set aside, and their productive assets are often destroyed by natural disasters or liquidated to smooth consumption following an external shock[footnoteRef:4]. These households find themselves deeper in poverty and/or debt after a disaster. This situation is more critical in the Caribbean region, considered the most vulnerable region to climate change and its effects. However, despite the fact that (i) catastrophic microinsurance is proving to be an efficient and sustainable risk management tool that allows these populations to recover and resume their productive activities following a disaster and that (ii) the microinsurance sector in LAC has recently experienced tremendous growth in life and accident coverage and a notable increase in products covering multiple risks, the most needed product, Catastrophic/Property microinsurance, remains extremely limited[footnoteRef:5].   [4:  Jerry R. Skees and Barry J. Barnett, Enhancing Microfinance Using Index-based Risk-Transfer Products, 2006. ]  [5:  MIF. The landscape of microinsurance in Latin America and the Caribbean, 2012. www.microinsurancecentre.org] 


Causes of the problem: The Landscape of Microinsurance in LAC provides a picture of the problem’s roots, identifying lack of adequate supply and of microinsurance knowledge at all levels of the value chain. This, in turn, is due to there being little to no actuarial capacity nor modeling expertise that can preview the amount of damage that may happen if a determined event occurs. On the other hand, the population does not master insurance issues and lacks adequate information regarding risk management techniques. Insurance companies do not have enough knowledge about the low-income market and in some cases, do not have sufficient size and solvency to underwrite catastrophic risk for an unknown market. Through its components, the project will address these ultimate causes of the problem:
Actuarial capacity: Quantification of risk for microinsurance in LAC is typically based on institutional experience rather than actuarial data that cover the low-income market. Actuarial capacity building, including development of risk tables covering the low-income market, would benefit microinsurance expansion in the region. MiCRO is already working on the modeling process and the gathering of relevant target market information, using funding from SDC and in-kind contributions from MiCRO and Swiss Re. Through the development of the project, local insurers along with MiCRO will absorb international experience on the best practices to develop internal capacity for its institutions.
Market awareness and consumer protection: Helping the market understand the benefits, issues and uses of microinsurance is important: 85% of insurers believe that the vulnerable market in LAC does not understand insurance. Strategies should be developed to meet the needs in each country, and monitoring the effectiveness of market education approaches will be crucial for finding the most financially efficient methods. Building up the meso level of microinsurance[footnoteRef:6] support in the region will help to improve microinsurance value and volumes. This might include microinsurance capacity building of insurance associations and of insurance training institutions.   [6:  The meso-level consists of the financial infrastructure needed to facilitate the functioning of micro level activities. Meso-level infrastructure includes training facilities for insurance managers, availability of efficient software, availability of data to better understand and seize risks, etc. ] 


Classify the problem in one or more of the following categories that most apply: 

	Market failure
	
	Skill deficit
	

	Institutional weakness 
	
	Collective action problem
	

	Policy weakness/failure 
	
	Lack of appropriate technology
	

	OTHER: 
	Explain as needed

	
	


Project beneficiaries:  The ultimate direct beneficiaries are poor and low-income households in Central America and the Caribbean.  It is expected that at least 30,000 such households will have access to formal catastrophic microinsurance as a result of the project; the number per country will be established during the due diligence. These households are headed predominately by women living in risk prone areas with income depending on crop prices[footnoteRef:7], productivity and climate conditions. Consequently, their income varies yearly and has an approximate value of US$ 5 per day. Their productive activities have significant exposure to natural disaster risks, which, especially when considering the impacts of climate change in the region, significantly limits their ability to access credit.  Catastrophic microinsurance will allow this target population to increase the investment levels (better seeds, better technologies, etc.) with better access to credit and with retained earnings, resulting in increased levels of crop yields and income. The project will initially cater to existing clients of microfinance institutions (MFIs), cooperatives, credit unions and producers associations. During the initial pilot phase, between 1 and 3 MFIs will be involved in the project. It is expected that at least 59%[footnoteRef:8] of the beneficiaries will be women. [7:  Urban clients are also affected by the instability of crop prices and yields as the economies are generally shaped by the agricultural results.]  [8:  Percent of Redcamif’s clients who are women ] 

MiCRO, the distributions channels (MFIs, cooperatives, associations, etc.) and local insurers will also benefit from the project activities and outcomes, through the project´s emphasis on capacity building. 

V. PROJECT DESCRIPTION 
	
Objectives and specific details.  
The expected impact of the project is to help poor and low-income populations that are vulnerable to natural disasters to increase their risk management tools and achieve more sustainable livelihoods through income and consumption smoothing. The expected result is to facilitate poor and low-income Central American and Caribbean’s access to (and use of) adequate parametric catastrophic microinsurance products covering natural catastrophes including hurricanes, earthquakes and excess rainfall through a sustainable institutional infrastructure in Central America and the Caribbean . 
[image: ]

MiCRO’s Segregated Cell Corporation (SCC) structure means that individual cells provide risk transfer to a particular client (e.g., an MFI) or region (e.g., Haiti), allowing them to launch a microinsurance scheme. A cell must be founded, ideally with a portion of the capital contributed by the client as sponsorship for their microinsurance coverage and to align interest between the MFI and MiCRO.

















Flow of activities:
1) The MFI purchases a catastrophic group policy from a local insurer that re-insures itself with MiCRO
2) The MFI distributes the catastrophe insurance cover to all its micro borrowers (voluntary or mandatory)
3) The MFI is responsible for the administration of the insurance product, including product distribution (sales), marketing, client education, premium collection (adapted to the clients’ payment capacity), as well as claims handling and settlement. 
MiCRO is setting up a Central America and Caribbean cell to underwrite the risks assumed, both parametric risk and basis risk. This Cell, with initial funding from SDC, will underwrite the pilot phase which comprises this project.  MiCRO retrocedes 100% of the parametric risk to Swiss Re, a leader in the global re-insurance market.

Components.  
I. Catastrophic microinsurance product modeled, designed and capitalized.
This component is comprised of the following activities: (a) validation of the demand for catastrophic insurance from MFIs, producer associations and final beneficiaries (focus groups and surveys); (b) analysis of the specific legal and regulatory framework in the target countries regarding parametric insurance; (c) consultancy with specialized actuaries[footnoteRef:9] in order to develop risk mapping and prospective models that will provide information on the appropriate trigger or parameter for payments under different conditions and circumstances (actuarial capacity); (d) prototype development of retail catastrophic product (mandatory and voluntary) and corresponding reinsurance products; (e) business plan for setting up the Central America and Caribbean  Cell by MiCRO, and (f) identification of potential partners and investors in the Cell. [9:  During the analysis mission the team will assess the necessity of training more actuaries on risk mapping and modeling.] 

II. Pilot implemented. 
The designed product should be tested as a pilot before rolling out the full commercialization. Consequently, the objective of this component is to better understand the market, adapt the product to final demand, identify potential pitfalls and enhance the final product. Note that because the risk involved in the pilot phase must be underwritten, SDC is funding the Cell with equity during this stage. This component includes the following activities: (a) pilot testing of catastrophic insurance products with at least one MFI in each country[footnoteRef:10] (b) substantive capacity building and training to distribution channels (MFIs) and to the value chain of insurance in each country, (c) risk management training for beneficiaries (training on awareness of the environment as well as in adaptation and mitigation measures) and for all stakeholders involved; (d) development of a monitoring and control system for the general administration of the project and monitoring of results, (e) creation of baseline data to support the outcome monitoring system and a later impact study, and (f) development of a plan and strategy for the funding of the Central America and Caribbean Cell based on the partial results of the pilot. This is necessary so that potential investors can measure their own risk appetite based on concrete results and expected insurance claims, payments and take-up.     [10:  The MIF and MiCRO will select the participating MFIs based on the following criteria: governance, financial strength, rural portfolio, majority of women clients and alignment with the MFI institutional mission.] 

III. Knowledge dissemination activities and communication.
The objective of this component is to document and disseminate the knowledge generated by this project. The main audiences will be donors, insurance regulators and supervisors, other reinsurance and insurance companies, MFIs, and in general, microinsurance practitioners (auditors, actuaries, consultants, channels, risk modeling companies, etc.) The main activities are: (a) development of Emerging Insights[footnoteRef:11] during execution and a case study at the end of execution. These knowledge products will be published by the MIF, MI Network and other appropriate websites and journals, addressing such topics as efficient catastrophic risk reduction, microinsurance education, conditions and best practices for multi-partner alliances for catastrophic insurance, product design, the business model and appropriateness of MFIs as a channel for catastrophic insurance, and impact of basis risk on client value; (b) organization of workshops and webinars for different stakeholder groups; (c) development of a ‘Best-practice’ tool kit for rolling out hybrid index/indemnity insurance programs; and (d) an exchange visit with a South American insurer interested in expanding this model to their region.  These activities are expected to support the replication of MiCRO’s experience the region. As most TA will be funded by taxpayer money from SDC and MIF/IADB, it is important to ensure that the information and knowledge generated becomes a public good, known to a wider public. The Donors Memorandum should clearly spell out what information and expertise gained is public and what is private with exclusive ownership rights of MiCRO and/or Swiss Re.  [11:  Emerging Insights are one of the knowledge products the Microinsurance Agenda is developing based on our Agreement with the ILO’s Microinsurance Innovation Facility.] 


MIF or other organizations’ experience. The lessons learned on and effectiveness of the model can be extracted from MiCRO’s first pilot in Haiti where it offered catastrophic microinsurance to 58,000 microfinance clients of Fonkoze. There the institution paid claims totaling US$ 3,620,149 to 12,906 clients and their families (an average value of $281 per claim) for four major weather events and four localized events including Hurricane Irene and Tropical Storm Emily. In total, 12,906 Fonkoze borrowers benefitted from: elimination of borrower’s debt (loan balance reimbursement to Fonkoze), emergency cash payment of HTG 5,000 (US$ 125) to restart their business, and a new loan to recapitalize their business. Fonkoze estimates that, without the microinsurance protection, an amount totaling approximately US$ 500,000 would have defaulted and eventually written-off.
However, Fonkoze decided to offer coverage to its clients, which exceeded the insurance policy, limits the company had with MiCRO, thus absorbing excess risk from the very large number of claims. This action taken by Fonkoze was a significant financial strain on the MFI. It also showed that the final beneficiaries must receive detailed financial education on insurance.

Lessons learned and/or best practices The lessons learned for this project are extracted from the first pilot project that MiCRO implemented in Haiti with Fonkoze, as well as from other similar ventures with low-income people in other regions[footnoteRef:12].  [12: http://www.microinsurancecentre.org/milk-project/milk-docs/doc_details/933-milk-brief-15-qdoing-the-mathq-catastrophe-insurance-in-haiti.html  ] 

Lessons learned: 
1) On average, Haitian respondents to surveys administered by consultants, incurred costs amounting to 2.7 times their monthly income, the largest portion of which were indirect costs of lost profits and wages.
2) While selling assets was a common financing strategy for all respondents, the uninsured sold substantially more assets than the insured, depleting in-kind savings in order to stay afloat.
3) There exists a tradeoff between faster-paying index products that have basis risk and products that attempt a more equitable assessment of damages which leads to delays. In Haiti where the latter approach was utilized, clients experienced long delays with claims processing averaging 58 days, and 63% of them reported additional financial difficulties due to the delay. This experience underscores the importance of creating a system which allows for faster processing time.
4) Of the received claim, the insured saved or invested over half of the insurance payout on average. The rest was used to pay off debt and to increase consumption.
5) Despite the insurance contract between MiCRO and Fonkoze setting limits to the coverage on each policy holder, Fonkoze decided to offer unlimited coverage to its clients. As a result of the impact this had, MiCRO will make sure that MFIs comply with the insurance terms moving forward.
These lessons plus the need for financial education will be taken in consideration when designing the product for the Central America and Caribbean Cell.

VI. MIF ADDITIONALITY
MIF Non-Financial Additionality:  The MIF will bring its experience and knowledge of the region to help in the design of a sustainable business plan that is acceptable to potential investors. Also, the MIF can leverage knowledge from other regions and from different practitioners involved in this sector who can assist in achieving the desired impact. These partnerships will lessen the burden on the public sector and non-profits to provide relief and assistance following disaster. They will also demonstrate and support the development of insurance markets in underserved countries.

MIF Financial Additionality: The MIF’s participation is crucial. A regional project such as this one requires the support of various shareholders and donors. Given the large participation of the Swiss Development Agency, it is important that the MIF, as the largest regional donor, contributes to the generation of knowledge and lessons. At the same time, given the potential interest that the MIF may develop in participating in the equity of the Central America and Caribbean Cell, it is important that the MIF be involved in this initial phase in order to guarantee the development of a sustainable business plan.

VII. RESULTS INDICATORS
Quantitative and qualitative metrics: 
	Level
	Area
	Indicators

	Household
	Risk Management
	· At least 30,000 vulnerable persons trained on risk management and disaster risk reduction.
· At least 50% of participants/MFI staff able to describe the product in simple language.
· Upon completion of the project, at least 15,000 households renewing the policy.
· # of households implementing disaster risk reduction strategies[footnoteRef:13]. [13:  Indicator from MIF’s Access to Basic Services – Adaptation to Climate Change Agenda] 


	Final Beneficiary
	Financial Inclusion
	· At least 30,000 people covered by catastrophic microinsurance.
· At least 59% of beneficiaries are women (average percentage of female clients in REDCAMIF’s  Central America and Caribbean affiliates).





VIII. IMPACT INDICATORS
Provide quantitative and qualitative metrics of the desired impact
At the end of the project we will measure whether beneficiaries reduce their vulnerability with respect to coverage of emergencies. The typical actions taken by poor and low-income people when they do not have insurance are: selling off remaining productive assets, depleting their savings, and assuming more debt at prohibitive costs.  Therefore, resilience indicators should relate to the relationship between insurance and handling of emergencies. The quantitative impact indicators expected to be monitored are:
a) At least x% of the beneficiaries maintained their initial productive assets after an incident; of those that did not maintain this initial productive assets, x% did not deplete those assets by more than 20% from the baseline value, as measured 30 days after payment of the claim. 
b) At least 5 new stakeholders or potential investors involved in the project.
c) Monthly value of the business sales of insurance companies involved in the project[footnoteRef:14]. [14:  Ibid] 

During the analysis mission, the team will do a more in-depth analysis with the executing agency to identify and decide what additional impact indicators should be gathered. These indicators will be measured against the base line and will compare expenses of insured and uninsured clients in the region.

IX. SYSTEMIC IMPACT
Describe how the project advances systemic change If the pilot results are positive for the Central America and Caribbean Cell, MiCRO’s product has the potential to be implemented in this region successfully as well as taken to other LAC countries. Additionally, MiCRO will have the ability, capacity and knowledge to continue and expand the benefits of catastrophic microinsurance to the next level (other regions in LAC and worldwide). Through its segregated cell structure, the business model guarantees that the different cells are not contaminated by risks from other regions or projects, thus helping to achieve financial and operative sustainability (see footnote 2).
It should be highlighted that MiCRO expects that for Q1 2018[footnoteRef:15], its catastrophic insurance coverage will reach at least 250,000 households in Central America and the Caribbean, with an expected impact in the lives of at least 1,000,000 vulnerable people (assuming an average house-hold size of 4 members).  [15:  When MiCRO can roll-out the product with enough equity to support the inherent risks. ] 


X. BASELINE DATA, MONITORING MECHANISMS AND EVALUATIONS
Baseline data As part of the project, MIF will finance a baseline survey at the beginning of the project that will collect socioeconomic information of the beneficiaries. This information will mainly be related to: gender, income level, economic activity, household size, civil status, number of dependents, location, and vulnerability to climate events and catastrophes. Additionally, the distribution channel staff will be trained to collect and adequately capture the information that initial studies and monitoring systems requires.

Monitoring mechanisms. High standards of data collection and management are de rigueur for most insurance companies.  Most rely on robust data inputs and outputs to inform their operations– from initial product development to individual client underwriting and through to final claims payment.  MiCRO is no different and strives through all of its interactions with (re)insured clients to achieve the highest levels of data transparency possible.  Data collection is thus built into MiCRO’s administrative mechanisms insofar as institutional clients are unable to access MiCRO’s coverage benefits unless they comply with risk-related and contractually enforced requirements surrounding information sharing.   
Describe how the project will be evaluated.  Being a pilot project, the team thinks an impact evaluation is unadvisable given the potential changes that may occur in the product during this phase. However, to monitor the Impact and Result indicators of the project, an ex-ante and ex-post methodology will be utilized to assess change in beneficiaries’ situation. The project will have also have a mid-term evaluation, which will look to answer questions related to project relevance (how clients are using the insurance), the consistency of the results compared to beneficiary needs (did the project respond to target beneficiaries specific needs?) and if expected results were met (if not, what did the project do to remedy the situation?). The evaluation will also assess the effectiveness of the design (to what degree did the EA reach project results?) and evaluate the efficiency with which it was executed and managed (how appropriate were the activities implemented in terms of time and cost?).
XI. EXECUTING AGENCY
Executing agency Given that MiCRO was incorporated only recently (2011), even in the midst of their significant experience since then the team considers it best for the MIF to be the executing agency. However during the analysis mission, the team will examine MiCRO’s capacity in order to determine their ability to execute a MIF project in such a way that does not interfere with their main business and that generates capacity for future expansions.  
MiCRO is a startup segregated cell company[footnoteRef:16] (for profit) incorporated in Barbados and launched in March 2011, which consists of the Core Cell and the Segregated Program Cells. MiCRO is a unique institution backed by the knowledge and experience of worldwide state-of-the-art practitioners like Swiss Re, CaribRM and Guy Carpenter. The Core Cell contains MiCRO’s common equity shareholders (Fonkoze and Mercy Corps) and has governance responsibilities for the entire entity. This Core Cell does not retain risk but is funded to manage the company. The Core Cell, as a manager of the company, is a small entity with assets of $275,781 and equity of $155,175 according to the audited financial statements of 2012. This Core Cell is the entity with which the MIF will be designing the project to create a Central America and Caribbean cell. As a result of policy limits and the cellular structure of the company, MiCRO is able to limit and segregate its total risk in any given transaction so that there is always capital to pay claims, even if they are above average, and so that the other cells are not exposed to the insurance risks taken by any other cell. Therefore although the 2012 losses reflected a difficult year, the company was not, and could not have been, financially imperiled. Losses were contained in the cell, which was specifically set up for the purpose of taking the insurance risk of Fonkoze policies. [16:  At the moment there is only one segregated program cell, supporting the current insurance program in Haiti for Fonkoze, primarily retaining basis risk. Because Fonkoze is the client for that program, they also invested in this cell. As founders, Fonkoze and Mercy Corps invested in the Core Cell. The Swiss Agency for Development and Cooperation (SDC) provided additional funding into the cell through Fonkoze and also invested in the Multidonor Trust Fund (MDTF), administered by the Caribbean Development Bank. This MDTF was created so that MiCRO’s equity is not affected with basis risk payments. MiCRO is in the process of establishing an English Caribbean Cell to operate in alliance with DFID.] 

The insurance operations are carried out separately within each cell and the assets and liabilities relating to each cell are segregated from all other cells. The cell acts as a reinsurer of parametric catastrophic property risk, reinsuring 100% of the parametric loss with Swiss Re. The aggregate limit is $10 million, subject to sub-limits of $7.5 million for earthquake, $4 million for windstorm and $3.7 million for rainfall[footnoteRef:17]. If the parametric loss payment is not sufficient to cover actual losses, the cell will be liable for 85% of the amount by which the actual losses exceed the parametric loss payment (85% of the basis risk). [17:  These are the coverage limits for the Haiti Cell. Determining the coverage for the new cell is part of the outputs of the project.] 

As of December 2012, according to the audited financial statements, Cell A’s (Haiti) assets were $3.4 million with equity of $712,000 after assuming losses for $1.1 million. Given that the cell assumes 85% of the basis risk, the Haitian Cell reflects in its 2012 financial statements the underwriting losses caused by having reached the limit of the basis risk coverage and the fact that the Board approved an ex-gratia payment of $973,070 to Fonkoze to compensate it for the losses suffered from a hurricane that was not covered by the insurance due to the insurance limit having been reached. 
The Core Cell may be small in terms of assets but it has an immense knowledge and experience gained through the administration of both the Haitian Cell and an English Caribbean Cell, through which they have worked directly with DFID, as well as from an analysis and feasibility study to establish a Philippines Cell.  MiCRO's operations are conducted by an executive director who oversees contracted agents from Guy Carpenter, Caribbean Risk Managers, and Marsh Captive Services with the support of members of the partner organizations Fonkoze, Mercy Corps and Swiss Re, and oversight from the Company’s Board of Directors. Contractors and staff are organized in technical teams. The annual operating budget of MiCRO is approximately $300,000 but varies based on business quantity. 
[bookmark: _GoBack]During 2013 MiCRO has achieved very important experience managing donor´s fund. An initial agreement with SDC was signed earlier this year (included as attachment), by which SDC and Swiss Re committed funds for the “initial phase”, which comprises starting the risk mapping and modeling. The funds thus committed and already in execution are CHF 731,300 (around US$786,500). The remaining funds are committed but not yet approved. Hence, the MIF´s participation will be done in pari-passu with SDC’s disbursements. During the due diligence mission, the team will determine along with the Executing Agency and all the stakeholders, the exact milestones that must be met in order for the MIF to disburse. Initially these milestones are related only to TA counterpart but as the project evolves, the MIF will not disburse unless the Cell to be created has the appropriate equity and solvency to sustain the risks it intends to underwrite.

Institution’s core business The project is in line with the interests and priorities of the executing agency. MiCRO’s vision is a world in which the uninsured have access to affordable and appropriate risk management tools that are essential to escaping poverty. Its mission is to empower those living in poverty to manage their risks in a sustainable and fair manner by bridging the divide between global markets and the most vulnerable. MiCRO is a social enterprise committed to operating in a financially sound manner. 

Other partners Swiss Re (www.swissre.com) is the global leader in agricultural and catastrophic re-insurance in the South and the ‘insurance brain’ behind MiCRO. SDC already has several important PPDPs with Swiss RE. Swiss Re is supporting this initiative by financing MiCRO’s Executive Director for a period of 5 years.
Swiss Development Cooperation. Will provide TA  as counterpart in the project for the development of Actuarial Notes and Market studies, as well as the initial capitalization of the Cell in order to underwrite the pilot policies.

XII. PROJECT RISKS  
	Main identified risks related to the operation
	Probability of occurrence
	Impact
	Planned measures (for mitigation or other)

	NATURAL DISASTER RISKS. A series of devastating hurricanes may threaten the financial viability of the participating MFIs and the capital base of MiCRO
	Medium
	High
	MFI level: MFIs have to set clear risk exposure caps to secure and contain financial consequences.
MiCRO level: Sufficient financial reserves need to be accumulated during years that experience fewer claims.
The public partners need to provide sufficient reserves through a capitalization Cell and/or a Multi-Donor Trust Fund.

	UPTAKE RISK. Demand for catastrophic insurance can be low as clients have low levels of financial education on insurance. They are un familiar with or unwilling to pay upfront premiums. This can pose a significant business risk for the MFIs
	High
	High
	Financial education is key for vulnerable households to understand insurance as a risk mitigation instrument and how to use it. Strengthening their disaster strategies and adaptation is essential to reduce the impact of disasters and to thereby render the insurance more affordable.

	PRICE RISK. The technical price of an attractive coverage is too high, eventually leading to an unsustainable model
	Low
	High
	Disaster risk protection and adaptation.
Diversification of insurance risk portfolio across the region.

	Political instability and low institutional capacity in selected countries
	Medium-low
	Medium
	The partners have minimal options to prevent political instability.

	LOW MOBILIZATION OF COMMERCIAL INVESTORS to capitalize MiCRO’s Central America and Caribbean Cell for upscaling insurance operations, required given the limited donor funding available. Investor confidence in MiCRO will be very low given no investment grade and only NGOs as shareholders. The type and reputation of the first commercial investor is crucial for others to follow
	High
	High
	Commercial investment is an essential pre-requisite for upscaling. The public partners will need to provide adequate incentives for commercial investors to engage. The project includes the development of a business plan ready to attract investors. The business plan will have the benefit of being the product of a third consultant, financed with public funding.



XIII. ENVIRONMENTAL AND SOCIAL ASPECTS
The project will not have negative environmental impact. Social impacts of the project will be positive because it will expand access to financial services for the low-income population. It is expected that the project will be classified under the category "C". The project will introduce risk management tools to vulnerable people.

XIV. COUNTRY OFFICE COMMENTS
The project team shared the Abstract with the potentially involved COFs. Positive answers came from Costa Rica, Nicaragua and Guatemala. The three countries agree that the region is disaster prone and that this affects notably the poor and low-income households, which are in need of risk management instruments. Nicaragua also commented on the fact that REDCAMIF is right now implementing an ambitious regional microinsurance project and therefore they requested that REDCAMIF not be asked to be part of the executing process. The team explained that if REDCAMIF participates, it would be as a distribution channel, benefiting from the project.
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