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Alternative Risk Finance Whetting Appetite of
Food and Beverage Companies

After several consecutive quarters of
downward pricing, record catastrophe
losses in 2017 and 2018 have turned the
tide on property insurance costs, and
food and beverage companies have been
feeling the pinch.

Hurricanes, earthquakes, and wildfires turned 2017 into the
worst disaster year on record, with insured catastrophe losses
hitting $150 billion. This was seen as a wake-up call for insurers,
but the challenges only grew. Insurance prices, which had fallen
for several years, were still largely inadequate to fund the more
than $80 billion in insured catastrophe losses suffered in 2018.

The message from insurers following these two consecutive
years of losses was clear: Relaxed underwriting standards and
pricing flexibility, which had become more or less the norm,
were due to change. And as these shifts started taking place,
food and beverage companies have had to face a new reality:
Higher insurance prices.

To complicate matters, some insurers have decided to no longer
underwrite the food and beverage industry, especially protein
processors, leading to a notable decline in capacity available

to these businesses. And even those companies that are not
facing this challenge are seeing increasing premium costs,
accompanied by more stringent underwriting. Many food and
beverage companies are also being forced to take on higher

retentions due to the nature of their risk and the prospect of
unknown events - like a disease affecting their livestock or
problems with shipping perishable products — that can severely
affect their bottom line. All this is leading these companies

to evaluate their existing insurance portfolios and consider
alternative ways to finance their risks.

Alternative Solutions
Gaining Traction

According to data from Guy Carpenter, alternative capital has
been on an upward swing. Available alternative capital grew by
around 9% in 2018, reaching $95 billion at the end of the year.
This growth followed a 16% increase in 2017. Private equity
funds, sovereign wealth funds, hedge funds, pension funds, and
other capital owners have reportedly earmarked an estimated
$1 trillion for investment in risk finance.

As available alternative capital has increased, so has interest

in alternative risk transfer (ART) solutions. And changing
underwriting practices are driving some food and beverage
companies to recognize the potential benefits offered by
alternative insurance solutions. Almost a quarter of retail,
wholesale, food, and beverage (RWFB) respondents to the 2019
Excellence in Risk Management survey said they either use or have

used alternative risk transfer solutions. Another 6% said they’ve
done their research and expect to access alternative solutions
within two years (Figure 1).
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https://www.jltre.com/our-insights/publications/catastrophe-year-in-review-2018/download-catastrophe-year-in-review-2018
https://www.marsh.com/us/insights/research/excellence-in-risk-management-xvi.html

FIGURE  Almost a quarter of Retail, Wholesale,

1 Food and Beverage companies use or
have used ART solutions.
SOURCE: EXCELLENCE IN RISK MANAGEMENT XVI

In relation to alternative risk transfer my organization:

I Needs to learn more about alternative risk transfer
solutions before making a decision.

Uses or has used alternative risk transfer solutions.

B Has explored but decided alternative risk transfer
solutions are not currently for us.

B Is notinterested in alternative risk transfer solutions.

B Hasresearched and expects to access alternative risk
transfer solutions within 2 years.

FIGURE

Managing property and casualty risk and financing hard-to-insure
exposures are the main areas RWFB respondents believe they
could use alternative solutions (Figure 2).

A notable 80% of industry respondents whose companies use or
have used ART solutions said they use a captive. This was by far the
most popular option, followed by structured and integrated risk
programs (Figure 3). However, none of the industry respondents
said they use parametric solutions, which could be a good option to
solve for a specific catastrophe problem.

Alternative solutions tend to be more common among larger
companies, which see these products as a way to finance their risk
more efficiently. These solutions can also help reduce volatility and
create opportunities for risk management diversification.

There are, however, some obstacles to using alternative solutions.
Difficulty explaining the benefits of alternative solutions to others
within their organization was a challenge cited by 37% of industry
respondents, while cost was named as an obstacle by 33% of
RWEFB respondents.

Financing hard-to-insure exposures and managing property CAT risk are the top areas Retail,

Wholesale, Food and Beverage respondents said their company could use ART solutions.

SOURCE: EXCELLENCE IN RISK MANAGEMENT XVI

My organization could use alternative risk transfer solutions to help in the following areas:

Financing hard-to-insure exposures

Receiving better pricing on insurance products
Managing casualty risk

Managing cyber risk

Managing property CAT risk

Managing financial and professional risk
Managing non-property damage business interruption losses
Other

Managing employee benefits

Managing property non-CAT risk

Reinsuring our captive

Expediting claims management/payments
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FIGURE  Captives top the list of
3 alternative solutionsin use
among Retail, Wholesale, Food and
Beverage respondents.
SOURCE: EXCELLENCE IN RISK MANAGEMENT XVI

My company uses or has used the following forms of risk finance.

80%
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Captives Structured Integrated Dual Risk Second
Risk Risk Trigger  Retention Loss
Programs Programs Cover Groups Cover

Tapping into the Marine Market

Food and beverage companies tend to hold substantial levels of
inventory, and since the mid-1980s have been increasingly seeking
stock throughput (STP) policies to cover their stock. Although
technically a marine policy, STP has been increasing in popularity
among organizations that want to insure their inventory throughout
its lifecycle, whether in transit or in storage.

While food and beverage companies have been using STP policies
for a few decades, they have recently started gaining more traction
as insureds began experiencing increases in their property
premiums. Although STP premium costs have also increased
recently, these solutions still tend to be less expensive than
property insurance. And while higher prices are leading to buyers
reevaluating their current STP policies to make sure that they
provided the most efficient coverage for their inventory, in most
cases they are finding that it is their best option. STP policies also:

¢ Typically provide enhanced coverage and can help avoid
interruptions in coverage. Traditionally, companies that held
high levels of inventory would need a property policy to cover
their inventory while it was at distribution centers or in storage,
switching to a cargo policy while the same inventory was in
transit, and then going back to a property policy when it reached
its destination. Not only did this process require additional
and time-consuming paperwork, this approach can also carry
risks of errors leaving gaps in coverage. Since an STP solution
typically covers the inventory itself, irrespective of its location, it
eliminates a potentially expensive problem.

Q SHIFTING MARKET REQUIRES

STRATEGY CHANGES

Decreases in property insurance pricing prior to

2017’s catastrophes had left many food and beverage
companies with extra cash in hand, allowing some to
purchase expanded coverage and benefit from lower
deductibles. But more restrictive underwriting in 2019
means that some insureds are being prompted to
reevaluate their portfolios and determine what coverage
they should retain. While doing so, risk managers should
take the following three steps to make the right changes:

Embark on a data-cleaning exercise. Accurate data
is crucial, both to determine company-specific risks
and to assess coverage needs. Additionally, insurers
are requiring more information, including robust
data, in order to better evaluate risk; without this,
they might refuse to insure. Special attention should
be given to data related to natural hazards modeling,
which is likely to have a direct impact on insurance
pricing. More than half of retail, wholesale, food, and
beverage respondents to the 2019 Excellence in Risk
Management survey said improving the use of data and
analytics is a top three focus area for developing their
risk management capabilities this year. Having strong
data and analysis will also be crucial to gain C-suite
alignment on proposed changes in corporate risk
management strategy.

Right-size your coverage. The cost of insurance

was not a major concern for companies during the
extended soft market of the last several years. But
now that both premium rates and deductible amounts
are going up, risk managers need to assess what is
really essential for their companies and make the
necessary changes. Data can provide a visual of an
organization’s risk profile and tolerance as well as loss
expectations. This will provide a better understanding

of a company'’s ability to retain risk and aid in the

process of identifying coverage that’s suitable for its
specific needs.

Recognize problem areas. The right information

will aid risk managers in identifying areas that need to
be addressed and determining strategies to mitigate
those risks.
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¢ Generally allow for lower deductibles, which usually come in the
form of a fixed dollar amount rather than a percentage of insured
assets. This makes it easier for food and beverage companies to
plan ahead to finance that cost.

¢ Tend to have a more streamlined claims process due to a

Although larger companies with strong balance sheets and the
ability to make substantial initial capital investments tend to be
more likely to purchase sophisticated alternative products, like
event-based triggers, STP solutions can be a fit even for smaller
firms, and could lead to the benefits outlined above. However, it is
imperative that all organizations interested in STP solutions start

simplified evaluation. This means that, in most cases, buyerscan  jqing their due diligence well before a renewal date; although STP

policies typically require the same data and information that would
normally be requested by a property underwriter, it can take
time to establish such a solution as part of a company’s overall

get their insurance payouts more quickly than with other policies,
meaning they can start to rebuild faster.

insurance portfolio.

This briefing was prepared by Marsh’s Food and Beverage Practice in conjunction with Marsh’s Property and Marine practices.

For more information, visit marsh.com, contact your Marsh representative, or contact:

GREG BENEFIELD

Managing Director

National Food & Beverage Segment Leader
+1 615 340 2449
greg.benefield@marsh.com

Marsh is one of the Marsh & McLennan Companies, together with Guy Carpenter, Mercer, and Oliver Wyman.

This document and any recommendations, analysis, or advice provided by Marsh (collectively, the “Marsh Analysis”) are not intended to be taken as advice regarding any individual situation and should

not be relied upon as such. The information contained herein is based on sources we believe reliable, but we make no representation or warranty as to its accuracy. Marsh shall have no obligation to update
the Marsh Analysis and shall have no liability to you or any other party arising out of this publication or any matter contained herein. Any statements concerning actuarial, tax, accounting, or legal matters
are based solely on our experience as insurance brokers and risk consultants and are not to be relied upon as actuarial, tax, accounting, or legal advice, for which you should consult your own professional
advisors. Any modeling, analytics, or projections are subject to inherent uncertainty, and the Marsh Analysis could be materially affected if any underlying assumptions, conditions, information, or factors
are inaccurate or incomplete or should change. Marsh makes no representation or warranty concerning the application of policy wording or the financial condition or solvency of insurers or reinsurers.
Marsh makes no assurances regarding the availability, cost, or terms of insurance coverage. Although Marsh may provide advice and recommendations, all decisions regarding the amount, type or terms of
coverage are the ultimate responsibility of the insurance purchaser, who must decide on the specific coverage that is appropriate to its particular circumstances and financial position.
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