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Retailers Taking Alternative

Insurance Routes

Hurricanes. Earthquakes. Wildfires.
Record catastrophe losses in 2017
and 2018 have turned the tide of
property insurance pricing, which had
been trending downwards for several
consecutive quarters.

Insured catastrophe losses hit a staggering $150 billion in 2017,
making it the worst year on record. While this was seen as a
wake-up call for insurers, property insurance pricing — which
had steadily dropped amid a soft market for several years —
was still largely inadequate to fund the more than $80 billion in
insured catastrophe losses suffered in 2018. The message from
insurers was clear: The relaxed underwriting standards and
pricing flexibility that had become somewhat common was due
to change.

This has led to a new reality for many businesses, including
retailers. While still-ample capacity means that there have

been relatively few challenges in placing programs, increasing
premium costs and greater underwriting discipline are driving
some retailers and restaurant companies to take a closer look at
their portfolios and consider alternative ways to finance

their risk.

Alternative Solutions
Provide Options

Growing interest in alternative solutions is coinciding with

an increase in available alternative capital options for buyers.
According to Guy Carpenter, alternative capital stood at $95
billion at the end of last year, increasing by about 9% through
2018, following a 16% growth the year before. And capital
owners, including private equity funds, sovereign wealth funds,
hedge funds, and pension funds, have reportedly earmarked an
estimated $1 trillion for investment in risk finance.

Changing underwriting practices are driving some retailers to
look for alternative ways to finance their risk. In fact, 30% of
retail, wholesale, food, and beverage (RWFB) respondents to the
Excellence in Risk Management survey said they either use or have
used alternative risk transfer (ART) solutions or plan to do so

in the coming two years (see Figure 1). Close to half of industry

respondents said they could use alternative solutions to manage
property catastrophe risk and finance hard-to-insure exposures
(see Figure 2).

Captives were by far the most popular option, cited by 80%
of industry respondents whose companies use or have used
alternative risk transfer solutions, followed by structured and
integrated risk programs (see Figure 3). Captives are mainly
being used to fund deductibles, while some retailers are
leveraging multi-year single limit programs to cover excess
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catastrophe exposures. One retailer is looking at inserting its
captive as a quota share player to reduce the overall premium
increase on its program, which can also help as a negotiating tactic
with insurers.

FIGURE  Almost a quarter of Retail, Wholesale,
1 Food and Beverage companies use or
have used ART solutions.

SOURCE: EXCELLENCEIN RISKMANAGEMENT XVI The trend to seek ART solutions is more prevalent among larger

retailers, many of which have millions of dollars in catastrophe
In relation to alternative risk transfer my organization: exposures. Alternative solutions can provide a way to finance
risk more efficiently, while reducing volatility and creating
opportunities to diversify risk management products.

But there are obstacles for RWFB risk professionals, the most
pronounced being explaining the benefits of alternative solutions
to others in the organization, a concern voiced by 37% of industry
respondents to the Excellence survey.

Leveraging a Marine Solution

A popular alternative risk transfer solution that has been increasing
in popularity since the mid-1980s is a stock throughput (STP)
policy for retail inventory. Traditionally a marine policy, STP allows

I Needs to learn more about alternative risk transfer L . L. o
organizations to insure their inventory throughout its lifecycle,

solutions before making a decision.

Uses or has used alternative risk transfer solutions. whether it’s in transit or in storage. Close to 80% of Marsh’s retail
X L. clients are implementing STP solutions within their insurance
B Has explored but decided alternative risk transfer . . . . L .
solutions are not currently for us. portfolios. While some restrict coverage to inventory within their
B Is not interested in alternative risk transfer solutions. distribution centers and during transit, others extend coverage to

B Hasresearched and expects to access alternative risk stockin their retail outlets.

transfer solutions within 2 years.

FIGURE  Financing hard-to-insure exposures and managing property CAT risk top the list of reasons Retail,
Wholesale, Food and Beverage companies 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 44%
Receiving better pricing on insurance products 41%
Managing casualty risk 31%
Managing cyber risk
Managing property CAT risk 44%
Managing financial and professional risk 26%
Managing non-property damage business interruption losses 28%
Other 15%
Managing employee benefits 22%
Managing property non-CAT risk 19%

Reinsuring our captive 15%

Expediting claims management/payments 19%
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FIGURE  Captives are the most popular

3 alternative solution for
Retail, Wholesale, Food and
Beverage respondents.
SOURCE: EXCELLENCE IN RISK MANAGEMENT XVI

My company uses or has used the following forms of risk finance.
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STP policies have been gaining traction, especially as insureds
started seeing increases in their property premiums. Although
the STP market is also firming and insureds have recently seen
increases in premium costs, marine policies tend to be less
expensive than their property counterparts while typically
providing enhanced coverage. Deductibles also tend to be lower,
and usually come in the form of a fixed dollar amount rather than
a percentage, making it easier for organizations to plan ahead to
finance that cost. Higher prices, however, have led some buyers
to reevaluate their existing STP structures in an effort to ensure
the marine market provided the most efficient coverage for their
inventory; in most cases, that was found to be true.

Another potential benefit is that, like parametric solutions and
some other alternative products, STP policies tend to have a more
streamlined claims process due to a simplified evaluation. For
insureds, this means they can get their insurance payout

more quickly.

And importantly, STP solutions can reduce the risk of interruption
in coverage. Traditionally, retailers would have to switch between
property policies to cover inventory while it was at a distribution
center or in storage and cargo policies while the same inventory
was in transit. Aside from the additional paperwork, this approach
can carry a risk of errors leaving gaps in coverage. However,
because an STP solution typically covers the inventory irrespective
of its location, it eliminates this potentially costly problem.

Q SHIFTS IN TRAJECTORY

Many retailers didn’t just stick to essential coverage
options during the soft market of the last several years.
Instead, some used extra cash on hand to secure
expanded coverage and lower deductibles. But with
recent changes in the underwriting environment,
some insureds will be prompted to reevaluate their
portfolios. In doing so, risk managers should take a
three-pronged approach:

Clean up your data. It all starts with data, both to
determine company-specific risks and also to assess
coverage needs. This is an area where quality matters
greatly and is likely to have a direct impact on 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. Robust data and
analysis will also be crucial to gain C-suite alignment on
proposed changes in risk management strategy.

Right-size your coverage. When pricing was trending
downwards, insurance costs were not a major concern.
But as the tide shifts and both premium rates and
deductible amounts inch upward, organizations should
reassess their needs and make changes accordingly.
By leveraging data to assess their organizations’ risk
profiles and tolerance as well as loss expectations,

risk professionals can better understand their ability

to retain risk and work with their brokers to build
insurance programs suited to their specific needs.

Drill down on problem areas. With the right
information in hand, risk managers can pinpoint areas
that need to be addressed and consider strategies to
mitigate those risks.

While more sophisticated alternative products, like event-

based triggers, tend to be purchased by larger companies

that have strong balance sheets and the ability to make initial
capital investments, STP solutions can be a fit even for smaller
firms. However, it is imperative to look at these products well
before a renewal date; while STP policies require the same data
and information that would need to be provided to a property
underwriter, it can take time to establish this solution as part of an
overall insurance portfolio.
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This briefing was prepared by Marsh’s Retail/Wholesale Practice in conjunction with Marsh’s Property and Marine practices.

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

MAC NADEL

Retail/Wholesale, Food & Beverage
Practice Leader

+1 203229 6674
mac.d.nadel@marsh.com

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