Winery Insurance
Rising Insurance Premiums Add Another Challenge to a Struggling Wine Industry
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California wineries are bobbing in the rough seas of oversupply and downward pricing, and now another economic front has taken form. Called the "Perfect Storm" within the insurance industry, this fiscal front has resulted in skyrocketing insurance premiums, making it tough sailing for many California businesses; and wineries are no exception. Already overburdened by a high cost of doing business in California's heavily regulated business climate, small and medium-sized wineries are finding it difficult in keeping their heads above water amid rising insurance costs.

Napa Valley vintner Robert Pecota was stunned to see a huge jump in his insurance premiums this year: "After 25 years of no claims, we received a 10 percent increase for our fire and liability insurance," said Pecota, owner of Robert Pecota Winery in Calistoga. He's had to absorb a 15 percent increase in worker comp costs as well. "At some point that additional cost has to be reflected in the price of the product," he added. 

The increase in insurance costs certainly stings in tight times when wineries are trying hard to keep costs down. Already fending off an onslaught of inexpensive wine from Australia and other New World wine producers, California wineries can ill afford to raise prices, so higher insurance costs simply reduce the bottom line. 

Higher insurance costs have forced Jim Regusci Vineyard management company to scale back parts of its vineyard operations. In some cases, skyrocketing premiums have significantly reduced profit margins: "That's what we're here for. We are a for-profit company, not a non-profit company," said Jim Regusci, who has had absorbed a steep increase in his insurance premiums. "Ultimately, it's costing jobs," he added.

Regusci, owner of Napa Valley's Regusci Winery and Regusci Vineyard Management, Inc. said rising insurance costs have forced him to cut a whole division within his vineyard management operation. "We usually do a lot of smaller custom jobs, like a hundred acres of suckering or something like that, but with the high cost insurance the margin has become so small that it's just not worth it," he said.

Regusci says his workmans' compensation rates have increased 15 percent. His costs for property and casualty insurance along with cost of health-care insurance has also risen dramatically. As a result of the fluctuating insurance premiums, some vineyard management companies like Regusci are now including a provision within their contracts that accounts for volatile insurance rates.

Liability insurance, workers' compensation insurance and health insurance have all increased at least 20 percent over the past year, according to insurance industry reports, and in some cases businesses were handed increases of up to 400 percent. These rising costs are due to a convergence of several fiscal factors: unprecedented claims due to the September 11 terrorist attacks; huge jury awards over litigation regarding mold lawsuits (the new asbestos); and dismal market conditions. The September 11 terrorist attacks handed the insurance industry its largest losses ever. The more than $200 billion in claims from 9/11 and aggressive mold litigation last year depleted the insurance industry's reserves by half. Bad market conditions are also a significant factor to the insurance industry's huge losses last year, and are now raising premiums to make up the losses due the falling value of their investments. 

The destruction of the World Trade Center has changed attitudes to risk worldwide," the Insurance Information Institute said in a recent industry report. "It also affected more kinds of insurance than any other disaster and made both insurers and their policyholders reconsider their risk exposures." On average, insurers last year paid out $1.16 for every $1 they collected from clients, according to the National Association of Independent Insurers. In a typical market, the insurers could withstand such losses because the majority of insurance and reinsurance industry earnings come from investments. Over the past decade, insurance companies have benefited from the expanding economy and a decade-long bull market. With premiums a minor revenue source, a price war began driving premiums well below market value. Premiums are now coming back up to market value.

Today, the ripples of the insurance industry breakdown are rocking California wineries, and for some wineries, a steep rate increase may be the straw that breaks the camel's back. While the lingering economic recession has certainly weeded out weaker companies and challenged others to survive the recent severe spike in insurance costs have indeed been the last straw for some wineries already tittering on financial failure.

"We're seeing rate increases from 15 to 40 percent in property and casualty insurance," said Art Carmichael, managing director of the American Viticulture Association insurance administrators. "The umbrella policies have gone up as high 50 percent." He said that the wine industry is getting hit as hard as any other industry with skyrocketing insurance premiums, and wineries have to make adjustments.

More rate increases are in store, said Brian Costello, president of Costello & Sons Insurance in Marin. Since September, the California Department of Insurance has approved more than 72 applications for double-digit increases in insurance rates. Not only are rates going up, but also more stringent risk factors are being applied, and one of the fastest-growing complaints, according to the California Department of Insurance, is that insurance companies won't renew policies. Is it legal?' The fact is that insurers decide who they're going to cover and who they won't. 

"We are completing our first year of what's calledin the insurance industry as a hard market," said Costello. "The last time the insurance industry saw a hard market was 15 years ago. Historically the cycle as been every five years." With these huge losses, said Costello, many insurance carriers have gone bankrupt, leaving a short supply of insurance carriers and a high demand for insurance underwriters. The losses have cut all the way to reinsurers, the insurance industry's method of protecting itself. Any one insurance company insures its policies with companies known as reinsurers. The reinsurers then insure their policies with other reinsurers. The idea is to spread the risk of a big loss through so many insurance companies that the primary insurer emerges relatively unscathed. The estimated $200 billion in losses from the World Trade Center, for example, are being spread throughout some 100 insurance companies worldwide, but as many are seeing today, when the reinsurance industry gets rocked as it did this year, everybody feels it.

"Reinsurers run the world and if the reinsurers sneeze, everybody catches a bad cold," Costello said. "An insurance company's ability to underwrite insurance policies is tied to its capital and the riskiness of what it insures," the Insurance Information Institute said. "With less capital now available prices for many types of insurance are rising." 

In other words, everyone is suffering equally. The nation's property and casualty insurers reported a $9 billion loss in 2001, compared with a $27 billion profit in 2000, according to Weiss Ratings, an insurance rating company.

By the end of 2001, claims surged to a record $381 billion, an increase of $175 billion, or 86 percent, over the $205 billion in claims reported in 2000. Last year, 30 insurance companies became insolvent, according insurance trade news source A.M. Best Co. Of those, 23 blamed deficient cash reserves. The rate "represents a significant increase over historical trends, where the insolvency rate from insufficient reserves ranged from 30 percent to 35 percent," according to A.M. Best. The surviving companies have avoided bankruptcy by raising rates, which is spreading the complaints as much as it is the risk.

Many insurers have become much more cautious when underwriting insurance for wineries. Insurers are requiring more thorough onsite inspections, or more safety mechanisms to be put in place. Start-up wineries, particularly new labels without their own vineyards, face other challenges from insurers assessing their risk as a customer, including stricter examination of the company's management experience, business plans and assets.

Wineries, especially smaller operations, are not only struggling with high premiums in property and casualty insurance, but it's becoming more and more difficult for wineries to offer health-care benefits to their employees. Dr. Liz Thach, professor at Sonoma State University's Wine Business Department, discovered through a recent Human Resources survey of the wine industry, that 50 percent of small wineries can't afford to offer health-care benefits. "Both medium-sized and small wineries are struggling with insurance premium increases. Some wineries are forced to drop or reduce health-care benefits in order to be able to afford the steep increase in workers compensation." State law requires companies to provide workers' compensation insurance to pay medical costs for workers injured on the job, or to replace part of their salary if they're disabled. 

"Businesses are wondering how they can possibly absorb the huge cost increases in for health insurance, and many consider dropping coverage altogether," said St. Helena, California, insurance broker Linda Beard-Delucchi. "I encourage them to be creative." She says one important reason for continuing health-care benefits is the tax benefits. For employees and employers it's better to take a salary cut than to give up health benefits, says Beard-Delucchi. 

Nationwide, soaring health-care costs fueled an average 15 percent increase in the cost of employer-sponsored health insurance in 2002, driven in large part by growth in the number of hospital visits and steep increases in the price of hospital care.

Indeed, the rising cost of insurance has added another challenge to a struggling California wine industry. But as David Graves, conceded, "It's one of those things that you have to have. You can shop around but it seems like everyone's getting hammered these days." wbm
