
Understanding the Difference: 
Derivatives vs. 
Insurance for Snowfall 
Risk Management

Introduction

Winter weather volatility presents a 

significant operational and financial risk 

for businesses across various industries. 

From excess snowfall disrupting 

municipal services to insufficient snow 

reducing revenues for snow-reliant 

businesses, risk managers and brokers 

need dependable tools to mitigate 

exposure. Two prominent mitigation 

options are weather insurance 

and weather derivatives. While 

both address snowfall-related risks, 

they differ considerably in structure, 

application, eligibility, and regulation.

This paper presents a side-by-side comparison of these tools and explores how 

they apply specifically to excess snowfall and lack-of-snowfall events.
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What Are Weather  
Insurance and Derivatives?

Weather Insurance

Weather insurance is a traditional, 

regulated risk transfer product purchased 

by commercial or nonprofit entities.  

It provides agreed upon claim payments 

for predefined weather events—such as 

snowfall amounts exceeding or falling 

below certain thresholds—typically 

requiring no proof of loss beyond the 

occurrence of the weather trigger.

 
 

Key features:

•  �No minimum eligibility standards

•  �Premiums are treated as business 
expenses and recoveries are 
generally not taxed

•  �Limited to specific weather perils 
(e.g., snowfall, precipitation, 
temperature)

•  �Heavily regulated to ensure 
consumer protection

Weather Derivatives

Weather derivatives are financial 

instruments that behave more like 

market-traded contracts. Common in 

the energy and agricultural sectors, 

they allow financially qualified entities  

to hedge revenue or cost volatility by 

setting trigger levels (e.g., snowfall 

amount) and payout parameters.

 
 
 

Key features:

•  �Subject to Commodity Exchange 
Act financial eligibility standards

•  �May be treated as investments; 
recoveries may be taxed

•  �Greater customization: buyers 
can define variables, timing, 
structure, and payout conditions

•  �Less regulatory burden once 
eligibility is met



Insurance and Derivative 
Application to Snowfall Risk
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Excess Snowfall Example:

An insurance policy or derivative covers additional 

operational costs from heavy snowfall (e.g., staff 

overtime, equipment, fuel). If seasonal snowfall at a set 

location (e.g., Minneapolis International Airport) exceeds 

70 inches, the policy pays $50,000 per inch above 70, 

up to a $1,000,000 aggregate limit.

Lack of Snowfall Example:

Designed for snow-dependent operations 

(e.g., snow removal companies), insurance 

policies pay if snowfall is below 40 inches 

during the coverage period. The payout is 

also $50,000 per inch below the threshold, 

with a $1,000,000 aggregate limit. Variations 

would apply if the client chose a derivative.
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Key Differences:  
Insurance vs. Derivative Snow Products

	 Feature	 Weather Insurance	 Weather Derivative

	 Eligibility	 Available to any commercial 	 Must meet financial standards under 
		  or nonprofit organization	 Commodity Exchange Act

		
	 Accounting	 Treated as insurance expense; 	 May be taxed as investment gains 
		  proceeds not typically taxed	

		
	 Customization	 Specific to named perils	 Highly flexible: variables, structures,  
		  and terms 	 and timing can be tailored

		
	 Regulation	 Heavily regulated	 Light regulation once eligibility is met	

		
	 Typical Users	 Small/medium businesses,  
		  school districts, local governments	 Corporations, REITs, large municipalities

Use Case Scenarios
A Retailer with Multiple Locations: Might prefer insurance to protect against 
unexpected snow removal costs due to its straightforward claim process.

A Municipal Snow Contractor: Could utilize derivatives to hedge against 
volatility, targeting specific high-cost weekends and multiple locations.

A Ski Resort: May want an insurance policy for lack-of-snowfall to offset reduced 
ticket sales and cancellations during a warm winter.

A Logistics Company: With significant financial backing, may design a derivative 
to manage supply chain disruptions due to heavy snow on key corridors.
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 Let us help your clients stay financially resilient through every winter—

whether it’s a dusting or a deluge.

Conclusion
Both insurance and derivatives offer effective 

tools for managing snowfall risk. The decision 

between the two depends on the client’s 

financial structure, regulatory considerations, 

and desired customization. For brokers and 

agents, understanding these distinctions 

enables you to recommend the optimal 

structure for each client’s risk tolerance and 

operational needs.

For guidance or customized quotes, contact 

Vortex Insurance: info@vortexinsurance.com


