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FUNNY!FUNNY!
[ a little insurance humor ]
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Here is where it gets confusing. The Weather Channel announced
that it would assign names to winter storms that meet its criteria:
events that involve snow and ice or extreme temperatures or wind or
a combination; that significantly affect travel; and that the network
thinks people need to know about. First was Athena on the east
coast, then Brutus, a winter storm in the Northern Plains. Next will be
Caesar and so forth. Until now, only hurricanes and tropical storms
have been named and the names came from the National Weather
Service. It is unclear as to how this will affect insurance policy holders
going forward should they suffer a loss from a named winter storm.

The National Weather Service instructed its forecasters not to use
The Weather Channel’s names, and few news media outlets seem
to be recognizing them. Those that cited Athena, for instance, such
as The Associated Press and the San Francisco Chronicle, noted 
The Weather Channel’s involvement and did not treat the name 
as a universal acknowledgment. 

After The Weather Channel christened an East Coast snowstorm,
Winter Storm Athena, some people feared such names could trigger
higher deductibles for homeowners first walloped by super storm
Sandy’s winds, rain, and floods and then by the nor’easter’s wind 
and snow. Could a cable network’s decision to name a storm really
end up costing people money in damage claims? Northbrook-based
Allstate Corporation has referred to Athena by name on its website
which raises the question: Could some named-storm clauses soon 
be rewritten to include winter storms?

As I understand, the nation’s insurers do not seem to be formally 
observing The Weather Channel’s plan to name winter storms.
However, as far as I know, underwriting has been silent on this issue.
I have not seen any discussion of expanding the named-storm 
deductible to include winter storms, but that is not to say there 
are not some companies who are talking about doing just that.

As always, read your policy thouroughly and discuss this issue with
your insurance professional.

     

INFORMED!INFORMED!
      

BUSINESS INTERRUPTION SCENARIO 
EXAMPLE:
RETAIL STORE 
STRATEGIC PLANNING
Establish and formalize the firm’s
disaster recovery strategy by looking
at current and future operations, 
floor plan and marketplace requirements.
The disaster provides an opportunity to rebuild the
business so it will be competitive and grow into the next decade.  

First, complete a Risk Assessment, which determines the probability
of a disaster and its impact on the organization.

Next, establish the Return Time Objective, which designates the length 
of time your customers will wait for the store to recover, such as 4 weeks.
Keep in mind seasonality and any new business plan. Then identify the 
Return Point Objective, which is how much data the store can lose, such
as 3 days lost data, so the back-up timing accomplishes this objective.

Define the current operations and decide what the organization should
look like in the future. For example, do you change from a boutique to a
mainline store; target certain customers like plus size; change from a
partnership to a corporation; focus on specific products only; realign and
streamline departments; change display logic; outsource payroll, human
relations, legal, etc.? What changes could you make now?

Then, establish a formal Records Management Program. Establish records
retention and destruction procedures, as well as suspect/hazardous mail
procedures. At the same time, back up the computer hardware, programs,
and data. Make certain the information can be recovered, and don’t forget
your legal and regulatory operations in your back-ups.

Finally, have a formalized Life Safety Program, including both evacuation
and lock-down procedures, and practice them.  Involve the fire and police
chief during these drills.

EVENT MANAGEMENT
Since the Contingency Plan has been thoroughly tested and updated on
a regular basis, everyone knows what to do when a disaster is declared.
The Event Management Team reports to the Incident Command Center.
Their responsibilities include:   

Immediately addressing needed life safety issues,
such as evacuation and first aid. 

Alerting the Security Team to protect the premises. 

Issuing all employees a photo ID. 

Activating the Salvage Team. 

Setting up a temporary location or a tent in the parking lot.

Delivery of inventory to this location. In 5 days, operations 
are up to full speed.

Continued on page 3

A client calls his insurance
agent and tells him he
needs to file a claim. 
The agent says, “Tell 
me what happened.” 
The client tells him and
the agent says, “I’m sorry, 
but that’s not covered.”  

The client says, 
“Well, let me explain
better what happened.” 

The agent says
“I’m sorry, but that’s 
not covered either.”  

The client says, “I’ll tell
you what, You tell me
what’s covered and I’ll tell
you how it happened!”

Golfer: “You’ve got to be the worst
caddy in the world.”
Caddy: “I don’t think so sir, that would 
be too much of a coincidence.”

Golfer: “Please stop checking
your watch all the time.
It’s too much of a distraction.”
Caddy: “It's not a watch -
it’s a compass.”

Golfer: “How do you like my game?”
Caddy: “Very good sir, but 
personally, I prefer golf.”
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CLAIM CALCULATION EXAMPLE
Based upon total destruction of the store, it will take six to nine months
to rebuild and reach expected sales resulting in lost income of $1 million.
It will also cost an additional $424,000 in extra expenses to recover
within this time period. This results in a total loss of $1,424,000.

LOST INCOME

Projected Annual Net Sales $4,000,000 

Discontinuing expenses - 2,000,000

Loss $2,000,000  

SHUTDOWN SIX MONTHS: X six Months 

BUSINESS INCOME LOSS: $1,000,000   

EXTRA EXPENSES

These are all the expenses incurred above your normal operating
expenses due to the disaster. Note: Make certain your policy pays for
extra expenses, not expediting expenses (loss reduction expenses).

Emergency command center (2 months): $50,000

Utility deposits: $10,000 

Temporary facilities (for 3-6 months): 140,000 

Increased employee expenses (travel, overtime, etc.): 20,000 

Increased professional fees (legal, accounting, design, etc): 25,000 

Increased advertising expenses: 50,000 

Increased labor for clean-up and salvage: 10,000 

Increased shipping costs: 20,000 

Security personnel: 24,000 

Moving and installing equipment into permanent facilities: 15,000 

Sales discounts (to recover customers): 50,000 

Miscellaneous expenses (car rental, bonuses, meals, etc.): 10,000       

TOTAL EXTRA EXPENSES: $424,000                          

This is simplified. The forensic accountants will carefully analyze
the financial statements for the correct numbers.
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FACILITIES
Most stores choose their location carefully and therefore will rebuild 
on the same site. This is not easily accomplished if the store leases the
premises. If the building is destroyed (by city ordinance, 51% damage
is total destruction and requires demolition of the remaining building),
the storeowner must wait for the building owner to rebuild the store.
This involves negotiations between the building’s owner and their
insurance company. While they are discussing the replacement cost of
the building, the storeowner is losing sales and possibly future customers.  

At the same time, contingent exposures, which are the third party
operations you rely on for the conduct of business, are very important
for stores in large retail areas, especially if there is a community-wide
disaster.  This means if there is a substantial amount of “walk in” business
generated by the anchor stores or entertainment centers near your store,
then you could lose business if one of those other stores shuts down. 

IMPORTANT QUESTIONS TO CONSIDER:

Discuss specifically with the landlord what they will do to restore
operations within a defined period, such as two weeks. 

Do they have other locations close by? 

What are your lease obligations during the recovery time? 

Must you continue to pay rent during the time the store is closed?

What could you do to work around the problem? For example,
use temporary facilities; reduce prices at other locations to entice
customers; use another store’s space; have tent sales; etc.

Develop an advertising campaign to keep brand recognition alive.

Talk to your suppliers and major customers and discuss how they
might help you quickly recover and restock.

Should you have duplicate vendors?

INSURANCE: BUSINESS INCOME LOSS
Do you have a Business Owners Policy (BOP) or a Commercial Multi
Peril Policy (CMP)?

BOP: One size fits all; it has preset coverages with few choices.
There may be a six or twelve month recovery time limit and/or
a $50,000 or $100,000 limit on lost business income.

CMP:  Provides a menu of coverages and a choice of limits,
offering broader protection than the BOP. 

PROPERTY REPLACEMENT
SOME THINGS TO CONSIDER:

Inventory should be at selling price if available; otherwise it is valued at 
replacement cost. Factor in the increase in prices when you replace your
inventory, and include shipping fees.

Equipment should be at actual cost to replace, as well as transportation
and installation costs, taking into consideration any available reliable
used equipment. 

Calculate the cost to replace all your counters, racks, shelves, desks,
chairs, cabinets, computers, telephones, copiers, etc.

Check with your insurance company to see if your policy will pay to have
your own employees clean up after a disaster; if not, use a third party.

READ YOUR POLICY.  KNOW WHAT TO 
EXPECT AND HOW TO PRESENT A CLAIM.


