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he benefits of business interruption

insurance can be measured by
insureds through an internal review that
begins with the question, “What if?” You
should consulr vour broker once vou have
completed your internal review and ask for
a cost-benefit analysis of adding business
interruption coverage 1o your present
property policy. Before you do that, we
need to stress an important but often mis-
understood point about business interrup-
tion insurance. Its purpose is not to put
you back in the same position as if the loss
did not oceur, but to cover your losses dur-
ing the period that you are making repairs.
Only this time frame is covered; if you
decide 1o make improvements or refine-
ments in your operation, the delay caused
by these activities is nort calculated into
your business interruption loss. Expenses
1o avert further losses, such as occupving
an offsite location or repairing the roof so
You can continue operating, are naturally
covered since the carrier realizes these will
reduce business interruption losses. Extra
expense coverage to handle costs incurred
10 continue normal operations can also be
purchased and endorsed to the policy.
Examples of these expenses are purchasing
waterproof tarps or overtinie costs.

Insureds can also purchase “extended
period” coverage, usually for a specified
time period such as 90 days, to cover the
additional time after completion of
repairs for which losses will occur while
they attempt to regain some of their cus-
tomers. Not surprisingly, the extended

period usually does not begin untit the
insured is back in business. Determining
the exact point at which an insured is
back in business can be difficult. For
manufacturing plants, the extended peri-
od can be the length of time it takes for
production equipment to be back in full
operation. If production was repaired
sufficiently to meer the reduced sales
volume resulting from a loss, the carrier
could argue that there was no produc-
tion ioss. Fewer clients means fewer pro-
duction demands. But if the company
rented an offsite production facility, it
could argue that production was not
operational and the extended period
should not conclude until the original
production line was fully functional.

It is important to understand that just
because a business may be interrupted by a
lass, the policy does not respond until vou
can substantiate an “actual loss” or an
increase in expenses to preventi further
damage. For example, if vour inventory was
damaged by a covered peril and you could
defer deliveries, damaged goods would be
covered under the properiy policy, but
there would be no business interruption
claim since business was delayed, not lost.
To wigger a business interruption loss, the
insured must, at its expense, provide the
carrier with its loss projections. These pro-
jections can be a real source of contention
and negotiations are likelv. Showing prior
months” and even prior vears’ sales figures
may be necessary to support vour claim. As
a result, how well your organization main-
tains its records will have a definite impact
on vour submitted claim. Independent
auditing firms may be valuable in such
cases. Remember that the cost of preparing
these projections is incurred at your
expense and is not part of the claim or
reimbursable. Although these costs can be
significant, they are not covered.

You should also realize that the carri-
er will require a credit or reduction in

the claim for non-continuing operating
expenses due to your loss. Because of
the compiexity involved in presenting
this sort of claim, some insureds retain
the services of a public adjustor. This
decision is not without its pitfalls. Same
believe that because public adjustors
1zke a percentage of the settlement as
compensation, it is in their best interest
10 inflate the claint’s true value, Carriers,
aware of this, often scrutinize claims sub-
mitted by 2 public adjustor and take a
hard line on compromise.

Sa what should you do? The most
important step is to develop a contin-
gency {emergency) plan that encompass-
es all possibilities. Plan for the availability
of offsite facilities, warehouse establish-
ments, etc. The next step is to submit a
copy of the plan to vour underwriter o
demonstrase-its thoroughness, This will
lead to broader protection and better
pricing. Be sure to incorporate your audi-
tor or accouniant into your plan.
Business interruption claims are much
easier 1o settle with independent, undis-
putable availability of financial records
and reports. Also, be certain that any co-
insurance requirements are properly
maintained. All too often, we see
accounts that fail to maintain the policy-
stipulated co-insurance limits. Finally, be
sure that your broker explains before a
loss how the policy will respond and
what records you will have to produce to
substantiate yvour claim. B
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