


PLANNING FOR THE WORST

ues along the San Andreas Fault in
California, for example, and less than 5
percent of homeowners nationwide
have earthquake insurance, even
though studies show that 39 states are
at moderate to high risk for an earth-
quake.

This “it can’t happen to me” attitude
also extends to the corporate communi-
ty. For example, many companies that
employ risk managers direct them to
spend most of their time on immediate
loss-reduction efforts. Although these
are essential risk management tasks,
companies must not overlook the
importance of protecting their assets
through a comprehensive disaster pre-
paredness plan. In essence, the plan
must help risk managers assess which
disasters are most likely to affect the
company, institute the appropriate pro-
tections and contingency plans, and
ensure that insurance will provide the
coverages the company needs to contin-
ue operations.

Consinering Company Locamion

Creating a contingency plan first
requires risk managers to determine
which disasters are most likely to occur
in the areas in which their companies
are located or will be located. This is
because particular geographical regions
are susceptible to certain types of disas-
ter. A hurricane isn’t likely to level parts
of Nebraska, for example, but an ice
storm could do real damage. Similarly, a
volcanic eruption may not bury New
Orleans anytime soon, but a tornado
traveling up the Mississippi River could
flood the city in a matter of hours.
Determining which disasters are most
likely to affect the company allows the
risk manager to create a disaster plan
tailored to these risks.

An effective method for determining
the risks that threaten a firm is hazard
analysis. Through hazard analysis, risk
managers consider not only the obvious
risks to their companies (such as the
danger earthquakes pose to a company
located in San Francisco), but also other
risks that could conceivably cause a
major business interruption. A hazard
analysis will usually reveal a list of
potential disasters, along with their
direct and indirect effects.

These indirect effects might include
the disaster’s impact on a company’s
clients or its suppliers. For example,
had Floridian farmers been able to save
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STEPS FOR FLOOD PROTECTION

ccording to Tom Hollowell, vice president and manager of the adjustment
division of the Factory Mutual Research Corp. in Norwood, Massachusetts,
flood protection falls into three categories: permanent protection, contin-
gency protection and emergency procedures. Permanent protection refers
to preventive measures that are always in place and require little or no
human action to remain operational. Examples of permanent protections include
flood walls and dikes. However, the cost of building these barriers must be
weighed against the flood damage potential. For example, a facility within a 100-
year flood zone that has high-value equipment with low-salvage potential might
warrant such protection. (Flood severity is expressed by its recurrence interval.
The greater the time interval, the greater the severity of the flood.)

Other, less expensive permanent protection measures include bricking up
ground-level windows (only halfway if low-level flooding is expected); installing
flood doors of aluminum, steel or wood, which can be suspended above doors
and windows by pulleys or counterweights mounted on rails and then rolled into
place before the flood strikes; installing hand-operated valves in piping to prevent
backflow through floor drains or plumbing fixtures; and building low walls or
curbs around vital equipment such as boilers, furnaces, computers and switchgear
boxes for protection against any water that seeps into the building.

Contingent protections are measures used on a contingency basis as opposed
to those that are permanently installed. The primary form of contingency protec-
tion is flood shields, which involve permanently mounting brackets on door and
window frames so that shields can be quickly bolted into place. This lével of pro-
tection is advisable in areas where some warning is given before a flood.

The third type of flood preparedness is emergency protection. Companies
should consider these measures only in areas where very early flood warnings can
be expected or where flooding is possible but unlikely. Emergency protection
measures include sandbagging building entries; relocating stock, particularly
high-value or operationally important items; covering large, stationary machines
with water-displacing, rust-preventive compound or large plastic sheets; and fill-
ing empty storage tanks to prevent them from turning into floating battering rams.

their crops from Hurricane Andrew,
there still would not have been facilities
to process and pack them, much less
open roads through which they could
be delivered. A good disaster prepared-
ness plan takes such possibilities into
account and creates strategies for deal-
ing with them.

IF You Don'r Have a Puax

The failure to conduct a disaster analy-
sis can leave a company unprepared,
thus creating the potential for a signifi-
cant loss. An example of such a situation
involved a company that relocated from
Washington, D.C., to the Orlando,
Florida, area. Citing lower operating
costs, lower taxes and a desire to be
closer to many of its customers, the
company built a sprawling complex in a
new office park. Plans for the grounds
included a lake, which was to serve as a
drainage pond as well as an aesthetic
component.

However, the company's risk man-
agers failed to consider the area’s high
water table. Excavation for the lake went
deeper than it should have, and water
poured into the completed building’s
first two levels — part of a parking
garage. The company was forced to pay
not only for the redesign and repair of
its lake, but also for dozens of automo-
biles owned by its employees.

To prevent the loss, the company’s
risk managers could have researched
past and recent floodplain history, and
ordered an engineering study to deter-
mine the depth of the water table. They
also could have asked their insurer for
relevant loss data on properties in the
area. Had they taken these steps, they
might have decided to handle the
drainage problem in a different way;
they might even have decided to build
in a different location.

When conducting the hazard analy-
sis, risk managers must also ensure that












