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Recipe for Disaster Relie

Insuring against
potential devastation
can save a bundle in

the end.

By Thomas R. Wing Jr.

tornado sweeps through a Midwest-

ern city and topples a transmission

tower, silencing an all-news station
for weeks. A plane slams into a 760-foot
radio tower in California, killing the pilot
and a passenger, and lznoclzing a tauz—sllow
station temporarily off the air. A hurricane
devastates a huge swath of the Gulf Coast,
and a station in New Orleans labors to
restore itself for over a year.

These incidents are all the stuff of
nightmares, but tlley were very real and very
devastating to the people and businesses
that lived through them. And they speak
to the reason why many companies obtain
what's known as “business income/extra
expense insurance.”

Tl’lis type of coverage also goes Ly a
few other names. “Business-interruption
insurance” is one. And it’s also referred to
as “time element insurance,” because the
amount of insurance a company needs de-
pends upon what insurers call “duration of
loss,” referring to the length of time it will

take to recover from a disaster.

Regardless of what one calls it, this type
of insurance compensates businesses for
lost income and helps pay for the expenses
that companies are still responsible for, even
though operations have been interrupted.
Payroll, taxes, lease payments and utilities
are just some of the types of expenses that
are covered.

Business income/extra expense insurance
applies from the time the insured’s opera-
tions are interrupted by physical loss to
plant or equipment until they are restored
to the level that existed prior to the physical
damage.

What goes into determining how much
business income insurance a company
needs? The first step is relatively casy:
Calculate the annual income of a husiness,
using a projected 12-month gross revenue
figure. This should take into account gross
sales, tllir(].—party rental revenue and all
other income such as licensing fees and
royalties. Then, subtract returns and allow-
ances, discounts granted to customers and

prepaid outgoing freight.




Theoretically, the calculation could stop

here. An insurance limit representing one
year's worth of business income could be
established. But, is this what a broadcaster
really needs? Is that the rigtlt amount of

insurance to t)uy?

Gauging the Time Factor

Calculating an annual projectect business
income amount is pretty straigtlttorwarct.
But estimating how long a business migtlt
be out of commission and how much that
migtlt cost, before a loss happens, is much
tougtler. In fact, the devil is in the details
of ctetermining what is actuaﬂy going to
happen — or not tlappen - tollowing a
catastrophic loss.

Typically, duration of loss runs from the
time a property is damage& to when the
business is restored to its pre—loss level.
This can extend beyond physical rebuilding
to embrace the process of recapturing lost
market stlare, customers and sales. Worst-
case scenarios are generaﬂy the best means
of determining how long the duration
should last.

While that's an important concept, most
media companies underestimate how long
it will take them to tully recover after a
major blow. It pays to understand precisely
what can contribute to the duration of a
loss. Among the 1zey factors are repair or
replacement time, t)uilcting permits, local
requirements, restoration of operations and
how long it will take to normalize sales.

If disaster strikes, property losses could
range from downed transmission towers
and ruined office equipment to partia] or
wholesale destruction of the transmission
facility. Bven mobile units can fall by the
waysicte. Since ttley often are parlzect on the
company’s premises, a tornado or fire could
&amage or ctestroy ttlern, too.

Keep in mind that construction usu-
aﬂy takes longer than most people expect.
Erecting a new tacility can easi]y take a
year or longer—sometimes much longer.
That's wlly it makes sense to consult a
contractor before a loss occurs to get some
idea of the cost and length of time for a
potential relauil&ing project.

As for persona] property, insured parties
have to weigtl the prol)lerns ttley may face
in obtaining specialized equipment. If their

equipment is importect or custom made,
they may spend much longer locating
replacements than if ttley simply l)ougtlt
items off supply—store shelves.

Another consideration is information
tectlnology equipment and data. If comput-
ers are lost and companies haven't backed
up their specialized programming, it could
take an inordinate amount of time to
reprogram these applications.

Even before construction can l)egin,
architectural plans must be submitted

to the Federal Communications Com-

The devil is

in the details
when determining
what is actually
going to happen
following a
catastrophic loss.

mission and the local planning board

for approval. Anticipate a wait of several
months as those plans make their way
ttlrougtl federal and local government
l)ureaucracy. Even ttlen, the lengttl of the
wait is contingent on the plan meeting
all FCC requirements and local ordi-
nances.

So in that same pre—loss conversation
with a contractor, it's important to review
the cost and time for obtaining a build-
ing permit.

When calculating how long it may take
to repair or replace a facility, you should
also anticipate additional time to comply
with local ordinances.

Bui]cting codes may have ctxanged dra-
matically since the original taci]ity went
up. If a business were allowed to rebuild
exactly as it had been before the loss, it

migtlt take just a year. But additional re-
quirements from upc].atea. l)uilcting codes
can add months to the construction time.

Some businesses are ready to pro-
duce 100% of their pre-loss income the
moment their property is restored. To
achieve this goal, business owners must
consider the steps necessary to restore
market share and sales as quickly as
possil)le. It simply can't be considered
business as usual until the company has
gained back all the customers it would
have had if the loss had not occurred.

If the estimated loss duration is longer
than 12 months, more business income
insurance may be needed. Or less insur-
ance may be needed if the lengttl of time
1s lilzely to be shorter.

Reducing the Cost

Regarctless of the income amount es-
timated in the duration-of-loss analysis,
there are two ways you can reduce the
amount of business income insurance
you need to recover from a disaster. The
first is by excluding or limiting ordinary
payroll expense, and the second is by
incurring extra expenses.

Business owners have a choice in
insuring or&inary payro”. On the one
hand, if payroH is excluded from a busi-
ness income policy, the insurance limit
can be reduced I)y that amount.

Certainly, an insured business need
not pay the ordinary payroH expense at
the time of loss. The amount ttley don’t
spend on payroll can be used to pay a
business income loss of longer-than-ex-
pecte& duration.

However, it’s recommended that com-
panies insure the payroll and continue to
issue payctleclzs to skilled employees and
other staff for the lengttl of the interrup-
tion. Otherwise, it may be difficult to bring
these people back once the business is reacty

to reopen.

Added Expenses

Pertlaps the most complicate& plece of
the business-income puzzle is determin-
ing what extra expenses are lilzely to be
incurred. These are expenses above and
l)eyond ordinary operating expenses and

help a company stay in business and/or get
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back into business as fast as possil)le.

By spending extra-expense dollars, an
insured may be able to reduce their business
income loss.

Essentially, extra expense insurance makes
money available to fund a business continua-
tion plan. In the planning stages, long before
aloss may occuy, it requires broadcasters or
cable operators to envision what ttley would do
during an interruption to either speed recovery
or stay in the market as much as possible.

Here’s one example: a radio broadcasting
company has a 300-foot tower that allows its
signal to reach residents in two states. Along
comes a tornado that demolishes the tower.

The company may then choose to rent a
portatJle, but stlorter, tower on a temporary
basis that will transmit to only half its audi-
ence. This way, the company has held onto
at least some of its rnarlzet, and the added
expenditure has reduced its overall business

income losses.

That's the way most companies approactl
business interruptions — by looking to get
ttlrougtl the 10ng—term process of returning
their operations to good health, while trying
on a short-term basis to do everyttling ttley
can to stay in the game.

Business income and extra expense
insurance work hand in hand and are often
purctlased. togettler. It's now common for
insurers to provide one single limit of insur-
ance for business income and extra expense.
With a single limit, businesses can use their
claims dollars where ttley are most needeet,
whether it is for business income or extra
expenses.

If broadcasters and cable companies want
to get an even better handle on business-
income insurance costs, carriers certainly
can provide them with the methods for
judging what they need. And agents can
supply them with worksheets to help taHy

the extra expenses ttley would incur in the

first month after a loss, during the inter-
vening months, and then in the last month
before full operations resume.

Ultimately, tlowever, it falls to the
insured to fill in all the blanks correctly.
He or she must do a good, honest jot) of
trying to determine what the duration of
their loss might be. And they must do an
equaHy diligent and honest jol) of arriving
at the amount of money ttley would expect
to spend to shorten the time ttley could be

out of business.
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