
T
he obvious first step is to en su re
em p l oyee safety; t h en notify the loc a l
a ut h ori ties and your insu ra n ce

bro ker or agent wi t h o ut del ay. Nex t ,s et yo u r
business con ti nu i ty plan in moti on . If yo u
don’t have on e , your loss could con ceiva bly
be aggrava ted .You could also face a dispute
with your insu rer over your lack of du e
d i l i gen ce to redu ce the amount of your cl a i m .
Ch eck with the ad ju s ter as early as po s s i ble to
con f i rm that the loss is covered by yo u r
po l i c i e s . That said, Don A . Wi l k s , Na ti on a l
Di rector of Business Con su l ti n g, Del oi t te &
To u che LLP lists five steps you can take
i m m ed i a tely after a loss. These excerpts from
his com m ents are reprodu ced with his kind
perm i s s i on .

“ 1 . SECURE THE SITE. F i rs t ,a f ter the
i m m ed i a te cause of loss is stopped , en su re
that the site is sec u re and pro tected .
Pro tecti on of property is requ i red by vi rtu a lly
a ll (property) insu ra n ce po l i c i e s :h owever, t h e
re a s on to (do so) is to ex ped i te the com p a ny ’s
retu rn to normal business opera ti on s .

Nex t ,s ec u re the area of d a m a ge to en su re
the site remains intact for inve s ti ga ti on and

c a l c u l a ti on of l o s s e s . Examples inclu de ex tra
s ec u ri ty and tem pora ry fen c i n g. E n su re that
the damaged area is not tampered wi t h … …
Retail establ i s h m ents should take ex tra care to
avoid loo ti n g. Activi ties undert a ken du ri n g
the initial days after a loss may inclu de :

• An a lysis of the cause and ori gin of
the loss.” (This may invo lve
o ut s i de inve s ti ga tors su ch as the
F i re Ma rshal and Po l i ce . If s o, t h ey
wi ll prob a bly take yet more of
your time just wh en you can least
s p a re it.)

• “S tru ctu ral analysis of t h e
remaining fac i l i ti e s .

• Determ i n a ti on of the scope of
physical damage .

• Con s en sus on scope of d a m a ge
with insu rer ’s repre s en t a tive .

• Con du cting a count of d a m a ged
a n d / or de s troyed inven tory.

I of ten recom m end that the insu red
vi deo t a pe the damage as soon after the loss as
po s s i bl e .O n ce the above items are com p l eted ,
the com p a ny should qu i ck ly begin rep a i rs ;
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and a vi deo provi des an inex pen s ive ounce of preven ti on if
t h ere are futu re disputes with insu rers abo ut specific damage .
I recom m end hiring a profe s s i onal vi deogra ph er who wi ll
h ave the know - h ow and abi l i ty to thoro u gh ly doc u m ent the
d a m a ge…… (He) should be accom p a n i ed by an em p l oyee
who knows the fac i l i ties best su ch as the fac i l i ties manager,
h e ad of opera ti ons or plant manager. This indivi dual should
s erve as the recorded vi deo narra tor by ora lly de s c ri bing wh a t
a rea and specific damage is being filmed .O f ten ,d a m a ge is so
s evere that, wi t h o ut an ex p l a n a ti on , the vi deo is
i n com preh en s i ble to su b s equ ent vi ewers .

2 . FORM A RECOV E RY TASK FORC E . (This) …… is the
f i rst step to recovering your opera ti on s .( It) should inclu de :
• Pers on n el from the damaged opera ti ons of yo u r

bu s i n e s s … …
• Those re s pon s i ble for the rebuilding proce s s … …
• Con s tru cti on con tractor repre s en t a tive ;
• Risk Ma n a ger, or the pers on in ch a r ge of i n su ra n ce ;
• Key pers on n el with rega rd to providing goods and servi ce s

to custom ers … …
• F i n a n c i a l / acco u n ting liaison , or “G a te keeper ” who wi ll be

d i s c u s s ed later; a n d
• Con sultants ret a i n ed to assist in recovery … …

The job of the task force is to get your com p a ny back up
and ru n n i n g. The goal is to ree s t a blish the revenue stre a m
f rom its custom ers . You can ex pect com peti tors to take
adva n t a ge of your misfortune and attem pt to satisfy yo u r
c u s tom ers . The best defen ce is a solid plan of recovery, cl e a r
com mu n i c a ti on with your custom ers , and a fast retu rn to
opera ti on s .” (A sen i or staff m em ber should be assign ed to
provi de up-to - d a te inform a ti on to the med i a , em p l oyees and
t h eir families, c u s tom ers and su pp l i ers ) .

“ 3 . D EV E LOP A PRELIMINA RY ESTIMATE OF THE LO S S .
This is a step of ten overl oo ked by insu reds or one that is
f requ en t ly left in the hands of the insu ra n ce com p a ny ad ju s ter
and its acco u n t a n t s . Wh en an insu red has a loss, it …… mu s t
be recogn i zed by the (insu rer ) . In su rers do this by establ i s h i n g
a “re s erve” or initial esti m a te of the loss…… As more
i n form a ti on becomes ava i l a bl e , the ad ju s ter may report a
revi s i on of his re s erve to the (insu rer ) . The re s erve is an
i m portant nu m ber because it establishes the ex pect a ti on of
the insu ra n ce com p a ny and their repre s en t a tives at the hom e
of f i ce who may never visit the loss site .

It is important that (you) be invo lved in the initi a l
e s ti m a tes of the loss; ( you) know the fac i l i ties and its bu s i n e s s
opera ti ons mu ch more inti m a tely than anyone with on ly a

few days ex po su re … …

An esti m a te prep a red by you is likely to be more com p l ete
and acc u ra te . For the property damage esti m a te ,( you) may
k n ow abo ut su ch things as:
• building materi a l s ,
• de s i gn ,
• ava i l a bi l i ty and cost of rep l acem ent mach i n ery, a n d
• po ten tial altern a te or tem pora ry loc a ti on s .

The business interru pti on esti m a te may inclu de knowl ed ge
of i tems su ch as:
• recen t ly aw a rded con tract s ,
• n ew custom ers ,
• n ew produ ct s ,
• recen t ly implem en ted or soon to be implem en ted co s t

s avi n gs or ef f i c i en c i e s … …
• ex i s ting custom er and produ ct data.

Th ere are many more items that may sign i f i c a n t ly impact
the ulti m a te amount of the loss, and a knowl ed ge a ble esti m a te
wi ll en su re the ri ght inform a ti on is (given to the insu rer ) .

4 .E S TABLISH A LOSS ACCOUNTING SYS T E M . The two
most com m on errors insu reds make wh en establishing a
s ys tem to account for the ex pen d i tu res rel a ted to a loss are :
1 . opening a single account ti t l ed , for ex a m p l e ,“ F i re Lo s s” ;

a n d
2 . opening 95 sep a ra te accounts to record every fore s ee a bl e

type of ex pen d i tu re … …

The soluti on is a set of accounts that fo ll ows the covera ge s
in the policy and provi des the detail nece s s a ry to doc u m en t
and su pport the claim…… Examples of s ys tems that simplify
the acco u n ting for a loss inclu de :

• Cre a ting a set of ch a r ge codes within the ch a rt of acco u n t s ;
• E s t a bl i s h m ent of a proj ect work order as if the repair was a

n ormal proj ect ;a n d
• E s t a blishing sep a ra te cost cen tres for each ex pense category.

Th ere are many ways to account for a loss, but the be s t
practi ce is to make it simple, and establish a sys tem that
fo ll ows the normal day - to - d ay activi ties as cl o s ely as
po s s i bl e … … ”

“As loss-rel a ted ex penses are incurred and invoi ce s
proce s s ed , the proj ect manager or those in the field who are
a pproving the ex penses should code them…… The invoi ce s
a re then ro uted to the “G a te keeper ” before making their way
to accounts paya bl e . The Gate keeper is an indivi du a l ,u su a lly
in the managem ent of the acco u n ting dep a rtm en t , of ten the
con tro ll er or ch i ef acco u n t a n t . This indivi dual revi ews each
i nvoi ce for com p l eteness inclu d i n g, for ex a m p l e , does (it);

• s pecify the materials of s ervi ces provi ded in det a i l ?

What to do immediately. . . from page 1



The critical element affecting the re t u rn of your business
to normal after a loss is the time it will take for your turn o v e r
to get to the level it would have reached if no loss had
o c c u rred. Estimating this period is one of the key decisions
you must make when deciding how much insurance to carry.
U n f o rt u n a t e l y, there is no foolproof formula you can follow to
a rrive at the figure with 100% accuracy. One thing is
c e rtain, however. If you underestimate its duration, your
insurance re c o v e ry will be cut off at the end of the period
stated in your policies (known as the Indemnity Period), even
if you have not used up all your insurance. 

“Boilerplate” Business Interruption policies generally
p rovide an Indemnity Period of 12 months. For many
businesses, this may be adequate. However, you should not
take this for granted. Remember that Profits policies
reimburse you past the time it takes for you to re-open for
business with all damage re p a i red or replaced.  Beyond this,
it takes into account you will likely lose customers and
business after the loss and that you need to collect
insurance while you get them back or replace them. 

Estimating an adequate Indemnity Period calls for you to
take a liberal view of how long all this will take. Pro f e s s i o n a l
p ro p e rty appraisers can project realistically the time needed
to rebuild your facility if it is totally destroyed. No one else is
in a better position than you are to decide how much extra
time you may need till your bottom line re c o v e r s .

Once you have decided on the Indemnity Period, your
policy can be changed if need be. To settle on the sum to
i n s u re, you must project your total Gross Profit as defined in
the policy, for the entire Indemnity Period, beginning on
the expiry date of your policy. The reason for this is to make
s u re you have sufficient insurance if a loss should occur on
the day before your policy expire s .

The Profits Policy is subject to 100% Co-insurance and
contains a Premium Adjustment clause. If you insure for
m o re than your actual Gross Profit during the term of the
p o l i c y, you can be re-imbursed up to 50% of the pre m i u m
you paid. If you carry insufficient insurance, you will be
penalized pro p o rtionately in the settlement of any claim,
i rrespective of its size. Setting the appropriate Indemnity
Period is one vital step you need to take to avoid this latter
unhappy possibility.
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THE IMPORTANCE OF “ I N D E M N I T Y
PE R I O D”IN YOUR BU S I N E S S
I N T E R RUPTION POLICIES? 

Do you know...• s pecify the date material was del ivered or servi ce provi ded ?
• s t a te the area of rep a i r, i . e . , wh i ch mach i n e , what bu i l d i n g,

etc . ?
• s pecify the use of the ex pen s e ?
• contain the correct loss acco u n ting code ?
• i n clu de materials or servi ces … not rel a ted to the loss?

The job of the Gate keeper is to en su re that all is in order
before the invoi ce is paid so that the insu rer can rei m bu rse the
ex pen d i tu re . If f u rt h er detail is requ i red from the ven dor, it is
of ten mu ch easier to get the nece s s a ry inform a ti on before the
i nvoi ce is paid ra t h er than after the ch eque has been cashed .

5 . GET PRO F E S S I O NAL HELP. The recovery from a loss is a
tra u m a tic and po ten ti a lly significant even t . For som e
com p a n i e s ,m a j or losses thre a ten their very ex i s ten ce and a
f u ll recovery determines su rvival or ex ti n cti on . Ad d i ti on a lly,
the insu ra n ce claim process is com p l i c a ted and ti m e
con su m i n g. The insu ra n ce com p a ny wi ll dep l oy ad ju s ters ,
accountants and en gi n eers who deal with …… claims every
d ay; a best practi ce for you is to get help from profe s s i on a l s
who spec i a l i ze in assisting cl i ents in the financial recovery
f rom losses. These profe s s i onals…… (wi ll) en su re yo u r
com p a ny ’s best interests are loo ked after … … ”

“The profe s s i onal fees incurred as a re sult of the loss can be
covered by the insu ra n ce policy with a “ Profe s s i onal Fee”
en dors em en t . The inclu s i on of this en dors em ent is a be s t
practi ce to en su re that su ch loss-rel a ted costs are rei m bu rs ed .”
( No te that your property, business interru pti on , boi l er &
m ach i n ery and crime policies should all be en dors ed.) 

“…… dec i de who your help is going to be well in adva n ce
of the loss. The time to intervi ew profe s s i onals (for this
p u rpose) is not the day after the loss wh en there are many
c ri tical items to attend to. I recom m end that risk managers
determine all of t h eir po ten ti a lly cri tical con tractors ,e . g.
con s tru cti on con tractors , re s tora ti on con tractors , su b s ti tute
ven dors , etc . , as part of a com preh en s ive business con ti nu i ty
p l a n . Your sel ecti on of h el pers should inclu de insu ra n ce cl a i m
profe s s i on a l s .” ( G et an esti m a te of t h eir likely fee or basis for
t h eir ch a r ges so you can add su f f i c i ent amounts to yo u r
policies to cover them . )

“The first days fo ll owing a loss are cri tical to a smooth and
ex ped i ted recovery. By revi ewing and fo ll owing the be s t
practi ces discussed above , risk managers (and bu s i n e s s
own ers) can anti c i p a te , prep a re for and ex ped i te thei r
com p a ny ’s recovery from a major loss. A well thought out and
t h oro u gh ly doc u m en ted business con ti nu i ty plan should
i n corpora te those best practi ce s ,t a i l ored to your com p a ny ’s
s pecific circ u m s t a n ce s .”



Q.Brown Fabricators,
manufacturers, carry a Broad
Form Property policy.
Following a severe fire, the
ruins of the plant are
declared unsafe by the local
authority and are ordered
demolished. A municipal by-
law passed after Brown built
these premises prohibits the
plant being rebuilt in the
same area due to a change in
Zoning. What affect will
these events have on Brown’s
insurance?

A .The building wi ll be
con s i dered a total loss.
However, even if the po l i c i e s
contain a standard
Rep l acem ent Cost (R.C.)
cl a u s e , Brown wi ll on ly receive
its Actual Cash Va lu e . This is
because the R.C. word i n g
requ i res that recon s tru cti on
be on the same site or on an
ad jacent on e .

When taking out the policies
Brown would have needed to
negotiate for the “same site”
requirement to be deleted
from the wording to avoid
this potential gap in
coverage.

The cost of demolition of the
building and removal of the
debris will be covered too, if
there is sufficient amount of
insurance.
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Q • U • I • Z
Environmental concerns will
stall property transactions

I
f you intend to buy or sell a
com m ercial or indu s trial property,
you should be prep a red for the

tra n s acti on to be held up wh i l e
po ten tial po lluti on ex po su res are
i nve s ti ga ted . Probl ems can stem from
the failu re of pri or occupants or
own ers of the property to deal wi t h
po lluti on probl ems and com p ly wi t h
envi ron m ental reg u l a ti on s . Ex po su re s
m ay be obvious in the case of
i n du s trial properti e s . Le a k i n g
u n der ground stora ge tanks and piping,
h a z a rdous waste disposal pits,
i m proper disposal of s o lvents lead i n g
to soil and gro u n dw a ter con t a m i n a ti on
a re just three sel f - evi dent ex po su res to
l i a bi l i ty. However, bu i l d i n gs housing
ret a i l , of f i ce and similarly less
h a z a rdous occupancies can be at ri s k
too. The most likely is sick bu i l d i n g
s y n d rom e . This is the re sult of poorly
m a i n t a i n ed heati n g, ven ti l a ti on or air
con d i ti oning sys tem s .

If a ny po lluti on ex po su re is
d i s covered , co s t ly clean up and
rem ed i a ti on costs wi ll have to be
i n c u rred by the ven dor before a

p u rch a s er or len der is likely to com m i t
to a real estate tra n s acti on . As a
p u rch a s er, you would be taking a bi g
risk tod ay to proceed with a
tra n s acti on wi t h o ut having an
envi ron m ental audit carri ed out on
your acco u n t . This should inve s ti ga te
the source of a ny con t a m i n a ti on
d i s covered as well as its ex ten t .
Frequ en t ly, ad jacent properties run of f
ef f lu ent into a nei gh bo u r ’s and are
found to be the ori gin of the probl em .
In su ch a case, you would have lega l
reco u rse against the po lluter but at the
u n do u bted cost of del aying the sale.

As a ven dor, you wi ll find no
covera ge for liabi l i ty ex po su res under
your Com m ercial Gen eral Liabi l i ty
po l i c y. You need the appropri a te form
of E nvi ron m ental Liabi l i ty covera ge to
pro tect yo u . Its ex act scope wi ll va ry
f rom case to case so you should ask for
a spec i m en policy wording to
accom p a ny any prem ium qu o t a ti on
you obt a i n . We wi ll be happy to hel p
you understand its terms and
con d i ti ons before you ch oose a po l i c y
to suit your need s .


