DISASTER PREPAREDNESS

HI0LSYILLNHS WORS SINIWINI INOILLYALSNTI

Last February, a California water policy

‘ expert issued a none-too-comforting

warning. About 1,600 miles of levees

guard the edges of the rivers and flood

bypasses upstream of the Delta, wrote

Jeffrey Mount of the Public Policy Insti-

. tute of California. While the most robust

of them protect cities like Sacramento,
most of the project has weak and out-
dated levees that are "unreliable in large

J floods,” he said.
- ? The Sacramento region's disaster
threat portfolio is as rich as they come —
| wildfire, even in urban areas, is no lon-

ger out of the question given what hap-

Businesses face special challenges in insuring against sitiied Jach etobsr in-Sanita Rosa: And
nature’s worst threats while earthquake risk is lower here than

many other parts of the state, the Cal-
BY STEVEN YODER ifornia Earthquake Authority notes that
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“moderate magnitude earthquakes have
occurred in the high Sierra, the foot-
hills and in the Central Valley” on active
faults found in wide zones. And distant
but large quakes could cause significant
damage here, the authority says.

Natural catastrophes are the night-
mare insurance scenario for a reason
— they put pressure on the availability
of materials and labor across a region.
That's why they're harder to financial-
ly plan for than an accident involving
an individual business. So companies
that want to insure their well-being in
the worst of all cases need an insur-
ance portfolio tailored to their situation,
and should revisit the plan annually in a
meeting with their broker.

The aftermath of the northern Cal-
ifornia wildfires illustrates systemic
price pressure. Stuart Nelson, presi-
dent of Point West Insurance in Sacra-
mento, has talked to insurance-claims
adjusters in Santa Rosa. On a structure
for which rebuilding might have run
$200 a square foot in normal times,
it's now 2.5 times that, he says. “Right
now, the price of building materials is
going through the roof because we've
had such cataclysms,” says Leo Grover,
president of Pinnacle Emergency Man-
agement, regarding the considerations
a business should take into account
when approaching these annual insur-
ance plan evaluations.

That means to plan for disaster, you
may need to increase your property cov-
erage. Both commercial property and
homeowners insurance typically say they
cover the cost of rebuilding the insured
structure, says Nelson. Homeowners' pol-
icies often cover up to 150 percent of the
estimated replacement cost to account for
unusual price spikes. Not so for commer-
cial property insurance, which covers only
100 percent of cost, he says. That means
you should consider paying more: if you
want to double your property plan from
$100,000 to $200,000, your premium
might go from $2,000 to $4,000, he says.

“So many people look for insurance
to find the least expensive policy, but the
purpose of insurance is so that, when
you have a disaster, you have enough
coverage to be out of business and
sustain a loss,” says Grover. “Are you
covered to keep your key employees?
Otherwise your employees could find
employment elsewhere, which is a cat-
aclysm unto itself. Do you have enough
insurance to rebuild your building to the
state it was prior to the disaster?”

Business interruption insurance pro-
vides another example of why business
plans need to be individually tailored.
It pays you during the months or years

“So many people look for insurance to find

the least expensive policy, but the purpose of
insurance is so that, when you have a disaster, you
have enough coverage to be out of business and

sustain a loss.”

-Leo Grover, president, Pinnacle Emergency Management

you're closed. But the amount you'll
need is highly specific, says Donna Ab-
bott, director of marketing at Warren G.
Bender Co. in Sacramento. Businesses
that have many locations may decide
that they're spread out enough that
they'll be fine if one goes down — such
companies may not need much inter-
ruption insurance, she says. It comes
down to your situation: “What will you
need to fund a recovery?” she asks.
Happily, interruption coverage is
built into regular commercial property
insurance policies against normal per-
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QUESTIONS TO ASK YOUR
BROKER ABOUT PROTECTING

AGAINST NATURE'S REVENGE

Natural disaster may not be on your broker's mind when you discuss coverage, par-
ticularly if the focus is on you saving money. Here are five questions to ask when
considering how to insure against a calamity.

@ What does my policy cover in a disaster? J. Austin Ice, agency principal at
Ice Insurance Agency in Sacramento, says one of the biggest questions that
doesn't get discussed is what's actually covered. Some less-than-thorough
agents neglect to have a comprehensive conversation about what your day-to-
day business operations look like and how they'd be affected in an earthquake,
flood or wildfire. g

e What's the financial strength of the insurer I'm buying from? Regionwide di-
sasters put financial strain on insurers. Stuart Nelson, president of Point West
Insurance in Sacramento, says you want to buy from a company that has scored
no lower than an A- from ratings agency A.M. Best. And even with an A-, the
company should be in a financial size category (FSC) of VIl or larger. (You can
sign up to check the ratings for free.)

e Is my flood insurance adequate to cover my costs? Federal flood insurance caps
out at $500,000 for commercial structures, Nelson says. You can buy additional
coverage on top of that from a private insurer. To fully cover a $1.5-million build-
ing, your premium would go up perhaps an additional 125 percent, he says. You'd
pay perhaps $1,200 a year for the base $500,000 coverage and an additional
$1,500 for the private coverage.

0 Am | protected against the cost of new building codes if | need to start over? If
you own your building or are a tenant who's paying rent only on a building's shell,
the additional cost of upgrading to current building codes is a big consideration in
California. New Title 24 energy requirements and state Americans with Disabil-
ities Act regulations mean that reconstruction can cost significantly more than
the structure originally did to put up, says Nelson. Ask about upgrade coverage
to cover your bases.

© Is the insurance on my contents adequate? As is true in insuring a building,
if you paid $50,000 to outfit your store, insuring against a $50,000 loss may
not be enough — you have to cover what the contents would cost you today,
Nelson says.
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ils like a fire, says J. Austin Ice, agen-
cy principal at lce Insurance Agency
in Sacramento. Unhappily, if you get
wiped out in an event that's not covered
by your regular policy — say a flood or
earthquake — your interruption insur-
ance doesn't operate either. So if you
buy flood or earthquake insurance, you
need to separately buy business inter-
ruption insurance for those scenarios,
he says.

Some businesses should plan for
one more nightmare case: a toxic spill
caused by a natural cataclysm. If your
company is at risk for contaminating
your own or others’ property when all
systems fail, you need pollution cover-
age, says lce. Since that's often limit-
ed or outright excluded from property
policies, you can either buy a separate
endorsement from your insurer or pay
your insurer to eliminate the exclusion.
The costs can range from hundreds to
thousands of dollars a year in extra pre-
miums, depending on the risk you pose,
he says.

The takeaway? As with everything
insured, your risk profile is individual.
So is your company’s risk itself. Even
those on high ground may not be as safe
as they imagine should the levees break:
the Federal Emergency Management
Agency says that 20 percent of flood
insurance claims come from areas that
aren't high risks for flooding. ®
Steven Yoder writes about business, real
estate and criminal justice. His work
has appeared in The Fiscal Times, Sa-
lon, The American Prospect and else-
where. On Twitter @syodertweet and at
stevenyoder.net.




