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Article by Hugh Gardner, Risk Manager at Renasa Insurance

In my experience as an underwriter and when dealing with claims, the predominant inadequacy of Business Interruption cover generally relates to an inadequate indemnity period.

The indemnity period is defined as:  “The period beginning with the commencement of the damage (loss) and ending not later than the number of months thereafter stated in the schedule during which the results of the business shall be affected in consequence of the damage”.  Any number of months can be selected for the limit in respect of the indemnity limit, 12 months being the most usual for small businesses.

The selection of the indemnity period is a matter for decision by the insured.  It is not for the intermediary or the insurer’s representative to decide what period should be insured.  The intermediary should rather draw attention to various considerations which might assist the insured to make a wise decision and, on occasion, make a recommendation as to what might appear to be a minimum period.  The final decision must be made by the insured based upon his own special knowledge of his business.

Estimated time required
The period decided upon should represent the full estimated time during which the business might be affected in consequence of damage.  The insured must estimate the time required to reinstate or rebuild the premises, replace the plant/machinery and stocks and regain lost custom.  In so doing, it would be prudent to allow a further margin of time for the unpredictable events which have an unhappy knack of turning up when most inconvenient and delaying still further the resumption of full turnover.  Examples of such contingencies are restrictions on rebuilding arising from municipal planning, strikes in the building industry, in the transport industry, at the ports, shortages of bricks, cement or steel, etc.  Even when a factory is rebuilt there may, at any time, be long delays in obtaining new plant and machinery, especially if this is of a very sophisticated nature or is manufactured overseas.  If an insured does not own the buildings, there is no certainty that, in the event of their destruction, the landlord will rebuild.  This situation can arise and cause a serious prolongation of the period of interruption especially when the landlord will not make up his mind for some weeks or months as to whether or not to rebuild.
There are also aspects which need to be considered in special cases, for example, in businesses where there is a definite seasonal trade consideration must be given to what the effects of damage may be.  If the indemnity period was, say, six months and ran between the periods of high seasonal trading activity, little or no reduction in turnover might be shown therein although a serious reduction might result in the following uninsured period – the six months following the indemnity period.  This, of course, would only occur where a complete recovery from the effects of the damage could not actually be made within the indemnity period.  It would appear that unless the indemnity period can be estimated with extraordinary accuracy, a seasonal business should be advised to insure for a 12 month indemnity period or where circumstances warrant an even longer period.

Given all the exceptional factors which somehow so often crop up at the time of a loss, we have touched on some of them above but the list is by no means exhausted, it is usual to regard 12 months as the minimum practical indemnity period.  It may interest readers that in other parts of the world underwriters are influenced in maintaining a high level of rating where short indemnity periods are requested i.e. below 12 months.  In fact, when the writer spend two years working in the fire department of a large United Kingdom insurer, we were precluded from issuing policies where the indemnity periods were three or six months.

From date of damage
Another important point to note is that the number of months for which indemnity is provided is measured from the date of the damage and should this period not be long enough to cover an insured’s loss, it cannot be construed as being any months subsequently selected by the insured not exceeding in total the maximum stated in the schedule.  That is to say, an insured could not suspend the cover for a month or months during the interruption because the trade in such months is normally quiet and extend the maximum limit correspondingly in order to bring within the indemnity period months which are normally busier.

Business Interruption policies are usually annual/monthly contracts, but the indemnity period may be of any duration and whatever the length of the indemnity period selected, whether less than 12 months or 12 months or longer, it must not be confused with the term of the insurance.  Should damage occur resulting in a  period of interruption overlapping the renewal date or expiry date of the policy, the indemnity is not affected by the latter and continues up to the limit of the indemnity period from the date of damage whether the policy is meantime renewed or lapsed.
Finally, I again reiterate the importance that the insured decides, after specific investigations and consultations with his intermediary, the adequate indemnity period best suited for his business.

