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attention. It is not uncommon for a fiduciary
to commission operations audits at their
properties, which may or may not cover
emergency procedures. But even when the
procedures have been audited, the asset
manager has two different tasks. The first is
to create as much procedural consistency

as possible and to communicate related best
practices across the portfolio. The second

is to ensure that management personnel are
conducting — and documenting — the necessary
equipment tests, inventory checks and
communication and evacuation drills.

Having done all this, however, there remains
the task of getting the teams on the ground
committed not just to keeping everyone safe,
but also to restoring order after an emergency
with appropriate speed. “We ask our managers
to think outside the box to solve unforeseen
challenges,” says Harrell. “For example, it takes
some experience and flexibility to understand
that a loss of power means a loss of the

water pumps, which means that the building’s

plumbing won't function. The managers have to see the potential need for portable facilities.”
To keep his managers focused on scenario planning, Harrell reviews each property’s
preparedness status at least annually. One of the outcomes of each meeting is the release of
funds to purchase supplies such as generators, water extraction equipment, carpet dryers,
dehumidifiers and other equipment necessary for full operations on a temporary basis.

Asset managers and property managers have to work together to keep tenants in the

loop, both before and during an emergency. As a proactive step in this direction, Invesco’s
tenant satisfaction surveys include questions about emergency policies and procedures. If

a tenant indicates a lack of awareness, the property manager can follow up immediately.
More informally, it is vital to seek tenant buy-in so that drills and contact plans are maximally
effective.

The Longer Term

The unfortunate truth is that getting a building up and running after an emergency
sometimes requires large-scale repairs, or even reconstruction. For the investor, a solid risk
management insurance program is an absolute necessity. An asset not only needs to be
insured, but insured well, as inadequate coverage could cause losses beyond the building
itself. One pension fund executive interviewed for this article suggested that the negative
public relations ramifications of underinsurance make the premiums of full insurance well
worth the cost. Beyond that, insurance considerations filter all the way down to the tenant
level. After all, what tenant wants to lease space from an owner who has a history of failure
to rebuild, or of protracted legal fights with its insurers?
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An asset not only needs to

be insured, but insured well,

as inadequate coverage

could cause losses beyond
the building itself.

As investment managers’ portfolios

have increased in size, so too has their
bargaining power in getting the most
coverage for the best rates. However,
there are still obstacles standing in the
way of putting together a full-service risk
management program. Chief among them
is the market rigidity that occurs after a

:FYI

Behind the Headlines

There is more to well-publicized
emergencies than meets the eye

In general terms, there are only so many
things that can happen that fall under the
category of “emergency.” Broadly, they
include system failures, natural disasters,
pandemic diseases and acts of violence.
And while emergency response to these
situations may be somewhat uniform, the
task of knowing what to expect — and in
some cases, how to prevent them — can
be considerably more complex.
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particularly devastating event in a specific loss
category. For instance, in the early 1990s, the
Loma Prieta disaster had a profound effect

on earthquake coverage. Similarly, 9/11 had
a tremendous impact on the overall insurance
market. (In fact, only recently has federal
legislation — known as the Terrorism Risk
Insurance Act (TRIA) — enabled the market for
terrorism insurance to return to near-normal
levels. As of this writing, Congress is debating
TRIA's renewal beyond 2007). More recently,
following the hurricanes in the Gulf Coast,

the market for windstorm coverage stiffened
considerably. In fact, Kingsley Associates
observed (via its investment manager
benchmarking programs) a post-Katrina spike

Pandemic diseases

What if the very people who are responsible

for implementing an emergency action plan

are incapacitated? What if standard evacuation
systems are rendered useless because there
aren't enough people to operate them? This is
the dilemma that building staff could face in the
event of a sudden disease outbreak (whether of
natural or malicious cause).

One potential solution is to cross train building
personnel in all aspects of the emergency
plan so that they can step in and execute

as needed. This could include anything

from administering first aid to enforcing
quarantine. Another solution is to be equipped
technologically to operate the building
remotely.

in windstorm premiums that lasted for about 15
months before stabilization began to return.

Market rigidity occurs frequently on a lesser
scale, which often leaves property owners in
a scramble to, as the pension fund executive
phrased it, “fill the gaps” in coverage. While
most prefer to have a single master insurance
program to cover all types of property and
liability, some must resort to stand-alone
policies in certain categories to get the right
cost-benefit ratio. This has become particularly
common for flood insurance, which may be
linked to the re-pricing that occurs after each
hurricane season.

Acts of violence

When it comes to violence, prevention is
and always has been the name of the game.
Building owners, managers and security
personnel play a critical role in preventing
violence, whether instigated by an extremist
group, a disgruntled former employee or a
jilted lover. To be sure, one of the foremost
keys to prevention is simply knowing who is
coming in and out of the building each day.

In major CBD office buildings, card access
systems and front-desk visitor processing
procedures are the first line of defense. And
as security cameras become more advanced,
personnel at high-traffic retail centers are
starting to monitor things like parking lot
activity and people carrying backpacks or
other large items. Not only can these steps
help to deter violence, but they can also assist
local police with tactical information when more
drastic measures are required.



For the most part, factors like geography,
structure and loss history drive insurance
rates, taking it out of the asset manager’s
hands. But it is not unheard of for an agent
to review a property’s emergency action
plan. According to Invesco’s Harrell, “If you've

demonstrated the ability [to minimize loss
through executing emergency action plans],
it can enhance your ability to negotiate
rates.” Of course, the inverse is also true:
failure to show evidence of an effective

plan can lead to more expensive insurance,
which creates higher pass-through expenses
and a less attractive building for tenants.
Ultimately, the more efficient and effective a
risk management program is, the more it can
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System failures

The New York City blackout that occurred on
August 15, 2003 was a potentially serious
matter that, fortunately, turned out to be
mostly an annoyance.

For New York City landlords like SL Green
Realty Corp., being prepared for system
failures means installing photo luminescent
lighting in stairwells and mounting generator-
backed emergency exit signs. And whether
a potential emergency is caused by a blown
transformer, a ruptured steam pipe or a large-
scale power grid failure, the key to effective
response remains regular drilling. According
to several New York City property operators,
one consequence of events like 9/11 and
the 2003 blackout is that occupants and
management staff alike have become much
more cooperative about locally mandated
twice-annual drilling.

help in restoring a building to its true purpose:
optimizing the business of its occupiers.

Status Quid Pro Quo

Like everyone else who plans for emergencies,
property owners spend most of their time and
energy focused on the safety and security of
those who might be at their buildings when
disaster strikes. Steve Harrell echoes this
sentiment. “I've seen a lot of people put a

plan together for a building and leave it on the
shelf, which does a great disservice to the
people who work there,” he says. But as one
tasked with a fiduciary responsibility, he also
understands that any emergency preparedness
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Natural disasters

Earthquakes give no warning, tornados are
cruelly arbitrary and wildfires demoralizing.

But some lessons that apply to each of these
disasters were reinforced during recent
hurricane seasons. Despite the advanced
warning that windstorms usually provide, we all
learned that it is never too early to be prepared
— and that means more than simply boarding up
windows.

Who could have foreseen the widespread
devastation of an entire major metropolitan
area, as happened with Katrina? Apart from
the staggering displacement of people, what
about the massive quantities of food, water,
fuel and construction materials that had to be
transported in after the fact? One outcome

of these recent storms is the realization that
any emergency response action plan must
also include a disaster recovery plan and must
actively address the logistical challenge of
bringing in supplies from distant regions.

plan that overlooks the steps necessary to
restoring full operations — whether it's on the
shelf or not — does a disservice to the building
itself, not to mention its dual purpose as an
investment and a place of business. While you
are not likely to see an asset manager on the
news being lauded as a hero for helping to save
a building’s “life,” you can bet that investors and
tenants would consider hero a very appropriate
term. To them, “business as usual” is a very
heroic thing indeed.
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Another consideration is that following the initial
wave of public goodwill, donations will subside
and the economic realities of reconstruction
will set in. This means that property owners
must be prepared for higher materials and
labor prices as they struggle to make structural
repairs. In fact, many property insurers are
attempting to capture such costs in coverage
premiums through the use of advanced
predictive modeling.
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