Natural Disasters

By Wesley Lang of SATIB Risk Solutions
The recent spate of natural disasters highlights the need for planning against such events and making sure that contingency plans are in place to deal with the after effects of such events, writes Wesley Lang of SATIB Risk Solutions.
Cyclone Flavio
Cyclone Flavio, a Category-4 storm that struck the coast of Mozambique on 22 February was anticipated, but the sheer violence of the 200km/hr winds were not. One of the worst hit areas was the tourist town of Vilanculos and the surrounding Lodges and Beach Resorts. The Vilanculos central market, surrounding houses and Lodges were devastated by the wind, mainly due to the fact that they were partly- constructed of bamboo, straw and local materials. Even storm proof materials such as steel and brick could not hold up to such high-speed winds. Large areas were laid to waste, for example the Bazaruto Archipelago National Park was extensively damaged with 80 percent of the indigenous trees damaged or destroyed.  The local infrastructure in this remote area was also disabled; telephone lines were down, making communication with the relevant aid organizations difficult. The local airport was also forced to close due to significant damage. Sadly this only compounded the difficult situation in the country. 

Flooding
The rainy season in Southern Africa runs from October to March, and the 2007 season has been particularly high. This meant that many of the dams along the Zambezi River had to increase their water discharges. The Cahora Bassa Dam Reservoir increases its flow of water per second from 2,500 cubic meters per second to 8,400 in February. This deluge of water from the surrounding areas along the Zambezi River Basin resulted in the Zambezi river bursting its banks and reached a high level of 7,5 metres. Compared to the 2,4 metre level recorded in March 2004, the huge rise is evident. What is even more disturbing is that the 2,4 metre level in the 2004 period resulted some of Mozambique’s worst flooding.  In combination with Cyclone Flavio, these factors are contributing to rising water levels, which threaten close to 285,000 people in river communities along the Zambezi. Added to this is the huge storm and water damage to homes, lodges and resorts in the area. These natural disasters paint a pretty bleak picture for hospitality providers in the region.

Transferring the Risk
However, hospitality operators can identify immediate areas that need to be addressed from the above information. Firstly the pressing issue is to look after their tangible assets. Many lodges and resorts owners have spent five or more years renovating to create that perfect experience for their clients.  To protect their property and the many important assets that add to the ambience of the Lodge or Resort, the risk can be transferred via Property Asset insurance programmes.

However, the defining rule is to not underestimate the damage that can be inflicted and the subsequent costs involved in rebuilding and replacement. Property Insurance does provide protection, however there are a number of issues that owners need to consider. 

Firstly, the material, transportation and labour costs involved in rebuilding must be taken into consideration, specifically the effects of inflation and currency fluctuation, which will be significantly higher than the original costs incurred. As a rule, be as accurate as you can in your valuation, rather over insure than under insure. The extra cost of a 10 percent increase in premium far outweighs the effect of under insurance. Take into account the fact that building costs in remote areas and southern Africa countries increase dramatically year-on-year. Transport logistics and import tax costs must also be taken into account. The hiring of skilled labour must also be factored into your valuation. Due to the low number of skilled tradesmen available nowadays, the fees involved in hiring them are remarkably high. Also, do not forget to allow for the reestablishment of landscaping and gardens, which are often also destroyed following weather related natural disasters.

Business Interruption
Secondly, one must consider the time lapse between the occurrence of the catastrophic event and the day that the establishment can be reopened. Overheads will not cease, staff will still need to be paid, rent of equipment and utilities paid and booking deposits refunded. This is a commonly underestimated risk that Lodge owners do not take into account. The loss of business income during the rebuilding process can cripple the business before it is able to reopen its doors. Business Interruption insurance is based on a combination of the current pre-booking and the past revenue earnings over a similar period. Bear in mind to declare revenue as opposed to profit.  The period of indemnity can vary from six to 12 months and in this respect it is important to estimate accurately the time lapse required in rebuilding. 

Finally, bear in mind the time lapse between lodging a claim with your insurer and actually getting the funds cleared into your bank account. For establishments registered in Africa territories, this process can take even longer due to tax clearances and local bank policies. If the asset is registered in a foreign country, the money may not be deposited in a South African bank account, even if the holding company is registered here.

Don’t leave natural disasters to chance. Consult with a specialist insurance broker with experience in this type of cover, and access to professional insurance valuators.

At a Glance
• Typhoon/Rain season – October to March

• Cyclone Flavio – category 4 storm – 


200km/hr wind

• Zambezi river flood line 2004 = 2.4m – 


2007 = 7.5m 

• Rather over insure than under insure (+10-15%)

• Provide for logistics and import tax costs

• Allow for inflation & currency fluctuation

• Include landscaping and gardens cover

• Business Interruption indemnity period 


= 6 months to 12 months
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