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on CRISIS MANAGEMENT
ARE YOU READY ?

Ladies and Gentlemen,

When a crisis occurs, a company can experience turmoil, stress and frequently,
disastrous consequences. . Usually, warning signs precede most crises. Heeding
them can considerably lessen the impact. So can planning, that is development and
implementation of a crises management plan.

Recently, “crises management” has become the issue in the business press and the
subject of much discussion in board rooms and on management level. Certainly, a
number of well publicized disasters have had severe impact on what are considered
well managed companies.

Companies have faced a multitude of crises ranging from oil pollution to product
tampering to earthquakes and toxic releases, that took management by surprise.
Furthermore they were often unprepared to respond.
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With this in mind, companies should be aware of potential crises and have a means
to deal with the situation in place.

Regretiully, recent research shows that the reality is far different. Crisis response
and crisis management, although often discussed, are less frequently a part of the
normal business planning and strategy process than the flood of words tends to
indicate. [t is as though executives were unwilling to think about the problem in terms
of their own company. They think that, aithough disasters or catastrophes do happen
and preparation is a must, the worst will happen only to the others,

In researching his recently published book, Crisis Management, Steven Fink has
surveyed top executives of Fortune 500 companies and surprisingly has found that
89 percent of them believed a crises was inevitable., However, 38 percent of those
who believed their company had more than a 50-50 chance of having a crises did not
have a plan, and 42 percent of those who had gone though a crisis still did not have a
plan in place to deal with the next one.

A 1988 survey conducted for the National Association of Manufacturers (NAM) in the
U.S. further supports these disappointing conclusions. On a scale of 1 to 7, with 1
indicating strong agreement, the following proposition received a 2.5 rating : “Every
organization shoud have a permanent Crisis management unit or team”. However,
agreement was almost as strong - 2.7 - with the following statement : “Most
organizations, unless they first experience a major crises, will not engage in a serious
program of crisis management”.

Ang only 38 percent of respondents stated that their organization had a formal crisis
management unit or team.

A company that tails to develop and implement a crisis management plan is taking an_
unnecessary risk. An event, like Bhopal or the Perrier product recall or the Sandoz
poliution, can have such a devastating effect, that makes statistics meaningless and
jeopardizes the companies future.

A crisis can be defined as any accidental or intentional even that causes a significant
disruption to normal operations.

Crisis do not occur in isolation. They have multiple dimensions and call for multiple
treatmenis. One crisis will lead to another, unless definite plans, designed to quickly
identify, isolate and manage the crisis are in place.

When a trusted product is found to be contaminated, the product line is not the only
thing in danger. The corporation’s entire public image may be at stake. Lost revenue
could total millions of dollars.

Hundreds of employees could be put out of work.




Likewise, product defect and recall can affect earnings to the point where debt
payment becomes difficult and even a small fire can cause a toxic release and
millions of dollars in clean-up costs.

Most of these incidents like Bhopal or Sandoz and the fire and explosion at Philips
Petroleum Plant in Pasadena, TX, are frequently foilowed by intense media and
governmental scrutiny.

This pressure affects not only the companies invelved but the entire industry segment.

To be effective, crisis management must be a continuous effort comparable to risk
management, sales strategy, production planning, or any other business activity in a
dynamic environment.

For a crisis management plan to be fully effective, it must address six stages :

1. Risk Identification

2. Advance Preparation
3. Risk Escalation

4. Managing the crisis
5. Disaster Recovery

6. Return to Normal operations

These stages represent an ongoing, interactive and proactive effort to safeguard a
company’s assets and reputation and to guarantee corporate survival. In contrast,
using any phase in isolation may achieve little more than increasing a company’s
chance of getting lucky when a disaster looms on the horizon.

A crisis management plan reflects sensible risk management, pre-loss planning,
contingency planning, and post-loss recovery considerations. It provides a strategy
tailored 10 the enterprise’s specific environment, decision-making and operating
systems, culture and potential problems.

Crisis will occur, no matter what advance planning takes place. A sound plan,
however, will help ensure a more carefully thought out and controlled response, even
if the particular crisis that actually occurs has never been anticipated.




Let's have a closer look at the components of the crisis management plan.

1. Risk Identification

The risk identification process is the foundation, not only of the crisis management
program, but of the entire risk management effort.

Considerable time and effort must be spent identifying those potential risks, that if left
unchecked, can develop into a crisis. This stage of crisis management involves
identitying the probable cases and determing their probability of occurence.

tin the NAM survey, Fortune 1000 corporations identified the twenty most common
crises that they experienced in the last three years. The most common were those
caused by product defects and recalls, environmental accidents, plant and equipment
defects, computer breakdowns and absence of data processing security, loss of
confidential information.

The crisis identification process can be summed up in four questions :

What can happen ?

What operations will be affected ?

What will be the overall impact on the company ?
What can the company do to avoid the efffects ?

As risks will change as frequently as the business environment, the identification
process should be carried out periodicly.

Very often, true company weaknesses will be discovered before its management has
to deal with & real crisis.

2. Advance Preparation

Once the possible crises are identified, the organization has to develop its crises
management plan and designate its crisis management team members.

The pian shouid provide methods for minimizing the extent of disruption and damage
and for limiting escalation of the crisis. The cemposition of a specific team will
depend on the nature of each crisis, but a central core membership and a teamleader
with authority are necessary.

The crisis management team should establish continuing or alternative operating
procedures, including any necessary reduced-capacity procedures and identify the
resources necessary for recovery and plan for making them available.
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4. Managing the crisis - Emergency Response

At this point, the damage has already started and more often than not, it is severe.
When a crisis erupts, it requires immediate action and nothing should take precedence
over the company’s response 10 it.

Initially the source of the crisis must be identitied, isolated and measured in
severity as quickly as possible.

Immediate decisions and often all future ones, will come from this analysis. The
focus now is damage control, which generally means protecting life, assets, property
and environment as much as possible.

The emergency response period is the most fluid part of the crisis. Even at this garly
stage, the goals are to minimize operational interruption, reduce the financial impact
and maintain vital functions. Although nothing should inferfere with the crisis
management team’s activities, others should continue their regular duties as much as
possible.

Keeping records of activities and even of the decision-making process, improves the
ability to make decisions in the first place. It also helps ensure truthful recall for the
questioning process that the media, government, shareholders, employees and many
others will start much sooner and with more criticism than the company would like.

5. Disaster Recovery

This is when the healing process starts and when the search for answers begins.
This is when the company will appreciate the full benefit of advance planning and
when the company can confirm that the crisis turned into an opportunity or has to
accept defeat.

The objectives during this crucial phase include minimizing the extent of disruption
and damage and prevenling its escalation.

They also include effecting a rapid and smooth transition to change operating modes
and sites, frequently with reduced resources and ensuring the maintenance of critical
functions.

The company wants to minimize the economic impact and to restore normal
operations as quickly as possible.
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