Supply Chain
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Are customers and suppliers on
An organisation that has suffered an event
thiat invters ups its business is XM il tos the
risk that its '\II|:-5:-' wers and customers will take
advantage of its predicament, This article
reviews some sources of this exposure and
suggests that |||-:'-||:-~-, contraciual certainty
may he an under utilised safeguared.

v business should not only ey o
protect itseli against its o CHTI eI LOrs, b
also consider carefully the risks I,:-l:-‘-i'll at
the time of loss by 1is own ‘-ll]]l'llll'l"\ .|,|'|||
CUSTOITICTS ]'|'||' |:-l.l'\\5|||1' g L Ii-.lll\ <1r|<]
actions of this important group have often
not been adequately or explicitly identified
at the pre-loss stage

s supplicrs and contractors consider
h lﬁx‘r|||'|'|1.1l1_:| ‘o e umstances atfect I]I-:'I‘.'I.
there are a numhber of reasons for their
actions which create this nsk exposure:

I Survival

2 Shareholder va

MAXImisation

3 Competitive advantage

i H'.:|11-||||1!iw'n|

5 Business continoity managemenl

6 Contracts

For the business, each of these causes

has the effect of ||I'||||.I-. ng behaviour in

customers and supplicrs which may well

result ing

*  An increased Bl loss (insured and
uninsured)

e

position

ure to recover pre-loss market

* Reputation impairment

* Loss of subrogation opportunitices

The underlying explanation for the

selection of the six friend or foe 1ssues is

as follows:
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side when you have a business interruption 10ss? Possibly not!

1 Survival

Asked for an explanation of what business is all about, many managers and advisers,
especially liguidators, will say that the main objective of a business is survival. In the long
term, the company must earn profits that cover its cost of capital.

At the time of a serious loss o a business, the main concern of its customers and
especially s main suppliers will be to establish if the consequences of thar loss will
threaten their own ongoing existence. Searching for a new customer or supplies
o replace that business (o maintain sales and solvency will become a wop prior.
Realistically, therefore, any lovalty to the company will be severely tested by the actions

necessary tor ||"I|:' customer and '\llr"]?llli'l COrEAMISALIONnS 1o SUrvive.

2 Shareholder value maximisation

Although there is debate about the responsibilities of an organisation o its wider
stakeholder community, the Anglo-American model generally gives priority 1o the
maximisation of shareholder value, This is not only a fundamental tener of capitalist
theory, but also a legal responsibility,

As the late expert on corporate law, Professor John Parkinson, wrote in his 1993
bk I'.'r.-rlf."l.l'r.'.f- Pooer and Hes sl ity — disties i the Hreory af cotsifi iy fane, “Therelore, it
can be seen that management are obliged to consider any opportunity to benefit the
sharcholders. When Organisation X is weakened or disabled as a result of a loss event,
the management of its suppliers or customers have an opporunity to maximise value by,
for example: re-negotiating prices: delivery times; and /or longer term contracts

“It is questionable, but legitimate to ask in fact whether the management of all
suppliers and customers to Organisation X are obliged to consider how their companies
Can promote the success of their business venture” as a result of Ohrganisation W5 loss
cvent. Failure to do so might expose the management to criticism or claim from thei
shareholders.”

3 Competitive advantage
The customers and 1.|:||||_a'|I|'|\ o the business will he trving hard to FEA QR their own
husinesses. Secking competitive advantage is a natural and normal strategic approach in
anv wieell ru<5||.|;_-|rr| husiness, When € }:':_'\._I,l'li\.|lll:-l.~  suffers a loss, that event will inter il
an established value chain and present a window of opportunity

It is possible to envisage a situation where a supplier may decide to move along the
vertical value chain and commence supplving the business’ customers. Also a supplier,
having to find alternative customers to replace lost orders from Organisation X may
supply and support, albeit out of necessity, a competitor of the business.

Discussing “offensive strategy”™ in his 1985 book Compelitive Advantage, Michael
Porter, an early strategy guru, proposes that a challenger should seek an oppormnity
when the leader is “disinclined or constrained from E)||s[j'.||,|1'4| retaliation AFAITSL the
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