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Since 1947, Clements Worldwide has provided peace of mind to the inter-
national community by offering essential insurance solutions. Over the past
6 decades we have borne witness to the rapid rise of globalization and
we now insure people, vehicles and assets in more than 180 countries.
Among these, Clements Worldwide has established itself as the leading
insurer of the aid and development vehicle fleet.

Along with this rise in globalization, firms and, in particular aid and develop-
ment organizations, are increasingly operating in harsh, unpredictable and
often perilous environments. The many risks and road safety challenges in
this line of work have long been accepted as part of a trade off in carrying
out vital missions at the world’s frontiers. In a dynamic and continuously
evolving world, new risks are constantly manifesting themselves, challeng-
ing organizational readiness and traditional risk mitigation approaches.

For example, much as we have seen in other industries, fleet managers’
have acknowledged the ascendance of reputational risk as the single larg-
est exposure they face in terms of likelihood and adverse impact. Similarly,
our collaborative survey, Fleet Risk 360°, has also identified the exposure
to catastrophic losses faced by so many fleet operators.

In the face of this new normal, which our survey sheds light on, Clements
Worldwide is poised to adapt to this dynamic risk landscape. While insur-
ance and risk management firms have largely focused on risk financing
and transfer products, this report underscores the need for enterprise-level
solutions that are as much concerned with financing losses, as with their
prevention altogether.

We thank our partners, Fleet Forum, which boasts of the largest gather-
ing of aid and development fleet managers and the many survey partici-
pants who have helped to inform our analysis. We hope this report serves
to enhance organizational resilience and contributes to improving fleet risk
management in the sector.
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he foregoing report highlights, through
Tthe voice of aid and development fleet

managers and logisticians, the need for
increasing risk management capabilities in the
sector. Similarly, the long-standing belief that
vehicle fleets are mission critical is once again
upheld in this research. Combined with the
acknowledgement of low financial resilience,
both in terms of free operating cash flow and
financial reserves, alongside the real exposure
to catastrophic losses, many in the sector are
searching for new solutions to these challeng-
es. None, however, is more amorphous and
difficult to contain from a risk management van-
tage point than reputational exposures, which
survey respondents identified as both the high-
est impact and highest likelihood risk.
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The survey reveals that traditional risk trans-
fer methods, such as physical damage and
third party liability insurance remain prevalent,
locally, regionally and internationally. While few
agencies benefit from economies of scale by

centralizing fleet risk management, newer
approaches, such as internally funded insur-
ance reserves are gaining traction. Ongoing risk
management based on loss history, proactive
methods and risk reduction are nascent in the
sector. The report concludes by identifying risk
management approaches that can be imple-
mented to address the many challenges identi-
fied in the Fleet Risk 360° survey. For example,
risk classification methods are introduced,
enabling not only the identification of risk fac-
tors, but the possible treatment approaches.
Additionally, the 5 principal steps of classi-
cal risk management are identified, including
risk identification, analysis, evaluation, treat-
ment and monitoring. An operating framework
is developed and offered to risk management
practitioners as a tool to assist in developing an
effective risk management strategy.

Reputation risk is acknowledged as the
highest impact event with the highest

likelihood.

Fleet Risk 360° Survey

Principal Survey Findings

RISK
MANAGEMENT

RISK

CONCENTRATION

MISSION
CRITICAL

7 O Cy of survey respondents indicate

O that the fleet is mission critical,
therefore fleet risks need to be managed with greater
care and professionalism.

E 8 Cy of survey respondents indicate
O that risk management capabilities,

structure and accountabilities needs to be overhauled
in addition to a generally punitive risk culture.

FINANCIAL
RESILIENCE

The total cost of ownership (TCO) is not transparent
—58% of respondents indicate postponing necessary
fleet investments and 58% have no reserve funds, yet
55% indicate high financial resilience.

7 8 Cy of respondents indicate that their
O organizations do not have policies

in place regarding concentration of risk, exposing
fleets to tail/catastrophic losses.

REPUTATION
RISK

Reputation risk is acknowledged as the highest
impact event with the highest likelihood.
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Introduction

Globally the aid and development sector oper-
ates a vehicle fleet ranging between 80,000 and
100,000 vehicles." This is principally composed
of the iconic white SUV, which is typically a Toy-
ota Land Cruiser as the workhorse of choice.
Double cabin pickup trucks, saloon cars, 2 and
4-stroke engine motorcycles and large car-
go trucks round out the average fleet. Vehicle
fleets are the proverbial tip of the spear of the
aid and development supply chain. No malaria
net would be delivered, and food aid and other
forms of intervention would be greatly impaired
without a well-functioning fleet. For many agen-
cies, vehicle fleets represent their second larg-
est operating costs.? Combined with the global
road safety epidemic that plagues many devel-
oping countries, behind the wheel, inside or
near an aid vehicle is quite simply a dangerous
place to be. This reality makes fleets a large
contributor to the risks these organizations
bear. This risk manifests itself as a financial and
operational exposure, but perhaps most impor-
tantly, as something that can permanently tar-
nish an organization’s reputation.

In terms of the global vehicle supply chain,
agencies typically procure between 15,000 and
20,000 new light duty vehicles annually.® This
procurement is largely driven by a fleet replen-
ishment process, wherein unusable or obso-
lete vehicles are taken out of commission. Most
agencies prefer international vehicle sourcing
from stockpile holders, such as Toyota Gibraltar
Stockholdings, Ltd. and others, while the larg-
est agencies have negotiated framework pro-
curement agreements directly with the leading
vehicle manufacturers, bypassing intermediary
sales channels. Over the past 50 years of inter-
national aid and development work, the sec-
tor’s supply chain has geared itself for driving
costs out of upstream supply chain activities.
The industry has largely done this successfully,
however, this negates the operating reality of
a vehicle fleet, in which 80% of the operating
costs are borne once the vehicle(s) clear cus-
toms and enter service.

Over the past 50 years of international
aid and development work, the
sector’s supply chain has geared itself
for driving costs out of upstream
supply chain activities.

Fleet Risk 360° Survey

Generic Supply Chain Activities

TRANSPORT NEED
TECHNICAL REVIEW
RFP DEVELOPED
COMPETITIVE BIDDING
SELECTION / AWARD

PURCHASE ORDER

SHIPMENT TO DESTINATION

Until the advent of modern financial accounting
standards in the aid and development sector,
most vehicle procurement “disappeared” from
the financial radar, as most agencies expensed
100% of a new vehicle’s value at the moment
of purchase. 5-year straight line depreciation of
vehicle assets is finally taking hold in the indus-
try, creating a rudimentary form of fleet man-
agement and the traceability of both assets and
some operating costs. Many agencies report a
5% to 20% margin of error on the number of
vehicles in their global fleets. This is, in part,
a legacy issue due to the expansive physical

DOWNSTREAM

UPSTREAM 3 -6 MONTHS

CUSTOMS CLEARANCE

5-10YEARS PRE-DELIVERY INSPECTION

REGISTRATION
3RD PARTY INSURANCE

FIELD DEPLOYMENT

DISPOSAL

footprint of aid and development work, opera-
tional fragmentation, and in part a pernicious
side effect of the balance sheet treatment cit-
ed earlier. Notwithstanding some of these
challenges, the industry and its corps of fleet
management practitioners have demonstrated
their commitment to not only modernizing fleet
operation, but to demonstrably improving the
cost, environmental impact and efficiency. The
next frontier of this process is to address the
very real challenges that have been identified in
risk management.

" According to Fleet Forum research and estimates on the total number of vehicles in operation on the sector.
2Fleet Forum and industry estimates on the largest cost drivers in aid and development operations.
#Various industry trade groups and supply chain expert estimates of annual vehicle procurement in the sector.
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Survey Methodology

The Fleet Risk 360° survey was designed to
capture a holistic picture of fleet-related risks,
irrespective of whether they were insurable
or not. The survey was designed around an
enterprise risk management approach, which
encompassed 88 questions across 5 distinct
sections. As vehicle fleets are merely an instru-
ment of an organization’s mission, the first sec-
tion of the survey, Organizational Information,
sought background information with regards to
individual respondents and the organizations
they work for. This includes a view on the mis-
sion, legal structure, the importance of vehicle
fleets, and the centralization of fleet manage-
ment among other areas.

Fleet Risk 360° Structure

The second section of the survey delves into
Fleet Composition, which is the broad tangible
footprint of the fleet, including its adequacy and
reliability in meeting transport needs. This sec-
tion also addresses the physical composition
of the fleet, its geographic dispersion, as well
as vehicle makeup. The worst thing that can
occur to stationary vehicles is a total loss of
the physical asset. While fleets are being driven
however, a much more complex series of risks
and exposures emerge. To this end, the third
section of the survey, Fleet Operation, covers
every facet of vehicle use, driver standards and
access. Additionally, questions regarding fleet
lifecycle management and disposal provisions
are asked.

Organizational
Information

Risk
Management

Fleet
Composition

Fleet Risk

360

Financial
Resilience

Fleet Risk 360° Survey

Fleet
Operation

As risk thrives on financial losses, the next
section of the survey gauges Financial Resil-
ience. In this section, funding sources are
explored in addition to the financial treatment
of fleet expenditures and an organization’s abil-
ity to weather fleet-related losses. Addition-
ally, fleet balance sheet treatment, total cost
of ownership and other financial variables are
explored. Finally, the Risk Management sec-
tion, gauges not only the likelihood, severity
and impact of fleet-related risks, it assesses
organizational capabilities with regards to
risk mitigation.

Fleet Risk 360° was conducted in partnership
with Fleet Forum, the largest gathering of fleet
managers in the aid and development sector.
Survey responses were gathered from bell-
wether aid and development organizations,
including UN agencies and NGOs, among oth-
ers. Fleet sizes cover the operating spectrum in
the sector, including small, medium and large
fleets in excess of 5,000 vehicles. In addition
to this extensive body of knowledge, Clements
has active auto and fleet insurance policies
in more than 170 countries, which helped to
inform many aspects of our analysis.

The Risk and Insurance Management Society,
defines Enterprise Risk Management as:

Enterprise Risk Management (‘ERM”) is a
strategic business discipline that supports the
achievement of an organization’s objectives by
addressing the full spectrum of its risks and
managing the combined impact of those risks as
an interrelated risk portfolio.

ERM represents a significant evolution beyond
previous approaches to risk management in that it:
1. Encompasses all areas of organizational

exposure to risk (financial, operational, reporting,
ompliance, governance, strategic, reputational,

izes and manages those exposures as an
d risk portfolio rather than as individual

isk portfolio in the context of all
and external environments,
es, and stakeholders;

| risks across the
and can create a
from the sum of

risks are

www.clements.com
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Organizational Information

Due to the nature of aid and development orga-
nizations’ missions and goals, from protecting
refugees to delivering food and other vital items
to those in need, a greater focus on risk man-
agement and risk mitigation is needed. As cri-
ses or threats arise in emerging areas across
the world, the agencies in this sector are likely
following close behind, while others are running
for the border. While deploying international and
local staff to often high-risk locations, agencies
have a special duty of care to protect not only
those sent to carry out these missions, but the
very people they were sent to serve. Increased
caution, operational diligence and well-trained
drivers are a necessity.

Often in these fluid situations, vehicle fleets
are the only means of providing the necessary
assistance to those on the ground. As a result,
unsurprisingly, fleet managers acknowledge
that their fleets are of mission-critical impor-
tance. Road conditions as well as deteriorating
security make managing and mitigating fleet-
related risk especially challenging. This leads to
the need for proactive care and maintenance
of vehicle fleets, in order to limit any hindrance
to the delivery of aid and development efforts.
However, in the current decentralized state of
fleet management in the sector, it is becoming
increasingly complex to implement risk mitiga-
tion procedures on an enterprise-wide scale. In
this structure a large amount of decision mak-
ing power is delegated to individual countries
or field offices, yet, as we will see later in this
report, risk knows no boundaries. Compound-
ing this challenge, survey respondents and fleet
managers indicate diffuse responsibility and
limited control of fleets, locally, regionally and
globally, across the board.

Fleet Risk 360° Survey

In addition to the increasingly unstable politi-
cal and security environments in many of these
areas, the 24-hour media cycle coupled with
the court of public opinion makes it so con-
sequences of any missteps or vehicle-related
incidents can be exacerbated almost instantly.
It is understandably impossible to tread light-
ly in a convoy of powerful 4x4 SUVs, howev-
er, it is imperative for the sector to look at this
like a zero-failure mission. With the majority of
aid and development agencies headquartered
in increasingly litigious advanced economies,
an organization’s reputation can be severely
impaired not only by their direct action, but by
the mere intimation of their involvement from
implementing partners — a creeping risk known
as vicariously liability. Reputational and liability
issues can and often do follow these organiza-
tions across borders, with the backlash eventu-
ally reaching their headquarters.

Liability and reputational risks are both highly
fluid, following a path of least resistance when
a real or perceived injustice has been commit-
ted. Increasingly, the aggrieved parties have
not only the legal wherewithal and resources to
seek redress globally, they can often confound
and halt operations locally. An extreme exam-
ple of this risk occurred in South Sudan, when
a UN convoy was found transporting arms to its
peace keeping mission. This perceived affront
and breach of humanitarian neutrality saw the
South Sudanese administration calling for the
ouster of the UN.* Thus, a seemingly innocu-
ous logistical decision, militated against the
very viability of the UN in the country.

Survey Respondent Headquarters

North America 14.3%

Central America/Carribean 4.8%

Fleet Composition

The primary vehicle types used to carry out
these vital missions, are the aforementioned
Toyota Land Cruiser and other soft bodied
SUVs, as well as double cabin pickup trucks.
While there have been nascent attempts at
leasing and rental alternatives throughout the
sector, the majority of organizations still own
their vehicles outright. As a result, as vehicles
become damaged or suffer total losses, the
financial impact largely stays with the organi-
zation rather than being transferred to a third
party. Additionally, leasing and rental options, in
exchange for a premium, offer cost predictabil-
ity. Naturally, given the specialized vehicles that
are used and the remoteness of aid and devel-
opment operations, viable leasing alternatives
have not been developed in the private sector
in any large scale. Rather, larger fleet operators,
such as IFRC and UNHCR among others, have

“http://www.bbc.com/news/world-africa-26520091

Asia 4.8%

MENA 9.5%

Sub-Saharan African 4.8%

been pioneers in developing internal, central-
ly-managed fleet leasing solutions. In the loca-
tions in which these vehicles operate, it is not
a question of whether the vehicles will be dam-
aged, but rather when and to what extent the
damage will occur.

While aid and development operations are
spread out geographically to the four corners
of the world, the majority of this work is being
carried out in Sub-Saharan Africa, where the
majority of the fleet is deployed. With this vast
operational spectrum comes poor road con-
ditions and increasingly unpredictable secu-
rity environments. As previously mentioned, it
is largely known that these organizations are
headquartered in advanced economies. This
creates not only reputational exposures but
also leads to a belief on the ground that many
agencies are funded by “deep pockets,” thus
exacerbating monetary demands and expecta-

www.clements.com
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tions. In addition, in many countries the local
insurance market largely functions as more of a
form of taxation, as opposed to providing any
real financial protection. Currency volatility cou-
pled with low liability limits, and restrictive ter-
ritorial coverage, often reduces locally-issued
insurance policies to nothing more than a
“license to operate” as valuable as the paper
they are printed on.

As these vehicles are so vital to missions,
ensuring their proper care and maintenance is
of utmost importance. The vicious cycle of over
utilizing newer vehicles and the lack of adher-
ence to proper disposal procedures increases
not only the already heightened danger of driv-
ing in developing regions, it increases operat-

Global Vehicle Location

Central America/Carribean 6%

North America .2%

South America 2%

Fleet Risk 360° Survey

Europe 6%

ing costs and accelerates vehicle deterioration.
With the current fragmented operational struc-
ture, fleet managers are largely unaware of the
conditions of many vehicles within the fleets
they oversee. With this, surveyed fleet manag-
ers report that their fleets are adequate in terms
of size, vehicle types and their overall reliability.
However, when visiting field operations the vast
vehicle graveyards or large lots of unusable and
damaged vehicles, as well as countless vehi-
cles exceeding the standard 5 year 150,000
km disposal criteria reveal some excessive
optimism on the part of survey respondents.
Additionally there is a large scale opportunity to
right-size the aid and development fleet with-
out impacting program delivery, as many orga-

Asia 12%

MENA 15%

Sub-Saharan African 59%

Allow for Personal Use of Vehicles

Yes 76.9%

nizations report having many more vehicles in
operation than are needed to carry out their
missions. While there is an understandable
need to localize many aspects of fleet manage-
ment, after all fleets are on a one-way trip to
the field, risk management on the other hand,
necessitates subtler adherence to global stan-
dards of practice.

Fleet Operation

The reality of operating in regions with sub-
optimal conditions as well as operating vehicles
beyond their target lifecycle further solidifies the
notion that the best ‘safety device’ in a vehi-
cle is a well-trained driver. While the value of
driver training is widely accepted in the sec-
tor, most organizations are training their drivers
infrequently or on an ad hoc basis at best. Oth-
ers report, perhaps conveniently, that they only
hire trained drivers. This is critically important
because the act of putting a key in the ignition
of a vehicle immediately changes the risk pro-
file of that asset from a static tangible expo-
sure, to a dynamic risk factor. The worst thing
that can happen to a stationary vehicle or fleet
is the total loss of the tangible asset. Contend-
ing with a driver behind the wheel, occupants in
the vehicle, vulnerable road users and oncom-
ing traffic suddenly creates a veritable mine field
of risks. In fact, countless operations in conflict

No 23.1%

zones have fallen prey to improvised explosive
devices (IEDs) and deliberate attacks, as seen
by the bombing of the UN’s compound in Nige-
ria in August of 2011. Further exacerbating this
operating reality, the road safety epidemic that
is unfairly targeting developing countries, reaps
an incalculable human toll and increases the
dangers of fleet operation.

Recognizing that keys in the ignition may be
tantamount to lighting a fuse potentially creat-
ing a series of undesirable outcomes, strength-
ening vehicle access and utilization controls is
a vital risk mitigation step. For example, driv-
ers are predominantly allowed to access fleet
vehicles for their personal use, in addition to
using them to carry out their missions. Addi-
tionally, most organizations allow for the trans-
port of third parties, the majority of which do so
without implementing waivers or other risk mit-
igating/transferring approaches. Driver fatigue
and poor journey management, wherein vehi-
cles and drivers are driven great distances to
the very edge of their tolerance, serve to com-
pound the likelihood and severity of entirely pre-
ventable losses. The general absence of vehicle
tracking technology in the sector, makes geo-
fencing (the cordoning off of dangerous, no-
go areas) unlikely, forcing agencies to rely on
drivers to adhere to agreed upon routes, trav-

www.clements.com
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el times, speeds and driving conditions. Suc-
cessfully implementing vehicle telematics has
as much to do with fleet management, as it
has to do with change management, as most
efforts have met stiff resistance from drivers
who fear a “big brother” phenomenon. Ironical-
ly, the absence of telematics increases driver
risk, as their last known location and the ability
to send help will be greatly impaired.

While fleet management software and track-
ing capabilities are coming of age in the sec-
tor, archaic paper-based approaches remain
entrenched throughout the industry. Many orga-
nizations still rely on vehicle log books and have
hand written vehicle requisition forms, to track
both the access and operation of their fleets.
This coupled with the decentralized manage-
ment structure dominant in the industry, hinders
effective enterprise-wide fleet management.
In an increasingly digital world, opportunities
to streamline cross-border fleet management
are abundant, however, many fleet managers
are having difficulties in defending the cost-
benefits analysis to senior management. Fur-
ther harnessing the power of technology in aid
and development fleet management will not
only improve the transparency and total cost of
ownership, it will greatly enhance risk manage-
ment capabilities.

Financial Resilience

As the majority of aid and development agen-
cies are non-profit and often enjoy duty-free
status, cost control and operating efficiency are
commonly given lower priority than the higher
purpose of their missions and in the spirit of
serving humanity. This is further compound-

ed by the general dearth of business talent in
the sector and the late adoption of common-
ly accepted practices coming from financial
accounting, risk management and other opera-
tional standards. As a result, many agencies are
laboring under a limited understanding of the
total cost of ownership (TCO) of their fleet. Even
fleet managers report many obstacles in their
line of sight on fleet-related operating costs,
including organizational fragmentation, far-
afield operations and, perhaps most insidiously,
the lack of willingness from field operations to
report upwards. Some of the blockages of this
agency-wide reporting hint at numerous orga-
nizational effectiveness opportunities requiring
a deep commitment to change management.
Field offices cite a punitive culture in reporting
bad news upwards, including fines imposed for
accidents, the perceived loss of authority and
the general culture of audit, whereby the pre-
ponderance of reporting, serves no clear man-
agerial or decision making purpose.

As risk thrives on eating away at a firm’s finan-
cial resilience, aid and development agencies
are particularly vulnerable in that they do not
typically generate operating income, which
for profit-driven institutions can have a restor-
ative effect. Funding sources for agencies in
the sector are often tied to specific appeals
and allocated for ring-fenced projects. From a
risk-tolerance vantage point not being able to
leverage a general account as a buffer against
losses either locally, regionally or internationally
makes many in the sector fall prey to unfore-
seen events or postpone necessary expen-
ditures. Fleet managers report an inability to
adhere to a 5 year, 150,000 km vehicle replace-

5 The International Risk Management Institute (IRMI) defines the law of large numbers as a statistical axiom that states that the larger the number of expo-
sure units independently exposed to loss, the greater the probability that actual loss experience will equal expected loss experience. In other words, the

credibility of data increases with the size of the data pool under consideration.

Fleet Risk 360° Survey

ment lifecycle because of financial restraints.
In addition, most organizations are not set-
ting aside excess funds to cover unexpected
losses or to shore up organizational resilience.
Surprisingly, a clear bias is evident in that fleet
managers report high organizational resilience,
while acknowledging their inability to absorb
large losses and adhere to a necessary pattern
of fleet investment.

In recent years, many agencies have moved
to generally accepted accounting principles
(GAAP), international public sector account-
ing standards (IPSAS) and international finan-
cial reporting standards (IFRS). This implies
that vehicles are being held and depreciated on
balance sheets greatly improving transparency
and managerial control. Although this balance
sheet treatment is a rudimentary form of fleet
management, it is no substitute for the pro-
active steps called for in this report. As many
agencies contemplate so-called self-insured
modalities as a means of cost savings and
internalizing risk control, the reality of not setting
aside reserve funds to cover large losses, nar-
rowing the scope of risk diversification and the
general lack of fiscal discipline violates the cen-
tral tenants of sound risk management. These
tenants include the law of large numbers?®, the
principle of spreading risk as broadly as pos-
sible across homogenous classes (e.g. vehicles
in emerging markets), and, vitally, the depth of
liquidity to absorb catastrophic events. Absent

these principles, self-insurance would merely
create the placebo effect of risk management,
but would not successfully transfer risk.

Risk Management

Risk management has more to do with loss
prevention than loss financing, which is funda-
mentally a reactive process. By contrast risk
management is proactive, forward-looking and
dynamic. As a goal, agencies must make risk
management nothing less than a zero-failure
mission. Much like the world would frown on
an aircraft engine manufacturer having a high
failure threshold, operating an aid and devel-
opment fleet, while rife with risks, should tar-
get a low margin for error. While the goal may
be lofty, failure to aim high in risk management,
leaves far too many preventable losses within
the span of acceptance and subjects agencies
to catastrophic events. Against this backdrop,
fleet managers across the industry are showing
a general commitment to improving the weak
state of fleet risk management. While in the
end, improving the state of risk management
is not singularly the fleet manager’s responsibil-
ity, they will clearly be at the forefront in driving
this change.

An overhaul is needed to move toward a more
proactive approach to risk management. One
critical step in this direction is to combat the
longstanding punitive culture that frowns upon
loss reporting and vehicle damage by exact-

www.clements.com



FR360 Survey Findings

Survey Findings

ing heavy fines, often leading to the termination
of employment of drivers involved in vehicle-
related incidents. Changing this culture is para-
mount to being able to properly manage risks
as they arise by improving the so-called signal
to noise ratio, as any fleet-related event should
be reported and captured in as near to real-
time as possible and analyzed over time. Risk
management as a process thrives on data,
trends, and subtleties and relies as much on art
as on science. Claims and insurance payment
by contrast is merely a linear, cause and effect
process that provides little managerial value on
its own.

Additionally, organizations are exposed to cata-
strophic losses due to risk management poli-
cies either not being enforced, or not existing
altogether. Few organizations have policies in
place limiting both the value and number of
vehicles that can be in one location or oper-
ate in a convoy representing a potentially cat-
astrophic exposure. As so-called black swan
events occur, they can wipe out entire areas
causing widespread property damage and loss
of life. Once again the UN bombing in Nigeria,
the U.S. Embassy attacks in East Africa and
the rising risk of acts of nature are stark exam-
ples that the impact and frequency of hitherto
rare events is on the rise. New risk manage-
ment approaches are called for in the face of
these rising threats.

As has been the case in the corporate world,
fleet managers are becoming more aware that
reputational risks can be devastating to their
organizations. As such, reputational risk is rat-
ed as the highest in terms of likelihood and
severity by fleet managers across the sec-
tor. While awareness of reputational issues
and the damage they can cause is a positive
sign, a great disparity in terms of perception
and reality still exists. In looking at the impact
risks and exposures have caused organizations
in the past, from war and terrorism to physi-
cal damage and wear and tear, fleet manag-
ers’ view these exposures as much less likely
and less severe than reality would hold. In
the era of battling for the hearts and minds of
nations, consumers and host country popula-
tions, how one acts can create profound and
lasting effects that with unprecedented speed
can switch from positive to negative. Factoring
people’s perception, in one minute the libera-
tor becomes the occupier. The peace keeper’s
blue helmet moves from neutrality to being a
target and humanitarian assistance becomes
an unwelcome intervention. Against this back-
drop constant vigil on operating conditions, risk
management and persistent bottom-up report-
ing may be the only tools to becoming resilient
in this new era.

“Some staff are not reporting accidents/incidents in

fear of the $500 charge imposed by the agency; they
end up trying to repair the damage unnoticed, hence
we cannot track the number of accidents for a certain
period of time.” - survey Respondent

Fleet Risk 360° Survey

Risk Matrix - Respondent Perception

Impact

[l Physical Loss A Reputation/Liability Exposures

Medium High

Low

Low Medium High
Likelihood

Risk Matrix - Trend Adjusted

Impact

Medium High

Low

Low Medium High
Likelihood
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Before moving on to how to address the many
risk management challenges outlined above, a
small departure to describe the nature of risk,
the domains in which it thrives and the classi-
cal risk management framework are called for.
First, when thinking about risk, it is important
to understand probability and economic impact
at a basic level. As a stylized example, trees
fall in the forest every day. No financial loss-
es are caused by this natural process, per se,
unless of course an object of economic value
was in the tree’s path. It is the confluence of an
object of value being adversely impacted by an
unforeseen event where economic risk arises.
In the above example, imagine that the object
of value is a quaint log cabin. Building this cab-
in in an open field does not directly expose
the property to falling trees. Building the cabin
among tall sequoia trees, however, creates a
direct exposure to property damage due to this
risk.

Risk Redux

Had the owner of this cabin attempted to rebuild
the property using modern materials of higher
value, this would be known as a speculative
risk. In speculative risks, there is a probability of
either an upside or a downside, much like the
stock market. If, on the other hand, the owner’s
motive was to rebuild the property of like kind
and value, then this would be known as a pure
risk. In a pure risk, the principle of indemnifi-
cation holds that one cannot profit from a loss
and can merely be made whole financially. The
worst thing that can happen to the unoccupied
cabin is the total economic loss of the property.
If the owner and their family were in the cabin,

Fleet Risk 360° Survey

however, the exposure goes beyond the eco-
nomic loss of the property and now includes
the risk of personal injury or death. Inviting their
friends from the city to the cabin, introduces a
complex area of risk, known as third party liabil-
ity and potential reputational exposures.

While the above example focuses on physi-
cal, economic and legal risks, a number of risk
classifications exist enabling risk managers
to determine the best risk mitigation strategy.
Risk classifications traditionally include eco-
nomic, legal, political, social, physical, juridical,
environmental and technological. An alter-
nate approach is to conduct a PESTLE analy-
sis, which uses the mnemonic device to cover
political, economic, social, technological, legal
and environmental. Whichever risk classifica-
tion method is used, the process of risk classi-
fication is important as it helps identify possible
causes of loss and the context in which it can
occur. Classical risk management frameworks,
such as ISO 31000, call for 5 basic steps,
including, risk identification, analysis, evalua-
tion, treatment and monitoring. Once the risk
factors have been identified, risk managers
have a range of mitigation options, including
avoidance, prevention, reduction, segregation,
transfer, retention and redundancy. What fol-
lows are specific risk management strategies
that can be employed to reduce the risks asso-
ciated with humanitarian fleet operation.

ISO 31000 Risk Management Standard

Framework (Clause Framework (Clause 5)

Risk assessment

a) Creates valu
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organization

c) Part of deci
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Design of
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for managing
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e) Systematic,
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f) Based on th
available inf
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improvement
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Implementing
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management
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j) Dynamic, itel
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k) Facilitates c Monitoring
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The Way Forward

Throughout this report, largely following the out-
line of the 5 classical risk management steps,
we have identified a range of risk factors affect-
ing fleet operation in the aid and development
sector. In this final section, we conclude by pre-
senting some principle risk factors, analyze their
expected likelihood and impact and offer guid-
ance on how these risks can be addressed. In
practice, the framework below can be expand-
ed to include a range of risk dimensions and
classifications, many of which may be risks that
have to be borne by the fleet operator with-
out a transfer option. An example of this is the
attritional effect of vehicle wear and tear. The

Dimensions of Risk

RISK DOMAIN

“Where is the risk
likely to arise?”

RISK FACTOR

“What is the likely
cause of loss?”

loss will occur?” impact if the
loss occurs?”

|. PHYSICAL RISK 1. Theft High
2. Collision
3. Political risk
II. LIABILITY RISK 1. 3rd party property Medium
damage

lll. REPUTATION RISK

2. 3rd party injury/death
3. 3rd party occupancy

1. Driver conduct
2. Collision
3. Appearance High

Fleet Risk 360° Survey

LIKELIHOOD

“What is the
probability the

table below offers a brief outline of what this
process might look like for a limited set of risk
factors identified in the Fleet Risk 360° survey.
A series of guiding questions are raised in each
column that will aid the risk manager in under-
standing multiple dimensions of risk. Under the
Risk Treatment section, a variety of options are
available to either transfer, retain or mitigate the
specific risk that is being addressed.

Another useful framework that risk manag-
ers employ is to create a matrix wherein the
likelihood and impact of specific risk drivers
or factors are plotted. An example of this is

IMPACT RISK TREATMENT

“What is the
organizational

“What steps can
be taken to mitigate
this risk?”

Medium Retain/transfer or establish
reserve funds, adhere to
vehicle maintenance
standards, adopt
catastrophic backstops —
e.g. limited vehicle
pooling, etc.

High Transfer, adhere to local
operating/regulatory
requirements, and adopt
global backstops —

e.g. liability umbrella.

High Avoidance through
proactive risk controls,
such as driver’s training,
remediation, clear
operating standards and
codes of conduct.

described earlier in the Risk Management sec-
tion. This process is as much qualitative as it is
quantitative and it offers a useful guide for not
only identifying specific risks, but for determin-
ing the best treatment option. Using this type
of approach, risk treatment options should
range from absorption of items in the lowest
left hand quadrant, whereas items in the top-
most right hand quadrant would be catego-
rized as catastrophic. The risk matrix can also
be analyzed in a cross-sectional direction tak-
ing for example all of the factors identified in the
high impact section. The advisable treatment
for this high impact cross-section, irrespective
of likelihood, is to transfer risk via stop-loss or
catastrophic solutions. What is at stake at this
level of risk impact is the very survival of the
organization. The middle cross-section is usu-
ally the domain for traditional insurance and risk
retention options, such as the internally funded

Global Third Party Liability Limits

Developing

Economic Development

insurance reserves that are gaining favor in the
sector among large fleet operators. Addition-
ally, these risk factors will often carry at times
unnecessary costs, such as adhering to local
third party liability insurance requirements. As
mentioned previously, this form of coverage,
in particular in developing countries, is more a
form of taxation than it is a true risk transfer
mechanism. Nevertheless, failure to adhere to
these standards can present risks of their own,
such as local fines or encumbrances. It is high-
ly advisable to adhere to any prevailing local
liability requirements, which are often satisfied
in the vehicle registration process, while at the
same time adopting global umbrella solutions
covering the difference in conditions between
local policies and global standards. The table
below offers a stylized outline of local third par-
ty liability limits and the interplay with umbrella
solutions.

Advanced

High

Compulsory 3rd Party Limits
..00....00.....00....00

ow

L

>

>
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The Way Forward

Above all else, the most important dimension
of risk management is to establish a proac-
tive risk culture. In effect, staying in business
is everybody’s business. The aid and develop-
ment sector, as cited previously, has a punitive,
arm’s length risk culture that often puts a bur-
den on the very people that can help reduce
risk and potentially damaging reputational harm
— namely drivers. Drivers are very much the first
line of defense and they should be encouraged
to adhere to the highest duty of care behind the
wheel of a vehicle and incented to report any
and all road-related incidents. This data should

3D Risk Management Framework

1st Dimension
Vertical, top-

down structure,
creates ‘placebo’
effect that risks are
being managed,
risk managers are
isolated and part
of the “business
prevention” team.
This framework is
typical of financial
firms.

Risk management
is mostly
quantitative.

2nd Dimension

Horizontal structure mirroring assembly line ‘defects’ management.
Typically seen in the manufacturing context — the entire line is empowered
to halt the system. The signal to noise ratio is a potential downside. May
lead to “McCarthyism” and false positives.

Risk management is mostly qualitative.

Fleet Risk 360° Survey

Mitigation “Signal Filtering”

Risk “Noise”

then be recorded over time, wherein patterns
can be identified and proactive steps can be
taken to not only address losses that may have
occurred, but to reduce their incidence and
severity altogether. We call this approach 3D
risk management bringing to bear the best of
quantitative and qualitative approaches. With
the adoption of higher standards of risk man-
agement and the steps outlined above, the aid
and development sector has an opportunity to
improve its risk-awareness, operational effec-
tiveness and its overall programmatic impact.

3rd Dimension
Diagonal hybrid
structure

borrows from flat
manufacturing
process risk
management, but
filters signal to
noise ratio — RMs
embedded at all
organizational levels
as part of decision
making framework,
not prevention
framework.

Risk management
is 50:50.

New approaches to risk management in the
aid and development sector are emerging,
spurred by cross-sector collaboration. In these
approaches, agencies such as UNHCR, are
establishing internal shared services for all fac-
ets of fleet management for their field opera-
tions, including chartering innovative solutions
to fleet related risk. Specifically, UNHCR has
developed internal reserving funds for predict-
able physical damage losses up to a certain
threshold. Thereafter, the organization has the
option, by way of a catastrophic back-stop, of
transferring large losses to the private insur-

Hybrid Risk Transfer Approach
T10%

A Fleet Operator
20%

Risk Manager

Risk Manager

Risk Sharing / Retention Levels

ance market, whose depth and liquidity are
important for shoring up financial resilience. The
agency is adhering to minimally required local
third party liability, while a global umbrella solu-
tion covers the agency’s owned, hired and non-

Epilogue

owned vehicles for any difference in conditions
and potential disputes. This model blends new
approaches and goes beyond merely financing
insured losses and aims to capture data over
the long term facilitating proactive approaches

minimizing risk.

Optional SLA
decoupling
insurance services

Fleet Operator
Fleet Operator 80%
70%

Fleet Operator
60%

0-12 12-24

\J

24 - 36 36 -42 42 - 60

Discovery Build Reserves Test Period Scale Down Transfer
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