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Know about insurance for bushfire, storm or flood events

—avoiding the pitfalls

Chair: Malcolm Hackett OAM

Presenter: Annabelle Butler

Malcolm

In this series we're providing two webinars on insurance. Tonight's topic is Know About Insurance
for Bushfire Storm or Flood Events - Avoiding the pitfalls. Many issues relating to insurance are
common for all three disasters.

Tonight we have three presenters. Annabelle Butler, Peter Gartlan and Denis Nelthorpe. Following
the presentations we will have a discussion and question answering session with Annabelle, Peter
and Denis.

Ouir first presenter is Annabelle Butler. Annabelle has 25 years experience working in the
insurance industry. She's passionate about financial inclusivity and access for all parts of our
community. She spent a large part of her career working with a focus on improving outcomes for
general insurance consumers. Welcome Annabelle.

Thank you very much Malcolm and good evening everybody.

| want to make the point Malcolm's already mentioned. I'm not providing any form of financial
advice tonight. There are people who can do that probably far better than | in your communities
already such as brokers etc. and some general insurers also provide financial advice. So please
don't take it that way. It's not designed to do that. I'm actually here as an independent expert for
insurance. I'm not representing the Hollard group. | want to make that very clear.

Probably everyone's aware. It's in the media all the time. We've just had a very large couple of
hurricanes through the United States. The weather is changing. | think it started to really first
getting on our radars in about 2009.

We had dreadful bushfires in Victoria in 2009 and I'm sure plenty of people online will remember
them acutely. It was a really a very unpleasant time. And then ironically the next year we had
flooding all the way through Queensland. And then we had Western Australia on fire at the same
time. So we started to see some really extreme weather. Now it's basically the intensity of the
natural disasters that's increasing. So cyclones are coming far more inland than ever used to.
They're travelling further south as well. So for example Sydney has actually been known to have
many cyclones in the last few years. And the bushfires as people know are getting more and more
intense with incredible heat and embers. And in 2019 they were creating their own weather
systems.

It's quite extraordinary what's happening. The frequency is increasing not a huge amount but it's
the intensity that's really making a big change. On the other side of the ledger the problem is the
number of human beings in the world is increasing as well so people need somewhere to live and
more and more housing is being built. And so the urban environment is changing and expanding
and moving very very quickly. And as a result houses have been put into areas of higher risk,
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areas that traditionally wouldn't have been lived in. And then households move into those areas
and they may or may not really understand the risk that they're moving into. | did some work two
years ago with Whittlesea Council in Melbourne and discussing how to educate people who are
coming into the area about the risk of fire and also how to respond to it when it does actually occur.
The chart in the bottom it shows the summer temperatures from the BOM. And as you can see
overall it's trending upwards over time. And I'm sure everyone's aware and I'll come to that in a
minute that this year is supposed to be very warm as well.

| spoke a little about climate change - so that risk is changing and the profile is changing. Australia
isn't unigue as we know. It's a global issue. We've seen record fires in America and in Europe in
the last few years. Record flooding in places like China and India. And obviously in our own
country we have seen an enormous amount of flooding. I think everyone's still trying to manage the
2021, 2022 and 2023 floods as we've gone through catastrophes in the insurance industry and
some of the more recent ones as well. Victoria itself flooding happened in Rochester. This was
almost unprecedented. We've not seen that before. Luckily other towns did get some flooding that
was a little less severe than we thought they were going to be especially in South Australia.

As | mentioned the urban density is increasing at the same time. Climate risk is growing and
changing. City limits are expanding into high risk corridors. For example Upper Plumpton which is
in Northwest Victoria as you drive out of Melbourne towards Ballarat. It's actually the most
expanding area of population in Victoria and that's been seen all over the country.

In South East Queensland which has traditionally had some pretty dreadful weather. There's a lot
more people moving into those areas to live. Things have exacerbated people moving into the rural
areas.

We've all had to deal with technology. We're doing it tonight. We all lived through COVID and one
of the pluses in Australia from COVID was that suddenly people could work from home if they
weren't in jobs that required them to be with human beings such as doctors and nurses and things,
and even medical people been using technology to do their work as well. That allowed
professionals to live outside of the central areas the big cities and continue to be able to work and
have good employment.

More people equals more houses. You've got to live somewhere and obviously we also have a
housing shortage in this country. Again not unigue. It's a global issue. It seems to be everywhere
from where I'm standing as countries try to wrestle just trying to make sure that their population
has somewnhere to live. Cost of housing in inner city. A lot written about it. | personally find it quite
extraordinary that a two bedroom house in the middle of Melbourne can cost over a million dollars.
| think that's really frightening for our children in the next generation. People are having to move to
other areas because it's cheaper to live there. But I've mentioned COVID. That really did change a
few things in how we work and where we live. And the interesting thing is it's all demographics.

So years ago | remember going to talk to the Victorian Government about older people leaving the
confines of the city when they retired to go and live in the countryside because it was cheaper. And
there were some concerns around people feeling dislocated and isolated etc. And that's what we
were doing at the time with the Brotherhood of St. Lawrence. But today it's all age groups. Young
people, middle aged people like me, older people are all transient. And then there is nice little stuff
from the ABS. In 2022-2023 Australia’s rural population grew by just over 117,000 people. It might
not sound a lot that this has been a massive upward trajectory in the last over six years which is
why the risk is changing. That lovely picture on the right I'm not sure if people remember that. It
has been around the world in 2020. That's actually from the cover of Time Magazine the world was
shocked that year given how many issues we had with fire and the intensity of those fires.
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Moving to insurance. In this webinar | am concentrating on the front end of the process if you like.
So the first question is how do you buy it? I'm talking about home and contents insurance or farm,
car insurance and landlord insurance. And the more general insurances. I'll come to farm packs in
a minute. Overall in Australia the majority of insurance is sold directly. I've just got a couple of
brands up there AAMI, RACV, Commonwealth Bank, Comminsure, RACV in Victoria, RACQ in
Queensland, RAC in WA. You can buy directly from the insurance company itself. About 25% of
Australia's insurance is sold that way - home and motor consumer insurances.

You can go to a broker. | want to explain there are two types of brokers. One is an open market
broker. That is when you go to an open market broker who will have their own Australian Financial
Services License. That means they've applied to ASIC, been granted their license, they've shown
that they're competent in their job and what they're going to do for you. They work for the
consumer. That's their role. They have a fiduciary duty to the consumer and they have to act in the
best interest of the consumer. So they're extensively working for you. An insurer has to see an
open market broker as the consumer. It's the law. So whatever the broker says to us we take it as
if it's said by the consumer. On the other side there's something called authorized representatives.
Some brokerages will be tied to an actual insurer. An example is Resilium who | think are tied to
Vero which is Suncorp for certain products. And so they will only sell the Vero products and they're
authorized by Vero to do so. So they are acting for Vero, not you in the same way as an open
market broker is.

| just want to make that clear there are two types and the way you find out is if there's an Australian
Financial Service Licence in place normally, or you can ask them. The advantage of an open
market broker over an authorized representative is that they actually will access multiple different
policies and they should be able to give you multiple different quotes etc. They work off platforms.
Then you have underwriters. So this is your white labelling that goes on. So Woolworths is a
classic one. So that's underwritten by the company | work for Hollard. Qantas is underwritten by
Auto & General. It's what we call white labelling.

Then you have underwriting agencies. Again they're underwritten by the insurers but they tend to
be quite independent although some discussion at the moment going on around that. So they will
normally do all the sales process and claims handling etc. as the agency themselves but the
insurer sits in the background to provide the capital to do the underwriting of the insurance.

Within the sector there are different financial advice models. Factual information which is the
majority of the direct brands. This is where you get given purely literally factual information. "The
car is worth this much. You need to ensure for this much. Your excess is this" etc. etc. Then you
can get general advice models. Some of the directs do this but probably more of a broker area and
that's where they start to think about you in terms of a group of people. "So people like you would
buy this that and the other" rather than giving you factual information. So starting to narrow down
information that's given to become more suitable for the consumer. And then you have personal
advice which is mainly provided through the open market brokers where they will actually take your
personal circumstances and needs and financial situation into consideration to give you advice on
the type of insurance you buy Farm packs. It's a good example that's generally sold on a personal
advice model. And so the broker will be able to assist you in establishing what your risk looks like
and how much your sum insured should be etc. That's actually what you're paying them for. But
sometimes open market brokers will act on general price models as well. You have to ask them.
Now before you buy insurance there's something called pre contractual duties. Again this is in the
statute and it sits in the Insurance Contracts Act. And the Insurance Contracts Act divides
contracts into consumer contracts and non consumer contracts. Got to love that haven't you?
Consumer contracts is basically one that's for household usage. And under that contract when you

© 2025 Webinar 1 2024. Transcript. Presentation 1 Page 3 of 6



buy the insurance the consumer has a duty to take reasonable care not to make a
misrepresentation. And this basically means that the insurer will ask you a series of questions
about you as a human being and your risk and you need to answer those honestly. You have to
take reasonable steps to make sure that you don't misrepresent yourself in answering those
guestions.

On the other side of the ledger there's something called the duty of disclosure and therefore non
consumer contracts. So the bigger contracts. Small business contracts. Potentially farm packs.
You might have a bit of a mix in that one but normally you would have some duty to disclosure in
there as well. And that's a slightly different test so you have to answer the questions honestly
obviously. But then there's an expanded duty on the consumer that you have to let the insurer or
their agent know what things about you that you could reasonably expect the insurer needs to
know. So if they don't ask you a question but you go "Oh wait. You really should know that the
house is made of straw." Then you have an obligation under the duty of disclosure to do that.

So they're slightly different and they very deliberately changed consumer policy in 2019 2020 to
bring in the duty not to make misrepresentation for consumers because we felt the duty to
disclosure was too broad for people to actually know. How would they know what they the insurer
needs to know which is why we narrowed it. If you breach that duty the insurer has the right under
the Insurance Contracts Act to actually reduce any claim that's made from that contract by the
amount they've been prejudiced by. And what that means is if they wouldn't have underwritten the
risk if they'd known the answer to the question was A then they're able to actually treat that
contract as if it never existed. They'll refund you the premium but that's not much use if you're
making a claim. So it's very very important that you actually answer the questions honestly.

This is a difficult area. I'm sure people are aware that insurance premiums have been rising very
quickly over the last few years, especially for buildings. But cars aren't exactly far behind these
days either. Now the way an insurer prices - they've got a bit of a premium stack on the right hand
side. Today they look at the individual risk. So they go right down to address level and they look at
where your house is located. If it's in bushland. If it's on the top of the hill. If it's next to a big river
etc. And they work out the probability of that property being affected by each of the different types
of natural perils that they're underwriting. That is called individual risk based pricing. And again it's
a global thing. It's not just an Australian thing but it doesn't sit in every type of insurance. The other
side of this is what they call community rating. Across the country CTP (Compulsory Third Party)
with cars is actually community rated. It isn't individually risk based otherwise the cost will be out of
control for young people. So you have to correct the cost subsidy.

The insurer collects all this information. It collects flood maps from councils. It collects bushfire
maps and a lot of the country is now actually being mapped. It's looking at vegetation maps. Trees
and grasses etc. etc. And also looks to other sources externally. So for example Cambridge
University actually does that internationally. Does risk mapping and some of the big brokering
houses like Gallagher do as well. You can buy those risk maps from them. And then they look at
their own history of that property - the claims history that sits behind it. And from that they create a
view of the risk and they call it a technical premium and that's what we basically get offered.
There's obviously some other bits and pieces as I've shown in my premium stack. The insurer
hopes to make some profit out of each of the premiums otherwise they'll go bust. So if they put that
and their operating expenses which is why they're always trying to keep them down because it's a
direct relationship into the premium.

You also get reinsurance costs put into that premium. So reinsurance for those who don't know is

the insurance for the insurers. When you buy an insurance contract from an insurer the insurer will
pass some of that risk onto another insurer. So it's called splitting the risk and that says the insurer
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doesn't carry all of the risk on their books, otherwise you wouldn't be able to afford to buy the
premiums because the capital that they'd have to hold those risks would be too high. So they split
it out. Completely normal. Again it's a global market. So that's how that works.

Premiums going up. | think everyone's aware of that. | think it rose 16% according to the ABS last
year for home building and they've been rising since about 2021/2022 for building. A couple of
things have happened to cause that. One is that the reinsurance costs are increasing. So | think in
the 2022/2023 year globally reinsurance premiums went up 30% because of the hurricane season.
Actually the time in the US was a really bad one. I think it was Hurricane lan. So the reinsurers had
to recoup money from the rest of the globe to make sure that they remain solvent. So they've been
moving. The good news is they're falling now. We're not falling with the steady incline not as bad
as they were. The prices are steep but we haven't seen the outcome of the last few weeks in the
US yet so we'll see what it looks like next year.

The other side is the cost gain from the claims perspective is increasing really quickly as well.
During COVID price of building and supplies such as metal and wood rose exponentially in this
country which is why you've seen some of those rather large building companies go bankrupt
because they had fixed cost contracts with consumers and they can't service them because the
import costs have gone up too much. So therefore that's having to be reflected in premiums. And
the risk was actually increasing once we've already spoken about.

Just a couple of things regarding home insurance. There are different types of home insurance
policies in the market. The traditional one is the sum insured. That's the one most Australians buy.
So you work out, or you and the insurer work out what it would cost to replace your home and that
becomes your sum insured. The other option there is in the market is something called a complete
replacement cover policy and that's where you have no sum insured and the insurer actually will
rebuild what was there. So you don't have to limit the liability and the insurer then takes the risk of
under insurance if there is a problem. So you've got those two types and depending on the type of
home you've got etc. would depend on the type of policy you prefer to buy.

In addition to that a lot of sum insured policies will have a top up amount attached to them. It's
normally about 25% and that's actually to try and deal with underinsurance problems. So if you end
up having a house destroyed by a bushfire or a flood and your sum insured is too low for various
reasons then the policy responds and will give you a top up. And you'll see that in lots of different
products that's quite common. So one of the questions when you're buying a policy is to
understand what's inside the sum insured and what sits on top of it and it all depends on that
particular product.

So they do vary. I've listed four there that are very common. It concerns issues after an event.

Temporary accommodation. Some policies will have it inside the sum insured and it'll normally
have a limit on it of 10% of the sum insured or potentially a period of time normally 12 months.
Some other policies have it on top of the sum insured that sits outside of that sum insured.

Debris removal is another one and that's a tricky one because it can be very expensive especially
if you have asbestos problems. And sometimes with big events State governments will do the
debris removal. But if you're not really part of a big event and you have that big loss afraid you're
on your own. They don't do individually for households. It tends to only be something they do for
big events.

Expert reports - engineers etc. Depending on the policy you might get a certain amount for reports
say up to $5,000. Some will include them, some exclude. And the other one is bushfire areas is
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after the Hercules aircraft dumped a whole lot of stuff on the top of your house, the removal of fire
retardant which can be quite expensive.

Two other things | was asked to talk about. Small businesses. If you're running a small business
from a property it's really important you speak to your home insurer. Some will ensure some types
of small businesses. So people working from home and they're on a computer etc. etc. that's fine.
Most of them won't worry about that. But if you're actually making something or having lots of
people going through your home or whatever they may not insure you so you need to talk to them
about it. There are products that are specially designed for small business at the home in the
market. Hairdressers for example. It is very common for people to work from home in hairdressing
so you easily find one of those if you want.

The other one | was asked to talk about was farm. Farm packs is really designed for a production
farm. Whether it's arable or animals etc. and that will normally insure and will do all sorts of things.
Fences and buildings and potentially there's some crop insurance in there etc. etc. You can build
that policy. The other side is small hobby farms. And when the underwriting occurs at small hobby
farms you'll find often that they will talk to you about how much land you've got because that's
often a cut off for farm pack hobby farm to farm pack as well as the usage of that. And if you don't
know ask. It's really important to do that.

The last thing | was asked is how to establish sum insured. With a lot of direct insurers when you
go through the underwriting process they'll ask you questions about your home, whether it's online
or whether it's through a call centre etc. In the background they'll have a calculator that's working
out what the replacement cost of that house will be. That's very common with the bigger direct
insurers. And then they'll normally give you a bit of a margin. So you can go up or down by about
20% because they're trying to stop over insurance because that's just a waste of money for
everyone or under insurance in case you have a problem. So they'll give you a bit of a margin. Not
all insurers do that but the General Insurance Code of Practice requires all insurers who are
underwriting home building to have available to all of us as consumers the calculator that's online
S0 you can go in and actually put in the characteristics for your home. The really posh ones will
know everything anyway because they work off REA data. And then it'll tell you their view of what
your sum insured should be i.e. how much it costs to replace your home.

Some of the really sophisticated ones will have BAL ratings built in. Some insurers will actually try
to understand what the BAL rating is for your property. This is a very frustrating area. I'm sure
others can talk to you about it because it's hard to work out. But they do actually model their view
of BAL rating. They've got vegetation maps etc. etc. They know the undulation of your land and all
those things. They actually calculate it in the background so you can get that. I've just given you
some pictures. They're all based on CoreLogic data in terms of rebuild costs. And they get updated
every quarter and the insurers will update their online data every quarter. Because the cost of
resources has increased so quickly CorelLogic is always looking backwards not forwards of course
because it can only go on historical data. Sometimes this is a bit of a lag in how much wood costs
etc. in its calculation of the BAL.

Malcolm
Thank you Annabelle. That was really clear and concise and I'm sure it will have helped a lot of
people understand the context in which they do their own insurance.
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