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CAN YOU AFFORD TO LOSE 
A KEY PERSON?
What is your company’s most valuable asset?

The buildings, the equipment, the products?

Or the talented people who help to deliver a profit?

While most businesses insure their physical property and their 
profits, they often overlook the question of how they would 
survive the loss of one or more key executives or salespeople to 
death, illness or injury.

In fact the probability of such a loss is greater than most other 
perils. For example, the probability of a 45-year-old key 
employee dying is estimated to be 14 times greater than a loss 
caused by fire. 

The deaths in June of five Board members of the Australian 
mining company, Sundance Resources, in a plane crash in West 
Africa have highlighted the need for companies both large and 
small to consider Key Person insurance.

Key Person insurance provides cover for lost revenue, profits and 
the capital value of your business if a specified key member of 
the company, such as a partner, the Chief Executive, a key sales 
person or project manager or someone with specific skills or 
knowledge particularly valuable to the company, dies or suffers 
an incapacitating illness or injury. The policy provides a lump 
sum payment sufficient to offset the estimated loss to the 
business.

Insurable losses include the cost of providing temporary 
personnel and of recruitment and training for a replacement; 
offsetting lost income from lost sales or the delay of a business 
project; to enable shareholdings or partnership interests to be 

purchased by existing shareholders; or to cover the cost of 
replacing a shareholder or director whose credit standing and 
guarantee had enabled the business to obtain loans and trade 
credits.

This type of cover is not only relevant to large companies. A 
business with just a couple of partners and a small staff could be 
devastated if one of the partners suddenly dies or become 
incapacitated. This cover gives the company some options other 
than bankruptcy.

For example, if a partner of a small firm dies, having Key Person 
insurance enables the other partner or partners to more easily 
purchase the shares of the deceased person in the business where 
the correct buy/sell agreements are in place.

The sum insured will depend on the company’s needs, but can 
typically range from $500,000 to $10 million. Your broker can 
provide advice on the best cover for you.
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HOME BUSINESS  
NEEDS SEPARATE COVER
Low set-up and start-up costs, flexible hours, and the use of  
the internet as a marketing and selling tool are fuelling the 
growth of home- based businesses.

But living and running a business under the same roof does  
not mean everything is covered by your home building and 
contents insurance.

Householder’s insurance is designed to offer protection against 
damage and loss to a private residence, not a commercial 

business. Home-based business owners are not protected under 
their householder’s insurance policy for their business activities.

Some home insurance covers may provide limited property 
cover, for example, for office equipment. However if it is offered 
under the householder’s policy, it usually provides very limited 
cover, making it important for home-based business owners to 
have business insurance for protection against the possibility of 
significant  financial losses.

For example, the householder’s policy does not cover liability 
claims made in relation to business activities and therefore 
home-based businesses need a business policy to cover not only 

the business assets to their full value but also the liability risks 
associated with their business activities. 

Professional Indemnity insurance protects professionals for 
claims which may be made against them for professional 
negligence and/or misleading and deceptive conduct.

Home-based businesses should consider professional indemnity 
insurance if they provide advice or services of a skilful character 
according to an established discipline. The courts take a broad 

view of what constitutes 
a professional and the 
traditional definition 
of professionals such as 
insurance brokers, 
accountants, real estate 
agents and lawyers has 
now expanded to 
groups and individuals 
like trade associations, 
driving instructors, 
landscape gardeners, 
and pest controllers.

Depending on a client’s 
business activities, 
there are packages 
which include 
professional indemnity 
and product liability 
(covering death, 
personal injury or 
damage to property 
arising from the 
products you sell). 
Otherwise separate 

business and professional liability policies can be taken out.

Other types of cover which should be considered when choosing 
insurance include public liability, to cover personal injury to 
customers or suppliers while visiting your home; loss of money 
caused by an event such as a storm or fire; machinery or 
equipment breakdown; income protection in the event of 
personal accident or illness; losses arising from interruption to 
your business; and cover for loss or damage to your products if 
you send them by freight carriers or by post. 

Your broker will be able to conduct a needs analysis and advise 
you on the policy which best suits you.
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BROKERS REPORT MODEST 
PREMIUM INCREASES

Domestic insurance policies are the only lines to show 
significant premium increases in the first half of 2010, according 
to the latest survey by the National Insurance Brokers 
Association (NIBA).

The survey of members, completed after the June 30 renewals 
period, found that while the majority of brokers reported 
increases of 10-30% for domestic policies, which include home 
and car insurance, there were more modest increases of less than 
10% for most commercial lines of insurance.

The survey found that 66% of brokers reported premium 
increases for the majority of their clients compared to 72% last 
year, while 26% reported no change and about 8% saw a decrease 
in 2010.

Asked to rate the “hardness” of the market on a scale of 1 to 10, 
86% rated domestic insurance between 5 and 8 and 89% rated 
the commercial market between 4 and 7.

The majority of respondents (57%) described the general trend as 
“reasonable slight increases” across the board while 11% said 
their clients experienced increases only for hard to place risks 
and a similar proportion reported insurers cutting rates to 
achieve market share. 

Most brokers reported premium increases of between 1% and 9% 
for Public Liability, Business Interruption, Business Pack (a 
combination of cover for small business and rural policyholders), 
Commercial Property, Commercial Motor and Product Liability.

Directors’ and Officers’ Liability and Professional Indemnity 
continued to be flat after significant increases during the height 
of the Global Financial Crisis.

There was some hardening of policy conditions or increases in 
deductibles (excesses) for a minority of renewals, mainly for 
domestic, landlord and farm policies.

NIBA CEO, Noel Pettersen, said the bigger increases in domestic 
premiums reflected the series of destructive natural disasters in 
the last 18 months.

“These increases were expected following the significant losses 
underwriters have experienced, including claims totalling more 
than $1 billion for each of the Victorian bushfires in February 
2009, and the severe storms in Melbourne and Perth in March 
this year, where suburban homes and cars bore the brunt of the 
damage.

“The Australian insurance industry is gradually returning to 
profit following the big hit it took on investment earnings during 
the Global Financial Crisis. The modest increases across 
commercial lines indicate prudent underwriting of risks over the 
last 12 months and strong competition amongst underwriters,” 
Mr Pettersen said.
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For the owners of small and medium enterprises, an unexpected 
event such as a fire or a product liability claim can have a 
devastating impact on their business.

That’s why it is so important to ensure the business has the 
appropriate insurance cover, and this is where a broker can play 
an important role. 

National Insurance Brokers Association CEO, Noel Pettersen, 
emphasises that a broker’s foremost duty is to their client. “An 
insurance broker works for you whereas a direct insurer or an 
insurance company representative works for the insurance 
company.

An insurance broker can save you time, money and worry. Just 
like an accountant or lawyer who provides you with professional 
advice, based on years of training and experience, a qualified 
broker can do the same with your insurance. 

When arranging insurance, many people take shortcuts without 
seeking proper advice. Often they are disappointed when they 
make a claim and their insurance doesn’t come to the rescue.

Using a broker doesn’t necessarily cost more. Often it costs less 
because brokers have knowledge of the insurance market and 
the ability to negotiate competitive premiums on your behalf.

As insurance brokers have access to a range of insurance 
companies’ products they are aware of the benefits, exclusions 
and costs of competing policies on the market and are aware of 
what to look for when purchasing a clients’ insurance covers 
based on their individual needs. (Looking for a broker in your 
area: refer to ‘find a broker’ at www.niba.com.au )

“Australian insurance broking is a strong industry that is the 
envy of other parts of the world, particularly post the global 
financial crisis. 

“This is largely because the broking industry has undergone a 
great deal of regulatory change over the past 20 years or so. In 
fact, the insurance buyer in Australia is probably the best-
protected in the western world,” said Mr Pettersen. 

THE BENEFITS OF USING A BROKER

DISCLAIMER: The information in this publication 
is of general nature as a service to clients and 
other interested parties. The articles included 
herein are not intended to provide a complete 
discussion of each subject and should not be 
taken as advice. While the information is believed 
to be correct, no responsibility is accepted for any 
statements of opinion or any error or omission.

A PROFESSIONAL MEMBER: Our company is 
a member of the National Insurance Brokers 
Association of Australia, the organisation that 
represents professional insurance brokers 
in Australia. Membership is based on our 
professional standing in the insurance industry 
including our experience and expertise and our 
ability to meet the stringent requirements of NIBA.

Further pressure to scrap the inequitable Fire Services 
Levy on building and contents insurance policies in 
Victoria, NSW and Tasmania has come from the Royal 
Commission into the 2009 Victorian bushfires.

The Royal Commission found that “lack of equity and 
transparency in the current arrangements constitutes a 
good reason for moving to another system.” It 
advocated a broad-based property levy similar to those 
in place in Queensland, South Australia and Western 
Australia, an option strongly supported by the National 
Insurance Brokers Association and the broader 
insurance industry.

BUSHFIRE ROYAL 
COMMISSION 
CALLS FOR 
SCRAPPING OF 
FIRE LEVY
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