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Balancing rising
premiums and
your risks

commercial insurance market there are influences dampening
insurers’ ability to impose across-the-board increases.
The Australian insurance market is regarded as the most
competitive in the world, thanks to the number and quality of
the insurers that operate here. And competition is hampering
the insurers’ ability to simply push premiums up.
It’s far more subtle in commercial lines. The underwriters
who examine each insurance proposal work to unique measures encompassing everything from the insurer’s appetite for
various types of risk right through to the cost of the capital
that underpins your policy.
When premium rates are low – as they have been for the past
five to seven years – the insurers attract new customers and
retain the ones they already have by introducing new features
into their policies that provide wider cover at little or no cost.
They also trim their quotes as closely as they can.
In a hard market the measures change. Policies can be
“trimmed” to remove some features, and risks are very carefully measured. But the insurers are still competing for your
business, which dilutes their ability to raise premiums too
sharply or impose too many restrictions.
Rates will inevitably rise over time, and insurers will become
much more focused on the amount and types of risks they
are prepared to cover. Some rises will be severe, reflecting the
profile of the risk, and others will rise only slightly.

Premium rates are in the news again, with the media highlighting cases in which insurance premiums have doubled
or even worse. But most of these stories relate to home and
contents and car insurance premiums.
While the Australian market is going through what’s known as
a “hardening”, in which premiums rise, it’s not all the same
across the board. The factors guiding premiums in commercial insurance policies are in many cases quite different from
the so-called “personal lines”.
Most people are familiar with the reasons why premiums are
rising. Major natural catastrophes last year like the Queensland floods, the Japanese tsunami and the New Zealand
earthquakes cost international reinsurers and local insurers
billions of dollars.
The most logical way to recover losses is, of course, by raising
premiums. That’s just what reinsurers are doing, but in the

It’s in periods like this that the expertise and experience of
your insurance broker becomes vitally important. While every
type of risk is different and every insurer’s approach to those
risks is different, it’s up to us to guide you through.
Experience tells us some of our clients will opt to carry more
of the risk themselves, usually through the acceptance of
higher excesses on their policies. Some will concentrate more
on internal risk management to lower the level of risk. We can
advise you on ways to minimise risks and keep your premiums as low as possible.
We also know that as insurers become more cautious about
the risks they are prepared to accept, the way in which we
present your risk portfolio – and the insurers we present it to
– can be crucial.
We can’t keep premiums down – nobody can – but we can
minimise the rise and work with you to ensure your business
remains well protected against loss at the best possible price.
Call us to find out how.
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Moving quickly to resolve
a D&O dilemma
New Zealand’s Feltex carpet company, as they both concern
the same issue on D&O cover.
The Law Reform Act in New Zealand, which is similar to
laws in Australian jurisdictions, was written to ensure that
genuine claimants are not deprived of an insolvent person’s
insurance proceeds if, for example, the person dies and the
funds go into their estate, or if the insured and insurer do
a deal to prevent payments to other claimants.
The Insurance Council of Australia has made a submission
to the NSW Attorney-General arguing that section 6 of the
Law Reform (Miscellaneous Provisions) Act 1946 should
be repealed.
The submission notes that insurers report “widespread
apprehension in the business community, with potentially
severe ramifications for the operation of Directors’ and
Officers’ liability policies and subsequently the willingness
of people to serve as corporate directors”.
Insurers have responded quickly to this legal development
by launching new products, and the outcome should provide
insurers and our clients with some certainty as to how the
law operates and how D&O protection should be structured.
It’s worth noting that no defence funds have been paid out
under the policy that was the subject of the ruling in the
Bridgecorp decision.

Directors’ and Officers’ Insurance, usually referred to as
D&O, is an essential source of protection when the people
responsible for a company find themselves involved in
litigation.
But a recent decision by a New Zealand High Court judge
has had unexpected consequences in several Australian
states that use identical legislation.
Known as the Bridgecorp decision, it gives the receiver of a
company the right to claim the D&O funds reserved for directors’ legal costs.
The decision is expected to be reviewed by the New Zealand
Court of Appeals soon, but the precedent set by the judge is
affecting several high-profile Australian cases.
No date has been set but the Bridgecorp decision is expected
to be heard along with a shareholder class action against
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And it’s unclear how successful the Bridgecorp receiver’s
claim will be now that some of the failed company’s
directors have been found guilty of making false statements
in a prospectus, since a policy typically doesn’t respond
to a claim when directors have such a finding made
against them.
In the original ruling, Justice Lang noted the receiver’s
claim of more than $354 million is substantially greater
than the $15.7 million cover available in the D&O policy.
He said that as a result, the insurer must keep the insurance
funds intact for the benefit of the receiver and any other
genuine claimants.
He said the position would be different if the claim were well
within the amount of cover available under the policy.
The most pleasing aspect of this troubling case has been the
speed with which major insurers in Australia moved to introduce free “fixes” to policies to ensure D&O cover continues to
be relied on. Talk to us about D&O cover and how it protects
the people who manage a company against financial loss in
an increasingly litigious business environment.

So it’s only a matter of when – not if –
telematics-based insurance becomes
a standard feature of fleet insurance
in Australia.
Telematics-based insurance covers are
based on a far more accurate risk profile to assess the cost of an insurance
policy as they use actual data gathered
from the vehicles and drivers insured
rather than working on assumptions.

Speeding towards you:
Telematics-based
insurance
A quiet revolution is brewing in the
world of motor fleet insurance, with
black box technology set to change
the way fleet risks are insured.
Fleet operators have worked for many
years to understand and tackle the
causes of accidents that lead to vehicle
damage, injuries and even deaths.
The result has often been a “carrot
and stick” approach, where insurers
promise incentives for improved safety
and employers discipline or dismiss
drivers who drive dangerously.
Such programs are usually only
partially effective, because constant
collection of reliable driving behaviour
data is both time-consuming and
subject to many variations.
Driver behaviour is obviously a major
factor in fleet safety programs, but
what about other issues like vehicle
suitability and performance, load
distribution for trucks, road and traffic

conditions? All too often such factors
play a major contributing role in
accidents.
Black box technology, usually referred
to in the transport industry as telematics, is the answer insurers and fleet
operators have been waiting for.
Many fleets already feature telematics technology in the form of fleet
management solutions to track
vehicles, monitor driver behaviour
and safety, and handle dispatching
and scheduling via vehicle-based
systems that integrate GPS sensors
with wireless communication and
computer capabilities.
One global insurer claims telematics
has enabled its customers to reduce
fleet insurance costs by 30%, and
several major American and British insurers have launched products
based on the data collected by vehicle
black boxes.

By using details of when, where and
how fleet vehicles are driven, looking
at mileage, trip duration, trip time
of day, speed and driving habits such
as acceleration and braking behaviour,
insurers can generate a far more
accurate – and often lower – price
based on the individual risk each fleet
poses.
Fleet managers can also use the detail
to improve their insurance risk and the
technology has the additional benefit
of being able to help locate stolen
vehicles and provide insurers with
instant notification of accidents.
Most current telematics insurance
products involve a black box being
fitted to vehicles, but many fleet
vehicles already have these monitoring
systems installed. And with the technology now being fitted as standard
by many car manufacturers, the costs
involved in adoption of insurance
telematics are set to fall.
As manufacturers install more mechanical and dynamic monitoring
systems into their vehicles as standard
features, data on driving behaviour
will inevitably be sought by insurers.
After all, why should a careful driver
have to pay the same premium as
a driver who constantly drives aggressively?
Trials by British insurer Norwich
Union have already found that young
drivers signing up for telematic car
insurance have an accident rate 20%
below the average. The use of such
systems will surely be a feature of
ordinary life within a few years.
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Disasters bring
business interruption
into focus
While the devastating floods of 2011 caused destruction
to much property and infrastructure, another less headlinecatching risk also took its toll on businesses.
Thousands of businesses of all sizes suffered an interruption
to their usual trading as a result of the floods, and many did
not have Business Interruption insurance in place to cover
them for this loss.
Business Interruption cover is designed to maintain the
turnover of the business following an insured incident so it
can resume trading at anticipated pre-loss trading levels.
It generally insures against loss of profits and pays continuing expenses. It can also pay for expenses incurred if the
business has to move to another location due to a covered
insurance event.
Following last year’s floods there was an upswing in demand
for Business Interruption insurance, which can usually be
purchased as an extension to general business insurance.
Contingent Business Interruption cover can also be bought to
protect against supply chain risks. And as the Brisbane and
more recent Thai floods have illustrated, the loss of a manufacturer or key supplier can be devastating for businesses
hundreds or even thousands of kilometres away.
Damage to utility supplies such as water, power and gas
forced many businesses to close their doors until supply was
restored. In some cases that took weeks.
Employees of other businesses found they weren’t allowed to
access their places of work, and even when retail shops were
able to keep trading, customers were unable or unwilling to
easily get to them.
But what about a business that isn’t likely to suffer damage

from a flood, or suffer a supply chain loss? As last year’s
floods illustrated, many businesses far from the flood zones
were also caught out, with supply chain disruptions due to
damage or interruption to trading partners impacting upon
normal trading conditions.
A recent industry report found only 40% of Australian
businesses have business interruption cover, yet 90% of
businesses believe they are adequately insured.
And a survey of 477 businesses conducted after the
Brisbane floods last year found 39% of businesses would
shut shop permanently if a closure of three months was
forced on them during a busy period, and 62% of businesses
with less than four full-time employees would be on the brink
of closure.
As one commentator put it: “Small businesses insure their
premises, their employees and their equipment, and they
really need to insure the livelihood of their business, too.”
Whether it’s just every business in the area or just your own
premises, the risks of going without Business Interruption
cover are now just too high.
It’s vital that your Business Interruption policy covers the
sorts of risks that would endanger your business. And as a
recent media report from earthquake-ravaged Christchurch
noted recently, Business Interruption claims handled by
brokers carried fewer risks of anomalies and were more
easily (and therefore quickly) dealt with.
As well as arranging Business Interruption insurance tailored
to your particular needs, we can also help you to map your
supply chain exposures and test, review or formulate
business continuity plans to ensure your business is
adequately prepared and protected when disaster strikes.
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