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IAG welcomes the opportunity to make a submission to the Senate Economics References Committee regarding 
the Inquiry into Australia’s general insurance industry. 

 

IAG’s purpose is to make your world a safer place and as such we believe this Inquiry provides an opportunity to 
discuss the crucial role that general insurance plays in helping individuals protect the things they value, and the 
benefits that general insurance provides to the government, economy and communities, particularly when 
recovering from disasters, accidents and financial loss.  

 

IAG believes that there is robust competition in the home, strata and car insurance industries, demonstrated by the 
number of insurers, the products and services they offer and digital innovation across the insurance value chain.  

 

IAG recognises that the pace with which insurance premiums have risen in recent years has caused concern for a 
number of consumers. Much of the work IAG is undertaking aims to address and balance the broader objectives of 
insurance affordability, disclosure, transparency, accessibility and participation. 

 

We note the Committee’s focus is on the cost of home, strata and car insurance. We believe that these costs must 
be considered in the appropriate context and take into account broader economic forces and pressures, including 
the underlying risk cost, the increasing claims cost and the prevalence of natural perils. Though the cost of 
insurance is a primary concern for the Committee, IAG believes consumers need affordable insurance that 
provides the necessary inclusions to protect their interests. 

 

IAG remains concerned that an independent comparison service for home, strata and car insurance would 
misdirect focus and resources from the drivers of premiums and further emphasise price, working against the 
objectives of transparency and disclosure. Our review of other jurisdictions and different models of comparative 
services in operation in the Australian market does not provide any observable evidence that implementation of 
such a service would achieve all the above stated objectives. 

 

It is important to recognise that risk is the key driver of price, and IAG believes that solutions focusing on risk 
mitigation and access to information will keep significant pressure on pricing and continue to cause rapid innovation 
to the betterment of the consumer. 
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Our purpose is to make your world a safer place, which means we are working to create a safer, stronger and more 
confident tomorrow for our customers, partners, communities, shareholders and our people throughout Asia 
Pacific.  

 

IAG is the parent company of a general insurance group, with operations in Australia, New Zealand, Thailand, 
Vietnam and Indonesia. Our businesses sell insurance under many leading brands, including: NRMA Insurance, 
CGU, SGIO, SGIC, Swann Insurance and WFI in Australia; NZI, State, AMI and Lumley Insurance in New Zealand; 
Safety and NZI in Thailand; AAA Assurance in Vietnam; and Asuransi Parolamas in Indonesia. IAG also has 
interests in general insurance joint ventures in Malaysia and India. 

 

Below is a list of the brands and products relevant to this Inquiry:  

 The NRMA Insurance brand in the Australian Capital Territory, Queensland and Tasmania offers home and car 
insurance. The NRMA Insurance brand in New South Wales offers home, strata and car insurance 

 The SGIO brand in Western Australia offers home and car insurance 

 The SGIC brand in South Australia offers home and car insurance 

 The RACV brand in Victoria offers home and car insurance via a distribution agreement1  

 The Coles Insurance brand nationally offers home and car insurance, via a distribution agreement  

 The CGU brand offers home, strata and car insurance for all states and territories in Australia through affinity 
and financial institution partnerships as well as direct and broker/agent channels 

 The WFI brand nationally offers home, strata and car insurance via direct and authorised representative 
channels 

 

IAG has built a strong reputation on understanding the unique needs of Australians and being a steadfast supporter 
of the community. We take pride in helping consumers understand insurance so they can make confident choices 
to protect the things they value.  
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The role of general insurance 

General insurance does more than help protect the assets and financial wellbeing of individuals. It provides 
significant benefits to individuals, the government, economy and community. When consumers purchase 
insurance, they transfer certain risks to an insurer. Insurers identify and manage the costs of those risks to ensure 
there are sufficient funds to meet the cost of future claims as they arise. To do this, an insurance company has to 
put a price on the likelihood of someone making a claim, and the cost of that claim. Therefore, the most significant 
contributions of insurance to society is provision of risk sharing, risk transfer abilities and as a loss prevention 
mechanism. 

 

Helping individuals protect what’s important 

The availability of home, strata and car insurance allows individuals to protect their most valuable assets and avoid 
the financial burden of repairing or replacing assets damaged as the result of an insurable event. For example, in 
the event of a natural disaster, many uninsured individuals would not have the savings necessary to rebuild their 
home while simultaneously paying off the mortgage on the original home. 

 

Benefits to Government 

In the absence of insurance, governments would have a financial responsibility to rebuild and restore communities 
should misfortune or disaster occur. The private insurance market remains the most effective and economically 
sustainable solution to ensuring the maximum number of Australians choose to cover themselves for risk.  

 

Benefits to the economy 

Insurance facilitates trade and commerce while supporting business and economic growth, as individuals who 
would otherwise require precautionary savings are able to spend those funds elsewhere2.  The Australian general 
insurance industry is well-placed to protect customers with home, strata and car policies. According to the 
Australian Prudential Regulation Authority (APRA) the industry is well capitalised and highly competitive3. This is 
against the backdrop of a low interest rate environment with unprecedented numbers of natural disasters in recent 
years.  

 

Benefits to the community 

Insurance plays an important role in identifying, assessing and communicating risk. The price of insurance 
premiums provides an important signal that can help individuals and communities understand their exposure to a 
range of risks and provide an incentive to implement preventative and protective measures to reduce vulnerability. 
IAG is a founding member of the Australian Business Roundtable for Disaster Resilience & Safer Communities 
(Roundtable) and shares the Roundtable’s objective for a sustainable, coordinated national approach to making 
communities more resilient and people safer. They believe that national investment in disaster resilience and 
preventative activities is the most effective way to protect communities and reduce the impact of disasters.4 

Additional information regarding the Roundtable is located in Annexure A. 

 

The role played by IAG 

As an organisation, IAG has a long history of working proactively to support the communities in which we operate. 
This role extends beyond providing insurance cover and paying claims, to raising awareness of insurance and risk, 
and helping communities prevent avoidable damage and mitigate loss. IAG has embedded a shared value strategy 
within our business by undertaking programs and projects that focus on building social and economic resilience.  

 

We recognise that Australian home owners need transparent, easy-to-comprehend information about insurance to 
help them better protect their homes, valuables and loved ones. Our Safer Homes website publishes our claims 
and coverage data so that users can educate themselves on the right level of insurance for their needs and risk 
levels.  
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Other work we are doing includes: partnering with the NSW State Emergency Service to assist the community to 
prepare for and recover from natural disasters; supporting safer vehicle technologies via the IAG Research Centre; 
the launch of a low cost insurance product to insure single items (Insurance 4 That); piloting virtual reality 
technology to educate on the risks of underinsurance; research to understand how we can better meet the 
insurance needs of Indigenous Australians; and launching the IAG Consumer Advisory Board.  

 

IAG’s major focus is to improve our customer experience, and everything we do is designed with our customers in 
mind. In 2016, we developed a new way to bring customers into our conversations and involve them in shaping our 
business. The IAG Consumer Advisory Board brings together a number of Australia’s leading consumer 
representatives with IAG management to discuss key customer issues in the insurance industry, with the goal of 
improving customer service and consumer protection. This forum has helped crystallise important opportunities for 
IAG, including employee training and process improvement initiatives to help us better support customers who may 
be vulnerable, experiencing mental health issues or in a hardship or crisis situation.   

 

As part of IAG’s commitment to delivering outcomes that help communities: better prepare for and respond to 
damaging events; protect the environment; and sustain economies, we are a signatory to a number of industry 
working groups. For example, in 2012, IAG become a founding signatory to the Principles for Sustainable 
Insurance, a set of voluntary and aspirational global principles that are part of the United Nations Environment 
Programme Finance Initiative. In 2016 we engaged with over 2,500 people, internal and external to IAG, to better 
understand resilience and learn how to create more of it in a community. This included a tour of eight of Australia’s 
urban, regional and rural areas to better understand community needs and the role of insurance. This local level 
research is intended to assist IAG in the continued development of accessible and affordable insurance options to 
give customers the certainty, peace of mind and confidence to prosper.5   
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The Committee is tasked with assessing the increase in the cost of home, strata and car insurance cover 
over the past decade in comparison to wage growth over the same period.   

 

Gaining insight on the cost of home, strata and car insurance in comparison to wage growth provides an overview 
of how the cost of insurance is changing as a whole, and how much of the average weekly wage is being allocated 
to risk management. IAG believes an appreciation and understanding of the underlying drivers of cost is also 
required to better inform options for addressing affordability. 

 

The starting point is to outline the components of a premium that a customer is charged. These components are 
listed in Table 1. 

 

Table 1: Components of a premium 
 

Charges All applicable Government taxes and charges including stamp duty and 
GST. 

Reinsurance costs Reflecting the cost to purchase cover for catastrophic events and individual 
claims, as a cheaper alternative to raising the additional capital that would 
otherwise be required under prudential regulation. 

Expected claims cost The expected chance of a claim occurring and the expected cost of a claim 
if it does occur, which varies on the individual characteristics of each risk. 

Expenses Reflecting an appropriate share of fixed and variable expenses. 

Profit margin / cost of capital Reflecting an appropriate return to shareholders and sufficient funding for 
other sources of capital (e.g. debt and hybrid instruments). 

Investment income Insurers invest premium income prior to paying related claims, which for 
long tail classes may not occur for a significant length of time. Premiums 
make an allowance for this expected investment income, leading to 
premiums being lower than would otherwise be required to meet financial 
targets. 

 
Charges 

Not all of the components that make up an insurance premium are within an insurer’s control. State taxes represent 
a significant portion of the cost of home, strata and car insurance premiums. A paper on the Affordability of Natural 
Disaster Insurance indicates that taxes “represent just over 10 per cent of the cost of household insurance 
premiums in Queensland and more than one quarter of premiums in NSW. All States currently apply insurance 
stamp duties.6” Details of the impact of taxes on home building insurance premiums in abovementioned states are 
provided in Figure 1.  
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Figure 1: Where does $1 of home building insurance premium go?7   

 
 Source: J, Douglas, M.Bowditch, A.Ni, Affordability of Natural Disaster Insurance (2013) 

 

The impact government taxes and charges have on the customer is illustrated in the following example8: A home 
owner in New South Wales who purchased a home contents policy with NRMA Insurance would be required to pay 
the Emergency Services Levy9 of 16% plus GST of 10% of that subtotal and Stamp Duty of 9% of the GST and 
Levy inclusive amount.  

 

IAG believes the removal of all State government taxes and duties on general insurance products is an important 
first step in addressing insurance affordability, accessibility and participation.  

 

 

 

 

Example 

As these charges are cumulative: 

 

 If the customer’s risk premium was $500, the customer would be required to pay $695.42 which 
includes charges of $195.42; or 

 

 If the customer’s risk premium was $1,000, the customer would be required to pay $1,390.84, 
which includes charges of $390.84.  
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Reinsurance costs 

Reinsurance costs are another component of an insurance premium. Reinsurance is used to limit an insurer’s 
exposure to large single claims and to the aggregation of claims that arise from the same event or a series of 
events. IAG’s reinsurance program is an important part of the group’s overall approach to capital management.   

 

The reinsurance costs incorporated in Australian home, strata and car insurance premiums are not only the result 
of Australian natural perils and events but are affected by global catastrophic events. Figure 2 shows the rising 
number of incidences of global natural perils and the number of catastrophic events between 1970-2015. According 
to the annual SwissRe Sigma report criteria, there were 353 catastrophe events across the world in 2015, up from 
339 in 2014. Of those, 198 were natural catastrophes, the highest ever recorded in one year, and up from 191 in 
201410.  

 

Figure 2: Number of catastrophic events 1970 - 2015 

 

 

The impact natural perils have on claims costs is evidenced in Figure 3. Munich RE (in its 2015 global report on 
natural catastrophes) included the following graph showing the rise of insured losses between 1980-2015. This 
suggests that there needs to be an accompanying rise in premium to cater for the increase in loss severity and 
frequency11.  
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Figure 3: Overall and insured losses 1980 to 2015 (in US $billion) 

 

  

Turning to Australia, the type of peril and likelihood of occurrence varies depending on the geographical location. 
For example, Queensland has been highly impacted by flood and tropical cyclones, while bushfire has greatly 
impacted Victoria. Table 2 illustrates the scale (as measured by insurance loss) of various natural perils in Australia 
between 1970-2013. 
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Table 2: Insurances losses ($million) by natural perils (1970-2013)12  

 
 Source: IAG and SGS Report- At what cost?  

The impact natural perils have had on reinsurance costs in Australia was recently acknowledged by APRA, who 
reported that a “…decrease in industry net earned premium was driven by an increase in the level of reinsurance 
purchased by insurers. Outwards reinsurance expense for the industry in the year to 31 December 2016 was $13.7 
billion, an increase of 18.4 per cent on the previous year ($11.6 billion).13” 

 

Expected claims cost 

 

The incidences of natural perils affect both reinsurance costs and claims costs. This was the view held by the 
Productivity Commission in the Inquiry Report into Natural Disaster Funding Arrangements, with its projections 
indicating that, based on past trends, nominal insurance losses from natural disasters are likely to grow by around 
5–6 per cent per annum over the next decade14.  

 

In 2015, IAG responded to its largest volume of claims in more than 15 years. IAG15 managed more than 50,000 
claims from the 2015 April East Coast Low. This number is equivalent to a year’s worth of storm claims, and the 
majority of them were lodged in the first two weeks following the event. More recently, we received approximately 
15,000 claims resulting from the low pressure weather system which impacted much of the east coast of Australia 
in June 201616.  

 

The expected cost of claims has increased in the past decade due to a number of factors, including: an increase in 
the cost of repairs; an increase in the speed with which water and fire damage spreads due to the open design of 
properties and the density of strata dwellings. As evidenced by Figure 4, the cost of claims has also been 
significantly influenced by the increasing prevalence and severity of natural perils in Australia. Over the past 
decade, Australia has had unprecedented exposure to natural perils. The estimated cost to insurers following some 
of the major events experienced since 2007 is displayed in Figure 4. 
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Figure 4: Estimated cost to insurers of some major events (2007-2016)17 
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Expenses  

Expenses can be fixed and/or variable, and can vary amongst the different general insurers that offer home, strata 
and car insurance, depending on their structure and operational model. For example, an insurer that provides 
branches for its customers will incur higher distribution costs than one that does not. Competition puts pressure on 
insurers to contain expenses but it should not be to the detriment of customer experience and service.  

 

Profit margin 

Profit margin is required for a sustainable and strong industry. As evidenced by Figure 1 and the confidential 
appendix, profit margin makes up a small component of a premium. Figure 5 from the 2016 annual report released 
by APRA reveals that the general insurance industry has achieved an average return on net assets of slightly more 
than 14 per cent per annum over the past decade18.   

 

Figure 5: General Insurers’ Return on Net Assets 

 

 
Source: APRA Annual Report 2016  

 

Figure 5 must be considered in context. Increasing premiums does not automatically equate to increased 
profitability. The Treasury’s submission to the Financial System Inquiry in 2014 found that despite rises in home 
building and home insurance policies since 2008, industry-wide profitability was lower than in the five years 
preceding 200819, with the industry recording an increase in profitability in 2013 for the first time in three years20.  
Four of the past six years have been below this average, driven in part by claims costs from significant natural 
catastrophe events. The decline in profitability in 2014-2015 was mostly due to a series of storm events in New 
South Wales and Queensland, which resulted in a 10 per cent increase in the industry’s net loss ratio21.    

 

APRA reported some improvement in 2015-2016 given the absence of major catastrophe events during the year, 
however profitability continued to be adversely impacted by falls in investment income as a result of the continued 
low interest rate environment and subdued premium growth. 
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Investment income 

In its submission to the Financial System Inquiry, APRA observed that “the performance of the general insurance 
industry in Australia has been strong over the past decade. Industry performance has been characterised in the 
main by both healthy underwriting returns and investment income, though the global financial crisis and various 
natural catastrophe events negatively impacted on insurers' returns in some years.22”  

 

As requested by the Committee, Figure 6 compares average weekly earnings with the average premium growth of 
home, strata and car insurance for IAG brands. 

 

Figure 6 shows that the average rate of growth of car insurance premiums has remained below the growth of 
average weekly earnings. The same cannot be said for the average growth rate of home insurance premiums, 
which have increased at above the rate of average weekly earnings, more since 2011. The average growth rate of 
strata insurance premiums initially remained on par with the rise of average weekly earnings, rising higher in the 
2009-2010 financial year before spiking in 2013-2014 and declining since then.  

 

Figure 6: Average weekly earnings compared to average premium  

 
 Source: ABS & IAG 

 

  

0

50

100

150

200

250

Average Weekly Earnings Home Premium Strata Premium Car Premium

Australia's general insurance industry
Submission 15



Affordability 
Continued. 

 

 

16 Senate Economics References Committee Inquiry into Australia's general insurance industry 17 February 2017 
 

The cost of a home insurance premium must be viewed in the economic context that the value of the asset23 has 
increased over the past decade24.  Significant work has been undertaken by the industry to improve transparency 
and address underinsurance. Costs to rebuild a home continue to increase not only from inflation on wages, but 
also factors such as changes to building standards. A more accurate indication of the movement of insurance 
premiums in comparison to earnings over time takes into account the sum insured of the asset being covered.  
This is shown in Figure 7.   

 

Figure 7: Average weekly earnings compared to average premium per $1,000 sum insured 

 
 Source: ABS & IAG 
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Comparison of insurance 

The Reserve Bank of Australia25 compared the cost of insurance relative to other household expenditure for the 
period 2003-2014. Insurances and financial services were not segregated, but nevertheless these costs had not 
increased more than education, health, alcohol and tobacco over the past decade as seen in Figure 8. 

 

Figure 8: Relative Price Movements 

 

  

 

 

Home Insurance 

Analysis of average weekly earnings against average premiums reveals that the annual premium for home 
insurance increased at a slightly higher rate than average weekly earnings between 2006-2009. Since then the 
cost of home insurance has further surpassed average weekly earnings. 

 

A combination of factors has contributed to the justifiable rise in home insurance. A key premium driver includes 
building and repair costs. Factored into home insurance premiums is the cost of repairing or rebuilding a home or 
replacing its contents. An economic insight release by CommSec in August 2016 highlights that building costs have 
increased at the fastest pace in 7.5 years26.   

 

Of relevance to the assessment of the cost of home insurance is the fact that we are now covering more risks in 
our policies. For example, from 2012 we expanded our cover to offer flood insurance as a standard inclusion in 
most home and contents policies.  

  

Australia's general insurance industry
Submission 15



Affordability 
Continued. 

 

 

18 Senate Economics References Committee Inquiry into Australia's general insurance industry 17 February 2017 
 

Strata Insurance 

Several of the factors that go towards explaining the increase in home insurance have also contributed to the 
increase in strata insurance premiums across Australia. In addition, other factors include: the location; 
concentration; and risk attributes of strata dwellings. 

 

Location 

Many strata buildings are situated in areas of high risk, such as next to the coast. This places these dwellings at 
higher risk of cyclone damage than inland properties. For example, there has been extensive strata development 
along the coast of Queensland and New South Wales in the last 10 years, particularly northern areas within the 
region that are more prone to cyclonic and storm related damage.  

 

Concentration 

As opposed to insuring 100 homes dispersed over a large area, a residential strata building may comprise 100 
homes on a smaller square footage. If a storm hits that area it could lead to a higher number of claims than if the 
risk was spread across a broader geographical area. This level of concentration is further exacerbated by the 
number of strata buildings concentrated within medium density corridors throughout our major centres. High levels 
of concentration directly impact higher reinsurance costs. 

 

In recognition of the pressures on strata premiums IAG launched the Strata Resilience project, which implemented 
pre-disaster mitigation measures. In 2015 the project delivered $1.3 million of savings to CGU strata property 
customers in North Queensland27.  

 

Risk attributes 

The style and nature of strata building construction has changed in recent years with homeowners demanding 
higher-end finishings (for example, the inclusion of stone benchtops rather than laminate and timber flooring rather 
than carpets). Additionally, individuals who own older properties are undertaking rejuvenation and renovation 
projects to include such finishings. These factors are contributing to the cost of repairs when these items are 
damaged or destroyed, directly impacting premiums. 

 

The increased demand for medium and high density living resulting in high-rise developments drives the need to 
include facilities such as lifts, sprinkler systems, cooling towers for central air conditioning, underground car parking 
and shared recreational facilities such as pools, gyms and tennis courts. This high-value infrastructure adds to the 
sum insured, resulting in increased average premiums. 

 

Car Insurance 

Analysis of average car premiums indicates that increases in annual premiums have been lower than increases in 
average weekly earnings for the period 2006- 2016. IAG has contributed to this by working to improve car safety. 
We are the only insurer in Australia to invest in its own Research Centre, where we conduct and share research on 
a range of vehicles, focusing on safety, security and repair costs. A research initiative that has led to a premium 
reduction is our work on Autonomous Emergency Braking (AEB). We recognise vehicles featuring AEB as a 
positive rating factor in a customer’s car insurance premium. Depending on the system, vehicles fitted with AEB as 
standard equipment will have a saving of up to 15 per cent applied to their car insurance premium28.  

 

Several factors contribute to the premium that car insurance customers pay. These include: car design; the cost of 
specialised tools and equipment; higher repair costs and fluctuations in currency exchange rates. 

 

Car design is rapidly evolving and cars now have more components in vulnerable locations. The amount of 
standard equipment in cars is gradually increasing to improve safety, comfort and convenience, but this adds to the 
complexity of vehicles and therefore the time and labour required to undertake repairs.  
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Almost all cars now feature at least six air bags with various crash sensors, while many newer cars now have 
supplementary cameras, radar and even lasers for range-finding and hazard detection. All these parts are 
physically vulnerable to destruction in collisions29. 

  

Additionally, a greater proportion of the front and rear components of vehicles are made of thermoplastics, such as 
the entire front and rear bumper fascias, upper and lower grilles, front and rear lampware, boot lid mouldings and 
tailgate finishing panels. Most of these components are quite expensive and they shatter on impact and are 
generally unrepairable. 

 

Specialised tools and equipment are more often required to address specific engineering requirements that differ 
according to the car manufacturers’ technical requirements. Car safety has improved in the past decade, but higher 
safety standards have brought higher repair costs because newer cars have proportionally greater structural 
complexity, with more frequent use of unrepairable high-strength steels, aluminium and composite materials 
including carbon fibre. Improved automotive safety technology has been made possible because component parts 
are now much more complex. This has increased the prices of parts commonly damaged in collisions.  

 

One example of this price increase is demonstrated in the case study below. 

 

Additional information in respect of the increase in cost of car parts in the past decade is contained in IAG’s 
confidential appendix. 

 

Fluctuations in currency exchange rates affect the prices of imported replacement parts. More than 80 per cent of 
replacement parts utilised in car body repairs are now imported from overseas, up from around 70 per cent a few 
years ago due to the rapid decline in local car manufacturing. IAG measured the rate of price inflation in the last 
financial year to be 3.73 per cent. This is well above other rates of domestic inflation measured by the ABS 
Consumer Price Indices. For instance, ‘All Groups’ was only 1.3 per cent annualised, while the result for ‘Insurance 
and Financial Services’ was 2.3 per cent in the same period30.   

 

Vehicle crash testing and evaluations at the IAG Research Centre uncover poor design features and expensive 
repair methods. In each case, the matter is raised with the relevant car manufacturer for rectification via re-
engineering or component re-specification, leading to future cost reductions for all car owners. 

 

IAG’s focus has always been on delivering high quality standards for our customers by providing a seamless 
experience before, during, and after a motor vehicle incident. IAG’s objective is to improve our customers’ 
experiences and everything we do is designed with them in mind. For this reason, we do not compromise on safety 
and quality of repairs and believe that some cost trade-offs need to be made when it comes to saving people from 
road collisions and serious injury.  

 

 

 

 

 

 

Case Study 
The headlamp for a ten-year-old vehicle uses Quartz-Halogen technology and costs $300 + GST to 
replace. The headlamp for the equivalent 2017 model uses Light-Emitting Diode technology and costs 
$1,248 + GST to replace.  
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IAG has undertaken the following initiatives to ensure quality and safety outcomes are achieved for customers at 
the most reasonable cost possible.  

1. A national network of partner repairers to ensure that vehicles are returned to owners with quality repairs 
quickly and cost-effectively31. It is our view that the quality and safety of repairs is the foremost priority. To 
achieve this, we believe a car must be repaired to manufacturer’s standards. It is critical that we get our 
customer’s cars to a repairer who has the equipment, knowledge and skills to repair modern vehicles.  
IAG has made the conscious decision to assess repairers via a Request for Proposal (RFP) process, 
ensuring repairers in our network have the capability to deliver high quality repairs consistent with 
manufacturer’s standards, and a demonstrated commitment to excellence in customer service.  

 

2. A Quality Repair Program to ensure all repairs of cars, homes and buildings are completed in accordance 
with manufacturer/building standards. This framework sets out how we manage repair quality nationally 
and ensures we deliver on our promise to get vehicle repairs completed to the highest quality and safest 
standard. IAG has a dedicated team undertaking thousands of quality inspections each year to ensure 
repairs are completed to industry standards. We are in the fourth year of publically releasing our annual 
quality findings and statistics, and IAG remains the only insurer in Australia to provide our customers with 
this level of accountability and assurance32.  
 

3. A lifetime guarantee on the workmanship of authorised repairs on cars and homes. IAG’s Motor Vehicle 
parts criteria predominately recommends new genuine Original Equipment Manufacturer parts for vehicles 
less than three years old, with the ability to fit used Original Equipment Manufacturer parts for vehicles over 
three years old where available and cost effective. This policy is based on our commitment to quality and 
safety.  
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The Committee is also tasked with assessing competition in the general insurance market.  

 

IAG asserts that the level of competition and prudential regulation is strong enough to provide consumers with 
confidence that their home, strata and car insurance will be available if they need to make a claim. We believe that 
within the general insurance industry there are three layers of competition: across the various insurers; within 
insurers themselves through their different brands and coverage; and as a consequence of digital disruption. 

 

Across insurers 

APRA statistics reveal that there were 109 insurers licensed to conduct general insurance business as at 31 
December 2016, of which 99 were general insurers and 10 were reinsurers33. 

    

In its submission to the Financial System Inquiry (2014), the Treasury highlighted that the Australian general 
insurance industry is largely open to the entry of new insurers, including foreign insurers. The Treasury noted that 
there has been an intensification of competition and contestability broadly across the general insurance sector in 
recent years, with new entrants offering a range of general insurance products and capturing market share by 
advertising aggressively and offering cheaper premiums and/or enhanced product features. The Treasury also 
highlighted that contestability in the general insurance market is reflected in trends in profitability, notwithstanding a 
popular perception that a lack of competition is driving rising premiums34. 

 

Within insurers 

The home, strata and car insurance market in Australia is relatively mature and sophisticated in terms of product 
offering and risk assessment and management. It is serviced by a large number of insurers and consumers have 
access to a healthy range of products, many of which include optional cover enhancements that they can elect to 
purchase. Consumers are able to take advantage of special features such as loyalty and multi-policy discounts.  

 

Core products  

Across home, strata and car insurance, insurers often offer consumers a base coverage as well as optional 
additional coverage at various price points.  

 

For example, a NRMA Insurance home customer has numerous choices available through different policies at 
different prices. As demonstrated in Figure 935, NRMA Insurance customers can obtain: Home Buildings, Home 
Contents, Home Buildings & Contents, and Strata Title products, amongst others.  

 

Individual policies vary depending on a variety of factors including:  

 

 Type of insurance (i.e. home buildings, home contents or combined home building and contents) 

 Level of cover (i.e. standard home insurance or premium home insurance cover, which provides a higher level 
of cover) 

 Amount of insurance (i.e. sum insured value of home buildings or contents) 

 Amount of excess chosen by consumers 

 Listed events covered (i.e. fire, theft, storm, flood and earthquake, vandalism, broken glass, animal damage, 
water and oil leaks) 

 Optional cover (i.e. accidental damage, burn out of electric motors-fusion and pet cover, valuable contents and 
portable contents)  
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Figure 9 

 

 

  

 

NRMA Insurance customers can also select from four different car insurance products, each of which provide a 
different level of cover: Comprehensive, Comprehensive Plus, Third Party Property Damage and Third Party Fire & 
Theft, as shown in Figure 1036. 

 

Figure 10 
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Digital disruption 

 

Technology and changing customer behaviour is also driving additional competition in the general insurance 
industry, both within traditional products and across components of the insurance value chain.   

 

Strong competition and technological advances support innovation. IAG is committed to educating our customers 
and broader community on the risks they face so they can be adequately covered. For example, in 2016 IAG 
developed and piloted First Place, a virtual reality experience designed to educate millennials about insurance risks 
around the home. This focused on engaging with millennials to ensure they have adequate understanding of how 
to protect themselves when they move out of home for the first time. 

 

Another initiative is Insurance 4 That37, a simple insurance solution that provides an alternative to traditional 
contents insurance by enabling people to insure individual items at an affordable price. 

 

 

In addition to the core product suite available to customers, new innovative and tailored products have introduced 
additional competition to the market. Existing insurers are motivated to continually improve their offerings to better 
address customers’ needs as technology becomes more advanced. An example of how innovation will continue to 
drive competition is the presence of disruptors. These companies are disrupting components of the traditional 
insurance value chain. For example, niche players, such as specialised claims management firms, are offering the 
same services that have traditionally been provided by insurers, forcing general insurers to be more innovative and 
competitive. At IAG the emergence of disruptors and the changing need of our customer base has driven us to 
reconsider the ways we have traditionally offered our insurance products, and become more digitised. IAG is 
committed to becoming a customer-led and data driven organisation that can adapt quickly to the rapidly changing 
environment. 

 

  

Australia's general insurance industry
Submission 15



Transparency 

 

 

24 Senate Economics References Committee Inquiry into Australia's general insurance industry 17 February 2017 
 

The Committee is also examining the level of transparency in Australia’s home, strata and car insurance 
industries. 

 

The sector is competitive and dynamic, with ever increasing transparency of pricing and policy features. IAG 
believes that as the insurance industry evolves there is a continuing obligation to review how to provide greater 
transparency to consumers.  

 

General insurers face unique challenges in making home, strata and car insurance underwriting data available due 
to the inherently commercially sensitive nature of the data. Significant intellectual property is associated with the 
actuarial modelling that underpins insurance data sets, together with proprietary and license restrictions on some of 
the data used. As the Committee would appreciate, underwriting data also forms the basis for competition between 
insurers.   

 

Increasing the transparency of insurance enables consumers to understand the purchase of insurance, their risk 
and coverage. In this respect, a co-ordinated, strategic response is required to increase the community 
understanding of insurance. This strategic response should encompass community insurance education programs, 
promoting the value of insurance and making it easier for customers to read and understand their policies. 

 

Community insurance education programs 

Community insurance education programs are necessary to support and complement risk awareness and risk 
reduction. A key part of these programs is to help consumers understand that price is a reflection of risk. IAG has 
taken steps to increase access to information through various initiatives, such as the report we commissioned with 
SGS “At what cost? Mapping where natural perils impact on economic growth.” The report analysed Insurance 
Council of Australia (ICA) data as well as IAG flood data and includes interactive maps and data files that are 
publicly available38.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IAG commissioned a report titled, “At 
what cost? Mapping where natural 
perils impact economic growth and 
communities.” 

It is the first report to examine the 
impact that floods, storms, tropical 
cyclones, bushfires and earthquakes 
have on economic activity. This report 
will help all levels of government, 
businesses and the wider community 
understand the impact ever-increasing 
natural disasters are having on our 
economic activity. It can also help 
inform decisions on where future 
communities should live and work. 
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Explaining the value of insurance 

 

Explaining the value of insurance is important. Insurance protects the individual and promotes financial stability by 
alleviating the welfare burden on governments. It stabilises the economy as a whole by allowing for quicker 
reconstruction and reestablishment following natural disasters. 

 

 

 

Our commitment to helping customers and the broader community understand the value of insurance led to the 
launch of the SaferHomes website in 201539.  This website helps individuals to learn about their homes, insurance, 
risks and surrounding communities and to assess whether they have adequate protection.  

 

This initiative is seeking to educate by building an individual’s awareness of the real value of their home and 
contents and the most common risks in their neighbourhood. Lack of knowledge in these areas can lead to 
underinsurance and increased vulnerability. Since the website launched we have had more than 200,000 visitors to 
the site. More information available in Annexure B.  

 

Making it easier for customers 

IAG is committed to its role in ensuring customers not only receive adequate information about their insurance 
policies, but also understand them. With this in mind, NRMA Insurance, SGIO and SGIC40 undertook a program in 
2014 to rewrite their respective motor insurance Product Disclosure Statements after a review featuring in-depth 
customer research and surveys. The changes implemented were to ensure the PDSs were more transparent in 
terms of being easier to read, clearer and calling out relevant information to customers. The changes made were: 
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Further reviews have taken place to improve customer understanding and to ensure compliance with legal and 
regulatory changes. 

 

In 2016, IAG implemented a number of changes to the NRMA Insurance Comprehensive Motor Renewal 
Certificate of Insurance, as seen below. A complete copy of the new and old versions is included at Annexure C, 
together with the previous renewal notices for comparison. The revised Renewal Certificate improves transparency, 
enables increased awareness of the insurance cover and provides customers with easy to understand information 
so that they can make informed decisions. 
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The industry is also working together to increase the level of transparency.  IAG was represented on the ICA’s 
Effective Disclosure Taskforce which developed a report titled “Too long, didn’t read”41, released in 2015.  The 
Taskforce found a notable absence of empirical research around how consumers actually use disclosure 
documents to inform their decision-making.  Rather than focusing on any radical immediate change to the 
mandated disclosure regime, the goal was to first thoroughly research consumer needs to provide a resource to 
help members improve their customers’ decision making processes. The ICA will release the ‘Consumer Research 
on Insurance Product Disclosures’ report on 17 February 2017. The ICA will work with members, and consult with 
key stakeholders, to develop effective disclosure principles that are informed by the findings of the research. These 
principles will be considered for adoption by the forthcoming review of the General Insurance Code of Practice. In 
the interim, IAG will continue to enhance efforts to engage customers on product information and facilitate informed 
decision making with customer-tested, evidenced-based solutions.  
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The Committee has enquired about the effect in other jurisdictions of an independent home, strata and car 
insurance comparison service on insurance cover costs.  

IAG’s concern is that a comparison service would only emphasise price rather than educate consumers on the 
insurance they require, the coverage provided by the various products compared and the steps they can take to 
mitigate their risks. 

 

Other industries 

Unlike other industries (such as travel, where the commodity being compared such as a flight or hotel room is the 
same), the risk profile and therefore premium for one person’s home, strata property or car can vary significantly 
from another person’s. For that reason, websites that provide a range of prices for an identical commodity such as 
Hotels Combined or Trivago42 should not be considered as relevant comparative services.  

 

With respect to home, strata and car insurance and to avoid misleading consumers on the actual premium they will 
be required to pay, any comparative service would require a level of granularity that would defeat the intended 
purpose. This is attributable to the fact that the ultimate quote or premium for an individual can be influenced by 
several factors such as years of loyalty, level of excess, level of coverage, geographical location and other pricing 
factors such as claims history. 

 

This view is shared by both the UK Regulators Network and European Insurance and Occupational Pensions 
Authority who noted that, while Price Comparison Websites (PCW’s) compare price well they are not as good at 
comparing the value of products. Over-simplification can result in consumers purchasing products that are not 
suitable for their needs43.  

 

Domestic experience 

An independent comparative service that provides consumers with a national overview is privatehealth.gov.au. This 
website was established by the Private Health Insurance Ombudsman (PHIO) for the purpose of allowing 
consumers to access standard product information for their health insurance product and compare it with other 
products offered by their own and other health insurers.  However even this government run website has 
limitations.  The disclaimer provided by the PHIO recognises that the website may not take into account detail that 
could be significant in your particular context, or to particular persons. Another section of the disclaimer reads, 
“While PHIO endeavours to ensure the accuracy of the information set out on this website, the information may not 
be accurate, complete or up to date, for a wide range of reasons. You should not make any decision or take any 
action, based on the information in this web site, or otherwise rely on it for any purpose.”44   It is questionable 
whether comparative websites (private and government run) have led to a reduction in premiums in the private 
health sector, given the rate at which private health insurance premiums have risen since 200945.  

 

Home, strata and car insurance premiums are calculated based on an individual’s risk profile, unlike private health 
insurance where as long as two separate individuals purchase the same type of cover they would pay the same 
price.  

 

Existing insurance comparison websites in Australia have attracted the scrutiny and concern of regulators, 
indicating that a proliferation of these sites could lead to issues similar to those faced in the UK.    
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Australian regulators have previously expressed concern about comparison websites. In their response to the 
Financial System Inquiry in 2014, APRA noted that,  

 “… comparison categories may aid comparison but do not solve the underlying problem of comparing 
differences in terms and conditions that can exist even where policies are targeted, for example at particular 
consumer categories; and  

 In principle, it would be possible to design a comparator site that enabled consumers to compare both price 
and key policy terms and conditions. However, there is a balance between simplicity and complexity, and 
meaningful comparisons may not always be feasible.46  

 

Australian Securities and Investment Commission Deputy Chair, Peter Kell has expressed concern about 
comparator websites failure to disclose which insurers are being compared for quotes, how rankings are compiled 
and the use of special offers and “featured products” 47  

 

International experience 

 

United Kingdom 

IAG cautions against the introduction of a comparative service as it would not have the desired effect of lowering 
prices or increasing competition and transparency. This view is shared in several independent reviews of price 
comparison websites48.  The UK Regulators Network report revealed that the listing of products by price is not 
sufficiently personalised to reflect the level of cover needed. Consumers are much more likely to pick the cheapest 
product when presented this way irrespective of product suitability49.  

 

In July 2014, the UK Financial Conduct Authority (FCA) released the ‘Review of price comparison websites in the 
general insurance sector’ - its second review of general insurance PCW in three years due to concerns that 
customers were being treated unfairly. The Review focused on motor, home and travel insurance because they are 
the general insurance products most commonly purchased through a PCW. The review found that PCWs did not 
always ensure that consumers were given the appropriate information to help them make informed decisions. This 
should be of particular concern to the Committee given part of the focus of this Inquiry relates to transparency50. 

 

Furthermore, the apparent success of comparator websites in the UK is questionable given the financial investment 
that is required to advertise those services. The Competition & Markets Authority, when investigating the UK 
private motor insurance market, found that they invested heavily in advertising and marketing.  The example 
referred to in Moneysupermarket’s 2011 Annual report which revealed that its marketing investment amounted to 
$78 million in that year, corresponding to around 43% of its revenue51.  

  

The experience in the UK highlighted a number of issues for consumers and Government that must be overcome 
before the Committee should consider the introduction of an independent comparative service52.  These issues 
include: 

 Does not facilitate effective and informed decision making; 

 Focus on price may exacerbate underinsurance; 

 Danger of over emphasising price over other considerations such as coverage; and 

 May be misleading due to discrepancy between actual and comparison price. 
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Comparative websites provide simplistic and often an inaccurate overview of insurance policies. They reduce the 
purchasing decision to one based on price alone. In our view, this leads to a ‘lowest common denominator’ 
approach where consumers make purchasing decisions without due regard for differences in policy cover, product 
options and claims service capabilities, ultimately to their detriment. 

 

The lessons learned both within Australia and internationally should cause the Committee to question the 
effectiveness of an independent comparative service. 
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The Committee also seeks to understand the costs and benefits associated with the establishment of an 
independent home, strata and car insurance comparison service.  

 

Costs  
 
Complexity in assessing individual risk 

Importantly, underwriting and pricing questions are not consistent across the Australian insurance industry. Each 
insurer has its own underwriting appetite of acceptable risks and relies on a unique set of underwriting and pricing 
questions that enable it to confirm the availability and the terms of the cover it provides.  This is particularly relevant 
for home buildings insurance. Even if a set of questions could be provided to capture some of this information, 
insurers could not rely solely on the responses to obtain a comprehensive view of the building's risk attributes 
because: 

 The list of questions that would need to be asked would be extremely lengthy and cumbersome (due to it 
having to incorporate all participating insurer’s varying question sets) for consumers; and  

 Many questions that are intended to act as an indicator of potential risk issues would then require further 
analysis by an underwriter.  

 

Due to variations in business models, cover and pricing, it is difficult for comparative websites to accurately and 
fairly make ‘like with like’ product comparisons.  

 

Providing simplistic comparisons means consumers are less inclined to research the different products available to 
them that suit their personal circumstances. As a consequence, consumers can miss out on coverage options that 
suit their personal needs. Consumers also risk missing out on relevant discounts available to them, along with the 
ability to choose the level of excess suitable to their personal circumstances which could reduce premiums. 

 

Implementation 

In order to be transparent and accurate, a comparative service would require not only the capability to receive 
specified data from every home, strata and car insurer in Australia, but for that information to be updated on a 
regular basis so as not to mislead consumers. It is not known the extent that each general insurer offering the 
insurance subject to this Inquiry would have to upgrade or change their IT systems to have this level of 
functionality. IAG would speculate that it would be of significant cost to all insurers to build functionality and 
maintain the data provision required. This should be a significant consideration for the Committee. 

 

Benefit 

The overall benefits of an independent comparative service to consumers is highly debatable. Consumer groups 
have previously expressed their concern about privately run comparison websites. In the article “Where do you go 
for independent advice? 54” Choice reviewed four of Australia’s largest online comparison sites to see how they 
work, and just how much of the market they allowed consumers to compare.  In summary, Choice found there were 
hidden catches to comparison websites which included: 

 Free comparison sites can earn exorbitant fees per sale from the insurers 

 Fees can make up a sizeable chunk of the total insurance premium 

 Some comparison sites are misleading about how much of the market they compare 

 Some sites are actually owned by insurance companies they’re supposedly comparing 
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A further consideration is that strata insurance is predominately an intermediated product that is not available to 
individual consumers via online or telesales channels. If a comparative website were to be relied on by bodies 
corporate in place of an appropriately qualified insurance broker or other intermediary, they would miss out on the 
expert advice and services to ensure they obtain the most appropriate cover for the strata property at the most 
competitive price. 
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The final Term of Reference requires the Committee to ascertain legislative and other changes necessary 
to facilitate an independent home, strata and car insurance comparison service in Australia. 

 

Australian Governments recognise that efficient and effective regulation is necessary and desirable to facilitate the 
smooth functioning of the economy and to ensure that social, economic and environmental aims are achieved.  
Governments should not act to address “problems” through regulation unless a case for action has been clearly 
established. Moreover, any regulatory or legislative response should be proportional to the issue or “problem” being 
addressed. 

 

The type of comparison site will determine whether any confidentiality or privacy implications arise.  For example, a 
static product features/sample pricing site would not pose any privacy implications as consumers would not be 
inputting personal information. However, a ‘live-quote’ comparison service may require consumers to provide their 
personal information to generate quotes, posing potential privacy concerns.   

 

Moreover, in the case of a ‘live-quote’ comparison service, there is a risk for misleading, inaccurate and or obsolete 
pricing information being displayed. Presumably, responsibility and ultimately liability for any damage incurred rests 
with the site administrator. Insurers who participate in the comparison website would expect to be indemnified for 
any potential action taken against them for the accuracy of information provided.  

 

Again, IAG submits that any regulatory or legislative response should be proportional to the issue or “problem” 
being addressed and only the option that generates the greatest net benefit for the community, taking into account 
all the impacts, should be adopted.  
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IAG data 

Historical and aggregated data was utilised in this submission given the commercial sensitivity of pricing and 
underwriting information. Individuals are likely to have different premium rates from the averages that are provided. 

 

As the Inquiry is charged with assessing whether the cost of home, strata and car is affordable in comparison to 
wage growth, data was utilised from the following brands; CGU, RACV, NRMA Insurance, SGIC and SGIO, WFI 
and Coles Insurance. Home insurance data incorporated landlord’s insurance. 

 

The Committee is referred to IAG’s confidential appendix which outlines how home, strata and car insurance 
premiums have changed for the financial years 2006-2016. 

 

IAG also offers CTP Insurance in the following states and territory: 

 The NRMA Insurance brand in Australian Capital Territory, New South Wales and Queensland (in run-off); and 

 The SGIC brand in South Australia. 

These products and any associated data have been excluded based on the Terms of Reference for the Inquiry. 

 

Statistical information  

In addressing the Terms of Reference, statistical information has been used from several sources including the 
ICA, Insurance Statistics Australia, Australian Bureau of Statistics and the Australian Government Actuary Second 
Report on Strata Title Insurance Price Rises in North Queensland.  
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ANNEXURE A – Australian Business Roundtable for Disaster Resilience & Safer Communities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Australia's general insurance industry
Submission 15



Annexures 
Continued. 

 

 

36 Senate Economics References Committee Inquiry into Australia's general insurance industry 17 February 2017 
 

 
ANNEXURE B-SaferHomes.com.au 

 

Usage 

Users are spending an average of 5.34 minutes perusing the website, eclipsing global dwell time benchmarks by 
an average of 2+ minutes.  Visitors have been identified from across Australia including all states and territories. 

 

Snapshot of website tools 
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ANNEXURE C- NRMA Insurance Comprehensive Motor Renewal Certificate of Insurance 
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1 IAG’s short tail personal insurance products are distributed in Victoria under the RACV brand, via a distribution relationship and underwriting 

joint venture with RACV. These products are distributed by RACV and manufactured by Insurance Manufacturers of Australia Pty Limited (IMA), 
which is 70% owned by IAG and 30% by RACV. 
2 Geneva Association, The Social and Economic Value of Insurance, September 2012 

3 APRA, Insight Issue 3,2013. Available at http://www.apra.gov.au/Insight/Pages/Insight-Issue-Three-2013-HTML.aspx 
4 Further information available at http://australianbusinessroundtable.com.au/ 
5 Further information available at https://www.iag.com.au/shared-value/creating-shared-value/confident-communities 

6 Justin Douglas, Matt Bowditch, Adam Ni, Affordability of Natural Disaster Insurance, 2013 
7 Justin Douglas, Matt Bowditch, Adam Ni, Affordability of Natural Disaster Insurance, 2013. 
8 The premium quote used in this example was valid as at 2 February 2017. 

9 From 1 July 2017, the NSW Government has proposed to make the funding for fire & emergency services fairer by including the levy 
alongside council rates. 
10 SwissRe, Sigma No 1, 2016, page 2 

11 Munich RE, TOPICS GEO, Natural catastrophes 2015, Analyses, assessments, positions 2016 issue, page 56 
12 Data based on 2011 dollars, Productivity Commission 2014, reproduced in IAG and SGS Economics & planning report, At What Cost? 
Mapping where natural perils impact on economic growth and communities, November 2016, page 8  

13 APRA, Statistics, Quarterly General Insurance Performance Statistics, December 2016 (released 16 February 2017). Available at 
http://www.apra.gov.au/GI/Publications/Documents/0217-QGIPS-Dec16.pdf 
14 Productivity Commission Inquiry Report, Natural Disaster Funding Arrangements, Volume 1, Number 74, 17 December 2014.  

15 Claims were received under NRMA Insurance, RACV and SGI brands 
16 IAG estimates $60-80 million net claim cost from East Coast Low, 9 June 2016. Available at http://www.iag.com.au/iag-estimates-60-80-
million-net-claim-cost-east-coast-low 
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