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Dear Mr Brummitt 
 
Insurance Australia Group (IAG) welcomes the opportunity to make a submission in relation to the 
2013-14 Budget. 
 
IAG is the parent company of an international general insurance group, with operations in Australia, 
New Zealand, the United Kingdom and Asia.  IAG has more than 808,000 shareholders (as at August 
2012).  IAG’s register is the third largest in Australia.  Its current businesses underwrite over $9 billion 
of premium per annum and pay over $6 billion in claims per annum.  IAG employs more than 13,600 
people of whom around 9,000 are in Australia.  Across our portfolio of brands IAG insures 7.7 million 
cars, 2.9 million homes, 103,000 farms, 117,000 employers and nearly 400,000 businesses.  IAG had 
more than 16.1 million policies in force in financial year 2012. 
 
Within Australia, IAG’s Direct Insurance business provides personal insurance products as well as 
business insurance packages targeted at sole operators and smaller businesses in NSW, ACT, 
Queensland and Tasmania primarily under the NRMA Insurance brand.  SGIO is the primary brand in 
Western Australia, and SGIC in South Australia.  In Australia, IAG also has a distribution agreement 
with RACV (underwritten by Insurance Manufacturers of Australia – owned 70% IAG; 30% RACV) in 
Victoria.  Products are distributed through branches, call centres, the internet and representatives. 
 
Within Australia, IAG’s intermediated insurance products are sold nationally, primarily under the CGU 
Insurance and Swann Insurance brands through a network of more than 1,000 intermediaries, such 
as brokers, agents, motor dealerships and financial institutions.  CGU is also a leading provider of 
workers’ compensation services in Australia. 
 
Natural Perils Mitigation Funding 
 
Recent natural disasters across Australia have understandably generated a national discussion of 
how we may reduce our vulnerability to natural hazard threats and also highlighted the need to 
develop a more sustainable and comprehensive national approach to the complex issue of managing 
weather related risks.   
 
There is a need for greater emphasis by governments, and in particular the Federal  Government, on 
community adaptation to extreme weather events, including stronger building codes to protect 
structures from extreme weather hazards; - tropical cyclones, severe storms, hailstorms, bushfires 
and flood - more risk-appropriate use of land and greater emphasis on hazard mitigation 
infrastructure.   



 

 

While the insurance industry is well placed to continue to play a leading role in encouraging action on 
adaptation, to make our communities stronger and better able to withstand catastrophes, there needs 
to be a focus on increasing the level of investment in disaster mitigation and resilience strategies.  For 
example, the $27 million per annum allocated for mitigation works under the National Partnership 
Agreement (NPA) on Natural Disaster Resilience is inadequate.  Additional funding is needed to allow 
additional protective works including barrages for unusual tides, levee banks, sea walls, properly 
maintained fire breaks and access trails, improved drainage and dams.  Infrastructure investment has 
the double advantage of being a down-payment for future resilience and an economic generator.  
 
Federal Government spending on mitigation initiatives represents around only 3% of what it spends 
on post-disaster recovery and reconstruction.  
 

FY Mitigation and resilience* Recovery and reconstruction** 

09/10 $21.6M $402M 

10/11 $25.2M $997M 

11/12 $25.7M $3.8B 

12/13 $26.1M $451.3M 

13/14 $21.6M $1.94B 

14/15 $21.6M $1.16B 

15/16 $21.6M n/a 
 
*Funding provided to States and Territories for disaster resilience initiatives under the National Partnership for 
Natural Disaster Resilience 
**Funding provided to States and Territories for recovery and reconstruction under the Natural Disaster Relief 
and Recovery Arrangements.  
 
Source: Federal Government Budget Papers. 
 
All levels of government – led by the Federal Government – must place greater emphasis on building 
community resilience to extreme weather events and significantly boost their investment in natural 
hazard mitigation infrastructure that will protect assets like homes and businesses, and lower the cost 
of risk. 
 
Research by Dr Richard Tooth (2011), “Flood Insurance: economics and issues”, Sapere Research 
Group commissioned by IAG highlighted “Economic studies of flood mitigation activities have 
generally found that flood mitigation is efficient with substantial benefits”.  Of note: 
 

“There is also some international evidence on the value of flood mitigation activities. Of 
note, Kunreuther (2008) estimates that structural modifications to properties would save 
over 50 per cent of unmitigated losses in Florida. Rose et al. (2007) examined the benefit-
cost analysis of a sample of Federal Emergency Management Agency (FEMA) hazard 
mitigation grants across a range of hazard areas. They found that in the flood mitigation 
cases sampled (around 8% of flood related grants) that benefits exceeded costs and the 
average benefitcost ratio was over 5:1.” (p.12) 

 
As part of its response to the Natural Disaster Insurance Review (NDIR) the Federal Government 
announced it would commit $12million to develop a flood risk information portal, hosted by 
Geoscience Australia, to provide a single national access point to existing flood mapping data. The 
Government also announced the portal would be complemented by the development of national 
guidelines, covering the collection comparability and reporting of flood risk information. State and 
Territory Emergency Management Ministers have expressed their support for these initiatives.   



 

 

IAG is encouraged by the progress made toward implementing this commitment including the launch 
of the first phase of the online National Flood Risk Information Portal (NFRIP) on 19 November 20121. 
However, we are concerned by the inconsistent and often non-transparent approach to sharing flood 
risk information still prevalent among local and state authorities.  While we understand the NFRIP 
project is aimed at addressing these issues we believe leveraging NPA funding for flood risk studies 
and mapping to ensure State and local authorities make all their flood risk information – including 
digital and geospatial data – available is vital to the success of the project.   
 
As noted in our submission to the Productivity Commission’s Draft Report – Barriers to Effective 
Climate Change Adaptation the Federal Attorney-General confirmed a review of the NPA was being 
undertaken before it expires on 30 June 2013.  We submit that any new NPA should include a 
requirement that states and territories provide the Federal Government with all flood risk studies and 
related information (including geospatial data and digital elevation data) funded under the NPA.  The 
states and territories would therefore need to ensure funding agreements with local authorities 
facilitated the collection of this information.  Further, the Commonwealth should impose as a condition 
on the commencement of a new NPA that the states and territories provide the Commonwealth with 
all existing flood risk information funded under the existing NPA that is in their control or that they can 
obtain from local authorities.   
 
Education of risks in the community 

Disaster mitigation strategies need to be supported by a broad national disaster risk awareness and 
education program to be effective. As a nation we have not been able to adequately educate home 
owners on managing risks in a volatile weather environment, the role and value of general insurance 
in transferring risk, and how the industry prices the product. 

IAG recommends initiatives such as those delivered by Emergency Management Australia receive 
greater resources to enhance distribution, accessibility and visibility. The OECD’s ‘Policy handbook 
on natural hazard awareness and disaster risk reduction education (2010)’ advocates cross sectional 
collaboration and distribution of messages and materials through a wide variety of outlets. IAG sees 
its role as working with the Government and community groups to educate the community by 
promoting such programs, and ensuring transparency and clarity regarding the coverage provided by 
insurance policies. 
 
Taxation on Insurance 
 
IAG has been a strong advocate for improved taxation bases and taxation reform that see revenue 
dependency shift from transaction style taxes (for example insurance) towards those taxes that are 
more efficient. 
 
A number of Federal and State Government reviews and inquiries have argued for insurance tax 
reform - the IPART Review of State Taxes (2008), the Henry Tax Review (2009), the Victorian 
Bushfire Royal Commission (2009), the Johnson Report into Australia as a Financial Centre Forum 
(2009), Tax Forum (2011), Lambert Report (2011), ACT Taxation Review (2012) and the Productivity 
Commission Draft Report on Barriers to Effective Climate Change Adaptation (2012). 
 
IAG believes the current regimes for the taxation of insurance are indefensible upon the generally 
accepted taxation principles of simplicity, efficiency and equity.  These tax regimes are inappropriate, 
regressive and based on historical circumstances rather than equity.  These regimes contribute to 
under-insurance and non-insurance, with consequential negative fiscal impacts when the public purse 
is inevitably called upon in times of climate related disasters. 
 
When the Federal Government announced that it would fundamentally reform the Australian taxation 
system by introducing a Goods and Services Tax (GST) it also announced that the revenue would go 
to the States and Territories. The stated intention was that the GST, as a growth tax, would build 
revenue for State Governments and as a result an opportunity should be created to reduce certain 
                                                            
1 http://www.attorneygeneral.gov.au/Media‐
releases/Pages/2012/Fourth%20Quarter/19November2012Nationalfloodriskportalonline.aspx 



 

 

State Government taxes. Under the Intergovernmental Agreement, all GST revenue collected by the 
Australian Taxation Office is provided to the States.  
 
The Henry Tax Review (2009) highlighted: 
 

“…Changes are required to taxes, transfers and other types of expenditures across 
levels of government. Reforms would also need to be sequenced in a way that 
allows people to understand the reason for change and how they will be affected. 
One way to coordinate and implement reforms over time would be through an 
intergovernmental agreement between the Australian government and the States. A 
well-managed process would not only allow for poorly performing taxes to be 
replaced by more sustainable ones, it could also be a mechanism to deliver better 
policy outcomes across the federation on an enduring basis.” (p.70) 
 

In relation to stamp duty on insurance IAG believes it is appropriate for the Federal and State 
Governments to examine a new set of undertakings beyond the current Intergovernmental Agreement 
to assist further reform of State taxation.  A strong case can be made that reform of insurance taxes 
should have a high priority. 
 
IAG would be happy to discuss this submission and to assist in any way we can.  If you wish to 
discuss this matter or make further inquiries please contact David Wellfare, Senior Adviser, 
Economics & Policy on (02) 9292 8593. 
 
Yours sincerely 
 

 
 
 
Carolyn McCann 
Group General Manager, Corporate Affairs & Investor Relations 
 


