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INTRODUCTION 
 
Ladies and Gentlemen:  
 
Australia is no stranger to natural disaster, but by any measure we’ve experienced an 
unusual concentration of significant natural disasters recently. 
 
Floods, bushfires, massive cyclones and hailstorms have caused a tragic loss of life 
and destruction of property.  If this wasn’t enough, events in Japan and New Zealand 
have further underscored the vulnerability of so much of what we take for granted to 
the forces of nature. 
 
In this context it’s no surprise that we’re now having a public discussion of how we 
increase our resilience to such threats.   
 
This discussion will play out in forums like the National Disaster Insurance Review, 
the Queensland Commission of Inquiry into the circumstances around the recent 
floods and the ongoing COAG discussion on the national strategy for disaster 
resilience.  IAG has a significant interest in this national conversation and we 
welcome the attention these issues are receiving.   
 
As a large general insurer, responding to such events is central to our purpose.  In 
Australia alone, we insure more than 5.5 million cars, 2.2 million homes and 200,000 
businesses. As a Group we have around 34 million risks in force around the globe, 
covering $1.2 trillion worth of property.   
 
However the outcome of this debate isn’t just of interest to us as an insurer – it is of 
critical national importance to all of us – individuals, governments, and businesses.  
For its ongoing economic health, Australia must build its national resilience to severe 
weather events – the sorts of events that are expected to increase in the coming 
years.   
 
As the Committee for Economic Development of Australia is aware, there are no 
easy solutions to such complex issues.  It’s therefore important we avoid the 
temptation to indulge in a national ‘window dressing’ exercise that may provide a 
short-term political fix but ultimately leaves us with the same systemic vulnerabilities 
to the next major disaster.   
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I do have concerns about the quality of the public debate we’ve had to date and 
worry that we risk travelling down this very path – and I will outline some of these 
today.  However, I also want to detail a positive approach for a solution that will 
enable us to build our resilience in a sustainable, fair and economically efficient way.   
 
Naturally I see the private insurance industry playing an important role, however 
there are also significant responsibilities for governments, planning authorities, 
builders, developers and for each of us as private individuals.   
 
ROLE OF INSURANCE 
 
First, let’s look at the role of the insurance industry.   
 
I’ve worked in insurance for over 25 years and it’s an industry I’ve always been proud 
to be associated with.  Insurance is the ultimate community product and a key part of 
the nation’s economic infrastructure, underpinning much of our national economic 
activity, from building a skyscraper to purchasing a family car.   
 
When the worst does happen, insurers step in to help families and businesses 
quickly get on with their lives, minimising disruption and economic fallout.  Recent 
events have demonstrated this again, and I’m proud of the role played by all our 
people in IAG and workers across the entire industry to provide certainty and assist 
their customers.   
 
To illustrate, in Australia, general insurers pay out an average of $80 million in claims 
each and every working day. 
 
About $20 billion worth of claims payments flow each year to Australians in their time 
of need.  
 
A financial injection of this scale removes a substantial burden from government and 
taxpayers – freeing up funds to be dedicated to essential public services and other 
more productive enterprises. 
 
IAG expects to pay the vast majority of the 35,000 claims its NRMA Insurance and 
CGU brands have received from the severe weather events this year, which includes 
the floods.  In general, over 98% of insurance claims are paid without dispute, 
according to figures provided by the Financial Ombudsman Service.   
 
Yet if you were to believe some of the more sensationalist coverage in the aftermath 
of the flooding in Queensland in particular, you’d be left with the impression that 
insurers were actually trying to avoid paying legitimate claims.  
 
The idea insurers would seek to avoid paying valid claims makes no logical sense.  
Every sensible insurer seeks to pay claims in a responsible way, because that 
ultimately helps our businesses.  Paying claims is core to our economic purpose.  It’s 
always been my experience that if there is any doubt about a claim, insurers will err 
on the side of the customer.  
 
If they did not take this approach to paying claims, the industry would cease to exist 
because its customers would quickly desert it.  Governments would be forced to find 
an additional $20 billion in the budget to fill the gap.   
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However, insurers must act with accountability and in the interests of all their 
customers – we all remember the pain caused by the collapse of HIH.  Knee-jerk 
calls for insurers to pay for an event for which they had not been collecting premiums 
were reckless.     
 
Uncovered payouts would drain the Australian insurance industry of billions of 
dollars, presenting a solvency issue and endangering the cover of the millions of 
other Australians who pay premiums for other risks like bushfire or hail, and justifiably 
expect their insurer to be able to cover these. 
 
Some of you may be thinking: that’s all very well but why weren’t more insurers 
offering cover for flood in Queensland?  Why do most insurers cover flash-flooding or 
the sudden excess run-off of stormwater, but they don’t cover riverine flood?  After 
all, isn’t all water damage the same?  
 
From an underwriting perspective the difference is significant; they are two 
completely different types of risk.  Stormwater run-off, or flash flooding, is a risk that 
applies more or less evenly to the vast majority of properties around Australia.  If you 
get enough rain in one place, the water has to go somewhere and it will often go 
inside a house.  This sort of general risk can be fairly and evenly distributed through 
a large insurance pool.  
 
On the other hand, riverine flood – caused by water rising out of a river or body of 
water bursting its banks, often quite some time after the rain has stopped – is a 
certainty that affects less than 3% of all properties in Australia – a miniscule 
proportion.  
 
In some locations – on floodplains or around watercourses, such riverine flooding is 
not a risk; it is a guaranteed event every few years.  The Bureau of Meteorology’s 
records for the Bremer River in Ipswich, for example, show there have been 11 major 
floods of over 15 metres there over the past 170 years.  
 
Let me explain the consequences of this in more detail, using a specific example.  
Consider a house on the Bremer River flood plain and let’s conservatively assume 
that the cost of significant repair to the house’s structure and total loss of contents 
after each of these major floods is about $150,000 in today’s terms.   
 
Nominally, the annual expense of the flood risk alone for this conservative example is 
well over $5,000.  And this doesn’t include theft, fire, state government taxes or other 
considerations.   
 
How does the vast majority of the community, that has no flood risk at all, feel about 
cross-subsidising risks like these – when they have arisen from poor planning 
decisions?   
 
When floodwater enters and remains in a house it causes extensive damage, and the 
cost of the damage increases rapidly according to the depth of the water from the 
floor – that’s the difference between replacing just carpets, to replacing entire 
kitchens, contents and having to do a substantial structural rebuild. 
 
From this one example you can see why it is so important for insurers to have 
detailed riverine flood mapping and data – including information on the depth of 
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floodwaters for different events – before they can accurately price a product in a way 
that is fair to all customers.   
 
Yet in Queensland, this data – which is the responsibility of local councils – has 
largely been unavailable, despite the industry seeking access to it over many years.   
 
For over 90% of Queensland catchments little or no data is made available.  While 
some local governments have been proactive and forthcoming with the data, 
unfortunately there are many that simply do not have it and others who have not 
been willing to provide it.   
 
This is a serious abrogation of responsibility and must be addressed as a priority if 
we are to build resilience to flood – particularly in Queensland.   
 
IAG has made a clear commitment: once we are provided with the data we will 
deliver flood cover. 
 
This commitment is borne out by the fact that we already do provide flood cover in 
states where this information has been made available – such as NSW and others.   
 
The insurance industry recognises that we have a role to play in increasing 
understanding of what is included in a premium and we actually proposed a standard 
definition for flood to address the issue of confusion three years ago.  Unfortunately it 
was rejected following protests from consumer campaigners who felt it may lead to 
collusion.   
 
At IAG we are careful to be explicit in all our documents about what is and isn’t 
included in the cover and we are always open to considering other initiatives that will 
improve clarity for our customers.  Along with the industry we welcome the renewed 
support for a standard definition and we commit ourselves to working constructively 
with the government on achieving these positive outcomes.   
 
It shouldn’t be assumed, however that a common definition will lead to universal flood 
cover.  Unfortunately there will always be a very small number of risks that are simply 
unaffordable and people may opt out – I’ll come back to this point.  
 
AFFORDABILITY OF INSURANCE  
 
I mentioned earlier that the private insurance industry injects $20 billion in claims 
payments annually, directly to the neediest points of the economy.  Clearly it is in our 
national economic interests to create the conditions to encourage Australians to take 
responsibility for their own personal risks via insurance. 
 
The broader the uptake of insurance, the lower the burden on the taxpayer in times 
of need.  
 
Yet underinsurance remains a chronic problem in Australia.  Almost two million 
Australian households are thought not to have any cover and it is likely that a larger 
number are under-insured.  This is evidenced by clear and consistent numbers of 
uninsured after each disaster.  
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This leads to a clear economic risk: when there is a major bushfire, hailstorm or 
flood, there is a strong expectation that the government or taxpayer will step in to 
help those who do not have cover.   
 
This reaction is understandable to a point – none of us likes to see our neighbours 
suffering.  However, wouldn’t it be a far better long-term proposition to ensure that 
more people and businesses had taken the decision to cover themselves in the first 
place? 
 
“Bail-outs” quickly become a negative cycle.  Each time the government steps in; it 
reduces the imperative for people to take responsibility for their own personal risks 
and increases the likelihood of major diversion of taxpayer funds next time around.   
 
For this reason the affordability and accessibility of insurance is a key issue – the 
lower the price the higher the uptake and the more effective the national cover.   
 
Tax is a major contributor to the cost of insurance policies and Australians pay more 
tax on their insurance than just about any other nation – about $4.25 billion in total (a 
figure that has been rising rapidly).  In some states, home and contents or business 
policies are taxed on a similar level to gambling or tobacco.  
 
In particular, inefficient state levies – such as insurance stamp duty and NSW’s fire 
services levy – need to be replaced as a priority with more equitable revenue 
measures.  In NSW, taxes can add a crippling $40 to every $100 of premium.  The 
Victorian Bushfire Royal Commission clearly recognised the impact of state taxes on 
levels of insurance in danger areas and numerous other independent reviews, 
including the Henry Review, have made similar findings.   
 
However, even with the right tax reform, the affordability of private insurance is likely 
to remain an issue for a very small proportion of properties where poor planning 
decisions have placed those properties at an extremely high risk – just think back to 
that house on the Bremer River floodplain I mentioned earlier.  
 
Community rating has been suggested as a solution, but it would involve significant 
cross-subsidisation.  There is considerable moral hazard involved with people in 
areas with very low risk or zero risk subsidising the high costs of those who live in 
areas of high risk.   
 
This is why IAG does not support the concept of a national disaster pool.  Not only 
does it lead to people paying for risks that are not theirs, but the cost of such a 
scheme to government would also balloon significantly as the incidence of 
catastrophes and the expense of the contents in our homes increases.  A national 
pool would inevitably become a huge drain on government resources.  These pools 
are only appropriate where there is no private solution available – such as with the 
terrorism pool.  This is not the case for natural disasters and such a pool would 
ultimately hamstring our economy. 
 
While there may be a limited role for governments in assisting those in financial need 
or on low income, there must be great care that this does not send the wrong price 
signal and lead to people building in dangerous areas or choosing to rely on 
government bail-outs.  If assistance were to be provided, it would need to be 
accompanied by a counter-balancing policy setting (possibly via an income tax 
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rebate similar to the private health rebate) to ensure the incentive for self-
responsibility remained. 
 
By far the most sustainable way to manage the cost of risk in the longer term is to 
ensure that our community is adequately prepared and is adapting to the changing 
nature of its risks.   
 
ADAPTATION 
 
Adaptation measures are at the core of the solution we propose for building 
community resilience – and this is an area in which IAG is already playing an active 
role.   
 
Prevention is always preferable to cure and as a community we must recognise that 
we are confronting changing and growing risks.   
 
Adaptation offers a long-term “win-win”, as it reduces the exposure to risks and 
reduces the cost of claims.  In turn, this helps to keep the cost of insurance down.   
 
There are five areas of adaptation we believe would significantly enhance our 
resilience for the benefit of all:  
 
1. First, planning authorities must be a lot tougher and more transparent about their 

planning and zoning decisions.  Development simply shouldn’t be allowed in 
areas of unacceptable danger.  

 
In those few areas where the risk is extreme and the cost of cover or other 
protective action is simply uneconomic, governments may need to look at the 
difficult decision to resume land.   

 
This is not just a cost issue – it is a moral issue when the lives of residents and 
emergency workers may be at stake.   
 
It is also unacceptable that local governments should withhold information about 
these risks simply to protect land value or themselves from legal action.  Quite 
simply, this information is too important to our national safety and economic 
health.  It must be freely available to every Australian who wants it.  
 
It stands to reason that where an individual has a greater understanding of their 
personal risks, they will take action to minimise that exposure.  Across a 
community this can have a very powerful effect and transparency would be a 
great step towards encouraging this.  
 

2. Related to this point, government should invest in highly detailed digital 
elevation mapping for the country so that our exposure to flood and bushfire can 
be more adequately understood.  The Bureau of Meteorology should be made 
the central repository for all national flood information and data. Flood information 
is of use to a range of stakeholders beyond the local councils, including planners, 
developers, builders, architects, banks, building societies, residents and, of 
course, insurers.   
 

3. Third, in those areas where questionable planning decisions have been made in 
the past, there needs to be investment in adequate mitigation infrastructure.  
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This will provide a solution where decisions have resulted in major development 
that simply cannot be reversed – for example, in heavily populated areas like 
Brisbane and around other towns susceptible to flood, changing tides or bushfire.   
 
Protective works could include barrages for unusual tides, levee banks, sea 
walls, properly maintained fire breaks and access trails, improved drainage and 
dams.   
 
Infrastructure investment is not only a down-payment for future resilience – it 
generates economic activity and it would keep the price of insurance down in 
places like Ipswich.   
 

4. Fourth, building standards must be strengthened to ensure we are adequately 
prepared for changing risks.  The improvement to building codes in cyclone-
prone areas in north Queensland following Tropical Cyclone Larry contributed 
significantly to resilience of homes hit by Yasi.     

 
IAG is playing a role here by providing our claims data to research and academic 
bodies such as the cyclone testing station at James Cook University.   This data 
is used to recommend refinements to building standards in areas of higher risk.  
Our world-recognised research centre has also examined the impact of 
hailstones on different roofing materials and this information has been shared 
with industry bodies to help them educate their members.  
 
However, developers, builders and planners must also ensure building standards 
are appropriate.  In certain areas of extreme risk, building standards may need to 
involve: 

o Construction from fire-resistant materials. 
o Higher up-lift in flood plains – old Queenslanders were built on stilts 

for a very good reason.  
o The use of under-roof sarking to prevent the entry of water in cyclone 

areas – and reinforcement for features like garage doors that often 
break loose, causing significant additional damage, cost and 
potentially injury.  

 
5. Finally, there needs to be a focus on community education and understanding 

of the importance of taking responsibility for ourselves.    
 

Australians have always been proud of our national qualities of independence 
and self-reliance.  If we want to maintain the relative economic advantage we’ve 
enjoyed recently, we must do everything we can to resist any drift towards a 
compensation culture where people simply rely on “hand-outs”.  This attitude 
would hamstring our ongoing competitiveness.  
 
As I’ve mentioned, an important first step in building community awareness will 
be ensuring local communities understand the risks that apply to their area.  Too 
many people are simply not aware that they live in an area that has been subject 
to flood or fire many times in the past. 
 
IAG is also playing an active role in this space.  Our businesses use their 
understanding of risks developed from claims data to partner with organisations 
like the SES and Salvation Army Emergency Services to conduct seasonal 
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customer and community education campaigns in the peak bushfire, cyclone, 
storm and flood seasons. 
 
The OECD has developed a comprehensive guidance paper for a national 
education framework on natural perils.  These include public awareness 
campaigns such as those I’ve just mentioned, grass-roots campaigns, 
informational websites, cross sectoral partnerships to introduce risk awareness 
into education programs and action by employers to educate their employees. 
 

Investing in a combination of these adaptation measures will help us to be more 
resilient to the next major bushfire, hailstorm or flooding event; and will help keep the 
costs of cover down. 
 
CONCLUSION 
 
To conclude, recent months have been a tragic and challenging time for many 
Australians.  
 
We value our lifestyle and we increasingly choose to live clustered along the coast or 
in bush-fringed towns and suburbs – yet our environment presents us with a series of 
real risks and some of these risks are becoming more severe as our population 
density increases.  The possible effects of climate change add an additional layer of 
uncertainty.  

 
Despite the temptation to believe otherwise, there is no “silver bullet” that will address 
these complex challenges.  Rather than seeking the silver bullet, as a community we 
must accept we have a shared responsibility to work together on the solution.   
 
In particular, I welcome COAG’s recent commitment to building our resilience and 
look forward to working with all levels of government to realise this outcome.   
 
The current national discussion is the perfect opportunity for us to take real strides 
towards building our national resilience.  Let’s make sure the next time we are 
confronted by such an unusual concentration of natural disasters, we have grasped 
that opportunity and extracted maximum value from this discussion.   
 
 
 


