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From a big picture perspective, 
structural changes within the market 
and underwriting environment 
have signalled in a new era for the 
insurance industry. 

Increased rigour and scrutiny by 
Lloyd’s of London of its insurance 
book, marked by shifts in capacity, 
detailed KPIs and the board’s 
adequacy being more rigorously 
tested, give a clear intention to 
implement a more robust business 
planning and portfolio management 
framework. 

With the October 2019 release of 
its Blueprint One outlining a broad 
technology, innovation and improved 
claims settlement strategy, Lloyd’s 
is set on a course in its aspiration to 
become the leading light in the 21st 
century insurance marketplace. 

Amid this, local, ongoing client and 
market conversations this year have 
been shaped by rate and premium 
movements. These have shifted the 
conversation from a primary focus 
of operational risk management to 
now include the growing concerns 
of balance sheet exposure and 
increased cost. 

This is where we find a carefully 
managed placement strategy and the 
expert advice of a corporate broker 
can prove to be invaluable as we 
work to help address concerns about 
the affordability of cover, and to 
ensure adequate financial provisions 
are made. 

Also top of mind is legislative 
change and regulatory scrutiny. 
There is an increased burden of 
responsibility being placed on 
company directors and executives to 
respond to emerging shareholder and 
stakeholder expectations by having 
a robust risk management strategy 
in place.

Added to this are growing calls  
for corporate organisations (via  
class actions and shareholder 
activism) to drive a visible climate 
change agenda. 

These are calls to action which we 
think will continue, as 2019 has seen 
Australia challenged by a growing 
incidence of extreme weather events. 
Secondary perils, such as the recent 
bushfires and storms, as well as flood 
and drought, are spurring debate 
and concern as the broader impact 

As we move through the closing months of 2019, the expectation of a continued pattern  
of transition and structural change remains, marked by market exits and varied underwriter  
risk appetite.

EXECUTIVE SUMMARY

Sarah Lyons
Chief Executive – Australia

Paul Harvey
Managing Director – Specialisms

of water shortages and crop failures 
present a worrying picture for the  
year ahead. 

Within this we see Gallagher’s role 
as one of a strategic partner helping 
businesses move forward with 
confidence. In the current environment 
this involves striking a considered 
balance between helping businesses 
manage the pressing needs of today 
and safeguarding against the evolving 
expectations of tomorrow.

Ultimately Gallagher has built its 
reputation on being a trusted advisor, 
working alongside clients to deliver 
shared value. As an invested part of  
the communities we serve, the critical 
role a broker plays in protecting the 
future of Australian businesses cannot 
be underestimated.

As always, you can rely on this report 
to provide insightful commentary on  
all these topics and more. 

Whether you are an existing  
client or new to Gallagher, our 
corporate advisory team genuinely 
welcomes a no-obligation discussion 
about your insurance and risk 
management program. 

Contact details can be found  
on page 23 of this report 
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In the last Market Overview Report published 
earlier this year there was a general sense of 
anticipation in the business community that the 
planned Federal Government election would 
usher in a period of greater economic certainty 
and sustained growth. However, the implied 
improvement has not completely materialised,  
with Australia just one of a number of countries 
that has been affected by a broader economic 
slowdown. This is partly due to protracted Brexit 
and United States–China trade negotiations,  
which has filtered through to the global economy.

Closer to home the long mooted house price correction has 
continued to play out, with the record market slump continuing 
until the third calendar quarter of this year1 until a slight correction 
indicated some ‘green shoots’ improvement. This was likely due  
to action taken by the Reserve Bank of Australia (RBA) in lowering 
interest rates. However, the RBA has since acknowledged that the 
strategy might not be working as well as hoped, and expectations 
are that growth in this sector of the economy will continue to  
be slow2.

Adding to this, efforts by the Federal Government to stimulate 
spending via an enhanced low and middle-income tax offset in the 
2019 Federal Budget were also unsuccessful, with limited evidence 
to show that it has prompted additional consumer spending or 
encouraged greater consumer confidence. 

At a macro level this combination of activity has resulted in Australia 
being positioned for an overall economic growth forecast of just 1.7% 
by the International Monetary Fund (IMF) in October 2019. 

Mark Oatway
Managing Director – Placement

T: (02) 9242 2062

M: 0408 346 173

E:  mark.oatway@ajg.com.au
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A significant backdrop to all of this has 
been the cascade of recommended 
practice and legislative changes that 
have come through the findings of The 
Royal Commission into Misconduct 
in the Banking, Superannuation and 
Financial Services Industry3 which 
were announced in February this year. 
The recommendations were wide 
ranging, with the spotlight largely 
on the consumer banking, insurance 
and superannuation sectors. Fifteen 
recommendations were made for the 
broader insurance sector, with the 
focus on wider powers for regulators 
(including Australian Securities and 
Investments Commission – ASIC), 
simplifying the legislative framework 
across the insurance and financial 
services industry, and providing a 
greater focus on consumer protections. 

From a practical standpoint, there 
is minimal immediate impact on the 
general insurance broking industry. 
However, one of the most significant 
changes from an advisory point of view 
means that there is now a larger onus 
on insurers to ensure that they have 

garnered sufficient information prior  
to writing a risk. As a result this will 
bring added focus on underwriting in 
pre-contractual stages. 

The Government (in consultation 
with ASIC) will conduct a compulsory 
review in three years' time to ascertain  
the effectiveness of measures that 
have been implemented by the 
Government, regulators and financial 
services entities to improve the quality 
of financial advice. 

Globally, there is also a call for 
increased rigour and scrutiny  
within the insurance sector but for 
different reasons. 

This is being spearheaded by Lloyd's 
of London as it proactively addresses 
underlying profitability issues and 
simultaneously commits to meeting 
its Blueprint One technology strategy. 
In 2018 we saw Lloyd’s clearly indicate 
the need to address performance. This 
resulted in three areas of focus4 for its 
business:

1. syndicates that had not been 
profitable for each of the last  
three years of account; 

2. syndicate classes that were 
the material drivers of 
underperformance in each of the 
eight Portfolio Review classes and 

3. the worst performing 10% of 
premium for each syndicate, (which 
managing agents were asked to 
identify through their Decile 10 
review). 

Whether you are an existing client or new to Gallagher, our corporate advisory team is happy  
to have a no-obligation discussion about your insurance and risk management program.  

Contact details can be found on page 23 of this report.

As a result syndicates have closed – 
triggering a cascade effect which has 
removed players from the market –  
and subsequently limited capacity, 
particularly if the risk is deemed 
significant. 

While this has been reflected in some 
upward premium movement, for many 
businesses it has meant elevating 
their approach to their insurance from 
the transactional to the strategic and 
recognising the benefits of partnering 
more closely with their brokers to 
ensure a positive outcome. 
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AUSTRALIAN MARKET OVERVIEW

Risks around aluminium composite 
panel cladding (also known as ACP 
cladding) is something we have 
covered in previous reports and it 
remains a critical concern. While 
insurers have not restricted cover, 
we are now seeing ACP emerge as a 
discussion point with regard to general 
liability, with some now capping or 
sub-limiting liability exposures. With 
no Australian industry guidelines in 
place for the management of ACP 
cladding risk, there remains confusion 
around industry standards for the 
responsibility for and removal of the 
cladding, which is also resulting in 
professional liability exposure.  
As a result, insurers are either  
imposing a blanket exclusion or  
a very small sub-limit for those  
with ACP-associated risks, leaving 
professional consultants such as 
architects, surveyors, certifiers and  
fire engineers exposed.

ACP CLADDING
Risk management in the cyber space 
also continues to be an area of 
interest and concern, particularly for 
listed companies. Where previously 
businesses might have presumed that 
the after-effects of any cyber-attacks 
were covered under their existing, 
general policies, the prevalence of such 
attacks is so common that cyber cover 
is now deemed a necessary part of any 
insurance portfolio. 

However, insurers’ focus is starting 
to shift to prevention rather than 
recovery. This will raise challenges for 
those companies that do not take their 
cyber security status seriously and 
work with their brokers to undertake 
a thorough analysis of their insurance 
portfolio both to ensure they are 
covered against such an attack,  
and also to identify what deficiencies 
might exist in their current cyber 
security arrangements. 

CYBER

For company directors and officers 
(D&O) the driving force comes from 
the intensified scrutiny they currently 
face as the result of parallel regulatory 
and class action activities. Cover 
included for the corporate entity 
against securities class actions under 
D&O policies is attracting the heaviest 
risk and, consequently, underwriters 
in this space are concentrating their 
attentions on corporate financial 
stability, operations and performance. 
With Australia’s economic growth 
slowing and the likelihood of more 
D&O claims high, it is critical that 
directors and boards ensure they 
have solid governance structures and 
reporting processes in place to best 
manage any potential vulnerabilities.

D&O

Changes in our climate are affecting all types of businesses and the insurance sector is no exception. The increase in the 
frequency and severity of secondary perils such as hail or flooding are being driven by climate change and a growing, 
sprawling population, and are now influencing insurance business strategy and which sectors insurers are choosing to cover. 

In early 2019 Suncorp and its insurance brands AAMI and GIO announced its half-year profit had plummeted by 45%, largely 
due to extreme weather events in Queensland5.

Then-CEO Michael Cameron called on the Federal Government to make it compulsory for businesses to implement climate 
change action plans in preparation for natural disasters.

Linked to this, and as a broader indication that insurers are increasingly expecting businesses to include climate change impact 
and action in their overall strategy, Liberty declined to provide insurance for the Adani coal mine6. In addition, as of July 2019, 
Suncorp “will no longer invest in, finance or insure new thermal coal mines and power plants, and will not underwrite any 
existing thermal coal projects after 2025”. These decisions within the Australian market follow similar moves in the US by the 
likes of insurance giants Chubb and Axis Capital. 

There is every indication that this trend will only continue and that we will see an increased move by insurers towards 
support for low-carbon economy and further activity in renewable energy insurance. 

CLIMATE CHANGE

Risk and risk management continue to be common themes throughout the Australian market in numerous sectors also,  
with the clear trend being an increased level of engagement by leaders in their risk management and insurance strategies.

1. Australian House Price Index QoQ, Trading Economics, 2019
2. ‘IMF slashes growth as PM rejects stimulus call’, Financial Review, 16 October 2019
3. Royal Commission into the Banking, Superannuation and Financial Services Industry, Federal Government of Australia
4. Lloyd's Market Bulletin, Dunn & Chaudhry, 17 January 2019
5. ‘Insurance giant Suncorp says it will no longer cover new thermal coal projects’, The Guardian, 26 July 2019 
6. ‘Adani beware, coal is on the road to becoming completely uninsurable’, ABC News, 13 August 2019
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For dryland growers this is due to fewer anticipated crops 
and lower yields. Similarly those with irrigated crops will 
also see lesser yields and will have to deal with higher water 
costs. For insurers, we anticipate a lower premium volume 
and, if the current climatic cycle continues, a higher likelihood 
of instability and associated storms and fires. 

The winter broad-acre crop is largely reliant on pre-season 
and in-crop rainfall; consequently growers in south-eastern 
Australia have had difficulty in navigating extended drought 
conditions. 

Gallagher has seen significant reductions in areas planted, 
due to low soil moisture, (especially in northern New South 
Wales and southern Queensland) as well as reduced yields 
on crops in many other growing regions due to lack of  
in-crop rainfall, excessive heat and frost. 

The fall in production has generated a highly competitive 
insurance market as the current handful of insurers attempt 
to maintain their premium volume in a market where the 
normal $125 million premium pool for fire and hail cover is 
likely to fall below $100 million. 

For those activities reliant on irrigation, such as cotton, 
horticulture and viticulture, the continuing drought has left 
water storages at critical levels, with many systems unable to 

AGRICULTURAL 
INDUSTRIES 
ANTICIPATE A 
DIFFICULT SEASON

With extended drought conditions, 
transitioning market conditions and  
ongoing gaps in product availability,  
a difficult season for both growers  
and insurers seems imminent.

KEY TRENDS

• A difficult season for both growers and  
insurers seems imminent. 

• The insurance market is very limited in terms  
of availability, crop type and region.

• Any significant losses this season will result  
in further contraction of an already  
challenging marketplace. 

• Growers struggling with reduced farm incomes 
are advised to work with insurers to avoid 
underinsurance and, instead, try to negotiate 
higher excesses.

• Underinsurance will be unavoidable for some.

• There is an opportunity for new or existing 
insurers to develop products and fill those gaps.

John van der Vegt
National Head of Agriculture

T: (02) 9424 1893

M: 0413 526 370

E:  john.vandervegt@ajg.com.au

The financial stress felt by many  
farming operations affects more  

than just the growers. 
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provide water allocations to growers, 
and rural towns taking precedence 
for access to an increasingly precious 
commodity. 

Unfortunately the insurance market 
is very limited in terms of availability, 
crop type and region. While cotton is 
well supported, the appetite among 
insurers for horticulture and viticulture 
is curbed, and for vegetable cropping  
it is non-existent. Any significant  
losses this season will result in a  
further contraction of an already 
difficult marketplace. 

Plantations are perhaps the most 
exposed to the current drought 
conditions and climate change. 

Significant fire events overseas 
have already impacted the limited 
global insurance market, with some 
market experts suggesting plantation 
insurance will be one of the first 
casualties of climate change. 

It is worth noting that the financial 
stress felt by many farming operations 
affects more than just the growers. 
If growers are unable to sustain, 
and adequately insure, their income 
producing assets then the supply chain 
reliant on their production, including 
nearby rural communities, will suffer,  
as will the broader economy. 

Growers struggling with reduced 
farm incomes are advised to work 
with insurers to avoid underinsurance 
and, instead, try to negotiate higher 
excesses before resorting to alternative 
cost-saving measures such as reducing 
their insurance values. 

Unfortunately gaps in the market in 
terms of product range and availability 
of cover, particularly for horticulture 

and vegetable growers (who either 
can’t access cover or can only access 
limited cover for their crops), mean 
that underinsurance will likely be 
unavoidable. 

This development brings with it 
an opportunity for new or existing 
insurers to develop products and fill 
those coverage gaps. We continue to 
watch developments in this space with 
considerable interest. 

premium pool for fire  
and hail cover is likely  

to fall below 

$100m

$125m
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A CLOSER LOOK AT 
CURRENT CONDITIONS 
According to the Bureau of 
Meteorology this past winter2  has 
been unseasonably warm and dry, 
with rainfall for the season “among 
the lowest 10% of historical records 
for much of New South Wales and 
southern Queensland in particular”. 

Climate outlooks3 for coming months 
suggest that rainfall is likely to remain 
below average across most of the 
country, with daytime temperatures 
very likely to be above average from 
now through to January. 

The Australian Seasonal Bushfire 
Outlook4 (released each August) warns 
that, because of these conditions, the 
“east coast of Queensland, New South 
Wales, Victoria and Tasmania, as well 
as parts of southern Western Australia 
and South Australia” will face above 
normal fire potential in the coming 

BUSHFIRE SEASON OFF TO AN EARLY START
With a severe and extended bushfire season predicted, consistent below-average rainfall, above-average temperatures and low 
soil moisture, Gallagher strongly advises clients to proactively review their cover and be prepared for a bushfire season that has 
started earlier and will last longer than we are used to1 .

1. ‘Bushfire season is here and set to last even longer in 2019–2020’, Gallagher, September 2019 
2. Australia in winter 2019, Bureau of Meteorology, 2 August 2019
3. Climate outlook for November to February, Bureau of Meteorology, 24 October 2019 
4. Australian Seasonal Bushfire Outlook: August 2019, Bushfire & Natural Hazards CRC, 28 August 2019
5. ‘Firefighters battle to contain more than 130 blazes across NSW and Queensland’, The Guardian, 10 September 2019 
6. ‘Bushfires update: losses climb past $13 million as claims pour in’, Insurance News, 10 September 2019
7. Australian Seasonal Bushfire Outlook: August 2019, Bushfire & Natural Hazards CRC, 28 August 2019
8. ‘Bushfire season is here and set to last even longer in 2019–2020’, Gallagher, September 2019

months. As an example, September 
2018 saw more than 130 fires burn 
across NSW and Qld in September5, 
triggering over $13 million in claims6. 

With dry conditions and high bushfire 
risk likely to persist for many years 
to come7, we recommend a periodic 
review of cover and regular property 
preparation in anticipation of bushfire 
season. As noted by the NSW 
Rural Fire Service Senior Assistant 
Commissioner Bruce McDonald8, fire 
can occur at any time and preparation 
is key to survival. 

Now is when to look carefully at 
your insurance program and invest 
time in risk mitigation. Insurers and 
underwriters are using increasingly 
sophisticated models to price risk 
which is related to specific properties 
and postcodes – and risk-based pricing 
puts property owners at greater risk  
of higher premiums and/or restrictions 
in cover. 

Proving that steps have been taken 
to reduce bushfire risk exposure will 
help keep cover affordable and, more 
importantly, avoid underinsurance. 
Clearing away flammable or 
combustible materials, including 
organic matter from roofs and gutters, 
is just one example of how bushfire risk 
can be reduced. 

fires burnt across NSW  
and QLD in September  

2018, triggering over

$13m

130

in claims
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The aforementioned capacity constraints seem to be largely 
driven by reduced competition. The withdrawal of both 
Allianz and AIG in 2017 leaves only two players in the market1, 
and in August 2019, a third provider, Swiss Re Corporate 
Solutions, announced its intention to "review the future of  
its Australian aviation business" and stop writing new 
business for the sector2. This leaves QBE and Lloyd’s as the 
only significant insurance providers left for the Australian 
aviation industry. 

Compounding the issue is a reduced appetite for risk,  
with the alternative markets available outside of QBE 
catering to only around 10 to 20% of the risk requiring cover. 

International options are also reflecting capacity constraints. 
In 2018 Lloyd’s of London imposed strict measures on its 
syndicates with the aim of addressing under-performance. 
This has subsequently put a cap on how much business 
insurers are able to write. Additionally some categories of 

CAPACITY SUFFERS 
AS ANOTHER 
INSURER TAKES OFF

The Australian aviation insurance market is 
under stress with capacity constraints, a lack 
of competition and a weak Australian dollar 
driving premiums up across the different 
aviation categories. Gallagher has observed 
year on year premium increases of between 
30 and 50% for some clients and this is 
anticipated to rise even further in the coming 
12 months.

KEY TRENDS

• The Australian aviation insurance market is 
under stress with capacity constraints, lack 
of competition and a weak Australian dollar 
driving premiums up.

• Capacity constraints seem to be largely driven 
by reduced competition.

• Alternative markets available outside of QBE 
cater for only around 10 to 20% of the risk 
requiring cover. 

• It is critical that organisations start their 
renewal processes early and take a proactive 
approach to working with insurers.

Damian Hooper
National Head of Specialism – Aviation

T: (07) 3367 5080

M: 0419 199 631

E:  damian.hooper@ajg.com.au

Alternative markets are only 
able to cater to around

10-20%
of the risk requiring cover
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the aviation industry, such as fixed 
wing, are facing far greater capacity 
restrictions than others due to their 
unique risk profiles. 

It’s also important to note that broader 
risks faced by the aviation industry 
generally are evolving and becoming 
more complex, which is further 
impacting premiums. 

An increasing number of cases are 
being observed where directors 
and officers have been exposed to 
statutory and management liability 
claims resulting from aircraft accidents 
or cyber-attacks. While larger, more 
commercially established organisations 
are able to adequately manage these 
situations, these pose more of a 
challenge for smaller operators. As a 
result, we see a definite need for this 
sector to analyse their risk exposures 
beyond damage to physical assets, 
and work with their insurer to secure 
adequate and relevant cover. 

The decline of the Australian dollar 
is also a source of pressure, with the 
currency tumbling to its lowest point 
in a decade in August 20193. As a 
consequence, with many aircraft types 
and parts priced and purchased in US 
dollars, clients have no choice but to 
increase their sums insured, further 
increasing the cost of their insurance. 

1. ‘AIG bails on Australian aviation business’, Insurance News, 5 June 2017
2. ‘Swiss Re considers aviation insurance withdrawal’, AOPA Australia, 2 September 2019
3. Australian dollar hits 10-year low with further downside risk forecast, Small Caps, 27 August 2019

THE VALUE OF A BROKER | EXPERIENCE THE VALUE, WITH GALLAGHER
The value of a broker extends beyond the placement of insurance. Value sits at the heart of what drives longer term 
relationships – responsiveness, knowledge, communication and partnership – and a shared commitment to achieving 
the best outcomes for you and your business or organisation.

The role of Gallagher is simple –  
to help your business face its future with confidence.

With a difficult 12 months on the horizon for the aviation sector it is critical that 
organisations start their renewal processes early, and take a proactive approach to 
working with insurers to secure the best possible cover and avoid underinsurance. 
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In the last half of this year we are seeing underwriters 
focus on corporate financial stability, operations and 
performance, with a sharp eye out for any potential shocks. 
Risks impacting an industry as a whole, such as aluminium 
composite panel (ACP) cladding or Royal Commission 
scrutiny, may be subject to exclusions or restricted terms. 
This intensified scrutiny is largely the result of parallel 
regulatory and class action activity in Australia.

Corporate culture and accountability is exposing individual 
directors, but it is the cover included for the corporate 
entity against securities class actions under D&O policies 
that is attracting the heaviest risk. The Institute of Company 
Directors (ICD) reports that class actions account for 90% 
of D&O claims concerning Australian Stock Exchange (ASX) 
listed companies1. There has been much conversation around 
the growth of class actions in Australia over the past few 
years, with the 2017–2019 period recording a watershed 
spike. As of 4 September 2019, there were 107 current class 
actions in the Federal Court2, 16 of which were securities 
class actions filed this year. 

REGULATORY 
ACTIVITY, CLASS 
ACTIONS AND 
A CHALLENGED 
ECONOMY: ALERTS 
FOR COMPANY 
DIRECTORS

Volatile share market conditions can raise red 
flags in an already challenged directors and 
officers’ insurance market. Insurer appetite 
for risk and the reliance each insurer places 
on different risk factors continues to evolve, 
resulting in enormous variation in the cost 
and availability of insurance from competing 
insurers. This will be a point of focus over the 
next 12 months.

KEY TRENDS

• Underwriters are focusing on corporate 
financial stability, operations and performance 
with a sharp eye out for any potential shocks.

• The intensified scrutiny is largely the result of 
parallel regulatory and class action activity.

• It is the cover included for the corporate entity 
against securities class actions under D&O 
policies that is assessed as the heaviest risk.

• The slowing growth of the Australian economy 
will also likely give rise to more D&O claims.

• It is critical for directors and boards to  
ensure they have sound governance  
structures and reporting processes in place  
to best manage vulnerability.

Michael Herron
National Head,  
Professional & Financial Risks

T: (02) 9242 2064

M: 0466 391 061

E:  michael.herron@ajg.com.au

John Muir
WA Manager, 
Professional & Financial Risks

T: (08) 6250 8452

M: 0466 867 006

E:  john.muir@ajg.com.au
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Australia has become an increasingly 
competitive market for litigation 
funders – a trend that is likely to 
persist following recent decisions of 
the Federal Court and New South 
Wales Court of Appeal with regard 
to common fund orders3 and as the 
fallout from the Royal Commission 
into Misconduct in the Banking, 
Superannuation and Financial Services 
Industry continues. 

The slowing growth of the Australian 
economy will also likely give rise to 
more D&O claims. In a statement 
released in August 20194 the Reserve 
Bank of Australia reported that gross 
domestic product (GDP) growth 
‘troughed’ in the middle of the year 
while the unemployment rate rose and 
credit growth slowed. Insurers look 
for a correlation between economic 
decline and a spike in D&O claims. 

Any period of change in a company 
– positive or otherwise – can give rise 
to D&O exposures, so it’s critical for 
directors and boards to ensure they 
have sound governance structures and 
reporting processes in place to best 
manage vulnerability. Every director 
needs to have a solid understanding 
of their disclosure obligations and 
shareholder expectations to best 
mitigate the risk of D&O exposure, 
and present the best possible picture 
to their shareholders, insurers and 
regulators. 

If you’re a company director or board 
member, now is the time to work 
closely with your insurance broker 
to understand your risk exposures. 
Gallagher connects clients with risk 
management tools and solutions 
to help develop bespoke risk 
management programs, while seeking 
the best available cover. 

1. ‘Is your D&O insurance up to scratch?’, Australian Institute of Company Directors, 1 February 2019
2. Current class actions, Federal Court of Australia, 8 October 2019
3. ‘Class Action Common Fund Orders Are Here to Stay: Or Are They?’, Gilbert + Tobin, 5 March 2019
4. ‘Statement on Monetary Policy – August 2019’, Reserve Bank of Australia, August 2019

current class actions in the 
Federal Court

16

107
As of 4 September 2019,

of which were 
securities class actions 

filed this year
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Research by Allianz1  published earlier this year shows that 
the average value of a BI claim (in some cases) reached up to 
US$6.7 million. It is unsurprising then that companies without 
business interruption insurance are often slow to recover 
from interruptions to trading or unable to recover altogether. 

In addition to this, companies without the requisite 
contingency plans and risk management programs now have 
to take on higher deductibles and/or higher premiums, or 
face difficulty in getting cover from insurers altogether. 

The driver behind the growing insurer scrutiny is the 
availability of capital and a growing awareness of the cost 
of BI claims. Business interruption risk can be physical, 
reputational, digital and financial, and insurers are 
increasingly seeking proof that companies understand this 
and have risk mitigation strategies in place. These strategies 

FAIL TO PREPARE 
AND YOU’LL PREPARE 
TO FAIL: BUSINESS 
INTERRUPTION 
COVER KEY FOR 
SURVIVAL

Business interruption (BI) is consistently 
recognised as a top threat for businesses 
across the globe, and with good reason. 
The issues that disrupt trading and interrupt 
operations are becoming more diverse 
and complex, with businesses having to 
grapple with increasingly longer lists of risk 
exposures.

KEY TRENDS

• Business interruption is consistently recognised 
as a top threat for businesses across the globe.

• The issues that disrupt trading and interrupt 
operations are becoming more diverse and 
complex.

• Companies without the requisite contingency 
plans and risk management programs now 
have to take on higher deductibles and/or 
higher premiums.

• Insurers are increasingly seeking proof  
that companies have risk mitigation 
strategies in place.

Ryan Gooley
Manager – Corporate

T: (02) 9242 2036

M: 0407 887 470

E:  ryan.gooley@ajg.com.au

Average value of a Business 
Interruption claim reached up to

US$6.7m
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can cover everything from record 
keeping through to the strength and 
impact of the risk management culture, 
and what detailed contingency plans 
are in place. 

Over and above the value of physical 
assets, careful consideration should 
also be given to how a disruption in 
trading could affect cashflow, and the 
length of time for potential recovery. 
The timing and indemnity level of a  
BI policy should reflect this; it could 
mean the difference between a 
company weathering an event or 
ceasing business.

1. Allianz Risk Barometer: Top Business Risks for 2019, Allianz Global Corporate & Specialty

A client case study from March 2017 
demonstrates that damage to physical 
property alone can cause trading to 
cease for months, suspending revenue 
and cashflow while expenses continue 
to accrue. The client, a key player in the 
Australian hotel and hospitality sector, 
had taken the time to invest effort 
in partnering with an independent 
consultant to ensure they had the 
correct levels of cover. Their foresight 
in adopting such a strategic approach 
was borne out by their ability to 
weather the storm, both literally and 
metaphorically. 

As risks evolve and the market 
continues to transition, demonstrating 
sound risk management strategies  
and clear contingency plans remain 
key to securing cover and surviving 
insurable events. 

THE VALUE OF A BROKER | HOW DOES GALLAGHER HELP  
YOUR BUSINESS FACE ITS FUTURE WITH CONFIDENCE?
By knowing your business, loving your industry and understanding the risks it faces. Insurance is fundamentally 
about protection, providing continuity and keeping the business moving forward.

Gallagher is much more than a simple price comparison service. We take the time to gain a deep understanding of your 
business and industry, and work in partnership with your team to implement a robust risk management program that 
protects you now, and into the future. 

Damage to physical 
property alone can 

cause trading to cease 
for months
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To date insurers have not restricted cover. That said, however, 
we are now seeing ACP cases emerging as a discussion point 
with regard to general liability cover.

When seeking cover for buildings containing ACP cladding 
there is an expectation (particularly in the context of larger 
property owners with substantial portfolios) that reviews 
have been conducted to determine potential exposures. 
In addition, it is expected that these site audit reports 
are augmented with details on how potential issues with 
flammable materials are being remediated, including what 
risk management programs are in place. 

Additionally, clients acquiring property are being asked 
about cladding and remediation as part of the due diligence 
and purchase process, and some insurers are now capping or 
sub-limiting liability exposures. 

Despite these requirements there are no industry guidelines 
currently in place for the management of ACP cladding 
risk. The Federal Government has made some effort 
towards coordinating consistency among state building 
codes, however, enforcement of codes and rectification of 
flammable cladding already in use remains a matter for state 
governments. 

In lieu of a set of national standards, industry bodies are 
attempting to fill the gap. 

CLADDING RISK 
PERSISTS DUE 
TO AN ABSENCE 
OF INDUSTRY 
STANDARDS

Following the fire-related tragedies of recent 
years there has been a greater focus by 
insurers on properties that use aluminium 
composite panel (ACP) cladding, particularly 
for those buildings exceeding eight floors or 
involving a residential strata.

KEY TRENDS

• We are now seeing ACP emerge as a discussion 
point with regard to general liability.

• Some insurers are now capping or sub-limiting 
liability exposures. 

• There are no industry guidelines for the 
management of ACP cladding risk.

• The confusion around responsibility for removal 
of ACP cladding is also causing professional 
liability exposure. 

• Insurers are either imposing a blanket  
exclusion or a very small sub-limit for those 
with ACP-associated risks. 

• Professionals such architects, surveyors, 
certifiers and fire engineers have been  
left exposed.

• To date there have been no restrictions in 
relation to ACP-associated risks imposed by 
those insuring directors and officers.

Ryan Gooley
Manager – Corporate

T: (02) 9242 2036

M: 0407 887 470

E:  ryan.gooley@ajg.com.au
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In July 2019 the Insurance Council of 
Australia (ICAS) released a Residual 
Hazard Identification Protocol for the 
identification of residual risk presented 
by the use of ACPs and other 
combustible facade materials1. 

The protocol provides building owners 
and underwriters with ‘a consistent 
methodology’ for the ‘assessment and 
reporting of residual risk’ associated 
with ACP cladding. 

The Federal Government is also 
attempting to mitigate any future ACP 
cladding incidents by introducing a 
bill to ban the import of combustible 
cladding altogether. 

If successful, this bill would prohibit 
the import and use of ACP for any 
purposes: a move that some say is 
‘over reactive’. The outcome of this is 
yet to be seen but it is likely to have 
little impact over the next six to 12 
months, given that much of the current 
focus is on removing all combustible 
cladding from existing properties – 
something that is projected to cost  
the Australian economy well in excess 
of $2 billion2. 

The persistent confusion around 
industry standards for the 
responsibility and removal of  
ACP cladding is also stimulating 
debate about it as a professional 
liability exposure. 

The Lacrosse Tower judgement 
(Australia’s first judgement on liability 
for combustible cladding3) saw the 
property builder pass 100% of its 
liability to parties responsible for 
compliance, including the building 
surveyor and other consultants. Several 
months on from the judgement, rate 
increases and additional restrictions on 
coverage related to ACP cladding risk 
are occurring.

As a result, professional indemnity 
(PI) coverage is where the biggest 
immediate impact has been felt with 
insurers either imposing a blanket 
exclusion or a very small sub-limit for 
those with ACP associated risks. 

Professional advisors including 
architects, surveyors, certifiers and 
fire engineers have been left exposed. 
In addition, there  is the risk that, if a 
solution is not reached at a regulator 

1. Insurance industry aluminium composite panel and other combustible façade materials, residual hazard identification/reporting protocol, Insurance Council of Australia, 29 November 2017
2. ‘Full cladding removal not always necessary’, Insurance Business, 10 September 2019
3. ‘Cladding considerations’, Gallagher Market Overview Report H1 2019
4. ‘Property, liability rates on the rise’, Insurance News, 19 July 2019

THE VALUE OF A BROKER | MIND THE GAP
Clients are increasingly sharing concerns about their risk exposure and their need to feel confident there are  
no undiscovered gaps in cover. The value of fully understanding where your business is exposed to undue risk  
cannot be underplayed. As your trusted adviser, our role is to ensure you are fully informed on any gaps in your  
current insurance program, and where your risk management practices and culture would benefit from further  
attention and/or improvement.

and governmental level, current and 
future projects will be negatively 
impacted due to the difficulty for 
professional consultants to obtain the 
necessary compliance certification.

To date there have been no  
restrictions imposed by those  
insuring directors and officers in 
relation to ACP-associated risks. 
However, there has been a greater 
focus at the point of renewal on 
gaining a clearer understanding of 
potential exposures. We anticipate 
that in the future, directors and 
officers insurers may look to limit their 
exposure to ACP-associated risks.

With general liability premiums rising 
and market capacity contracting4, the 
next six to 12 months are going to be 
nothing short of interesting. Businesses 
with high risk exposures (including 
but not limited to ACP cladding risk) 
will need larger deductibles and solid 
risk management strategies to attract 
insurers and convince underwriters. 
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Given the long-tail nature of public liability claims, 
underwriters are taking a more disciplined and actuarial 
approach when considering renewals and writing new 
business. Many are asking for claims histories of up to seven 
or 10 years, allowing them to review the way in which claims 
have trended and developed over a longer period of time. 

Underwriters have become increasingly selective about 
who they offer public liability (PL) terms to. Some industry 
sectors, such as those with high claims volumes or a high 
density of foot traffic (such as shopping centres), may 
experience significant rate movements, as well as restrictions 
in cover and much higher deductibles being mandated. 

Over the past 12 to 18 months we have observed premium 
increases across a number of classes of insurance, 
(particularly property, D&O and, to a lesser extent, motor). 
This trend is now being seen to filter out into other classes, 
with premiums in public liability and other lines rising, 
irrespective of loss histories or risk profiles. Even businesses 
that are deemed ‘good risks’ will face more scrutiny and 
higher costs.

COSTLY, COMPLEX 
CLAIMS PUT 
PRESSURE ON 
PUBLIC LIABILITY

Following several years of speculation 
on the need to increase rates, growing 
concerns over sustainable profitability of 
lines including public liability have led to 
structured change as the market continues 
to transition. Over the next 12 months, all 
eyes will be on rates and the increasing cost 
and complexity of claims.

KEY TRENDS

• The anticipated focus will be on rates and the 
increasing cost and complexity of claims.

• Underwriters are taking a more disciplined  
and actuarial approach. 

• Underwriters are becoming more selective 
about who they offer public liability terms to.

• Insurers and underwriters are trying to maintain 
their profitability so we expect to see continued 
rate increases, restrictions in cover and more. 

• Presenting a detailed claims history and the 
best possible picture to underwriters will help 
companies secure public liability cover. 

Natasha Barker
Manager – Corporate

T: (02) 9424 1855

M: 0408 015 839

E:  natasha.barker@ajg.com.au

for clients who have a good claims history 

and stable turnover are being noted

5-15%
In Australian markets, increases of between

5-15%
In Australian markets, increases of between
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As an example, one Lloyd’s of 
London market still willing to offer 
PL terms for riskier industry sectors 
– subject to proactive risk mitigation 
practices being in place – recently 
advised an average annual increase 
of approximately 14%. Similarly in 
Australian markets increases of 
between 5 and 15% are being noted for 
clients who have a good claims history 
and stable turnover. 

Rates have also risen as insurers have 
faced deteriorating profitability in 
liability lines, particularly in the June 
quarter of this year1. However, it is 
important to note that this is not driven 
by a higher volume of claims; claims 
frequency is actually holding steady2 
and rather it is the complexity and cost 
of claims and their reserves that has 
become an issue. 

The factors driving this are manifold 
and include legislative change3. While 
tort reform and the introduction 
of the Civil Liability Act in 20024 
have reduced the frequency of 
‘frivolous’ claims symptomatic of the 
compensation culture, they have not 
reduced the frequency or cost of more 
severe, legitimate claims arising from 
negligence. Instead, we are seeing 
fewer small claims and also bigger 
claims that take longer to resolve. 

Complexities experienced may include 
the involvement of multiple defendants 
with different levels of contribution 
towards the incident, significant 
injuries suffered by the claimant which 
need time to settle before expert 
medical opinions can be obtained in 
order to determine the impact those 
injuries have on the claimant’s future, 
court backlogs and pre-litigation 
procedural requirements. 

Related to this is the rise of litigation 
(and litigation funding) in Australia and 
the legal cost this adds to claims. While 
easier access to the legal system is a 
positive thing for our society, it does 
add to the cost of a claim for both 
defendants and claimants. It also slows 
the settlement process down – and 
the longer a claim takes to process, the 
more expensive it can be. 

Underwriters are trying to maintain 
their profitability in a changing, 
uncertain world, so we expect to see 
continued rate increases, restrictions  
in cover and more. Presenting a 
detailed claims history and the best 
possible picture to underwriters will 
help companies secure public liability 
cover in this ever evolving market. 

1. Our class-by-class insights for insurers, Taylor Fry, FY2019
2. Our class-by-class insights for insurers, Taylor Fry, FY2019
3. Available and affordable: Improvements in liability insurance following tort law reform in Australia, Commonwealth of Australia, December 2006
4. ‘Legislative Intervention in the Law of Negligence: The Common Law, Statutory Interpretation and Tort Reform in Australia’, Sydney Law Review, September 2005

THE VALUE OF A BROKER | MAKING SENSE OF  
CHANGE AND DISRUPTION IN THE INSURANCE MARKET
In the current market we are seeing premium and rate movement across many lines of insurance. While part of  
the conversation is understandably focused on balancing the need for certainty and security, forward planning is  
also required to manage the cost perspective inside the business and selling your risk into the underwriter. 

And with reduced underwriting risk appetite, policy wording may change – meaning things that were previously  
covered may not be when it comes to renewal. In both cases, we can help.

An experienced broker can explore all options available to your business and present a selection of coverage,  
pricing and funding options to ensure that you are fully protected. 

Even businesses that  

are deemed ‘good risks’ 

will face more scrutiny  

and higher costs.
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Unsurprisingly this has resulted in insurers applying 
increasingly sophisticated pricing models to the risk  
profiles of individual properties or postcodes, combining 
data and 3D modelling technology to understand and 
price risk accordingly. Secondary perils present a degree 
of complexity in that they can occur almost anywhere, and 
can also be triggered by human intervention such as in the 
case of bushfires. Regionalised modelling backed by the 
ability of insurers to risk-select has increased. In some cases, 
additional excesses on risk and/or restrictions on cover are 
being imposed. 

There is every indication that the frequency and severity of 
secondary perils is being driven by climate change and heavy 
risk exposure in densely populated areas, including state 
capitals. Put simply, the higher the concentration of assets, 
the greater the impact of claims.

Looking at 2018 weather events, the Climate Council 
reported3 that climate change is increasing the frequency 
and/or severity of extreme weather events both in Australia 

BATTEN DOWN 
THE HATCHES: 
SECONDARY PERILS 
ARE THE ONES TO 
WATCH

Secondary perils such as storms, hail and 
flooding are becoming the primary drivers of 
claims loss, accounting for 67% of normalised 
losses since 1966, with Gallagher estimating 
that two thirds of claims^ managed on behalf 
of clients are attributable to secondary peril 
events2.

KEY TRENDS

• Gallagher estimates that two thirds of its claims 
are caused by secondary perils1.

• Insurers are applying increasingly sophisticated 
pricing models to the risk profiles of individual 
properties or postcodes. 

• In some cases additional excesses on risk and/
or restrictions on cover are being imposed. 

• There is an anticipation of further premium 
increases and restrictions on cover over the 
next 12–18 months. 

Adam Squire
Head of Claims

T: (02) 9424 1753

M: 0428 305 494

E:  adam.squire@ajg.com.au

Mark Bramley
Area Director

T: (02) 4979 3354

M: 0417 293 290

E:  mark.bramley@ajg.com.au

per year2.3%
Population in coastal and  

rural regions growing up to
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and abroad. Its data shows that climate 
change is causing (among many 
things) sea levels to rise, which is 
increasing the risk of coastal flooding 
during storm surges. Sea levels, 
temperatures and rainfall intensity 
are all predicted to rise across parts 
of Australia over the next few years – 
events that will impact exposures to 
storm, flooding and bushfire risk. 

Population growth is also having 
an impact on the volume of losses 
caused by secondary perils. Australia’s 
population is now more than 25 million 
people and counting4. And while the 
majority (64.1%) of the population 
lives in major cities, we’re seeing both 
coastal and rural regions – such as 
the Gold Coast, the Sunshine Coast, 
Ballarat and Bendigo – grow by up to 
2.3% per year. As the population grows 
and urbanisation spreads into coastal 
floodplains, an increasing number of 
homes and businesses are becoming 
exposed to secondary perils. 

With an increased frequency of 
secondary perils on the horizon and 
a greater number of properties being 
built in areas exposed to climate or 
weather-related risk, the likelihood  
of premium increases and restrictions 
on cover over the next 12 to 18 months 
is growing. 

^ excluding motor claims
1. Super-charged Storms in Australia: the Influence of Climate Change, Climate Council, 2016
2. Top Five Insured Loss Events Normalised in 2017 Dollars, ICA Data Catalogue
3. Super-charged storms in Australia: the influence of climate change, Climate Council, 2016
4. Planning for Australia’s Future Population, Australian Government, 23 September 2019
5. ‘Unfair Contract Laws to be Extended to Insurance Contracts’, Herbert Smith Freehills, 2019 
6. ‘ICA seeks two-year transition for unfair contracts changes’, Insurance News, 2 September 2019

THE VALUE OF A BROKER | DELIVERING THE PROMISE
In the event of a claim, we are your advocate and work closely with the insurer to achieve the best possible outcome. 
We have a strong track record in this respect. Working alongside Gallagher’s specialist claims advisory team you have 
the confidence that someone is fighting in your corner and working with you at every stage of the claims process from 
lodgement through to settlement. 

Legislative action could also impact 
these increases. In July 2019 the 
Federal Government released draft 
legislation5 seeking to extend the 
protections currently available under 
the existing unfair contract terms 
(UCT) regime to insurance contracts. 
The Insurance Council of Australia 
(ICA) has warned6 that, if adopted, 
the bill will result in higher premiums 
and exacerbate affordability and 
accessibility problems in northern 
Queensland. It could also result in 
the challenge of flood exclusions, 
potentially causing high premium 
increases for people in high flood-risk 
areas across Australia. 

For business owners, risk managers 
and company directors looking 
to review their insurance and risk 
management program in the next 
quarter, we would recommend 
contacting your Gallagher risk advisor 
or account manager early to prepare 
a detailed case on your potential 
risk exposure and review your flood, 
property and business interruption 
cover ahead of renewal discussions. 
We would be delighted to provide 
assistance in these matters. 

GALLAGHER MARKET OVERVIEW REPORT | H2 2019 21insights.ajg.com.au/market-overview-h219

SECONDARY PERILS



HERE TO HELP | PREPARE AND PLAN AHEAD
For a number of industries and/or for certain risk exposures, businesses may find it increasingly difficult to obtain insurance. 
Working alongside your broker to plan ahead and fully understand what insurers are looking for in the current market,  
and having the right paperwork ready and available, will put you in the best possible position. 

Timing is often critical. Therefore, working together with your broker to develop a strategy for your insurance program 
placement in advance will identify potential issues and help your business to prepare accordingly.

WORK WITH THE INSURER, SELL YOUR RISK
Insurers are becoming more selective in the risks they choose to cover and want to understand 
the risk culture inside your business. Underwriters may ask to visit your premises to see how 
your insurance on paper translates to reality. Having a clear picture of your business helps 
insurers to fill in any blanks and builds their trust.

INFORMATION
Insurers are looking for high quality paperwork, including details of any claims, risk reports and 
an understanding of any changes to your business over the past 12-18 months. We can guide 
you through this process to ensure that insurers have all the information they need to make an 
objective decision.

PREPARE FOR THE POTENTIAL  
OF INCREASED INSURANCE PREMIUMS
It is important that your business is prepared for rising insurance costs. Focus first on getting 
the right cover. Reducing insurance coverage comes with risks and your broker is able to discuss 
different funding options to help ease the burden of potentially rising prices and find the right 
cover to meet the needs of your business.

WORK WITH YOUR BROKER
A broker, as your trusted advisor, is here to help you and your business navigate the transitioning 
market. Your broker will discuss the scope, placement and strategy of your insurance program, 
and takes a longer term view that helps you face your future with increased confidence. 
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Join the conversation 
@Gallagher_AUS

We hope you have found this report valuable and that it has  
provided useful information on important events that are topical  
from an insurance and business perspective. 

Should you require any advice about your current risk  
management program, please contact us.

John van der Vegt
National Head of Agriculture

T: (02) 9424 1893

M: 0413 526 370

E:  john.vandervegt@ajg.com.au

Paul Harvey
Managing Director – Specialisms

T: (07) 3002 2262

M: 0419 904 391 

E:  paul.harvey@ajg.com.au

Sarah Lyons
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M: 0419 169 802

E:  sarah.lyons@ajg.com.au

Damian Hooper
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T: (07) 3367 5080
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E:  damian.hooper@ajg.com.au

John Muir
WA Manager, 
Professional & Financial Risks
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M: 0466 867 006

E:  john.muir@ajg.com.au
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E:  michael.herron@ajg.com.au
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Arthur J. Gallagher & Co (Aus) Limited. Operates under AFSL No. 238312. Any advice 
provided in this document does not consider your objectives, financial situation or 
needs. You should consider if the insurance is suitable for you and read the Product 
Disclosure Statement (PDS) and Financial Services Guide (FSG) before buying the 
insurance. If you purchase this insurance, we may charge you a fee for our service to 
you. Ask us for more details before we provide you with any services on this product. 
PDS available on request. Our FSG is available on our website, www.ajg.com.au. 
Arthur J. Gallagher & Co (Aus) Limited. ABN 34 005 543 920, Level 12, 80 Pacific 
Highway, North Sydney, NSW 2060. REF2577-1119-v4.5

Gallagher provides thought 
leadership and insight into 

managing the risks businesses are 
facing across multiple industries.

To talk to an insurance 
specialist, visit ajg.com.au

Access the digital version at: insights.ajg.com.au/market-overview-h219
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