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EXECUTIVE SUMMARY

The four-year hard market has finally begun to show signs of abating as pricing levels in many commercial insurance classes 
attract new capital. Over this time, we have worked with clients to focus on investment that provides critical business risk 
enhancements, improving their risk ratings. This hard market easing is not universal, however, and several areas of the market, 
such as cyber liability and high-hazard property industries, remain extremely difficult.

The devastating storms and floods we have seen in eastern Australia look set to exceed the 2011 Brisbane floods in terms  
of insured losses. The full impact is yet unknown in respect to the reaction from the insurance market. We will continue  
to monitor and update our clients if the impact becomes relevant to their risk.

In this edition, we examine:

•  Placement and market update: why more risks are being 
covered by local insurers as the hard market stabilises and 
good risk management is rewarded.

•  Claims: how the east coast storms of February and March 
are magnifying supply chain delays and driving further 
claims inflation.

•  Cyber risks: how the risk environment has escalated and 
why clients need to achieve IT security maturity in order  
to access insurance.

•  Directors and officers’ liability: new capacity is easing 
price increases but also holds potential pitfalls for those 
not guided by expert advice.

•  Financial institutions sector: why insurers are demanding  
more detail on environmental, social and governance 
(ESG) actions and the impact of ever-increasing  
regulatory change.

•  Disability sector: why concerns about the Royal 
Commission, coupled with risk management failing  
to keep pace with rapid industry growth, are making 
insurance hard to find.

•  Regional Australia: where construction times and costs 
have blown out, affecting the speed of claims resolutions 
and driving a need for higher sums insured.

Leveraging our expertise

Not all insurance is created equal and in the current market 
we are seeing marked variations in both the terms and 
conditions and the price of cover, as well as the quality  
of the insurance capacity.

Factors to consider include how much risk a client may retain 
versus transfer, and setting appropriate limits, deductibles 
and sub-limits commensurate with their exposure. 

Finding the best and most cost-effective risk partners 
for each of our clients is a specialised exercise and an art 
as much as it is a science, based on our experience and 
vast industry knowledge. Results can be enhanced by 
clients dedicating the necessary time to aligning insurance 
requirements with the complexity of their business and  
the industry in which they operate.

It is in a market such as this that the expertise and 
relationships of a global insurance broker such as Gallagher 
truly come to the fore. We take an individual approach to 
each insurance program we arrange, while leveraging our 
strong connections and deep-rooted insurer relationships 
across the world.

A renewed focus on relationships in a post COVID-19 world

At Gallagher we encourage tripartite relationships between 
ourselves, insurers and our clients.

Having clients involved in their insurance discussion gives 
insurers a greater understanding of the risk they’re assuming; 
it provides an insight into a client’s culture around both risk 
management and the corporation itself. Clients can tell the 
‘story’ of their business better than anyone else.

While COVID-19 has meant that many of these meetings 
have had to occur digitally in recent years, I am starting to 
accompany some of our largest clients on trips overseas to 
meet with their insurers directly. I would encourage business 
insurance clients to try to return to face-to-face meetings 
where possible in the future.

At Gallagher we pride ourselves on our in-house expertise 
and the strength of our global relationships. We look  
forward to continuing to help our clients with innovative  
and customised insurance and risk management solutions.

Welcome to the H1 2022 edition of our Business Insurance & Risk Market Update. 
Our industry experts provide insight and considerations on key insurance market 
issues and trends in Australia and globally.

Mark Oatway
Managing Director 
Placement
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 KEY TRENDS
• More risks can be placed  

in the Australian market  
as local capacity increases.

• Good risk management 
continues to be rewarded  
by insurers.

• The hard market shows 
signs of easing, but some 
risks remain difficult 
to place.

Despite the natural disaster we have seen on the eastern 

seaboard of Australia this year, there seems to be a little 

more capacity in the Australian market. This is being driven, 

in large part, by the amount of time, effort and money our 

clients have invested in their risk management over the  

past few years, which is beginning to pay dividends. 

As a result we are shifting more risks back onshore to 

Australian insurers, where we previously had to rely heavily 

on capacity from our London and other overseas operations 

to get programs placed. 

However, there is still appetite and capacity for Australian 

risks overseas and it remains the case that without the use of 

overseas markets some placements would not be completed. 

Our advice is to retain a mixed program placement with both 

Australian and overseas capacity. When markets tighten up 

experience has shown us that Australian underwriters tend 

to take a more risk adverse approach than insurers in other 

jurisdictions. Maintaining long-term, continuous relationships 

with foreign capacity providers can prove beneficial in  

such times. 

While this shift back to Australia is saving some clients 

money, it comes against the backdrop of a four-year long 

hard market, which continues to persist. 

This easing in the market is not universal, with programs  

that involve high-profile risk issues such as coal mining, 

recycling, food and beverage risks with hazardous EPS  

and properties with combustible cladding remaining difficult 

to place. Some liability covers, including those for bushfire, 

sexual abuse, nightclubs and other recreational facilities also 

continue to present challenges. Additionally, the extent of 

the devastating floods on the insurance market is yet to  

be fully known, and we are monitoring this very closely.

Markets easing as 
Australian insurer 
capacity opens up
Over the past few months we’ve begun to observe an easing of hard conditions  
in the insurance market.

PLACEMENT AND MARKET UPDATE

Mark Oatway
Managing Director 
Placement
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Leveraging our expertise

We note variations in the cover being offered by different 

insurers and as brokers it’s our role to explain those 

differences, including what they could mean in terms  

of the amount of risk being retained. 

Additionally, we look at restructuring insurance programs  

in the current market where applicable. We consider issues 

such as whether the limits are appropriate, whether sub-

limits or higher deductibles should be considered and  

the possibility of hiving off any high hazard elements  

and insuring these separately. 

This work takes time. Engaging the renewal process early  

on gives us the best possible chance to formulate a strategy 

for the optimum outcome when approaching the market.

Risk management pays dividends

The long hard market has meant that we have educated  

our clients in greater details in both risk management and 

their awareness of what insurers require. We are beginning 

to see the benefits flow from that now, as our clients are 

more engaged with their insurance programs. Those that 

have invested in risk management have more options  

in the current market.

It is truly a case of the good risks getting the rewards  

and it is heartening for our clients to see a return on the 

investment they have made in risk improvement. 

I believe the renewed focus on risk management we have 

witnessed over the past four years heralds a new status quo 

in the insurance industry and that there will not be a return 

to the days of the bottom dropping out of insurance pricing 

in the quest for market share. 

But, like any other market, insurance operates on the  

balance between supply and demand. We remain in  

a period of demand outstripping supply and I foresee  

that it will continue to do so for the rest of 2022

PLACEMENT AND MARKET UPDATE

By engaging with the renewal 
process early you are giving  
us the best possible chance  
to formulate a strategy  
that will provide for the  
optimum outcome.
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 KEY TRENDS
• The east coast storms  

that hit Queensland and  
New South Wales in  
February and March will  
be a substantial loss for  
the insurance industry.

• Recovery from the 
event will be hampered 
by supply chain and 
personnel issues, 
and could take years. 

• Businesses with a strong 
claims advocate and 
business interruption 
insurance may be in the 
best position to recover.

I believe the insurance bill for this 

event may run higher, and even exceed 

insured losses from the 2011 Brisbane 

floods, which came in at around  

$2.5 billion.

Due to both the magnitude of this 

event and other market factors 

affecting claims that were already  

in play prior to this catastrophe, it is 

expected that we will be dealing with 

claims from these east coast storms  

for a very long time to come.

Supply chain and personnel issues 

to cause delays

Even before this event, supply chain 

delays caused by COVID-19 were 

already affecting insurance claims, 

along with other factors such as 

flooding in the Nullarbor Plain  

cutting the main transport links 

between the east and west coasts  

of Australia for several weeks.

There has been much written about 

the delays and cost inflation currently 

experienced in the case of building 

materials. A similar scenario with 

motor vehicles is also going to 

compound the recovery and 

complexity of this catastrophe.

Price inflation on both heavy and 

domestic motor vehicles due to 

shortages in Australia will mean  

that even after the settlement of an 

insurance claim the funds received 

may not be sufficient to purchase  

a like-for-like replacement vehicle,  

and there will be blow-outs in the time 

it could take to secure a replacement.

How extreme weather impacts 
are affecting claims 
The storms that affected much of Australia’s east coast from later February into 
March has created a significant volume of claims that will affect all Australians.  
At the time of writing the Insurance Council of Australia (ICA) had received  
over 168,000* claims and, based on previous flood events, were estimating  
the cost of those claims at $2.32 billion*.

CLAIMS

Adam Squire
Head of Claims 

*As of 12 April 2022
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A shortage of workers in building 

trades, along with skilled loss adjusters 

and claims assessors, will also add to 

delays. Prior to COVID-19 the insurance 

industry would look to recruit 

experienced claims personnel from 

Europe or Asia, but with international 

borders only recently opened and the 

threat of another COVID-19 outbreak 

ever present that is a more difficult 

proposition today.

Prior to the latest catastrophe,  

claims stemming from the so-called 

Halloween hailstorm in South East 

Queensland on 31 October 2020  

were still to be finalised and, given  

the magnitude and complexity of 

this event, I expect it will have  

a much longer resolution time.

While the initial insurer response to the recent floods has been very 

good, with money flowing to affected clients quickly, recovering from 

this catastrophe will be very challenging for some businesses.

Some of our clients have had multiple business locations impacted  

by this event and in some cases their losses may exceed their 

insurance limits. While those limits were appropriate when they  

were set, the impact of both claims inflation and an unexpected 

accumulation of risk will play a role here.

For businesses that are able to continue trading elsewhere, finding 

alternative premises will prove difficult, with undersupply of property 

an issue. The businesses that find recovery easiest will be those  

with business interruption insurance with indemnity periods of  

two to three years.

The long road to recovery

CLAIMS

Our claims team will 
represent our clients to 
achieve the best possible 
settlement. If we don’t 
agree with a claims 
decision, we will argue 
for a re-assessment.

Expertise on your side

From an insurance perspective the 

lifecycle of a catastrophe involves two 

parts. The initial stage is the event 

response, comprising clean-up and  

the lodging of insurance claims,  

and it is usually accompanied by  

a level of goodwill.

The second stage, which begins around 

a month after the event has ended, can 

last for years and can, at times, be 

frustrating for clients. This phase, which 

involves restoration, replacement and 

settlement of claims, can sometimes 

also include conflict with insurers,  

which is where the skill of a good  

claims advocate is invaluable.

Our claims team endeavour to achieve 

the best possible settlement for clients. 

If we don’t agree with an insurer’s 

claim decision, we will strongly argue 

for a re-assessment and present 

evidence to support this.

Events such as these always attract 

unlicensed ‘storm chasers’ offering to 

help settle insurance claims promptly 

and to the claimant’s benefit. At 

Gallagher we are licensed by the 

Australian Securities and Investments 

Commission (ASIC) to handle and 

settle claims.

We also offer claims preparation cover. 

This cover, provides access to a claims 

preparation expert who helps build  

a case, something that can be 

especially advantageous in the event 

of a business interruption claim.

It is often said that claims are the 

moment of truth in insurance and an 

event such as this merely proves the 

truth of that statement. There will not 

be one business with appropriate 

insurance cover that has been affected 

by this catastrophe that will regret 

having spent the money required to 

secure that cover. It really can be the 

difference between the ability of a 

business to stay afloat or go under  

in the event of a catastrophe.
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CYBER RISKS

 KEY TRENDS

• The risk environment is escalating 
at an alarming pace as cyber 
criminals challenge security 
experts. 

• With claims outstripping 
premiums collected, the response 
from insurers has been a rapid 
increase in premiums and  
reduced terms of cover. 

• Clients need to accelerate their 
cyber roadmaps to maturity  
in order to access insurance.

• There is an increasing 
requirement of insurers for 
companies to demonstrate 
effective cyber security 
 controls in order to be  
eligible for cyber insurance.

BUSINESS INSURANCE & RISK MARKET UPDATE, H1 | 20226 AJG.com.au
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Robyn Adcock 
Cyber / Tech Practice 
Leader 

Following a tumultuous year marked by a significant uptick in notable cyber 

attacks, cyber security is now recognised as the top global risk facing business.

Ransomware was the big story of 2021; ransomware attacks resulting in data leaks 

increasing 82% from 2020 to 2021 and the severity of attacks also ramped up with 

the average ransom demand increasing significantly. The fallout from a ransom 

attack, however, has larger impacts to a business than simply the ransom payment. 

There are significant costs associated with the disruption to that business as  

they toil in the background to get back to business as usual. If there is a breach  

of privately identifiable information, additional costs will result from the need  

to filter the data to determine the 

severity of the breach and individuals 

affected. Notification through to  

the relevant privacy regulators and 

affected parties is another costly  

but necessary activity. Cyber-attacks 

have a lot of unseen background costs. 

If the data is encrypted, exfiltrated 

and/or deleted, the attack can be very 

costly to a business from a monetary 

perspective, reputational damage  

and loss of senior management time. 

Escalating risks  
reflected in fluid  
cyber cover terms 
The past year marked a coming of age for the cyber 
insurance industry. What was previously considered 
a nice-to-have cover is now a must-have business 
essential, and an evolving market has been forced  
to revolutionise in a very short timeframe.

CYBER RISKS

With claims paid 
outstripping premiums 
earned, insurers have 
responded to the 
escalating cyber  
risk landscape by 
overall restricting cover. 
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1, 2. www.crowdstrike.com/global-threat-report 
3. www.zdnet.com/article/kaseya-ransomware-attack-1500-companies-affected-company-confirms

We also saw a change in tactics from 

cyber criminals as supply chain attacks 

with wide-reaching effects gained in 

popularity. A notable supply chain 

attack in 2021 involved malware 

maliciously planted in Kaseya’s 

technology management software, 

which affected 1500 businesses  

globally as it was downloaded across 

a significant proportion of their client 

base3. This is a way that cyber criminals 

can infiltrate and extort numerous 

businesses with the one attack.

The past year has also seen the 

emergence of criminal ransomware  

as a service (RaaS), where experts  

in different areas of an attack have 

collaborated to package up and sell on 

the dark web the capabilities required 

to launch a ransomware attack.

Zero-day vulnerability attacks, where 

cybercriminals find a vulnerability  

in a system and exploit it before the 

software or IT vendor has time to 

patch it, are also on the rise. As a result 

this has meant that the timeline for 

businesses needing to migrate from 

legacy systems to state-of-the-art 

technology has had to be fast tracked, 

which has been challenging for 

these businesses.

Cyber insurance market tightens

With cyber claims paid outstripping 

premiums earned, insurers have 

responded to the escalating cyber  

risk landscape by reducing capacity, 

increasing premiums, increasing 

deductibles, adding sub limits, imposing 

co-insurance ransomware clauses – 

overall restricting cover. And, due to the 

ever-evolving nature of the risks, policy 

conditions are changing constantly.

The advent of supply chain and zero-

day attacks is particularly challenging 

for insurers as they can no longer 

consider the cyber risks they 

underwrite on a stand-alone basis.  

They must also now consider the risk 

aggregation across their portfolios and 

their overall exposure to commonly 

used software and IT solutions,  

or industry sectors which may use  

the same software solutions.

With insurers now having to prioritise 

renewal business over new business, 

companies without a track record of 

having previously purchased cyber 

insurance or that can’t demonstrate 

best practice cyber risk management 

are finding that insurance cover can  

be very hard to find. In some cases 

rates have increased by over 200%.

Demand for cyber insurance is 

outstripping supply at such a rate that 

whereas once improvements in 

cybersecurity and risk management 

may have secured a premium discount, 

now they simply enable improved 

access to insurance markets.

From a roadmap to maturity

The goalposts have shifted when  

it comes to baseline cybersecurity 

standards. We could previously 

present a client’s cybersecurity 

roadmap and journey to maturity 

based on a clear plan of action; now 

insurers want to see that a business  

is already at its required level of 

maturity commensurate to the risk. 

There are clear guidance and risk 

management frameworks provided  

by government agencies around the 

world – in Australia businesses are 

advised by the Australian Cyber 

Security Centre (ACSC) to comply  

with the Essential Eight Framework. 

Cyber security is now on the board 

agenda. Previously it was more openly 

discussed with outsourced service 

providers and cyber and security 

technology teams. We are seeing 

companies now willing to allocate  

the budget necessary to improve  

their resilience against cyber attacks.

At Gallagher we invest heavily in client 

education and are recognised in the 

insurance community as having deep 

cyber expertise. We have developed a 

proprietary ransomware questionnaire 

that all clients with revenue in excess 

of $25 million must complete, which 

allows us to identify and address any 

gaps in their cyber defence before we 

take their risk to the insurance market.

But insurers want to see more than  

just technical cybersecurity controls. 

They are looking for a holistic 

approach to cyber hygiene and 

vigilance that is embedded in the 

company’s culture. This will include 

documented processes and policies, 

compliance with risk management 

frameworks and the education of all 

staff to protect against more common 

cyber attacks such as phishing and 

business email compromise.

Insurers are looking 
for a holistic approach 
to cyber hygiene 
and vigilance that 
is embedded in the 
company’s culture.

CYBER RISKS
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There is also now a need for clients  

to be assessing any risks that might  

be potentially transferred from their 

vendor partners and service providers. 

Ensuring that the security of any 

companies they outsource their 

services to are at the same cyber 

maturity as their own is an important 

risk mitigation practice.

COVID-19 created a heightened risk 

environment for cyber attacks as 

ensuring the security of remote access 

in the shift to working from home 

proved challenging.

But despite the challenges and the  

cost, cyber insurance is still one of the 

broadest policies a client can buy and 

offers excellent protection. Rather than 

simply buying insurance, clients are 

actually buying an end-to-end event 

response solution.

Insurers want to be notified as soon as 

an attack is suspected and dispatch a 

breach coach to attempt to solve the 

issue before it intensifies. From that 

point costs covered by insurance can 

quickly mount: the breach coach 

themselves, forensic assistance, legal 

representation, public relations and 

communications experts, business 

interruption, ransom payment,  

data restoration and potentially even 

fines and penalties against directors, 

should a dereliction of duty be found.

It is simply something that a business 

who wants to manage their risk 

exposures cannot afford to be without.

CYBER RISKS

How does your 
organisation compare? 
Employees with high wellbeing are 49% more engaged  
at work, and are 37% less likely to leave.

Do you know which of your employees are heading for the door? 

To better understand who in your organisation is at risk of walking and 

why, secure your copy of the Gallagher Workplace Wellbeing Report. 

Insights
Report

Find out more at  
gallagherbenefits.com.au/wellbeing
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However, the improved pricing conditions flowing from changing market dynamics 

need to be considered for what they represent. There are complexities that could 

see companies without expert advice retaining more risk than they intend to.

Many of the claims impacting existing D&O insurers relate to legacy issues – they’re 

prior notified matters or developments on claims that have been on the books for 

several years. A perceived easing of risk profiles, along with higher premiums on 

offer, is now attracting fresh capital into the market, with investors looking for a 

better rate of return in a period of extended low interest rates.

As D&O is a long tail class of insurance, directors need to consider the likelihood of 

whether their D&O insurer is committed to providing D&O cover and claims service 

in years to come. This is a particularly important consideration given many new 

entrants are taking advantage of high premiums in a challenging market – what 

happens if the premiums do not continue to grow or reduce due to competition? 

Will they exit after the first claim because they haven’t built a premium pool?

New entrants to the D&O market with no exposure to the development of prior 

notified legacy risk provide welcome alternatives to current market offerings.  

Directors and officers’ liability 
cover: buyer beware
Having experienced a highly challenged insurance 
environment over the past few years, the negotiating 
power of company directors in the directors and 
officers’ insurance (D&O) marketplace is now 
improving with more competition and fresh  
capacity from new entrants.

• New market entrants are 
providing some relief on 
pricing, but not all capacity 
should be considered 
equal – with real variations 
in the degree of financial 
security and claims paying 
capability of approved 
authorised insurers as 
distinct from some UFIs 
and new entrants.

• Settlements for legal 
action taken against 
individual directors are not 
well known, so it can be 
difficult for boards to truly 
understand the magnitude 
of the risks they face.

• Obtaining cover 
with strong terms at 
a reasonable price 
will require the right 
combination of insurers 
and the knowledge of  
an experienced advisor.

 KEY TRENDS

DIRECTORS AND OFFICERS’ LIABILITY

Michael Herron 
National Head, 
Professional &  
Financial Risks
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But there is real variation in capital 

security and claims handling 

capabilities, as well as the confidence 

that flows from an active track record. 

What we are seeing is that insurance 

providers in the D&O market now  

fall into one of three categories:

1.  capacity that is well established  

in this market, with legacy claims 

issues but with a history of paying 

and defending claims

2.  good quality capacity free from 

legacy issues but lacking a track 

record of defending or paying claims

3.  capacity of lesser quality without 

legacy issues or a claims payment 

and defence history.

Some businesses will need capacity 

from each type of insurer to get their 

D&O program fully placed, while for 

others the right combination will lead 

to obtaining cover on acceptable terms 

at a commercial price. The advice of an 

experienced broker such as Gallagher 

is required to successfully navigate  

this complex marketplace.

DIRECTORS AND OFFICERS’ LIABILITY 

The right advice matters

An understanding of where this new capacity is coming from is also key as there  

are risks relating to the use of insurers who are not authorised to carry on insurance 

business in Australia. Lloyd’s syndicates are considered ‘authorised’ under the 

provisions of the Insurance Act 1973 (Cth) but beware of assuming a placement  

into the London market is 100% Lloyd’s – it may not be. The same risks may apply  

to underwriting agencies who use capacity from a range of sources in the London  

or international insurance company market. It is important to check.

Australian companies are restricted from using an unauthorised foreign insurer (UFI) 

unless they qualify for an exemption due to being a high value insured or having a 

complex or hard-to-place risk.

Gallagher uses its global expertise to determine the suitability of insurers, only 

approving the use for our clients of insurers with adequate financial strength and 

claims-paying ability. Not all of the new entrants to the D&O market are ‘authorised’ 

and ‘approved’. However, we are finding that there is client interest in accessing all 

available fresh capacity given the cover restrictions and eye-watering price increases 

that our D&O clients have experienced in recent years. The key is to be a well-

informed buyer and aware of any potential shortcomings.

The suitability of new and alternative capacity will be different for all clients;  

the largest and most sophisticated may be comfortable using different categories  

of capacity strategically in their D&O program following a strong and well established 

lead insurer, while others may choose to retain strong relationships with incumbent 

Companies face a 
decision between 
the cost of risk 
transfer and the 
savings achieved 
by retaining the  
risk themselves. 
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insurers in this space and pay a higher 

premium for the quality of the capacity, 

the insurer’s expertise and claims 

experience. A company requiring a 

smaller limit may be able to achieve  

this by dealing only with local APRA-

regulated insurers, although the 

presence of alternative capacity does 

provide increased negotiating leverage.

Uncertainty around risk exposures

New capacity is helping to level off 

pricing, though overall premium rates 

are not falling and for many companies 

the premium levels reached over the 

past few years should be considered  

a new baseline, with premiums unlikely 

to return to where they were just five 

years ago.

In confronting ongoing high premiums 

companies face a decision between the 

cost of risk transfer and the savings by 

retaining more risk themselves. To help 

with this decision, when speaking to 

boards we discuss adequacy of limits, 

the structure of the program and types 

of director/entity cover purchased,  

the terms and conditions being  

offered by insurers, what their peers  

are buying and claims in the market. 

However, it is in this last area – claims in 

the market – where the situation can 

sometimes be unclear, particularly 

when it comes to claims involving the 

personal liability of directors.

While some claims and their judgements 

or terms of settlement are very public, 

such as those associated with class 

actions against listed companies, a larger 

number of claims are settled behind 

closed doors, particularly when they 

involve the personal liability of directors.

It is difficult to get clarity on the 

quantum of those settlements;  

for example, they may be in the  

millions of dollars but do they run  

into the tens of millions of dollars?  

As a result it can be difficult for a board 

to understand how much risk they are 

retaining if they opt 

against, or are unable 

to achieve, a full  

risk transfer to the 

insurance market.

This is particularly  

the case in an 

environment where 

some companies are 

not buying ‘Side C’ 

cover, which insures the entity against 

shareholder class actions. Not buying 

Side C is usually due to either an 

unwillingness by insurers to offer it or 

the price at which it is offered being 

commercially unacceptable. The 

potential fallout is that directors could 

face a heightened exposure if claims 

instead target the insurance cover that 

does exist – that is, liability of individual 

directors rather than the company.

In addressing such stark decisions,  

the more conservative boards want  

to know the cost of buying the cover 

they previously had as well as the cost 

of buying a reduced amount of cover 

but, more often than not, caution wins 

out over expense, given the magnitude 

of the risks they may face.

DIRECTORS AND OFFICERS’ LIABILITY 
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FINANCIAL INSTITUTIONS SECTOR

Theresa Lewin
Financial Institutions 
Practice Leader

From an environmental perspective, the greenwashing of financial statements is 

something that is of growing concern to regulators, who are interested in whether 

businesses can back up their climate-related goals, forecasts and assertions with 

the same rigour that they do their financial forecasts. Commitments around targets 

such as net-zero carbon emissions by specified dates may be considered forward 

looking statements and, as such, need to be based on reasonable grounds and 

supported by data to avoid being misleading.

From an investment perspective, financial institutions such as asset managers and 

superannuation funds must also be careful about making claims that investment 

options are green or ethical. Such tags carry a certain meaning to consumers,  

and those making claim to them need to be able to back those claims with 

research and facts.

While it once may have been enough for an investment portfolio to be negatively 

screened for fossil fuel or tobacco companies, regulators and activists have begun 

to cast their interest farther downstream. For example, where a seemingly climate-

benign business in a green portfolio get its own energy, or whether a business 

that’s reached gender equality in an ethical portfolio carries an exposure to 

modern slavery in its supply chain are attracting scrutiny.

In addition, not offering a green or ethical investment option can also be a risk to 

an investment manager or superannuation fund – this is a focus of some activist 

investors and members who are keen to ensure they have the ability to choose  

this option in which to invest their funds.

Why ESG is topping finance 
company boards’ agendas 
In a sector not short of risks it speaks to the magnitude and complexity of 
environmental, social and governance (ESG) risks that they are now ranked 
among the top concerns of chief executives1. With the confluence of issues  
that fall under the ESG banner, insurers are also taking an increasing interest  
in how financial institutions are walking the talk when it comes to ESG.

 KEY TRENDS
• ESG concerns are playing 

on insurers, with a level of 
detail beyond motherhood 
statements required to 
demonstrate action. 

• The Royal Commission 
continues to cast a long 
shadow over the risk space 
for financial institutions. 

• The pace of regulatory 
change and cost of 
compliance is driving 
consolidation among 
organisations in some 
industry sectors, creating 
insurance concerns over 
legacy liabilities.
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But environmental and social concerns 

are only part of the ESG equation. 

Governance is the remaining issue and 

for financial institutions it continues  

to be an ongoing challenge.

Regulation drives changes

The regulatory change pervading the 

industry continues apace, with breach-

recording rules, design and distribution 

obligations, anti-hawking reforms, 

consumer data rights and the 

introduction of the financial 

accountability regime just some of  

the requirements either recently 

introduced or due to occur in the future.

The pressures in the compliance space 

have been further compounded by  

a shortage of talent, with access to  

the usual pool of cross-border and 

international expertise impacted by 

the restricted movement of people 

during COVID-19.

And finally, the risk environment 

around governance for financial 

institutions is still impacted by the 

effects of the Royal Commission more 

than three years after its conclusion as 

insurers continue to see claims arising 

out of previously notified matters.

Some publicly announced class actions 

are yet to eventuate but hang over 

businesses and, based on past 

experience in the managed investment 

schemes sector where claims were still 

being brought many years later, the 

Royal Commission tail may continue  

to wag for some time.

Increasing consolidation activity 

among smaller financial services 

groups in the community banking, 

superannuation, health insurance  

and wealth advisory sectors is part  

of the fallout from this increased 

regulatory pressure. For smaller 

businesses the costs involved in 

remaining compliant are just too  

much to carry.

Insurers looking for detail

For insurers this merger activity raises 

concerns around legacy claims and  

the responsibility for past liabilities.  

If companies are bringing the baggage 

of previously notified matters into  

a merger, then the availability of  

run-off cover for those outstanding 

liabilities becomes another factor  

for consideration.

On the broader issue of ESG insurers 

are taking a more robust approach  

to underwriting, looking beyond 

motherhood statements and asking  

for more detail as to what companies 

are actually doing about climate 

change, inclusion and diversity, 

modern slavery and ensuring the  

ESG veracity of their supply chain. 

In the United States we are seeing 

ESG-related claims beginning to be 

brought against boards by shareholder 

activists and, given the sentiment that 

‘when America sneezes the world 

catches a cold’, insurers are rightly 

concerned about the potential for 

similar claims here.

In terms of pricing and scope of cover, 

the Australian insurance market for 

financial institutions is still limited,  

but from a global perspective we’re 

starting to see premium increases 

stabilise for preferred industry sectors 

with favourable claims experience, 

along with indications of recovery with 

new capacity entering the market.

Relationships matter

At Gallagher our role is to anticipate 

potential issues that may heighten the 

risk environment for our clients. With 

intimate technical knowledge of our 

clients’ insurance policies, we can 

provide guidance on how a policy 

might respond to a claim or foresee  

a wording that might need to be 

adapted due to a regulatory change.

By beginning the renewal process  

at least six months in advance we 

ensure our clients have plenty of  

time to respond to our requests for 

information and to fix any issues that 

may be of concern to underwriters.

But, perhaps more importantly, we 

ensure that our clients are involved in 

regular and ongoing discussions with 

the insurance market. For our financial 

institutions clients we try to schedule  

a check in mid-year, and for ASX-listed 

clients either after their annual report or 

half yearly report is released, depending 

on the timing of their renewal.

This approach makes underwriters  

feel more invested in our clients’ 

businesses and, while we can tell  

our clients’ stories, we can’t tell  

them nearly as well as they do.

1. assets.kpmg/content/dam/kpmg/au/pdf/2021/ceo-outlook-2021-australia-infographic.pdf

FINANCIAL INSTITUTIONS SECTOR

From an investment 
perspective, financial 
institutions must 
be careful about 
making claims that 
investment options 
are green or ethical.
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DISABILITY SECTOR

 KEY TRENDS

• Concerns about Royal 
Commission findings is 
making liability cover for 
disability services providers 
difficult to obtain. 

• Disability services providers 
are expanding quickly 
to meet market demand 
and it is critical their risk 
management and insurance 
program keeps pace. 

• Allowing plenty of time to 
work on an insurance renewal 
can help achieve the best 
possible outcome.

• The different landscape 
of conducting business 
during COVID-19, including  
PPE and ongoing 
insurance coverage.

Along with facing the challenges of 

keeping up with the complex operating 

models and appropriateness of 

governance around risk management, 

insurers are also concerned about 

what may arise from the Royal 

Commission into the disability  

sector, which is currently under  

way. As a consequence we have  

seen some insurers withdraw  

from this market.

This risk-averse stance follows on from 

the Royal Commission into aged care, 

which resulted in an uptick in liability 

claims against aged care providers, 

particularly in relation to allegations  

of sexual abuse.

To help our clients Gallagher is 

providing our extensive expertise  

in this sector to navigate the 

complexities and secure the  

insurance solutions that best  

fit each client’s needs.

An industry in flux

Change is considered the norm in 

disability services, as operators 

constantly pivot and expand to respond 

to demand, but that rapid growth has 

created issues when it comes to risk 

management and governance. Providers 

don’t always recognise that expanding 

their business operations will change 

their risk profile in the eyes of an insurer, 

with a prevailing view that passing the 

auditing procedures of the National 

Public to private 
transition risks 
disability cover gaps 
The disability services sector is one of the fastest 
growing in Australia, with providers constantly scaling 
up to meet demand. As their operations grow, their 
risk management practices, policies and procedures 
need to mature at the same rate. This rapid growth 
is raising the industry’s risk profile, making some 
insurance cover for providers difficult to access.

Mark 
Saunderson
Head of Metro 
Branches

Gail Murray
Senior Account 
Manager
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DISABILITY SECTOR

Disability Insurance Agency (NDIA) will 

make them insurable, but this is not 

always the case.

Claims related to sexual abuse are  

a particular worry for insurers, with 

underwriters changing terms and 

depth of cover, for example, shifting 

from ‘occurrence-based’ to ‘claims 

made’ cover. In response, we 

recommend disability services 

providers pay particular attention  

to this area and tighten their 

safeguarding controls.

The wide variety of business models, 

particularly those with a social 

enterprise component, among 

disability services operators also 

presents a major barrier to mainstream 

insurer understanding of the risk 

profile of this sector. The risk presented 

by a provider offering one-on-one care 

is vastly different to one running a 

group care home. And to further 

complicate their risk profiles, many 

providers also operate other services 

alongside their disability care offering, 

such as crisis accommodation or social 

enterprise businesses.

Crisis accommodation is a particular 

pain point for insurers and has become 

almost uninsurable due to claims 

experience and the way such services 

often operate, using rented, short-term 

accommodation environments that are 

difficult to control and document from 

a risk perspective.

Due to the diverse and complex nature 

of each provider’s operations, finding 

insurance for each risk requires a level 

of underwriter education and an 

individual underwriting approach  

that can only be gained working with  

a broker with a deep understanding  

of the disability sector.

An emerging risk we see in this space is 

operators with gaps in their insurance 

programs. As funding transitions from 

various state governments to the 

Federal Government under the National 

Disability Insurance Scheme (NDIS), 

providers that may have previously 

benefitted from state government 

insurance now need to have their entire 

programs underwritten in the private 

market. We are finding more and more 

clients in this situation have gaps in 

their insurance cover, created by the 

ill-fitting intersection of public and 

private market insurance arrangements.

Complex risks require time

Historically many insurers have viewed 

disability care in the same way as aged 

care or childcare. As the endorsed 

insurance broker for peak industry 

body, National Disability Services 

(NDS) Gallagher is seeking to 

differentiate disability care from  

other care providers and carve out  

an individual risk profile for the sector, 

through the compilation of a data set 

covering risks, claims and loss ratios 

which will help change the perception 

of disability sector risk with insurers.

Taking this proprietary data to the 

insurance market helps us find better 

insurance solutions, and we’ve 

managed to get some real benefits  

for our clients.

But while placing liability covers are 

the biggest challenge, even property 

risks can be difficult in the current 

market; what may have previously 

taken two weeks to place is now  

taking two months.

So to achieve the best possible 

outcome, time is our – and our clients’ –  

best friend. With ample time ahead of 

renewal, Gallagher can engage with 

underwriters early, giving our clients 

time to improve their risks if any issues 

are identified.

If we believe finding a private retail 

insurance solution won’t be possible, 

we can assist clients in investigating 

any government insurance options 

that may be available to them or 

provide them with the information 

they need to decide how to manage 

any uninsurable component of their 

overall risk.

We are finding 
more and more 
clients have gaps 
in their insurance 
cover, created 
by the ill-fitting 
intersection of 
public and private 
market insurance 
arrangements.
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However, while stories of price inflation 

and supply issues for both materials 

and labour leading to a blowout in 

construction times and costs have 

been widely reported, what is less  

well known is that the situation is 

particularly acute in regional Australia.

It is a problem that has been brewing 

for the past three to five years.

With price increases on key 

commercial construction materials 

such as steel, timber and electrical 

components reported at 30–40%1  

and lengthy backlogs of work to 

complete, the situation is unlikely  

to improve in the next two to three 

years, with further price inflation 

expected before it reduces.

For regionally based businesses, or 

those with assets in regional Australia, 

the discovery that their property 

insurance may fall well short of 

rebuilding costs, their business 

interruption indemnity periods may  

not be long enough and their future 

premiums may be higher than 

budgeted may come as a shock. But 

with our strong presence in regional 

Australia, Gallagher is working hard to 

keep our clients ahead of the curve.

Macro-economic forces at work

On the supply side the availability  

of building materials is hampering 

insurance claim rebuild and repair 

work. The 2019/20 fires destroyed over 

$200 million of Australia’s standing 

pulp and building timber. This has had 

a direct impact on sourcing local 

The insurance implications  
of rising construction costs  
in regional Australia

REGIONAL AUSTRALIA 

A perfect storm of macro-economic conditions, fuelled by the tailwinds  
of COVID-19, has thrown the balance between supply and demand in  
the local construction industry off kilter.

 KEY TRENDS

• A perfect storm of circumstances is leading to a blowout in 
commercial construction times and costs in regional Australia. 

• Sums insured and indemnity periods should be adjusted to reflect 
the new reality and business interruption insurance is essential.

• Local advice and representation can positively affect 
claims outcomes. 

Kylie Hull 
Head of Regional 
Branches
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REGIONAL AUSTRALIA 

material and will continue for at least 

15 years. The cost of timber and limited 

availability will force the industry to 

explore alternative options or source 

globally. For timber alone the wait  

time in some regional areas can be  

up to six months as the prevailing 

hierarchy means government projects 

and metropolitan construction access 

building supplies ahead of regional 

works. 

There is also a dearth of skilled 

tradespeople in our regions. An exodus 

due to salary stagnation and housing 

affordability has been further 

exacerbated by the influx of tree-and-

sea changers who have discovered 

through the pandemic that they no 

longer need to live where they work. 

The severe flooding that occurred 

across South East Queensland and 

New South Wales in late February  

and early March will only intensify  

the issues that already exist. Building 

materials and skilled tradespeople in 

non-flood affected areas will become 

even more scarce as flood repair and 

recovery work are prioritised.

Flood damage to regional infrastructure, 

such as the rail network and roads, will 

also have an impact on supplies and 

equipment being able to reach some 

regional areas.

Lockdowns in metropolitan areas have 

caused some businesses to rethink the 

benefits of being centralised in cities, 

fuelling a flight to regional Australia  

by some and the opening of additional 

premises in regional locations by 

others. The result is that demand  

for property in regional 

areas, both commercial 

and residential, has 

accelerated, driving 

prices up and vacancy 

rates down.

Other COVID-19 related factors, such 

as global supply chain disruptions, 

foreign workers locked out by border 

closures and government construction 

sector stimulus, have also played a  

role in upsetting the supply/demand 

balance. 

Pressure on insurance programs

From a commercial property insurance 

perspective claims inflation is a 

problem, with short tail claims turning 

into long tail claims. Damage that was 

previously fixed in a matter of weeks 

or months is now taking over a year to 

repair in regional Australia and up to 

two years in some cases. The recent 

floods will only magnify that situation. 

Damage that was previously 
fixed in a matter of weeks  
or months is now taking  
over a year to repair in 
regional Australia.
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REGIONAL AUSTRALIA 

Regional property claims are now 

more expensive for insurers to 

administer and, along with the 

increased cost of building supplies  

and trades, the result is rising 

insurance premiums. 

For some businesses the reaction  

to higher premiums can be a desire  

to manage down sums insured but  

this represents a false economy as, 

generally speaking, the higher the 

sums insured, the better the premium 

rate. A reduction in sums insured could 

also put businesses at risk of falling 

foul of an average or co-insurance 

clause, leaving them to cover the 

difference in the event of even a partial 

loss claim. If this ‘gap payment’ proves 

to be substantially higher than the 

amount of risk they envisaged 

retaining, it could potentially threaten 

the ongoing viability of the business.

It is crucial that sums insured reflect 

true replacement value but, in my 

experience, many businesses are 

reluctant to update their sums insured 

annually. At Gallagher we can help 

clients with the process of estimating 

an accurate sum insured in partnership 

with a valuation expert, who takes 

into account price inflation, among 

other factors.

Business interruption insurance may 

also be essential in the current climate. 

Where businesses could previously 

relocate to another premises in the 

event of damage, availability and 

pricing constraints in the regional 

commercial rental market mean  

this is no longer an easy option.  

And factoring in the current delays  

in construction, indemnity periods  

on business interruption policies  

in regional Australia should be  

24 months at a minimum.

Businesses are yet to gauge the impact 

that this blowout in construction times 

and costs in regional Australia could 

have in the event of a loss.

As global supply issues increase 

commodity costs, low interest rates 

drive insurer premiums higher, due to 

poor investment return. Repair and 

replacement costs are also peaking. 

Considering adequate insurance cover 

could truly hold the key to survival.

The need for local solutions

While many businesses are facing  

staff shortages and financial pressures, 

now is not the time to deprioritise 

insurance. By working in partnership 

with their broker, businesses can 

review their breadth of cover, sums 

insured and policy terms to accurately 

reflect their risk.

Choice of insurance broker is also a  

key factor when it comes to mitigating 

those risks. As with many businesses, 

the trend among insurance brokers  

has been to centralise offices in 

metropolitan areas over the past 20 

years. By contrast Gallagher proudly 

retains a strong presence beyond our 

capital cities, with 16 offices in 

regional Australia.

As well as being part of a national 

business, Gallagher regional brokers 

enjoy relationships with local claims 

assessors, builders and tradesmen,  

and it is difficult to put a value on  

the power of these relationships  

to improve claims outcomes in  

an environment such as this.

1  Turner and Townsend, Australia and New Zealand market insight report Q3 2021. www.turnerandtownsend.com/media/5841/anzmi-q3-2021.pdf
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Should you require any advice about your current risk management program
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OUR CONTRIBUTORS

Mark Oatway
Managing Director  
Placement

T: 02 9242 2062

M: 0408 346 173

Adam Squire
Head of Claims 

T: 02 9424 1753 

M: 0428 305 494

Robyn Adcock 
Cyber / Tech Practice Leader 

T: 02 9242 2008

M: 0414 971 918 

Michael Herron
National Head, Professional 

& Financial Risks

T: 02 9242 2064

M: 0466 391 061 

Theresa Lewin
Financial Institutions  
Practice Leader

T: 03 9412 1138

M: 0435 289 160 

Mark Saunderson
Head of Metro Branches

T: 02 6283 6537

M: 0429 840 124

Gail Murray
Senior Account Manager

T: 02 6283 6503

M: 0466 661 553

Kylie Hull
Head of Regional Branches

T: 02 6884 9800

M: 0409 450 208

Keep up to date
News, insights and 
industry articles

AJG.com.au/news

AJG.com.au BUSINESS INSURANCE & RISK MARKET UPDATE, H1 | 2022 21

https://www.ajg.com.au/connect-with-us
https://www.linkedin.com/showcase/arthur-j-gallagher---australia
https://www.facebook.com/Gallagher.AUS
http://www.ajg.com.au/news
http://www.AJG.com.au


Helping businesses face their future with confidence

Arthur J. Gallagher & Co (Aus) Limited. Operates under AFSL No. 238312. 
To the extent that any material in this document may be considered advice,  
it does not take into account your objectives, needs or financial situation.  
You should consider whether the advice is appropriate for you and review 
any relevant Product Disclosure Statement and policy wording before taking  
out an insurance policy. 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. REF3162-0421-1.0

AJG.com.au

http://AJG.com.au

