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Agenda

e Trends In the Insurance Market

e Characteristics of ‘hard’ and ‘soft’
premium market

 How Insurers are responding to
changing market conditions

e \What it means to the client on the
street

 Issues to be aware of when looking
at cover



Insurance Market Trends

 |nsurers profitability is still being
challenged

e Continued reduction In iInvestment returns
for iInsurers

« Higher incidence of claims and increased
nigh value claims

e Premiums are rising

e Australian ownership of major insurers —
dynamic change




Largest Global Insurance

Losses 197/0-2009

. 5 of the most costly losses have occurred inthela st 5 years

. Rank Event Insured Loss $bn* Year
— Hurricane Katrina 71.3 2005
— Hurricane Andrew 24.6 1992
—  World Trade Centre Terrorist Attack 22.8 2001
— US, Northridge Earthquake 20.3 1994
— Hurricane lke 20.5 2008
— Hurricane lvan 14.6 2004
— Hurricane Wilma 13.8 2005
— Hurricane Rita 11.1 2005
— Hurricane Charlie 9.2 2004
— Japan, Typhoon Mireille 8.9 1991

. *Inflation indexed to 2008. Figures in USD

. Source: Swiss Re Sigma No 2/2009



Largest NZ Insurance
Losses 1968-2008

Between 2002 and 2008, insurance companies paid out  $408 million for natural
weather disasters, more than two times the $154 mil  lion bill between 1996 and 2002












The Insurance Cycle
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Premium Trends

Weather related and high fire losses combined
are highlighting that premiums are too low, further
challenging insurer’s profitability

With the global financial crisis of recent times, the

hopes of reasonable returns from investment
Income also evaporated.

Increased premiums in all categories — but
particularly property insurance

Policy coverage more restrictive — Australian

flood and fire cover — very expensive and hard to
obtain



« Two winiei stoiims lin 2008 set a record for the largest
nuinber of imsurance claims iodgzd in a single month.
Producing 23,755 claims costina insurers $72 million



Claims Trends

* Legal advice being sought more readily
o Stricter settlements from insurers

» Client expectations increasing — everyone
IS looking for someone to pay

« Civil matters becoming claims
* |Increase In insurance fraud



$54,263,568



Fraud

o 49% of NZ businesses experienced at least 1
fraud.*

e Average lost $1.5m

o Key drivers in NZ - Greed, lifestyle and personal
finances

* 50% respondents believe fraud is an issue

* Only 18% thought it was a problem for their own
business

“I handle all payments received from clients myself so that side of things is
covered — only concern would be the transfer of tax credit balances from
the taxpayer to the staff member's own IRD number then requesting a
refund from the IRD. Unfortunately that could be an open-ended liability! “

* KPMG Bi-annual Australasian Fraud Survey



Recession Behaviour

Clients focus on cost savings

* Increase In fraud —-KPMG reports
$300m

Insurers focus on stricter underwriter
decisions and claims settlements

*KPMG Australasian Fraud Survey



Cost Cutting not Cover Cutting

Seek advice on the effect of higher
excesses or deductibles

Have a professional scrutinise your
entire programme

Does every vehicle on the schedule
need full cover?

Do not delete the covers that count —
Business Interruption & Professional
Liability



Underinsurance

How bad is underinsurance in the market -

Over 98% of businesses have commercial insurance. But...

o 83% of buildings are under insured

* 64% of contents, plant, stock are not insured adequately

 84% of businesses have inadequate or no profit protection

 50% of businesses fail when a major loss occurs

Source: McLarens Young International



Underinsurance Case Study 1

The reality of a fire loss - ABC Builders Ltd

INSURED VALUES ACTUAL LOSS

Building $100,000 $425,000

Plant  $120,000 $250,000

Tools  $8,000 $28,000

Profits  $200,000 $550,000 actual gross profit
Total sum ins’d $448,000 Total loss $703,000

This business went under...



Underinsurance Case Study 2

* The reality of a plastics manufacturer in Auckland

« OLD INSURED VALUES NEW INSURED
VALUES
e Building $1,500,000 IV $2,100,000 RV
 Plant $1,332,000 IV $2,600,000 RV
« Stock $120,000 $550,000
« Public Liability $500,000 $5,000,000
(with full management liability product)
* Business Interruption Nil $2,100,000
o TSI $3,452,000 TSI $12,350,000

e Premium $11K New Premium $47K



And of course 6mths later....



What does it mean to the client on
the street?

« Someone has to pay....
e Non-insurance / Underinsurance

 NZ businesses do not have spare
cash on the balance sheet and the
overdraft facility is not what it was



Watch out in the next issue...




Because, as every accountant
demons lurk in shortfalls and

knows,
gaps




Questions

Or | can clear my diary for a personal appoinment...



