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ARIMA is the peak body for professional risk managers. Its members are corporate, individual, life and associate members. ARIMA is a non-profit organisation dedicated to advancing the discipline and practice of risk management. Founded in 1975 and formally incorporated in 1977, ARIMA provides a forum for those with responsibility for risk management to interact. It promotes professionalism in risk management, and provides educational opportunities for its members. ARIMA has played a key role in the development of the Australian and New Zealand risk management standard, AS/NZS 4360, which provides a generic framework for the establishment of risk management programs. It has also been instrumental in assisting with the establishment of the Australasian Risk Management Unit at Monash University, Melbourne, which offers a range of tertiary courses in risk management.

ARIMA members pay around $4 billion in insurance premiums a year. They work for a wide range of organisations, including government entities in all three tiers, listed companies and private companies.

When the availability of terrorism insurance dried up post-September 11, 2001, many ARIMA members were concerned their organisations’ assets and liabilities were exposed. A February 2002 survey of members confirmed that. Asked whether the unavailability of cover was a problem for their organisations, 58% said yes, 38% said no, and 4% said the question was not relevant to them.

ARIMA was one of the organisations which sought Federal Government intervention to provide terrorism risk insurance and welcomed the government’s commitment to become involved. ARIMA was, however, not consulted until late in the industry consultation phase, which meant ARIMA’s time frame for consideration of the proposals was limited.

While ARIMA agrees with the need for government intervention in the issue, it does have concerns with the compulsory nature of the proposal included in the Bill and sees some gaps in issues relating to implementation.

The Bill, by levying all insurance premiums for commercial property, business interruption and public liability, is imposing another compulsory levy on insureds.

Australia already has high insurance taxes, compared with other countries, and ARIMA is happy to provide statistics on this, if required. (ARIMA appreciates that the majority of these are state-government imposed stamp duties and fire service levies.) However, another financial impost is difficult for many corporate insurance buyers to wear when they are already facing rising premiums as the market hardens in the post-HIH collapse, post-terrorism events environment.

ARIMA’s majority view is that it is unfair that the levy is compulsory. Risk managers at major entities in the mining, petroleum and manufacturing industries support that view. However, some sectors of the membership, risk managers in the banking sector and possibly those in the property industry, do not agree. Those members’ perspectives are outlined below.

The government’s reasons for making the levy compulsory include ease of administration and to achieve diversification in risks.

However, the compulsory nature of the levy means all insureds, regardless of whether they want terrorism cover or not, are forced to pay for it. The effect is likely to be that those entities which do not want the cover will self insure those risks, or may elect to insure them offshore, or use an offshore captive insurance company. Consequently, they will not participate in insurance arrangements in Australia which will attract the levy.

That defeats the government’s arguments in favour of making the levy compulsory to achieve diversification of risks in the terrorism pool.

The proposals outlined in the Bill appear geared primarily towards the needs of the insurance industry, rather than the needs of those exposed to the risk and those who are expected to fund the proposed arrangements.

The question of whether the proposed arrangements apply to risks outside Australia, but insured under policies issued in Australia, has not been addressed. Many large corporates buy global policies to cover risks on and offshore. Will insurers, or insureds, be required to calculate the proportions of a portfolio of assets that are within and outside Australia so the levy is not applied to assets and liabilities for which no terrorism coverage is offered? With major portfolios insured under umbrella policies, this may become contentious if a claim occurs.

Risk managers also need to know whether fire service levies and stamp duties will be added to the terrorism levy, or levied before the terrorism levy is applied. This issue has not been addressed.

The ARIMA survey found many ARIMA members feel their organisations are potential terrorism targets, and they want protection. However, others do not regard their assets as having a level of risk for which they require insurance, and those members should not be required to pay for cover they do not want.

The banks’ perspective

The Australian Bankers’ Association has, I understand, provided a submission outlining its views.

Several ARIMA member bank risk managers argue that, as significant lenders to large-scale infrastructure and property projects, they require appropriate insurance to be in place. The banks’ preference is that it be compulsory, although they still would have the option to make it mandatory as a condition of borrowing.

They argue that the finance industry requires “full recourse to an acceptable, creditworthy third party, ie insurance, if the borrower’s underlying business is destroyed”.

The banks say the government’s solution is not perfect, but it passes tests of reasonableness, equity and simplicity. With insureds facing property premium increases of between 30% and 100%, the banks say this is a bigger issue than the smaller percentage premium increases for the provision of terrorism insurance cover.

Most banks appear to support the compulsory nature of the proposed levy because there would otherwise be too great a reliance on too few, with consequent flow-on costs to business generally.

The banks want to see the Bill passed quickly, so it can meet the July 1 implementation date, because they are concerned that, without the government pool in place, costs to borrowers will be higher. 

Conclusion

ARIMA remains of the view that the levy should not be compulsory, and insureds should have the option to elect whether they wish to participate in the pool. The association also is of the view that there are important issues which have not been addressed, or are insufficiently addressed, in the current draft. However, as a democratic, non-profit body ARIMA felt it was important that its submission also outline the views of those member organisations which take a contrary view.
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