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6 August 2024 

Dr Daniel Mulino MP | Federal Member for Fraser 
Chair 
House of Representatives Standing Committee on Economics  
Parliament House 
Canberra ACT 2600 

Suzanne Smith, Executive Board Member 

Melbourne 
535 Bourke Street (Level 24), VIC 3000 
GPO Box 9836, Melbourne VIC 3001 
Australian Prudential Regulation Authority 
03 9246 7500  |  apra.gov.au 

Dear Chair 

Inquiry into insurers’ responses to 2022 major floods claims 
 

APRA has prepared the following submission to supplement evidence provided at the public hearing on 2 February 

2024 and at the subsequent private briefing to the Committee on 21 May 2024. This submission outlines the key 

drivers of profit and loss for general insurers (GIs) and the general insurance industry, including relevant data to 

assist the Committee with its Inquiry. 

APRA’s Role 

APRA’s role is to ensure that the financial interests of Australians are protected by establishing and enforcing 

prudential standards and practices designed to ensure that under all reasonable circumstances, financial promises 

made by insurers – to fulfil valid policyholder claims – are met within a stable, efficient, and competitive financial 

system. APRA’s prudential standards for GIs fall within three core categories: capital, governance, and risk 

management. To remain prudentially sound, APRA expects insurers would ordinarily set premiums that accurately 

reflect risk, recoup costs over time, and ensure they are able to access sufficient reinsurance protection. Beyond 

ensuring that an insurer’s pricing practices are managed within an insurer’s overall risk management framework, 

APRA does not have a role in overseeing or regulating the premium pricing decisions of insurers. 

APRA collects and publishes data on areas such as financial performance, investments, claims, solvency, capital 

adequacy as well as key performance ratios to help provide transparency of trends in the insurance industry. Drawing 

on APRA data, this submission provides additional information about premium levels, profit and the drivers of profit 

at the GI industry level. The submission also provides data and trends at the home insurance product line level where 

retail customers have experienced significant increases in their premiums.  

Overview 

A thriving insurance industry – where insurers have confidence to participate in the market and retail customers and 

businesses can access the protection they need – underpins the economic activity of the country. The GI industry is 

currently facing significant challenges that are impacting households and other customers in the form of higher 

premiums. Interest rates, inflation, supply chain strain, the increasing frequency and severity of extreme weather 
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events, rising housing prices and tight labour market conditions are among the factors contributing to the increases 

in premiums and pressures on the profitability of the GI industry.  

The data provided covers the GI industry as a whole and includes more granular data specific to the home insurance 

product segment to illustrate emerging sustainability issues and pressures; the impact to retail customer premiums; 

and both insurer and product line profitability. Our analysis also examines the relationship between premiums, costs 

and underlying risk. As claims have increased in size and number, premiums have increased in response. In addition, 

we show that insurer profitability is volatile due to the nature of underlying components beyond primary risk, including 

reinsurance and investment returns.  

Risk reduction and risk avoidance are essential to helping reduce the cost of home insurance for consumers. This 

requires a whole-of-system approach, including involvement from insurers, all levels of government, regulators and 

consumers. Given the importance of access to insurance for Australian households and businesses, APRA is 

encouraging insurers to provide customers with greater transparency around premium pricing and useful mitigation 

activities. 

We trust this supplementary submission is of assistance to the Committee. For your reference we have included a 

glossary of commonly used terms at the end of the submission. 

Yours sincerely,  

Suzanne Smith 

Executive Board Member  
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Profitability  

Profitability in insurance is volatile, primarily due to uncertainity in underwriting results and 
investment returns. 
Profitability of the insurance industry is a product of premiums received less incurred claims, underwriting expenses 
(general expenses associated with running the insurance business), reinsurance costs, plus or minus investment 
returns or losses. Despite insurers’ headline profitability, claims costs are increasing for the home and motor lines of 
business, suggesting longer term sustainability issues in these lines of business.  
Figure 5 sets out net profit after tax across GI. Figure 5 shows that net profit is inherently volatile for an insurer. 
 

Figure 5 – Net Profit After Tax  

Source: APRA Quarterly General Insurance Statistics 
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Glossary 

Business Interruption – A type of insurance coverage that replaces business income that is lost in a disaster, such 
as fire, flood or other natural catastrophes.  
 

Combined Operating Ratio – A combined operating ratio for a general insurer is an indicator of profitability which 
compares costs to incomes. It measures expenses (claims, reinsurance, underwriting costs) to income (GWP). A 
ratio below one means income is higher than expenses, and a ratio above one means expenses are higher than 
income. Note that the combined operating ratio does not account for investment returns.  
 
Gross Written Premium – The total value of premiums that an insurer has collected over a certain period (usually one 
year).  
 
Long Tail – The opposite of short tail insurance, claims may not be reported within 12 months and can sometimes 
take years to settle. Many injury compensation and professional indemnity lines of insurance are long tail.  
 
Natural Catastrophe Event – Large natural disasters that cause a significant number of insurance claims in a region. 
 
Reinsurance – Insurance for insurance companies. Insurance companies purchase reinsurance to protect 
themselves against significant losses, as well as to reduce their capital requirements set out by APRA.  
 
Short Tail – Short tail lines of business are ones where the insurance obligations are settled relatively quickly and 
there is no lasting liability for the insurer. For short tail insurance, claims are usually known and settled within 12 
months. Most home and motor insurance lines are short tail.  
 
Underwriting Result – The profit or loss generated from an insurer’s underwriting activity. It is calculated as the earned 
premium minus costs and claims.  
 
Written Risk – A single policy can have multiple written risks that capture the underlying risk exposure. For example, 
a single car insurance policy can cover 2 cars (2 risks).  
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