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! The September 11 attack on the World Trade Centre in New York which cost the
insurance industry over US$50 billion, prompting investors to demand higher returns
on insurance stock to compensate for the increased risks perceived (see Chart 16);

! A growing realisation by HBWI insurers and re-insurers that their ‘triangulation’
models for calculating future claims costs, especially for building defects under ‘first
resort‘ schemes, were too conservative in their forecasts; and

! A concern by insurers that too little attention was being given by governments to
improving building standards and complaints handling so as to diminish claims.  

The rise in private insurer premiums was particularly sharp in the last year.  In
February 2002 HIH Insurance Services, the agent for HIA, announced premium hikes across
the states of between 15 per cent (WA and SA) and 150 per cent (NSW).  Its competitors
followed suite.  Yet insurers were still not satisfied that they could make money from HBWI.
By March they were demanding a rollback of insurance coverage in the ‘first resort’ states as
a condition of serving these markets.  In the face of this revolt the governments of NSW and
Victoria agreed to a joint package of measures to ensure the continuation of HBWI on a
private competitive basis:  

! The threshold for compulsory home insurance would be raised to $12,000 (the same as
for WA and SA);

! The minimum period of cover for structural defects would be reduced to 6 years (from
7 years in NSW and 6.5 years in Victoria previously);

! The minimum period for non-structural defects would be reduced to 2 years (no
distinction between structural and non-structural defects existed previously);

! The mandatory requirement for builders of high-rise residential buildings (those above
3 storeys) to provide HBWI would be removed.  (Note:  NSW did not proceed with this
exemption, but instead agreed to underwrite private insurance for this purpose);

! The maximum insurance payout (that is, excluding legal costs) for non-completion
claims would be 20 per cent of the original building contract amount (bringing NSW
into line with Victoria); 

! A homeowner would only be able to claim under a HBWI policy if the builder was
dead, insolvent or had disappeared (making insurance a ‘last resort’ as exists in WA, SA
and ACT);

! The minimum statutory amount of cover (effectively the ceiling recognised by insurers)
would be $200,000 inclusive of legal and other costs (putting Victoria on par with NSW);  

! Both states would use their best endeavours to harmonise their HBWI schemes and the
specific processes to be followed by all parties (insurers, builders and homeowners) in a
building dispute.  (Note:  This resulted in both states adopting early intervention
mechanisms along the lines of Qld and WA, though NSW stopped short of giving
builder licensing investigators powers to arbitrate disputes on-site); 
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The Act, which sought to regulate certain building practices through inspection activities,
allowed private organisations and individuals to be registered as ‘approved inspectors’.

Currently there are thirteen (13) corporate and twenty (20) individual ‘approved inspectors’.

There is no legislation making new home warranties compulsory, and no statutory builder
registration procedures. However, the non-statutory ‘Buildmark’ insurance scheme run by
the National House and Building Council (NHBC), which is a private association, covers
about 90 per cent of new homes built for sale.
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The Buildmark Cover is a ten-year warranty and insurance policy divided into three main
sections.
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Chart 18:  Basic analytical model
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