24 August 2012
By email: icareview@treasury.gov.au
Manager
Financial Services Unit
The Treasury
Langton Crescent
PARKES ACT 2600
Dear Manager
Key Facts Sheets for Home Building and Home Contents Insurance Policies
The Consumer Action Law Centre (Consumer Action) welcomes the opportunity to comment on
the draft Key Facts Sheets for home building and home contents insurance policies.
Consumer Action continues to strongly support the introduction of key facts sheets (KFS) for
consumer insurance contracts. As we have said in the past, we believe that KFSs are capable of:
 improving consumer understanding of what their insurance policy covers, recognising
that very few people read and understand their PDS;
 allowing simpler comparison between competing insurance policies, increasing the
likelihood that consumers will pick a policy that suits their needs and improving
competition; and
 providing important information about under-insurance and how to avoid it—for example
by choosing total replacement cover where it is affordable and available.
We broadly approve of the latest draft of the KFS, and we particularly welcome the decision to
subject the draft to consumer testing. However, we have recommended some further minor
amendments, including:
 that KFSs for both home building and home contents policies should list total replacement
cover as one of the types of cover available—at present only the home building KFS
mentions the total replacement option;
 the wording in Step 4 of the KFS should be amended to more clearly explain the benefits
of total replacement cover and the risks of underinsurance with sum-insured and suminsured plus margin cover.
 subregulation 4C(2) should include more detail to be clear that a KFS should be provided
whenever an insurer enters into a contract with a consumer, or when a consumer
requests a quote or information about a policy;
 Subregulation 4C(3) should be amended to require insurers to provide a KFS within one
clear working day.
Our comments are detailed more fully below.
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Key Facts Sheets
Total replacement cover and home contents policies
We recommend that KFSs for both home building and home contents policies should list total
replacement cover as one of the types of cover available.
Step four of the KFS for home building policies explains that there are many different types of
insurance available, including sum insured cover, sum insured plus margin and total
replacement cover.
However, the KFS for home contents policies does not list total replacement cover as an option.
In a recent discussion with Treasury officials, it was explained that the total replacement option
was not included on the home contents KFS because no insurers are currently offering total
replacement cover on these policies and none are expected to do so in the near future. It was
also explained that, if some insurers began offering total replacement cover on contents
policies, the Government could quickly amend regulations to require contents KFS to mention
the total replacement option.
In our view, it would still be advantageous to list total replacement cover as an option on the
home contents KFS. Even if no insurer is currently offering total replacement cover on home
contents, there is value in increasing consumer awareness of the risks of under-insurance and
that total replacement may be a more appropriate alternative. If more consumers are aware that
total replacement cover exists, more will enquire about it when shopping around for insurance
and there will be more pressure put on insurers to offer the product.
At a minimum, there is no harm in mentioning total replacement cover on the contents KFS.
Insurers may choose to offer this option in future (for example, see the attached pamphlet from
one UK insurer advertising total replacement cover for home contents) and if they do, amending
the KFS would involve delay and costs—insurers would be required to update their existing
KFSs and there would likely be a transition period to allow any update to occur smoothly.
We suggest it would be far simpler to simply include the total replacement option on the
contents KFS from the beginning.
Explanation of the benefits of total replacement cover
We believe the benefits of total replacement cover (and the risks of sum insured and sum
insured plus margin) need to be more clearly explained on the KFS.
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At present, the home building KFS says:
There are many different types of insurance cover available including where:


You set the maximum level of cover and your payout is limited to that amount (Sum
insured).



You set the maximum level of cover and the insurer may provide you with some agreed
extra cover above that amount (Sum insured plus margin).



The insurer will provide all the costs to rebuild your home when there is a total loss of
your property as a result of a significant insurance event such as bushfire (Total
replacement).

You should consider which type of cover is best for you.
Failure to adequately insure your contents for its replacement value may result in
underinsurance.

We accept that Treasury does not want the KFS to actually advise consumers to take out a total
replacement policy as this may not be the best option in all circumstances. However we think
the current wording could more plainly explain the benefits of total replacement and the risk of
underinsurance under other policy types.
We suggest that the wording on the KFS could be amended to read as follows (with new text in
italics):
There are many different types of insurance cover available including where:


You set the maximum level of cover and your payout is limited to that amount (Sum
insured). Be aware that this type of cover could leave you underinsured. If you set the
maximum level too low, your insurance payout may not cover your whole claim.



You set the maximum level of cover and the insurer may provide you with some agreed
extra cover above that amount, however you could still be underinsured (Sum insured
plus margin).



The insurer will provide all the costs to rebuild your home when there is a total loss of
your property as a result of a significant insurance event such as bushfire (Total
replacement). With total replacement cover you cannot be underinsured, unless this
policy has limits on cover for certain events (see Step 3).

For another example, the brochure from a UK insurer in the attachment explains total
replacement cover on building and contents as meaning that
We won't ask you to estimate the value of your contents or the cost of rebuilding your home, so you'll
never be underinsured.
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We think this kind of wording better explains the benefits of total replacement cover without
advising consumers to choose total replacement over other options.
Sublimits
At present, step 3 of the KFS warns consumers that sublimits may apply and requires insurers
to provide at least one example of a sublimit in the policy. We recommend the KFS be amended
to alert consumers to all sublimits in the policy.
We suggest this could be achieved by requiring insurers to note any sublimits in the 'main
conditions or exclusions' in the table at step 2. We acknowledge that this may mean that other
conditions or exclusions for particular risks may not be able to be included in the table at step 2
because of space limitations. However, Sublimits are an extremely significant element of an
insurance policy and believe they should be explicitly mentioned on the KFS.
Regulations
Obligation to provide a KFS: Subregulation 4C(2)
Subregulation 4C(2) requires an insurer to provide a KFS to a consumer if the consumer
'requests information about the contract'. It appears that this wording was chosen to capture all
inquiries about an insurance contract, and so require KFSs to be provided whenever an inquiry
is made. We welcome this intent, however we believe this wording will be able to be interpreted
very narrowly by insurers and so have the opposite effect.
We recommend that more detail be given in the regulations to be clear that a KFS should be
provided whenever:
 an insurer enters into a contract with a consumer;
 an insurer would otherwise be providing a PDS for a policy; and
 a consumer requests information on a policy, which includes when a consumer asks for
a quote, or asks for more detail or information on a policy.
This recommendation would not in our view change the intended effect of 4C(2) and would not,
for example, override the operation of 4C(7) which sets out circumstances in which an insurer is
not required to provide a KFS.
Delays in providing a KFS: Subregulation 4C(3)
Subregulation 4C(3) requires an insurer to provide a KFS 'as soon as reasonably practicable,
but not later than 14 days'. This period should be shortened.
Fourteen days is an unnecessarily long time and we see no reason why insurers should not be
required to at least dispatch a KFS within one clear working day. If insurers typically chose to
provide KFSs between 10-14 days, we believe the usefulness of the KFS as a comparison tool
would be seriously compromised for consumers who are unable to access the KFS on the
insurers webpage.
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Please contact David Leermakers on 03 9670 5088 or at david@consumeraction.org.au if you
have any questions about this submission.
Yours sincerely
CONSUMER ACTION LAW CENTRE

Gerard Brody
Director, Policy and Campaigns

David Leermakers
Senior Policy Officer
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Appendix - Pamphlet from UK insurer featuring total replacement cover
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