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Friday 6 March 2026 
  
 
 
Parliamentary Joint Committee on Corporations and Financial Services 
PO Box 6100 
Parliament House 
Canberra ACT 2600 
 
 
 
Dear Committee members, 
 
RE: Inquiry into small business insurance 
 
Thank you for the opportunity to provide this submission. Financial Counselling Victoria is the 
peak body for financial counsellors in Victoria. Our members provide free, independent, and 
non-judgemental assistance to people experiencing financial hardship, including small 
business owners and sole traders.  
 
Increasingly, problems with insurance availability, affordability, and suitability are contributing 
to financial distress and business failure for these cohorts. These issues are exacerbated after 
disaster events, both environmental and biological, and shifts in the economic landscape.  
 
Premium volatility and businesses becoming uninsurable 
 
Financial counsellors report that insurance premiums for small businesses, particularly in high-
risk areas, can increase significantly and unexpectedly, even where the business has not made 
a claim or changed its operations. These increases can be substantial and difficult for small 
businesses to absorb, particularly where profit margins are already narrow and operating costs 
are rising across multiple areas. This has become particularly relevant in cases of professional 
indemnity insurance for small and micro businesses, such as sole traders and low-revenue 
professional services. In practice, these insurance premiums can represent a substantial 
proportion of a business’s annual earnings, placing considerable pressure on already limited 
cash flow.  
 
In addition to rising premiums, financial counsellors see excess levels increase which further 
reduces the value of the insurance. In some cases, excess levels are set at amounts that would 
be unaffordable for the business to pay, meaning that the insurance provides limited practical 
protection. This creates situations where small businesses are paying high premiums for cover 
that may not be usable in practice, or in some circumstances, making the difficult and risky 
decision to operate without insurance because cover is simply unaffordable. 
 

Case study from a financial counsellor 



                                           

 

A small business owner operating in a high flood-risk regional town was unable to 
absorb a 140% increase in their annual insurance premium at renewal. As a result, the 
policy was not renewed, leaving the business uninsured. 
 
Within months of the lapse in cover, the town experienced a major flood event that 
significantly impacted the business. Without insurance to support recovery, the owner 
was forced to cease trading and ultimately relocate from the area. The closure not only 
ended the owner’s livelihood but also reduced local economic activity, further slowing 
recovery efforts in a community already struggling to rebuild. 
 
Compounding the situation, the owner had secured a business loan against personal 
property. The loss of income placed her in a highly vulnerable financial position and 
created substantial stress and uncertainty. This occurred just prior to her planned 
retirement, contributing to serious strain on her personal wellbeing and mental health. 

 
This situation creates unacceptable risks for both businesses and their clients. It exposes small 
business owners to potentially catastrophic financial consequences and leaves consumers 
with reduced protection. 
 
Financial counsellors also report that some small businesses are unable to obtain insurance at 
all. Insurers may decline to offer cover due to the type of work performed, the location of the 
business, or broader industry risk factors. This leaves small businesses exposed to significant 
financial risk and can prevent them from operating, particularly where insurance is a legal or 
contractual requirement. In some cases, businesses are forced to close because insurance is 
unavailable or unaffordable. 
 
Businesses that experience an uninsured loss or an unsuccessful insurance claim may be 
unable to recover financially, creating significant financial and emotional stress not only for the 
small business owner but also staff and dependents. Debt, insolvency, and long-term financial 
hardship is a real risk.  
 
Further, financial counsellors report a significant disconnect between insurance products and 
the needs of businesses operating in different regions and sectors. Regional and rural 
businesses often face higher premiums and reduced availability of cover compared to their 
metropolitan counterparts, despite often operating on smaller margins and with fewer financial 
buffers. This creates inequitable outcomes and threatens the sustainability of small 
businesses, particularly in regional communities where the closure of a single business can 
have significant local economic and social impacts, increasing the risk of communities 
becoming ‘ghost towns’. 
 

Case study from a financial counsellor 
 
Following a major fire event in a regional town, approximately 80% of local businesses 
were unable to secure affordable insurance coverage for fire damage. Premiums rose 
sharply, and in many cases cover was either prohibitively expensive or unavailable. 
 
When a subsequent fire event occurred, a large proportion of businesses were either 
uninsured or underinsured, leaving them highly exposed to financial loss. Without 
adequate insurance protection, many operators faced significant recovery costs with 
limited capacity to absorb the impact. 
 



                                           

 

The local shire council estimated that up to 50% of businesses could be forced to close 
as a result of these compounding pressures. Such closures would have severe 
consequences for employment and the overall economic viability of the town, 
threatening its long-term sustainability and community resilience. 

 
Insurance is intended to support business resilience, but current insurance challenges 
contribute to financial distress rather than protecting against it. 
 
Policy exclusions and limitations reduce the effectiveness of insurance 
 
Financial counsellors frequently see insurance policies that contain exclusions and limitations 
which significantly reduce the effectiveness of the cover. Of particular concern is that while 
these exclusions may be set out in policy documents, they are often not transparently 
communicated by the insurer at the time of purchase. As a result, small businesses may 
believe they are covered for certain risks that are in fact excluded. This can include exclusions 
relating to specific activities, types of damage, or circumstances surrounding a claim. 
Businesses may only become aware of these limitations after a loss has occurred and a claim 
is declined. 
 
For instance, we are hearing of examples of exclusions relating to public disorder, such as 
where a small business premises has had its glass window smashed during a protest, insurers 
may deny claims on the basis that the damage occurred in the context of public disorder. These 
types of exclusions can leave small businesses without cover for property damage arising from 
events that are outside their control. 
 
This creates a disconnect between the expectations and understanding of small businesses 
and the protection provided by the insurance policy. It undermines confidence in insurance and 
leaves businesses exposed to losses they believed were protected against.  
 
Business interruption insurance is an example of the failures of policy exclusions. Many 
products do not reflect modern business models, including businesses that operate across 
multiple locations, rely on digital platforms, or have non-traditional income patterns. Financial 
counsellors also see that business interruption insurance is not always available to businesses 
that are considered higher risk, leaving some operators unable to obtain any cover at all. 
 
Risks of underinsurance with rising rebuilding costs 
 
Financial counsellors are increasingly concerned about the operation of underinsurance 
provisions in small business property policies. Many policies contain averaging clauses or 
similar mechanisms which reduce the amount paid on a claim if the business is insured for less 
than the assessed replacement value. Small business owners are often unaware of how these 
provisions operate until a claim is made. 
 
There are increasing examples of cases where a builder’s repair quote exceeds the insured 
sum, particularly following disaster events when labour and materials costs escalate. In these 
circumstances, the insurer may apply a proportional reduction to the claim payment based on 
the relationship between the insured sum and the assessed full replacement value. This can 
result in a significant shortfall, even where the physical damage itself appears to fall within the 
insured amount. 
 



                                           

 

Rising construction costs, particularly after natural disasters, increase the risk that businesses 
will be unintentionally underinsured. Many small business owners rely on historical valuations 
or broker advice when setting insured sums and may not appreciate the financial 
consequences of underestimating replacement costs. The result can be a substantial funding 
gap that places the viability of the business at risk. 
 

Case study from a financial counsellor 
 
A family-owned business suffered a total loss when floodwaters destroyed its premises.  
 
At the time the insurance policy was taken out, the sum insured accurately reflected the 
replacement value of the property. However, rapid and significant increases in building 
materials and labour costs in the period leading up to the flood meant that the insured 
amount was no longer sufficient to cover the full cost of rebuilding. As a result, the 
business was materially underinsured at the time of the loss. 
 
The owners were forced to draw on personal family finances to meet rebuilding and 
operational expenses, placing substantial strain on household finances and leaving the 
family in a significantly worse financial position. 

 
Lack of competition and reduced availability of insurance 
 
Financial counsellors report that there is limited competition in some areas of the small 
business insurance market. This is particularly evident in higher risk industries and regional 
areas, where fewer insurers are willing to offer cover – one example being high-risk roles like 
high-rise window cleaning or small businesses working with flammable products.  
 
Reduced competition results in higher premiums, more restrictive policy terms, and fewer 
options for small businesses. Where there are limited alternative providers, businesses may be 
forced to accept policies that do not fully meet their needs. In some cases, insurers have 
withdrawn from particular sectors or reduced their exposure, making it more difficult for small 
businesses to obtain cover. This can leave businesses with no realistic options and may 
prevent them from operating. This lack of availability contributes to financial stress and creates 
barriers to small business sustainability and growth. 
 
Cyber risk is increasing but poorly understood and inadequately covered 
 
Cyber threats present a growing and significant risk for small businesses. However, financial 
counsellors report that many small business owners may be unaware of their exposure to cyber 
risk or the potential financial consequences of a cyber incident.  
 
Insurance products that are intended to cover cyber risks are often complex, and exclusions 
and limitations are not well understood by policyholders. In many cases, the policies available 
do not align with the actual risks faced by small operators, particularly those with limited 
technical knowledge or resources. As a result, financial counsellors are seeing small 
businesses experience substantial financial losses following cyber incidents, only to discover 
that their insurance does not provide the protection they believed they had.  
 
This gap in insurance coverage in an evolving digitised economy contributes to financial 
hardship and undermines confidence in insurance as a risk management tool. There is a clear 
need for improved product design, greater transparency, and better education and public 



                                           

 

awareness of cyber security risks to ensure that cyber insurance products are accessible, 
appropriate, and effective for small businesses.  
 
Adequacy of the current regulatory framework 
 
We are concerned that the current regulatory framework has not kept pace with modern 
insurance products and the evolving risks faced by small businesses. Financial counsellors 
regularly encounter policies with complex and opaque terms and exclusions that are difficult 
for small business owners to understand. This creates a clear gap between how insurance is 
sold and the protection it ultimately provides. 
 
While the Australian Securities and Investments Commission (ASIC) plays an important role in 
regulating financial services, there is a need for stronger regulatory settings to ensure that 
insurance products are fit for purpose and meet the needs of small businesses as insurance 
consumers. Policy terms and exclusions should be transparent and in simple language, and 
insurance needs to be affordable and accessible. Without these improvements, small 
businesses will continue to face significant barriers in obtaining meaningful and reliable 
insurance protection. 
 
As a starting point, we suggest that the General Insurance Code of Practice should become an 
enforceable and mandatory industry Code, accompanied by financial consequences for 
insurers that are significant and punitive enough to profitability to make it worthwhile to 
comply. We refer the Committee to our 2024 submission to the Independent Review of 2020 
General Insurance Code of Practice where we made this same recommendation which has not 
been adopted by the Insurance Council of Australia: https://fcvic.org.au/wp-
content/uploads/20240531-FCVic-submission-to-General-Insurance-Code-Review.pdf  
 
Claims handling delays and disputes contribute to financial hardship 
 
Financial counsellors regularly assist small businesses that are experiencing financial hardship 
due to delays, disputes, or unexpected outcomes in insurance claims. Small businesses often 
rely on insurance payouts to recover from disruptive events such as property damage, theft, or 
business interruption. Small businesses are particularly vulnerable to these impacts because 
they typically have limited financial reserves and are less able to absorb unexpected losses. 
When claims are delayed or declined, businesses may have limited capacity to continue 
operating. 
 

Case study from a financial counsellor 
 
Client operated a regional food service venue with insurance to cover the building, 
business interruption and contents. The building was impacted by severe storms and 
water entered the premises causing significant damage.  
 
First, the insurer was seeking to cash settle the building component, but continued to 
dispute the amount that should be paid out.   
 
Then, due to the ongoing building dispute, the business interruption resolution was 
delayed as the insurer had not yet resolved the building safety issues.  
 
Finally, the insurer caused a delay in settling the contents component, requiring a list of 
contents under a total loss payout. Though the insurer had arranged for a site 

https://fcvic.org.au/wp-content/uploads/20240531-FCVic-submission-to-General-Insurance-Code-Review.pdf
https://fcvic.org.au/wp-content/uploads/20240531-FCVic-submission-to-General-Insurance-Code-Review.pdf


                                           

 

restoration contractor to list the contents, this expert report was not provided to the 
business operator for over 11 months, to reconcile with his own list.  
 
Despite noting all contents as water-damaged and unrecoverable, and the client 
providing replacement cost quotes, the resolution of the contents required a complaint 
to AFCA and was completed 24 months after the storm event.  
 
Two years after the event, the client had not been able to operate their business and the 
delays added to cashflow pressure and financial hardship. 

 
Delays in claims handling can result in businesses being unable to repair premises, replace 
equipment, or resume trading. This can lead to loss of income, accumulation of debt, and in 
some cases business closure. Even where claims are eventually paid, the delay itself can cause 
significant financial harm. 
 
Role of insurance brokers 
 
Financial counsellors frequently see issues relating to insurance brokers. Many small 
businesses are forced to rely heavily on brokers to navigate the complexity of insurance 
products and to identify appropriate cover, as many business insurance products are not 
directly available to the public.  
 
However, financial counsellors observe that the quality of broker advice is inconsistent, and 
small business owners do not always understand how brokers are remunerated or what 
incentives may influence their recommendations. Inconsistent advice can contribute to 
situations where businesses believe they are covered for certain risks, only to discover after an 
incident that those risks are excluded under their policy. 
 
These experiences can result in significant financial loss and undermine trust in the insurance 
system. Improved standards, greater transparency, and stronger accountability are needed to 
ensure that small businesses receive appropriate advice and are able to make informed 
decisions about their insurance coverage. 
 
Financial counsellors are also concerned about the role brokers play in the setting of insured 
sums. Small business owners often rely on broker advice when determining property 
replacement values and business interruption sums insured.  
 
Where these amounts are set too low, businesses risk significant shortfalls due to 
underinsurance provisions. Where they are set too high, businesses may pay premiums for 
levels of coverage that are not aligned with their actual turnover or risk exposure. In both under 
and over-insurance cases, businesses are at risk of the final claim amount being reduced by 
the relevant percentage of under or over-insurance, leading to serious financial consequences 
for the business. As a result, businesses may be paying premiums for levels of cover that 
exceed any realistic claim amount, adding unnecessary financial strain. 

 
Case study from a financial counsellor 

 
A business owner was insured for a loss-of-trade amount that was nearly 50% higher 
than necessary, on the advice of their insurance broker. The client did not fully 
understand how the sum insured had been calculated and relied on the broker’s 
guidance when setting the coverage level. 



                                           

 

 
When it came time to lodge a claim, the client encountered significant difficulties 
substantiating revenue figures due to limitations in the accounting system used by the 
business. During the claims process, it was determined that they had been substantially 
overinsured for loss of trade. 
 
In the end, the client received a payment that was worth only 40% of the original sum 
insured, 12 months after the claim was lodged.  

 
Overinsurance, like underinsurance, undermines confidence in the insurance system. 
 
We refer the Committee to our 2025 submission to the Insurance Brokers Code of Practice 
Review, where we provide further detail on our concerns relating to the role of brokers: 
https://fcvic.org.au/wp-content/uploads/202505_Joint-Submission-to-Insurance-Brokers-
Code-of-Practice-Review.pdf  
 
 
In summary 
 
Insurance plays a critical role in supporting the viability and resilience of small businesses and 
community organisations. However, financial counsellors are increasingly seeing insurance 
contribute to financial hardship due to high costs, lack of availability, and products that do not 
meet business needs. Reform is needed to ensure insurance works as an effective safety net 
rather than a source of risk. 
 
Thank you for your consideration of the above feedback. Please contact FCVic’s Advocacy 
Manager Amanda Chan on achan@fcvic.org.au if you have further questions.   
 
Regards, 
 

 
 
Zyl Hovenga-Wauchope 
Chief Executive Officer 
Financial Counselling Victoria 

https://fcvic.org.au/wp-content/uploads/202505_Joint-Submission-to-Insurance-Brokers-Code-of-Practice-Review.pdf
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