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Chart 1. The home building process*

1. Builders' Licensing:

- Technical skills & personal

criteria
- Licence enforcement and
appeals

10. Appeals Mechanisms:

- Dedicated tribunal exists
in four states

- Elsewhere civil courts
available

9. Building Disputes:

- Consumer Department
advises on options -
negotiation, appeal or
insurance claim

2. Building Standards:

- Building Codes of Australia
and Standards Australia
standards

8. Building Certification:
- Private or Council certifiers

issues BCA compliance
and occupancy certificates
based on self-certification
by trades

3. Building Advice:
- Gowvernment and Building
Association brochures

- Building and home display

centres

7. Building Construction:
- Foundation

- Frame

- Senices

- Exterior finish

- Interior finish

- Maintenance

i

Progress Payments
to builder

*  This represents the process which existed in most States with private insurance in early 2002.

4. Building
Contract:

- 'Plain English
contracts

- Plans and
specifications

5. Warranty and
Insurance:

- Builder's statutory
warranty

- Mandatory insurance
certificate

6. Development and
Building Approvals:

- Local Council issues
development approvals

- Council or private certifier
issues building approvals



Chart 2. New dwellings (BIS Shrapnel Projections)

Dwelling starts Dwelling starts Underlying Underlying
2001/02 2001/02 demand demand
2002-2007 2002-2007
NSW 44,900 28.9% 43,700 30.9%
Vic 44,800 28.8% 33,600 23.8%
Qld 32,000 20.6% 35,000 24.8%
WA 19,250 12.4% 18,500 13.1%
SA 9,550 6.2% 6,100 4.3%
Tas 1,600 1.0% 1,000 0.7%
ACT and NT 3,300 2.1% 3,400 2.4%
Australia 155,400 100% 141,000 100%
Chart 3. Registered building practitioners

Date Total
NSW March 2002 158,824
Vic June 2001 19,588
Qld June 2001 47,718
WA Dec 2001 5,069
SA June 2001 21,135
Tas No register N/A
ACT June 2001 6,147
NT No register N/A

Chart 4. Warranty and insurance

Builder’s Statutory First Resort Warranty Last Resort Warranty

Warranty Insurance Insurance
Non-Completion of Yes Yes Yes,
dwelling But only if builder is DID*
Building defects Yes
(workmanship and Yes Yes o
materials) But only is builder is DID*
Contract termination or

Yes (Qld

breaches (other than Yes P (t(ﬁ ) No
defects) 2?7 (others)

* DID = Dead, insolvent or disappeared
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Chart 5: HBWI schemes — Australia

Regulatory framework

Insurance claims

Monopoly provider

Contestable

market
Mandatory First resort Queensland Tasmania
NT (proposed)
NSW (previously)
Victoria (previously
Mandatory Last resort NT, Western Australia
Monopoly provider South Australia
by default, not ACT
intention NSW (new)

Victoria (new)

Chart 6: HBWI schemes — International

Regulatory framework

Monopoly provider

Contestable market

Mandatory scheme

Ontario (Canada)
Quebec (Canada)

British Columbia (Canada)
Louisiana and New Jersey (USA)

Voluntary scheme

United Kingdom

Germany

All other States in Canada
All other States in USA

Chart 7: HBWI market characteristics — comparison of Australian HBWI

with other types of markets

Product market features (for e;glglglael, ?L?S;?:sarket) HBWI market
Demand Unregulated Mandated

Beneficiary Buyer Third Party

Access Open Restriced

Supply Unregulated Unregulated*

Price Unregulated Unregulated*

Content Partly regulated Regulated

Warranty Short Medium — long
Knowledge Medium — high Low

Risk Low — medium Medium — high

*  Except Queensland which restricts supply to BSA and caps its premiums
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Chart 8: HBWI — Private Insurers

International Re-insurers
(Swiss Re, Munich Re, General Cologne Re, American Re.
Hannover Re, SCOR, Employers Re, Gerling Global Re, etc)

HIA Insurance Dexta Aust. Home
Senices - HOW Corporation Warranty

Insurance Brokers

(AON, Marsh, Willis, Jardine Lloyd Thompson, Heath
Lambert, etc)

Chart 9: HBWI — Government Insurers

NT
Government

Qld Government
No formal
Guarantee

NSW & Vic
Government
Guarantees
and/or Funds

Guarantee

Home Building
Certification
Fund Insurers of pre-1997
Insurance Fund policies
i (NSW - BSC/ DOFT
and

i Territory Vic HGF)
Insurance Office
QIld Building
Senices
Authority
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Chart 10: HBWI — free market case study

Alberta

 No builders’ licensing
» No consumer protection
« Municipalities issue bldg permits & inspect constructions
« Approximate 10% of homebuyers don'’t take out HBWI

Alberta New Home
Warranty Program
Incorporated in 1976

Not-for-profit company
Owned by Canadian Home
Warranty Council, an
offshoot of the Canadian
Home Builders Association
Issues about 85% of

policies

Chart 11: HBWI policies and premiums

RW

- Residential Warranty

- Incorporated in 2001

- For profit private
company

- Focus on modular and
fabricated homes in rural

areas

Number of policies post
February 2002 (estimate)

Annual premiums post
February 2002 (estimates)

NSW 96,000 $74.0m
Vic 75,000 $43.5m
Qld 58,000 $25.0m
WA 4,000 $2.6m
SA 22,000 $6.9m
Tas 13,000 $2.5m
ACT and NT 5,000 $2.5m
Australia 273,000 $157.0m
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Chart 12: HBWI average premiums

Average rates post

Average rates 2000-01 February 2002 (estimates)

First resort schemes

NSW $221 $770
Vic $231 $580
Qi $365 $431
Tas $230 $660

Last resort schemes

WA $166 $315
SA $134 $195
ACT $180 $545

Chart 13: HBWI premium trends average annual premiums, 1996-97 — 2002-03
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Chart 14:. HBWI claims — frequency and average costs 1996-97 — 1999-2000

Non-completion claims Defect claims
Frequency Average cost Frequency Average cost
NSW* High High Medium High
Vic* High Low High Low
Qld* Medium Very low Medium Low
Tas* High High Very high Low
WAA Low High Low Medium
SA? Medium Low Low Low

* First resort schemes
A Last resort schemes
Note: Queensland data excludes subsidence to put it on par with other States.
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Chart 15: HBWI claims frequency claims lodged as percentage of all policies,
1996-97 — 2001-02

Per cent

45

4

3.5

3

25

2

15

1
0.5

1996-97 1997-98 1998-99 1999-00 2000-01 2001-02
BSA- Qld M Private Insurer - Other States

Chart 16: General insurance losses worldwide, 1970-2001
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Chart 17: Home building process — missing links*

1. Builders’ Licensing: 2. Building Codes: 3. Building Advice: 4. Building Contract:
- Non-existent or weak in some - Concerned with only - Building pitfalls not - Contracts and
states human safety, not building obvious specifications not
- No financial, meetings and quality - Builders’ performances necessarily designed
ongoing education criteria - Require no minimum not rated by a neutral party
- Financial wetting left to measurable outcomes for
insurers whose criteria are judging building work
secret

5. Warranty and Insurantce:

- Insurance criteria is unstateable and
unclear

- Insurers won't acknowledge 'first resort’

10. Appeals Mechanisms: 11. Industry Oversight: : : e

- Building tribunals often too - Insufficient oversight of building process = Some nisks not insurable (€.g. hi-nise)
legalistic, costly and slow - Consumers lack an organised wice or msurgnce too costly (e.g. kltchens)

- Tribunals lack building - Good builders not adequately recognised - o il @t e ) - 2 G
technical expertise - Faulty bldg materials/processes not - 0 OISR @ferEg o Y.

- Builders have no avenue for publicly flagged reserveg
appealing against insurance - Trades in some States exempt from
rejections BWI

6. Development and

9. Building Disputes: - o - . Building Approvals
_ Difficult to get objective 8. Building Certification: 7. Building Construction: - Private certifiers

technical determination of - Heaw reliance on self - Not mland?t(_)ry o Inspect often too closely
building defects compliance certificates ;”t'ca building stages i) (15 21
L N e i i o rather than site inspections. gatediessibayentsnot SilEERS o 50 SEa
dispute resolution - Private certifiers not publicly E:%S;aggéﬁgt:gn o as objective and
procedures accountable or audited o p impartial
- Engineering
requirements often
ignored in approvals

* These are gaps which existed in most though not all States and Territories in early 2002.



Chart 18: Basic analytical model

Better Realistic
dispute insurance
resolution laws
Better
built Consumer Accessible
homes justice insurance

Better /
home Sustainable Better

home
builders

|

builders insurance
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Chart 19: Suggested home building reforms

1. Builders’ Licensing: 2. Bldg Code and

Standards:

- Broaden from purely
safety to consumer
protection codes

- Adopt measurable
minimum outcomes

a

N

Re-introduce financial
criteria in licensing.
Deelop and publicise
a centralised builders
ratings system
Target owner and
bankrupt builders

10. Appeals
Mechanisms: Watchtower Group
- Establish Tribunal - Consumers, builders,
performance measures insurers, governments, etc
/ - Broaden GIECS to - Monitor efficacy of building
HBWI process

Establish builder - Advise on home building
insurance review panel reforms

9. Building Disputes:

Investigate building 8. BL.Ji.Idin'g
defects and order Certification:
fixes - Reinstate government
Set timelines for accreditation of
dispute resolution certifiers
- Regularly audit
certifiers

- Limit certifiers
dependence on a few
builders

Builder Database:
- Dispute and
appeals results

3. Consumer Advice:

- Issue guidebook or
video to each
homebuyer

Survey

Consumers:

- Rate satisfaction
with builders

- Issue ‘Builders
Choice’ awards

7. Building

Construction:

- Require inspections
of critical stages

- Set maximum
progress payments
per building stage

4. Building Contract:

- Adopt a single
standard contract.

- Adopt a single set of
minimum easurable
building specifications

5. Warranty Insurance:

Introduce last resort.
Set min. HBWI at $12K
Set non-structural cover
at 2 years

Require high-rise cover
Harmonise insurer
definitions.

Disclose insurance
criteria

6. Development and
Building Approvals:

- Limit owner builder
activity

Insurance

Database:

- Historical claims
experience

=
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