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INtroduction

Welcome to the 7th edition of the Vero SME Insurance Index.

One of the defining features of our era is an increase in
choice. The digital age has brought with it an almost endless
number of options and decisions to be made, making our
lives more connected but ever more complex.

This broad trend is clearly in evidence in insurance, with

a large range of events, covers, purchase channels and details
facing SMEs as they try to manage risk for their businesses.
We know that business insurance is complex at the best of
times, so how are micro, small and medium sized businesses
coping in the face of these choices?

This year we have taken a deeper look at the complexity

of SMEs’ insurance arrangements and the resulting
opportunities. Firstly, is insurance something they just let
tick away in the background, or in the fast-paced world of
change, do they review it more regularly? We asked SMEs
what makes them review their insurance, and the short
answer is that there are a range of triggers that cause SMEs
to think about their insurance, from the end of financial

year to buying new equipment and everything in between.
Understanding this behaviour is important, because if brokers
understand what makes SMEs think about their insurance,
they can ensure that they are there to support and provide
advice at the appropriate time.

In the past, we have simplistically categorised SMEs as
either broker users or direct buyers. But does this reflect
the way SMEs really buy their insurance or is the reality
more complicated? By asking SMEs about the proportion
of their insurance that is bought through brokers, we
have been able to gain insight into the nuances of SMEs’
increasingly complex insurance buying behaviour.

While SMEs appear to have an increasing propensity to
purchase insurance via a mix of channels, when it comes

to advice about business risk, many are turning to the simpler,
less professional sources of advice such as families, friends
and peers. This is a challenge for the industry, so this year
we also explore the opportunity for brokerages to leverage
the popularity of word-of-mouth advice to encourage referrals
and build their business.

A complex environment in which clients are bombarded

with choice represents both challenges and opportunities

for brokerages. Through understanding how SMEs approach
insurance, we will have a more meaningful perspective of the
challenges facing the industry and will be better equipped to
meet them.

We hope you find this year's Vero SME Insurance Index
informative and useful.
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FiNdiNgs

This year's Vero SME Insurance Index Report focuses on the general
market landscape, including these main findings:

‘| Industry and business changes prompt SMEs to review their insurance
on a regular basis

2 Insurance purchase behaviour is more complex than you may think
5 Peer advice continues to grow in importance

These topics will be explored in detail in this report.

Throughout the course of the year we will also be sharing
some additional information on various topics such as:

e Attitudes and behaviours of SMEs under 45 years of age
e (Claims coverage and satisfaction

e Profiles on specific industries

4 VERO SME INSURANCE INDEX 2018




VERO SME INSURANCE INDEX 2018 5



——
6 VERO SME INSURANCE INDEX 2018




1. Industry and business changes
orompt SMES to review their
iNsSuUrance on a regular basis

Industry folklore suggests that insurance is a grudge purchase for many SMEs:
important to get right, but something they avoid thinking about.

But how often do SMEs really think about their insurance and why. So, we There are several typical triggers to
about their insurance? And more asked about the things that trigger them reviewing insurance, and while brokers
specifically, what prompts them to to think about their insurance, because, no doubt witness these behaviours in
review their insurance policies and by understanding this, brokers can tap their clients, for the first time we have
arrangements? This year we wanted to into the best times to build existing asked SMEs about their specific triggers
understand how often SMEs really think relationships and create new ones. to get a quantified view (see Figure 1).

Figure 1 - Insurance review triggers

Standard review

Insurance changes or Events 377°

Business changes

Set and forget
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Standard review: Almost 60%
claim to have some sort of
standard review in place, whether
that's a regular annual check or

a review prompted by a broker,
accountant or other adviser.

Insurance changes or Events:
These are an obvious reason for
SMEs to look at their insurance
arrangements, with over a third
saying that a major claim or a
change in insurance premiums
cause them to review their
insurance.

37% of business owners or
decision makers under 45
years say that they review
their insurance when they
make significant business
changes compared to only
18% for over 45 years (see
Figure 3, page 9).

45% of small businesses
and 62% of medium
businesses review their
insurance when they make
business changes (see
Figure 4, page 9).

Set and forget: The good news
is that less than one in five SMEs
claim to simply “set and forget”
their insurance.

o More specifically, 8% say that
they haven't reviewed their
insurance since starting their
business, and another 8%
aren't sure (see Figure 2).

e Business changes: Over a quarter o Therefore, it is very important
of SMEs claim to review their for brokers to understand
insurance arrangements when they their clients’ businesses and
go through a significant business be aware when significant
change such as a large purchase, changes take place so they
taking on new staff or upgrading can assist and advise when
IT systems. their clients are looking at their

. : insurance arrangements.
o This is even more important

for SMEs under 45 years
and small and medium
sized businesses:

Figure 2 - Insurance review triggers in more detall

Regular review (e.g. once a year) 46%
When my broker, accountant or other advisor recommends me to 22%
When there is a change in insurance premiums 32%
When |'ve experienced a significant insurance event (e.g. had to make a major claim) 10%
When making a large business purchase 12%
When transitioning to a different business model or type 8%
When upgrading IT systems 8%
When there are significant changes to staffing levels 8%
| haven't reviewed my insurance since starting my business 8%
| couldn’t say 8%
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Figure 3 - Insurance review triggers by age
Standard review ‘ Insurance changes or Events . Total

597 50% EoR 377 337 39% 18-44 years

. 45 years+

Business changes | Set and forget
26™ 377 18 167 19% 147

AAA A Aa

Figure 4 - Insurance review triggers by business size

Standard review } Insurance changes or Events . Total
59% 59% 83% 667 i 37% 36% 397% 44° Micro
B sman

| B Vedium

Business changes Set and forget

26070 2 3070 45070 62%3 ! ]6070 ]7070 8070 5070

A A A A o _
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In a nutshell

by an adviser.

insurance event, e.g. a claim or price rise.

medium businesses.)

e 5900 of SMESs review their insurance regularly or when prompted
e 3700 review their insurance when they experience a significant

e 2600 review their insurance when they make a major change to
their business, such as investing in equipment or taking on new staff.
(This is more common for SMEs under 45 years and small and

Things for brokers to consider

)

Set up regular reviews based on your Understand when clients are making
clients’ typical planning cycle to make big changes in their business

it easy for them to review their and ensure that you can provide the
insurance regularly. necessary advice at times when

they are likely to be reviewing their
insurance arrangements (especially

if they are younger or small or medium
sized businesses).

10 VERO SME INSURANCE INDEX 2018

Provide support during insurance
changes, for example claims or
significant premium increases.




kL we've changed
direction once or
twice and at those
times we'd review
it with our broker.19

Broker client, broadcast equipment wholesaling
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All our main insurance
IS with a broker but
for motor vehicle

we g0 direct. It just
seems easier.

Broker client, furniture manufacturer
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2. Insurance purchase
benaviour is more complex
than you may think

Over the last six editions of the Vero SME To find out, this year we asked a series Almost a third of SMEs claim that they

Insurance Index, we have measured how of new questions aimed at uncovering are using a broker less than they used
many SMEs used a broker for their last a more nuanced picture of actual to (Figure 6). This finding is consistent
insurance purchase. This year, 37% of insurance purchase behaviour: with the significant declines we have

seen in broker usage since the Index
first launched. Notably, SMEs who
are dissatisfied with their broker
are significantly more likely to have
reduced their usage of brokers, which
suggests that by focusing on improving
e Are you using a broker less than client satisfaction, brokerages can

you used to? And if so, why? dissuade clients from exploring other
purchase channels.

SMEs claimed to use a broker, a small (and
not statistically significant) increase on
34% last year, indicating that broker use is
broadly stable this year (see Figure 5).

e Ofall the insurance policies you
have bought or renewed for your
business in the last 12 months,
approximately what percentage

However, this measure suggests that have been bought through a broker?

broker use is binary — you either use a

broker or you don’t. But is this really the

case, and does this reflect reality for
most SMEs? e Have you stopped using a broker?

And if so, why?

Figure S - Broker usage trend Figure 6 - Using a broker less

80090
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. Broker users . Direct buyers . Yes . No

What reasons do SMEs give for using brokers less? (see Figure 7, page 14)

e Ease and convenience, 56%: Many SMEs e Under-serviced, 39%: Some SMEs claim to have
claim that it is easy enough to organise their received poor service or advice, and simply can't
insurance themselves. see the benefit that their broker delivers.

e Price, 45%: Some SMEs think they can get insurance ~ ®  Online preference, 34%: Around a third of SMEs
cheaper themselves, sometimes due to a perception claim to prefer online in general, and for some this is
that brokers charge too much in commission. because they perceive that they get a faster response

online than from a broker.

These reasons for using brokers less provide a number of opportunities for brokerages to consider, including making
the process more streamlined and easy for clients, developing or enhancing online platforms and ensuring that SMEs
understand the benefits of using a broker.




Figure 7 - Main reasons for using a broker less

Ease and convenience

Price

Under-serviced

Online preference

Using a broker for some, but not all,
business insurance appears to be
widespread in Australia. VWhen we look
at the proportion of insurance that SMEs
claim to be buying through a broker, less
than a third of SMEs say that they do not
use a broker at all (non-users), compared
10 27% who claim to use a broker for at
least 90% of all their business insurance
needs (broker users). The largest group,
at 42%, is SMEs who say they use
brokers for some (between 1% and
89%) of their insurance (mixed users)
(see Figure 8, page 15). This tendency
toward mixed usage from this year's

findings is even more pronounced for
small and medium businesses. In fact,
58% of all small businesses and 71%
of all medium businesses say they buy
between 1% and 89% of their insurance
through brokers (see Figure 9, page 15).
This suggests that brokerages may not
be losing clients, but rather are getting
a smaller share of their clients’ total
insurance spend because SMEs are
using a mix of channels to purchase
their insurance.

A similar pattern can be seen with age.
Less than a third of SMEs over 45 years

of age use a mix of channels, compared
to 60% of those aged 18-44 years (see
Figure 10, page 15). This is in part due to
the fact that older business owners and
decision makers are over-represented
in smaller businesses. Mixed usage
would appear to be becoming the norm
amongst younger business owners

and decision makers. Brokerages need
to understand this change in purchase
behaviour to prepare and tap into the
new opportunities for the future.

How do broker users, mixed users
and non-users differ?

Non-users: Mixed users: Broker users:
More likely to... More likely to... More likely to...

e Be in micro businesses with lower e  Be in small or medium businesses

turnover e Bein growing businesses

e Beover4b years e  Be under 45 years

* Feellike they can easily do it *  Have higher education levels
themselves

e Have insurance looked after by

* Review their insurance less often a manager rather than the owner

Be over 45 years
Be satisfied with their broker
Feel confident about their insurance

Our findings this year suggest that the biggest challenge for brokerages is not losing clients altogether, but rather that SMEs
are turning to a range of different channels to meet their insurance needs and relying less exclusively on brokers. Therefore,
the most successful brokerages of the future will be those that are able to understand the complexities of SMEs' purchasing

behaviour, to gain a greater share of their clients’ insurance portfolios.
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Figure 8 - Percentage of policies bought through broker

Total 317 42% 277

. Non users (0%) . Mixed users (1-89%) Broker users (90-100%)

Figure 9 - Percentage of policies bought through broker by business size

Micro o o
33 407 277
a-4)

Small 167 5g% 267
(5-19)

Medium o To o
— 1 207
20-199) [

B vonusersow [l Mixed users (1-89%) Broker users (90-100%)

Figure 10 - Percentage of policies bought through broker by age

18'44 9o 9o
22 e 18
Years =
45 37070 31070 32070
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INn a nutshell

particularly small and medium businesses.

convenience the most common.

and decision makers.

e 32070 of SMEs claim to be using a broker less than they used to,
* There are many reasons to use a broker less, with ease and

e Using a mix of insurance channels is becoming the norm, especially
for small and medium businesses and younger business owners

Things for brokers to consider

Be aware of your clients’ total Demonstrate expertise and provide
insurance portfolio, particularly for reassurance and evidence that clients
small and medium businesses and have the right cover in place, so they
younger business owners who are have less incentive to try other channels.

more likely to use a mix of channels,
and think about how best to meet
their entire insurance needs.

16 VERO SME INSURANCE INDEX 2018

Make it as easy as possible.
Streamline processes, and consider
easy online platforms for administrative
tasks, to ensure that brokers are
considered to be an easy and
convenient option for buying insurance.

Focus on client satisfaction.
Satisfied clients are less likely to use
a mix of channels.




| guess my feeling
apbout the brokers
IS it feels a bit old
fashioned but it
kinda works...

But somebody's
oonna disrupt it
at some point.

Broker client, software developer
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LLirely alot on the
advice of my peers.
There's always a lot to
be learned from other
people, word of mouth < J
s very powerful. 19 R

Direct buyer, make-up artist
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3. Peer agvice continues

O grow In importance

Over the last several years, we have
seen an increase in the number of
business owners and decision makers
turning to non-professional sources

of advice when they are thinking

about risks to their business. Peers,
colleagues and even friends and family
members provide a valued supply of
advice and guidance, with 58% turning
to these groups this year, up from 52%
last year (see Figure 12).

On the one hand, this finding is a
concern for the industry as a whole,
as it indicates that informed, expert
advice is waning and many SMEs are
putting their trust in advice-givers with
no professional knowledge. This then
means an increased risk of under-
insurance or inappropriate insurance

Figure 12 - Sources of advice

for too many businesses, and therefore
it is critical that the industry continues
to communicate the value of the expert
insurance advice that brokers deliver.

However, there is also an opportunity
in this finding: given that many SMEs
turn to their peers when thinking about
business risk, how can brokerages
encourage their existing clients to
refer them to their friends, family
and colleagues? Word of mouth

is a very powerful source of new
business for brokerages and yet how
many brokerages actively encourage
referrals? In previous editions of the
SME Index we have learnt that 39%
of potential broker clients would turn
to word of mouth recommendations
when looking for a broker.

This year we have discovered that
almost eight in ten broker clients
would be willing to recommend their
broker if asked, but less than two in
ten have actually been asked by their
broker to provide a referral (see Figure
13, page 22). This is consistent with
international studies which found that
72% of businesses hadn't referred their
professional service provider because
they hadn’t been asked*.

As brokerages develop plans for their
business, there is a clear opportunity
to develop active referral strategies so
that brokerages can take advantage

of this strong preference for word of
mouth and the willingness of satisfied
SMEs to refer their broker.

*Source: Hinge Marketing.

10070
84070
o 78570
80070 — ——— 75%0
—
58070
60570 52070 —0
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4090
20070
2015 2016 2017
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Figure 13 - Referral

Has your broker ever asked you to recommend How likely would you be to provide a referral if
their services to others? your broker were to ask you for one?
5070

B cxcemely tikely

. Somewhat likely

\

Not sure

. Somewhat unlikely

. Extremely unlikely

e Less than two in ten broker clients have been asked to provide a referral
for their broker, and yet almost eight in ten would be happy to do so.

Things for brokers to consider

o o

Develop referral strategies to ensure Ask your clients to recommend you. Look out for Vero’s upcoming
that your brokerage is making the most Gaining a referral can sometimes be as workshops and toolkits on Building
of the recommendations from your simple as asking your clients. Effective Referral Strategies.

most satisfied clients.
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TN

The craft brewing
community is very
collegiate. When we first
set up | called a fellow
orewer and asked

Nim what they @do for
iINsurance. He said "we
use this broker, here's
nis name”.

Brokemclient, craft brewer

"4.1
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| am an online person. I'm the
classic small business owner
that has to do all of the admin
online at night.

Direct buyer, bakery and cafe
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N Case you were vvondering...

What role does online play?

There is no question that online channels will continue to play an important and evolving role in insurance, as in virtually every
other field of business. This year, for the first time, we asked SMEs how comfortable they feel doing a range of insurance
tasks online.

There were two key findings:
Online comfort levels are high across the board
®  The vast majority of SMEs claim to be at least somewhat comfortable dealing with their insurance online.

®  Only 12% claimed to be not at all comfortable with the most complex activity - identifying the most appropriate
insurance for business.

Comfort levels are highest with administrative tasks
®  SMEs are least comfortable with making amendments to current policies and identifying the most appropriate insurance.

The opportunity for brokerages is to use online to automate the more routine tasks as much as
possible, to free brokers up to spend time on using their expertise to advise clients (see Figure 11).

Figure 11 - Online comfort levels

Renewing existing insurance policies 8% 397 53%
Asking questions / Making general
enquiries about current policies ||
Filing a claim 12% 487 407
Researching insurance options 107 507 407
Making amendments to current 137 497 38%

insurance policies

Identifying the most appropriate

o o To
insurance for business s 2= —

. Not at all comfortable . Somewhat comfortable Very comfortable







Research methodology

This report is based on research involving over 1,600 business owners and
decision makers from around Australia. The research was independently*
conducted in two stages:

Stage One -
Quantitative Survey

A nationwide online survey of 1619
business owners and insurance
decision makers was conducted,
covering a range of business types,
locations and sizes. The survey was
conducted during September 2017
and the data was weighted by state
and organisational size to current
Australian Bureau of Statistics (ABS)
data. The survey covered:

e general business sentiment;
e  attitudes towards insurance;
e insurance purchase process;

e purchase channel (broker or
direct);

e attitudes towards insurance
brokers;

e  expectations and impact of
price changes;

e demographics.

Respondents were screened to
ensure that they were responsible
for making insurance decisions for
their businesses. Quotas around
state and business size ensured
that representative samples were
obtained.

Businesses were divided into three
groups, following ABS standards:

Micro

Businesses which employ
1-4 individuals.

Small

Businesses which employ
5-19 individuals.

Medium

Businesses which employ
20-199 individuals.

StageTwo -
In-Depth Qualitative Interviews

A series of interviews was
conducted with 8 SME respondents
representing a mix of business
sizes, types, attitudes to insurance,
insurance purchasing channels and
demographics. These sessions were
held at respondents’ workplaces
during January 2018.

* This research was conducted by BrandMatters.
See www.brandmatters.com.au.



http://www.brandmatters.com.au

Demographics of
respondents

Age group

18-29

30-39

4049 m

60+

Level of education

Degree or masters 35%
Diploma 26™

Other training 21"
Gender

P4
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Sample sizes and
welghting approach

The gquantitative phase These were subsequently
of the report was based weighted to ABS statistics
on 1,619 online surveys to ensure an accurate
conducted with SMEs representation of the
around Australia. attitudes and behaviours

of all Australian businesses.

Number of employees Sample size ABS population proportion
1-4 709 89%
5-19 523 9%
20-199 387 2%
Total 1619 100%

State/Territory Sample size ABS population proportion
NSW/ACT 551 31%
VIC/TAS 431 28%
QLD/NT 312 22%
WA 145 10%
SA 130 9%
Total 1619 100%

Disclaimer

AAI Limited ABN 48 005 297 807 trading as Vero Insurance (Vero) has prepared this Vero SME Insurance Index Report (Report) for
general information purposes only. Vero and its related bodies corporate do not assume or accept any liability whatsoever (including
liability for special, indirect, consequential or incidental damages, or damages for loss of profits, revenue or loss of use) arising

out of or relating to this Report or the information it contains. Vero and its related bodies corporate do not invite reliance upon or
accept responsibility for the information it provides on or through this Report. Vero and its related bodies corporate do not give any
guarantees, undertakings or warranties concerning the accuracy, reliability, completeness or currency of the information provided.
This Report is not a recommendation or statement of opinion about whether a reader should acquire insurance from Vero (or its
related bodies corporate) or services from any insurance intermediary or otherwise alter their business arrangements. This Report
is based on commissioned research by Vero and should not be used as the basis for any decision in relation to the acquisition or
disposal of insurance products or the use of broker services. Readers should confirm information and interpretation of information
by seeking independent advice.
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For information about media enquiries, please contact:

Alexandra Foley

External Relations

Telephone: 07 3135 3953

Mobile: 0419 794 294

Email: alexandra.foley@suncorp.com.au
Online: visit this link

vero.com.au
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