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How insurance works
• Insurance pools risk but individuals also pay for the risk they bring to the pool
• Individual insurers compete with each other on premium, coverage and the 

service they offer
• Insurers seek to make a profit from underwriting many different policies  
• Premiums are based on the best possible assessment of how many claims will 

need to be paid arising from insured events and how much they will cost  need to be paid arising from insured events and how much they will cost  
• Insurers will use their claims experience and other sources of data, such as 

flood risk assessments, to decide whether they want to offer insurance and 
what premiums to charge 

• The more accurately an insurer is able to price risk, the more successful they 
are likely to be

• If an insurer under-prices a risk, they are likely to lose money on it
• If they over-price a risk their competitors are likely to undercut them and take 

their business  



Household insurance 
in the UK

• Household insurance is usually sold as buildings and contents insurance, which can 
be two separate policies or one combined policy

• Buildings insurance is likely to cover storm, flood, subsidence, fire and explosion etc 
and resulting alternative accommodation costs

• Contents cover will also cover flood, theft, malicious damage, fire etc

• Home insurance market is characterised by aggressive competition between providers 
with the emphasis on price 

• Market household premium income was £5.7 bn in 2008 resulting in an underwriting 
profit of just £208m   



The cost of flooding 
2007 floods total insurance claims cost: estimated to be 
£3bn
Total number of claims: around 185,000 
Total domestic claims: around 130,000 (50,000 major)
17, 000 insured households went into alternative 
accommodation
Total commercial claims: around 35,000 
Total motor claims: around 20,000Total motor claims: around 20,000

2009 Cumbrian floods (January estimate) total insurance 
claims costs of the floods and storms between 19 and 25 
November: around £200m (property and motor)
4,000 are flood claims and 32,000 storm claims
Approximately 300 households have been re-housed in 
alternative accommodation
Around 60% of the cost of the claims is from businesses

Household flood claims often cost tens of thousands of 
pounds



Trends in weather 
related insured losses



Temperature changes 
have big impact...

Temperature 
Change

Increase 
in average 
annual loss 
(AAL)

Increase in 
loss from 1-
in-100 year 
events

Increase in 
loss from 1-
in-200 year 
events

Theoretical 
Impact on 
Insurance 
Pricing*
(based on 
AAL)

Additional 
minimum 
capital required 
for 1-in-200 
year flood*

2�C 8%

£47m

18%

£769m

14%

£832m

16% £1,065m

4�C 14% 

£80m

30%

£1240m

32%

£1920m

27% £2,457m

6�C 25% 

£138m

56%

£2353m

73%

£4346m

47% £5,565m



ABI Agreement on 
flood insurance

• In the summer of 2008 the ABI reached an 
agreement with the Government for insurers to 
continue to provide cover to as many households as continue to provide cover to as many households as 
possible until 2013

• For this to continue Government has agreed to 
commit to putting in place a long term investment 
strategy to reduce flood risk 



ABI Agreement on 
flood insurance (cont)

• The EA published a more accurate National Flood 
Risk Assessment for river and coastal flooding last 
yearyear

• This will include a re-assessment of the flood risk 
from rivers and the sea, taking into account climate 
change

• We will closely monitor progress to ensure delivery 



Agreement on flood 
insurance
Until 30 June 2013, ABI members commit to: 

• Continue to make flood insurance for domestic properties and small
businesses available as a feature of standard household and small
business policies if the flood risk is not significant (this is generallybusiness policies if the flood risk is not significant (this is generally
defined as no worse than a 1.3% or 1 in 75 annual probability of
flooding).

• Continue to offer flood cover to existing domestic property and small
business customers at significant flood risk providing the Environment
Agency has announced plans and notified the ABI of its intention to
reduce the risk for those customers below significant within five years.
The commitment to offer cover will extend to the new owner of any
applicable property subject to satisfactory information about the new
owner.



Flood insurance
• Insurers want to continue to offer cover to as many customers as possible
• For this to happen action is needed to reduce flood risk and improve flood risk 

assessment   
• The Floods and Water Management Bill is helpful because it contains provisions 

to improve management of surface water flood risk
• The EA has also published their comprehensive Long Term Investment Strategy • The EA has also published their comprehensive Long Term Investment Strategy 

which sets out the challenge ahead and that even doubling flood investment 
over 25 years will only prevent flood risk getting no worse

• Improved national surface water flood risk map should also be made available 
to insurers by the EA this year   

• For a private sector insurance market to be sustainable we need to be able to 
understand the risk of flooding from all sources and what is being done to 
mitigate this risk. But insurers will still need to price this risk and to share it 
where necessary, at least to some degree, with customers through excesses 



Insurance Excesses
• Insurers often apply excesses to policies in order to share some of the risk 

with the customer and to help keep the premium down 
• For example there is usually a £1000 subsidence excess on most buildings 

policies
• Flood excesses are usually included in policies after a flood claim
• Our analysis shows that many insurers do not consider an excess greater than • Our analysis shows that many insurers do not consider an excess greater than 

£5k unless there are exceptional circumstances
• The total number of customers across the market with excesses greater than 

£10k is in the low hundreds at most 
• Community defences and customer level actions to reduce risk are recognised 

by many insurers 
• But some insurers who do not apply high excesses and strive to keep 

premiums low for all their customers do not believe they can also recognise 
flood risk management measures 



Case study 1
• Customer had two flood claims in the last 5 years. One was in 2005 totaling 

£551 and the other in July 2007 at £14,357.  As he had 2 flood claims where 
total paid is over £10,000 his premium was loaded by 150% and the flood 
excess increased to £5000.

• The insured contacted us to advise that he has carried out work to safeguard 
his property.  The work he has had carried prior to the July 2007 claim was:

• Opened up the original river course, which had been filled in by previous 
owners, to provide two legs to the river past our propertyowners, to provide two legs to the river past our property

• Dredged the river throughout our land so that has been depended by about 
two feet

• Rebuilt the stone weir
• Reinstated the water control gates
• Cleaned out and deepened the millpond
• Raised the riverbank by about four feet from the weir all the way down to the 

bridge at the end of their land
• Removed offending trees and other debris to relieve the passage of water



Case study 1 (cont)
Also since the July 2007 he was made the following changes:
• In the last 2 months he had been able to open up the millpond, millrace and 

tailrace to the passage of water. Water is now passing through this route 
continuously, providing early release for the rising waters which precede 
flooding

• Raised the electrical plugs in the house above the flood water level and has 
removable carpets now

• We talked to the insured to gain an understanding of the work he had • We talked to the insured to gain an understanding of the work he had 
undertaken and how the work he had done recently since the last flood claim 
had made any difference

• We felt that the work the insured had done will hav e a positive impact on 
the future flood risk and reduced both the premium loading from 150% to 
50% and the flood XS from £5000 to £2,500



Case study 2
• Customer had a £10K excess applied further to a flood claim that occurred in

2005 valued at over £100k. Cause was heavy rainfall, local river burst its
banks, drains couldn't cope with water. By renewal 2007, insured had
arranged to have removable sealed flood barriers installed, has replaced a
wooden floor with a concrete one and had airbricks removed to achieve as
water tight a construction as possible.water tight a construction as possible.

• In addition, it was acknowledged that the drains connecting to his property
had stopped functioning properly further to the neighbouring school being
converted to residential and new properties being built in the
grounds. Insured has pursued this and by taking steps through solicitors has
got the builders to acknowledge the damage to drains is their fault and they
have paid the cost of repairs to this.

• Further to this agreed to remove the excess



Why do insurers behave  
differently?
• The insurance market is competitive. Each insurer sets its own 

premiums, terms and conditions within the regulatory framework
• There is no central organisation involved in setting premiums or 

determining the levels of excesses. Such an organisation would 
breach competition law

• Each insurer will have a slightly different approach, for example 
some may seeking to be low cost providers, others will 
emphasise their customer service or be seeking to insure high 
net worth customers

• Each insurer will rely on its own data and claims experience to 
determine premiums, terms and conditions



Individual Property Flood 
Risk Assessments

• The ABI is currently working with others including the EA and Defra to understand existing 
sources of information on the flood risk at individual property level  

• Ideally this will include an assessment of flood resilient and resistant measures at the property
• The ABI is working with members on the kind of information they would need in order to insure a 

property and price the risk including:
• What type of flooding presents the greatest risk? 
• What is the annual probability of this type of flooding? 
• What is the maximum anticipated depth of flood water relative to ground floor level (or, if more 

appropriate, basement floor level)? 
• What measures could be put in place to reduce the annual flood risk to '1 in 200 years' or less? 
• If it is not practical to reduce the annual flood risk to '1 in 200 years', what could reasonably be 

done?
• Following any risk reduction measures proposed, what would the residual risk, if any, be? 
• What mitigation measures and procedures could be put in place to manage the residual risk?



Flood risk templates
• The output of this work is intended to be two individual property 

flood risk assessment templates for use by insurers  

• These would be commissioned by the property owner and 
undertaken by a suitably qualified person and would be acceptable 
to most insurersto most insurers

• This would allow the customer to discuss their insurance terms and 
conditions with their existing insurer and possibly competing 
insurers from a position of knowledge about the risk and the likely 
impact of any future flooding   

• We also want to develop a template for new developments, probably 
to be largely completed by the developer



Resilient repair

• The ABI, with the NFF, EA and CILA have just launched a new 
consumer guide on resilient repair

• The guide sets out to answer some frequently asked questions 
about resilient repair and as a signpost for further advice and 
information on the issue

• The ABI would encourage flooded customers to discuss the 
options for resilient repair with their insurers and loss adjusters



The future of flood 
insurance

• When the ABI and the government agreed the first Statement of Principles on flood 
insurance in 2000 it was intended as a short term agreement to provide assurance that 
insurance would continue to be available while the government undertook to better 
understand and manage flood risk

• However, it is now becoming clear that some damage from flooding is impossible to prevent
• The EA estimates 5.2 million homes in England alone are at risk of flooding and a doubling • The EA estimates 5.2 million homes in England alone are at risk of flooding and a doubling 

of public spending on flood risk in the next 25 years will only maintain the current position
• So insurers are facing a far higher exposure to flooding than they expected in 2000
• If the insurance industry is to meet a continuously increasing bill from flooding, it will only be 

able to manage this through increasing insurance premiums and sharing more risk with 
customers thorough excesses

• Alternatively, government can substantially increase investment in flood defences and other 
risk management measures

• Consideration could also be given to alternative solutions, possibly drawing on experience 
in other countries   

• Whoever is in government following the next election needs to commit to a long-term 
strategy to manage flood risk



Any questions?


