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HOME BUILDING CONTRACTS AMENDMENT BILL 2002 
Second Reading 

Resumed from 22 October. 

HON FRANK HOUGH (Agricultural) [8.27 pm]:  I will be brief; I only have 43 minutes to speak to this Bill!  
As I stated last night, One Nation supports this Bill.  However, a couple of areas are of great concern.  While I 
may appear to digress from the subject of the Bill, I am covering an area in the insurance field that is pertinent to 
this Bill.  The need for this Bill arose from the lack of insurance for builders working in the residential market, 
and it was a tragic 18 months to two years ago.  I will go back to HIH.  We blame everything that goes wrong 
today on 11 September last year.  I admit the events of that date had great ramifications for the markets around 
the world, including Western Australia.  HIH, as we know, was one of the major insurers in the home market.  
At the time, HIH entered into the world scene and was insuring throughout the world.  It was operating while 
insolvent, as we found, and buying up companies overseas.  The company was farming out benefits to its 
directors and senior managers while it was insolvent.  They were caught, which affected the Western Australian 
building industry, because HIH was one of the major insurers.  The way the company was caught was similar to 
the way the Bond Corporation was caught.  At one stage it was buying up companies all around the world.  In 
the United Kingdom, the company met up with a fellow called Tiny Rowlands.  The Bond Corporation wanted 
to take over his large company, Lonrho.  Tiny Rowlands said to Alan Bond, “Show me the money.”  We all 
know what happened next.  He produced a document that showed that the Bond Corporation was broke.  That is 
what happened with HIH.  It was running around buying up companies.  A wealthy friend of mine once told me 
that if a person weaves a big enough web in corporations and companies, it takes a long time to unravel it.  By 
the time that is done, people find out that there is no money.  He said that, at the end of the day, such a person is 
at the end of the food chain and gets away with it.  Others topple over but the person at the end escapes.  We see 
that with HIH.  That company wove a big web.  The former managing director is certainly struggling for a quid!  
He has just bought another suburb on the Gold Coast!  He is a real Aussie battler.  The company is broke; people 
have gone down the toilet and we are all paying for the debt.  The poor little Aussie battler who created all this 
has just bought another suburb.  He will probably buy a few more before the end of the year.  One’s heart goes 
out to little battlers like that.  We must feel sorry for little guys like that who run around in Rolls-Royces - the 
white shoe brigade! 

The second reading speech of this Bill states that the collapse of HIH resulted in serious problems for both the 
home building industry and consumers.  There is no question that HIH did not create the problem.  Let us find 
out what is an insurance company.  The Macquarie Dictionary states that to insure it is “to guarantee against risk 
of loss or harm”.  Insurance companies are now pariahs with local builders because of this fiasco.  They have 
come to the rescue of our poor little building societies.  They have come up with packages such as bank 
guarantees.  My builder started building my house at Ledge Point last Christmas.  He was struggling because he 
did not have a bank guarantee.  He had to put up a bank guarantee of $150 000 for $1 million in insurance.  He 
had to place $150 000 in a bank account for the benefit of the insurance company.  If he failed in his contract, 
that money was vulnerable.  What would the insurance company do?  It would grab the $150 000.  He has 
insured himself against “risk of loss or harm”.  It is a prepaid bank guarantee.  That is not insurance and it does 
not represent “risk of loss or harm”.  There is none when $150 000 is in the bank!  If, when he went into 
liquidation, he had a prepaid bank guarantee of $2 million and $1 million worth of building construction going at 
the same time, the insurance companies would still take $150 000.  Not every builder must put up that amount.  
Larger builders might have to deposit $500 000 and smaller builders might have to deposit $50 000.  The risk for 
the insurance company is minimal.  The insurance company says that it will guarantee people’s houses.   

I will consider what insurance companies do.  I can do that because I have an insurance business in the motor 
vehicle industry, which I have declared to the Parliament.  The motor vehicle industry is similar to the housing 
industry and the principles are the same.  I sell four-year insurance policies for motor vehicles.  According to 
Lloyds of London, 75 per cent of the people who buy my insurance sell their motor vehicle or forget to follow 
the rules and regulations.  Therefore, at the end of 12 months, 75 per cent of the policies are null and void.   

Hon Derrick Tomlinson:  Are the policies paid for in advance?  

Hon FRANK HOUGH:  Yes, they are.  In the second year, a further 15 per cent will fall off the perch or sell 
their car or whatever, which leaves only 10 per cent of the original policyholders for the last two years.  In the 
last two years, the risk factor is 10 per cent.  Remember that the policyholders have paid the full amount.  Those 
10 per cent generally look after their cars anyway, so they are not a risk.  

It is important to inform members of what insurance companies are about.  The insurance business is one of the 
most questionable businesses.  How often do insurance companies go broke?  The actuaries who work for these 
businesses and insurance companies project losses and profits way into the future.  It is funny that the baby 
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boomers in this Chamber have lived for 30 or 40 years and suddenly the insurance companies have seized the 
opportunity to blame al-Qaida and the events of September 11 for the 300 per cent increase in their policies.  The 
insurance on my house at Ledge Point was $360.  After September 11, and when my builder eventually got 
insurance for my house, the premium had increased to $1 000.  That is absolute highway robbery.  The insurance 
companies should be brought to bear.  They hide in their flash offices and they talk about their risk.  The 
warranty on a house lasts for six years.  A builder must have $150 000 in the bank for six years while he waits to 
see whether the house will fall over.   

A reason for the risk being so evident today is that the building trade has licensed electricians, plumbers and gas 
fitters.  However, brickies, carpenters, ceiling contractors and grano workers are not licensed.  If any failures 
occur in newly constructed houses, they are generally in those areas.  Building inspectors from different shires 
are supposed to inspect houses during their construction.  They sometimes do not call at sites on which houses 
are being built.  An inspector called at the site on which my house was being built only once, for example.  
However, the insurance companies’ risk factor covers six years, which is 2 190 days.  The risk reduces with 
every day that goes past, but insurance companies sit on the total principal amount of money until day 2 191 
before they release the funds.  A house is not built to last only six years.  I honestly do not know where the six-
year period is plucked from.  Why not pick 40 years?  The insurance companies sit on the principal, which is a 
large amount of excess money that is not their money, and which is to guarantee their not paying out any money 
to anyone and to get them off the hook when there is no risk involved.  If members did not understand, I can go 
through that again. 
Many people sell their houses within a year or two.  If I were to sell my house within a year, the insurance 
companies would still sit on a large amount of money to cover a risk that does not exist for the excess that should 
not be paid out, and that is not their money anyway.  People could sell their house after two or three years, but 
the insurance companies would still sit on the principal amount of money with no risk factor. 
Hon Ken Travers:  Does the warranty not transfer with a new house? 
Hon FRANK HOUGH:  There is no warranty.  When people buy a new house, rules and regulations are put in 
place, but when they sell, it is a case of buyer beware if the house falls down.  When does the warranty finish? 
Hon Ken Travers:  Under the Home Building Contracts Act a builder is required to take out a warranty on a 
house for six years. 
Hon FRANK HOUGH:  The member will find that what he is saying is wrong.  The principal amount sits there 
for six years. 
Why not have qualified officers from the Department of Consumer and Employment Protection inspect houses 
after six or 12 months?  Why not have them say, for example, that the foundations are excellent, the few cracks 
in the walls are acceptable, the ceilings are great and the plumbing is perfect.  The builders should then get their 
money back.  The present situation is very unfair to builders who have paid for a warranty in advance.  The 
concern is that the insurance companies will have reduced their risk factor by increasing premiums by 300 per 
cent.  I could understand it if they were struggling a bit and had made a mistake in premiums.  For 50 years 
actuaries have said that the premiums should be put up by five or 10 per cent.  If there are problems in the 
industry, perhaps the premiums should be put up by 20 per cent.  If home building and contents insurance went 
up by 20 per cent, people would not be happy.  People would be saying, “Not happy, Jan.  I will be going to 
another insurance company.”  How can an increase of 300 per cent be justified?  In some cases the percentage is 
even higher. 

I do not want to be a pariah or to throw a spanner in the works of this Bill.  We need this Bill, but it is important 
to examine the issues.  The second reading speech stated -  

In addition, premium rates for home indemnity insurance have increased considerably in recent months. 

Is an increase of 300 per cent considerable?  It is not considerable; it is outrageous.  These people should be 
thrown in jail.  Where is the Minister for Justice and Legal Affairs?  He should be involved in this Bill, searching 
for those people and asking them to justify that increase of 300 per cent.  These incremental costs must be borne 
by the people in this State who want to build a house.  With such an increase, there would be no risk to insurers 
in guaranteeing the security of properties and there would be no guarantee to people who are required to pay 
those increases up front.   

I am baffled by how these rapacious insurance companies work out their rates.  I have had a reasonable amount 
of experience in the insurance business and I know how it works.  I know that huge amounts of commissions are 
paid and that huge profits are made.  They record X amount of low profits because they factor in their insurance 
liabilities.  There is no question that the liabilities they factor in are, as I said earlier, the excesses that are already 
paid by poor struggling builders.  Those builders, through the provisions in this Bill, must now come up with 
bank guarantees that will reduce their ability to borrow to build houses.  A lot of their capital will be tied up in 
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guarantees for something that will probably not happen and in the belief that they are covered by an insurance 
company when, in fact, they are not.  

Hon Ljiljanna Ravlich:  They are not real liabilities.  It is unlikely that they incur the full liability; they might 
incur a small percentage of it. 

Hon FRANK HOUGH:  There is a liability.  Although I cannot substantiate the figure, I believe the liability is 
between two and 2.5 per cent. 

Hon Ljiljanna Ravlich interjected.   

Hon FRANK HOUGH:  They record a 100 per cent liability.  It is outrageous.  Why has the Government not 
taken these people to task and why has it not said that it will set up an insurance guarantee corporation as has 
occurred in Queensland?  Its corporation is working successfully.  There must be a giant quid in it.  I will run it 
when I am no longer a member of Parliament. 

Hon Paddy Embry:  That is an offer they couldn’t refuse. 

Hon FRANK HOUGH:  I have made an offer to both sides.  Exactly the same agency should be established in 
Western Australia. 

People have a tendency to blame the events of September 11 for everything bad that happens in the world.  It is 
stretching the imagination now.  September 11 had no bearing on the HIH Insurance collapse.  HIH was 
operating as an insolvent corporation at the time and there was no doubt about what it was doing.  Its financial 
situation was discovered after it broke into the American market but could not pay its bills after a few small 
hiccups.  Nevertheless, it continued to operate in the United States and to pursue the purchase of companies.  
The piper blew the whistle when he had to be paid, and HIH did not have any money.  The Australian public is 
paying for the problems created by corporations like HIH.  It went out of control.  If our insurance companies in 
Australia were regulated more tightly, the public would get a better deal.  There would probably be a greater 
amount of coverage throughout this country if appropriate rates were charged.  Three hundred per cent above the 
odds is not appropriate.  

Apart from those few small problems that One Nation considers exist in the insurance business, we support the 
Bill. 

HON MURRAY CRIDDLE (Agricultural) [8.52 pm]:  The National Party supports the Bill.  We have had 
considerable communication with the Master Builders Association and the Housing Industry Authority.  I 
phoned Kevin Sale tonight, the President of the Master Builders Association.  He is keen to establish a mutual 
fund.  Builders need reinsurance as well, and this Bill is necessary for that to occur.   

A number of other issues are involved.  The industry has taken a severe knock because of the HIH Insurance 
collapse.  It has put the whole industry in a very difficult position.  Some builders in my part of the country have 
suffered pretty badly.  Mutual insurance companies have been established.  A mutual insurance company is not 
defined in the Bill.  I hope the minister will provide a definition during his response to this debate.  

I understand a couple of other issues have been covered.  This is a start rather than a finish.  On that basis the 
National Party supports the Bill. 

HON NICK GRIFFITHS (East Metropolitan - Minister for Racing and Gaming) [8.54 pm]:  I thank members 
who have spoken on this Bill.  First, I thank Hon Barry House for his support and the support of the Opposition.  
I note his observations.  He would be aware that the Government disagrees with some of his points, but that is 
part of politics.  The Bill is considered to be a measured response to market failure, and was developed in 
consultation with industry.  Hon Robin Chapple spoke next.  I note the Greens (WA) advocacy of a state 
government insurer.  Hon Paddy Embry spoke next.  I thank him for his support and note what I understand to be 
his endorsement of intervention in the market as a matter of principle.  Hon Frank Hough commenced his 
observations yesterday.  He endorsed the Bill and related his personal experiences about the effect of the HIH 
Insurance collapse on a building contract in which he had engaged, as he understands that issue.  He posed a 
question in the following terms -  

I do not understand why the Insurance Commission of Western Australia did not step in at the time and 
support builders of residential homes.  

The simple answer is that the law does not permit that.  The Insurance Commission of Western Australia 
essentially has two functions.  I will put to one side matters to do with the supplementation fund for workers 
compensation.  The Insurance Commission of Western Australia, through RiskCover, is the primary insurer for 
the public sector, and it runs the motor vehicle third party insurance scheme.  Today Hon Frank Hough added 
further weight to his observations on his experiences.  I note what he said about the behaviour of the insurance 
industry and his views on how premiums are raised and matters of that kind.  Hon Murray Criddle concisely 
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stated his support for the Bill and posed a question on the definition of mutuals.  That is something I would 
prefer to explore in committee.  I thank members for their support of the Bill and look forward to it proceeding 
through the committee stage in due course with the support of the House.  
Question put and passed. 
Bill read a second time.  
 


