Understanding Risk – Professional Indemnity

By Des Langkilde, Marketing Director of SATIB
With the internet providing global communication in the blink of an eye, the fast pace of information sharing and business transactions invariably result in errors or omissions occurring, which can and do result in claims for financial compensation, writes Des Langkilde, Marketing Director of SATIB Risk Solutions.
Out of curiosity, I asked Sarah de Figueiredo, head of the claims department at SATIB for a few examples of Professional Indemnity claims.

Case Study 1 
A tour operator who specialises in guided tours of a certain region entered into an agreement with a group of foreign tourists to arrange a tour and to provide a guide with expert knowledge and experience on the region and its various landmarks. On the day the tour was due to start, the guide called in ill. Unfortunately it was peak season resulting in a shortage of experienced local guides. In desperation, the tour operator contracted a national guide, who although qualified and experienced, was not familiar with the specific region or its landmark history.  The tour turned into a tourists’ nightmare - not being familiar with the area the guide got the group lost, resulting in countless delays. However, every time the tour operator spoke with the guide they were advised that everything was in order. Only at the end of the tour did the problems become apparent, when their clients claimed breach of contract and demanded compensation of 30 000 euros (R279 000). The insurer managed to settle the claim in terms of the tour operators Professional Indemnity insurance policy at 6 000 euros (R55 727), which excluded legal costs, which were also covered by the policy. 

Case Study 2 
A travel agent received a request from a client to arrange a travel package to an exotic destination. The client asked about the visa requirements and the travel agent, not being familiar with the destination, phoned around. The travel agent unknowingly received incorrect information and passed this on to the client. The client travelled to the destination but was not allowed to enter the country due to an incorrect visa and was deported back to SA. The client demanded compensation of R30 000 from the travel agent due to the incorrect advice provided. The insurer managed to settle the claim in terms of the travel agents Professional Indemnity insurance policy at R18 000 which excluded legal costs, which were also covered by the policy.

Case Study 3
A travel agent was requested to change flights for a client who wanted to fly back earlier than planned. The travel agent made the new flight booking but kept the original booking, waiting for their client to confirm. The client then called back and stated that they would keep the original booking but the travel agent forgot to cancel the duplicate booking, resulting in the airline assuming that the client was a no show (on the earlier flight) and cancelled all bookings. The client arrived at the airport to find that no flight reservation existed and was stranded, as the next available flight was only departing the following day, resulting in the client having to stay overnight and purchase a new ticket. The client demanded compensation of R19 000 being the costs incurred in purchasing of additional airfare and hotel accommodation. The insurer was unable to reduce the amount and settled the claim in terms of the Professional Indemnity insurance policy

 

In all of the above cases, the insured only had to pay an excess of R5 000. In most cases these claims could have been a lot more – for example, in case study 3 if the client had missed an important business meeting and lost a contract due to the delay they could have claimed for loss of income as well.  Claims can also become protracted legal affairs that stretch into years and incur exorbitant legal expenses in addition to the claimed sum.

Professional Indemnity insurance as a means of transferring these risks therefore not only provides peace of mind from unexpected financial demands but also enables the insured to continue with business as usual while the insurer attends to the claim investigation, legal defence and final settlement.  On a final note, make sure that your Professional Indemnity insurance policy wording stipulates ‘per incident, per occurrence’, which means that the indemnity (sum insured) amount will cover numerous claims up to the 

limit of indemnity during the policy year.
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