Professional Indemnity Insurance

By Des Langkilde – Marketing Director of SATIB Risk Solutions
As part of the SATSA Membership revamp, it was agreed at the SATSA AGM 2005 that Professional Indemnity insurance needed to become a compulsory membership requirement for both the Broker and the Tourism Services categories. In the interests of fairness it was further decided that it would be necessary to have a transition period for the members in these categories to source the relevant insurances, and so the need for Professional Indemnity insurance was introduced with immediate effect for 2006, but the wording used was “Strongly Recommended”. The 2007 membership year was thus chosen as the date of implementation for Professional Indemnity insurance as a “Compulsory” membership requirement for the SATSA Broker and Tourism Services categories in 2007 – with a minimum of R2 million indemnity. Ed.  

What is Professional Indemnity Insurance?
Professional Indemnity (PI) insurance (also known as Errors and Omissions insurance) protects your business from potentially catastrophic litigation caused by charges of professional negligence or failure to perform your professional duties. Whether the claim is baseless or not, mounting a legal defense can bankrupt your company. PI insurance protects your company and your future by responding to professional liability claims and helping you keep your business operating as potential law suits move through the courts. Without it, your company could be financially overwhelmed.

Who needs professional indemnity insurance?

In a world of increasing litigation, it is important to protect yourself. One way of looking at PI insurance would be to compare it to driving a car without car insurance. You hope never to have an accident, but if should the unthinkable occur and a mistake is made, you are at least covered financially.

Financial professionals rely on professional indemnity insurance to be able to operate their business. Accountants, financial planners, private bankers, all legally require professional indemnity insurance to ensure that they are protected and are not bankrupted by any legal action caused by their advice.

As professional indemnity claims may arise from any situation where a client loses money as a result of a professional mistake, PI insurance is also recommended to a whole number of other industries. Travel agents, tour brokers, architects, engineers, graphic designers or anyone that takes a fee for service and delivers a product, whether tangible or intangible, that a client relies upon is a candidate for professional indemnity insurance.

Why do I need professional indemnity insurance?
Professional Liability insurance is especially essential in today’s legal environment where the boundaries and definitions of professional requirements and duties are largely legally undefined. Unlike lawyers and other professionals who have an established body of tort, or contract, law from which to draw, tourism service professionals are often in legally uncharted territory. What this means for you is that you may be liable tomorrow for actions which are today completely in line with present consulting expectations. Professional Liability insurance protects against the unknown and the unforeseeable.

Consider your website. You may well be at risk for copyright infringement and/or charges of misappropriating trade secrets. Professional Liability insurance is your protection against the legal winds of change and the ever-present possibility for human error.
What does a PI insurance policy cover?

Professional indemnity insurance basically insures you against your skill. Some clients may have made a financial loss from your services to them. PI insurance covers you for any legal costs that may arise from the client filing a lawsuit against you. You are also covered for any potential compensation in the event of losing the lawsuit. 

What does a PI insurance policy not cover?

Many professional indemnity claims come some time (many years even) after you have provided the service to your client. As professional indemnity policies expire when they are cancelled you may not be covered if the claim is made after you cancel the policy even though you may have retired already. You may have to keep your professional indemnity insurance current for several years after you retire.

This same issue also arises if you switch insurers. If you switch insurers and someone makes a claim against you from a time you were with your old insurance company, your new insurance company will not protect you. You old insurance company will also not protect you as your insurance will have expired. Be mindful of this when switching insurance companies and ask your new insurer what provisions they have in the event of this occurring.

How does PI insurance differ from general liability insurance?

General Public (and Products) Liability insurance policies cover claims of bodily injury and property damage only. They typically exclude coverage for claims related to the delivery of professional services. For example, if you damage a computer while performing your job (which might fall under General Liability insurance coverage), you may be responsible simply for the finite replacement cost of a damaged computer. The financial impact of your company’s professional errors and omissions and negligence is usually greater than the types of damage covered by general liability insurance.

What will PI insurance typically cost?

Professional indemnity insurance is usually determined by a percentage of your company’s total legal spend. The size of the percentage is wholly dependant on your industry and the likelihood that your company will be taken to court and the insurer you choose to go with. Professional indemnity insurance rates range from 0.5% of your total cover to 1%.

SATIB have arranged PI insurance through certain underwriting syndicates at Lloyd’s of London at highly competitive rates. To facilitate SATSA member requirements, an internet based facility is being created, whereby SATSA members can secure PI insurance cover on an annual basis, online 24/7 and pay the required premium via credit card, thus providing the option of spreading the premium through budget installments.
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