MAKE THE CLIENT AWARE OR LET THE INTERMEDIARY BEWARE!
Article by Richard Stevens, Regional Manager (Cape) Renasa Insurance Company Limited

The following article is based on information that became available after a claim was submitted.
The Insured purchased and instructed the intermediary to add a new vehicle to an existing policy. In terms of the instruction, the value of the vehicle was R180 000, which represented the purchase price.  No finance was involved as this was a cash transaction.

A few days after taking delivery of the vehicle, accessories were added to the vehicle to the value of R30 000, but this was evidently never communicated to the intermediary.
As to be expected, “Murphy” was true to form and some months down the line, this vehicle was stolen.  The consequent claim highlighted a few issues worth considering as this cannot be an isolated case.

The basis of settlement, as per general market practice, was based on the retail price, which at the time of the loss amounted to R150 000 (no allowance made for accessories), before the deduction of any excess.  This settlement offer was conveyed to the insured and the required documentation was drawn up for acceptance.  The insured, understandably, objected, believing it was an unfair settlement which left him out of pocket.
Evidently, the person had no problem in accepting a measure of depreciation but argued that the insurance company should have taken into account the value of accessories and included it in the settlement.  The company responded, and correctly so, that their indemnity to the client cannot exceed the Limit of Indemnity as stated in the policy schedule.  The intermediary agreed.

In terms of the principle of indemnity, the insurer undertakes to place the insured in the same position as the latter enjoyed, prior to the loss or damage, subject to the policy limits.  The insurer in this case clearly upheld this principle but, as can be expected, the client argued that this was not good enough and volunteered the following reasons in support”

· The intermediary should have called the insured to update the vehicle value;

· The intermediary should have explained the basis of settlement (indemnity) to the insured; and

· New entrants to the insurance market do not understand the implications of insurance contracts – literacy problem.

While I can appreciate the insured’s argument, it does not mean that I necessarily agree.  With regard to the first point raised, I do not consider this a fair expectation and the onus must always be on the insured to ensure that the value insured for is correct and that it is updated regularly.  It is inconceivable that the onus or responsibility should ever rest on anyone other than the insured.  Both the remaining two points should be viewed as opportunities by intermediaries where, as the middlemen, they can add value and so enhance the service they offer clients.  They know or should know their clients and e able to respond to their insurance needs in a comprehensive manner.  This does not suggest or imply that the intermediaries do not know their clients but perhaps there is room for improvement.

It is not unusual for those who have been in the short-term insurance industry for a long time to differ regarding policy wordings and the interpretation.  We can appreciate the frustration of the public in trying to understand insurers’ products, which are often considered a “grudge purchase”.  The point is to try to take the mystery out of our industry.  This is where distributors (especially intermediaries) could adopt a more proactive approach in ensuring that clients have a reasonable understanding of what they are insuring for and the terms and conditions that the policy is subject to.
Having said this, I realise that this process won’t happen overnight but cannot over-emphasise the importance of making sure that the public at least understand that, if values are understated, this negatively affects settlements in the event of claims.  Over-insuring does not result in higher payouts but simply higher premiums, which is detrimental to them.

There is a general awareness of rights and recourse available to individuals, in the event of being prejudiced.  In our industry, the ombudsman can attest to this and insurers have all felt the pain of rulings against them.  No doubt, at some point, insurers will take a close look at the role of intermediaries and call on them to account for their omission and failure to explain the terms of the policy to their clients; or worse, when the insuring public is pointed to their intermediaries to account directly to them.

The intermediary involved in this case was exonerated, which is credit to those professional intermediaries out there – we salute you and need more of your caliber.  However, things could have turned out differently.  My advice to intermediaries: “Make the client aware or beware, it may come back to bite.”
