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OSTI WELCOMES ADVOCATE CLIVE PILLAY, OMBUDSMAN FOR BANKING SERVICES
AND MR. JONATHAN DIXON, DEPUTY EXECUTIVE OFFICER: INSURANCE AT THE
FINANCIAL SERVICES BOARD, TO ITS BOARD
The Ombudsman’s Office is pleased to welcome Advocate Clive Pillay, the Ombudsman
for Banking Services and Mr. Jonathan Dixon, Deputy Executive Officer: Insurance at
the Financial Services Board (FSB), to its Board.
Advocate Pillay was appointed as the Ombudsman for Banking Services from May
2007. He previously served as a Judge of the High Court on numerous occasions and
in 2004 he joined the National Prosecuting Authority as a Deputy Director (Asset
Forfeiture Unit). In 2006 he was appointed as the acting Regional Head
of the Asset Forfeiture Unit for Gauteng. Advocate Pillay has also
lectured at the University of Port Elizabeth and the School for Legal
Practice. He also serves on the Board of UNISA’s Graduate School
for Business Leadership. On his appointment to the OSTI Board,
Advocate Pillay says, “I am honoured to have been appointed to
the Board of OSTI and intend to make a meaningful contribution to
its deliberations.”
Jonathan Dixon was appointed as the new Deputy Executive Officer: Insurance at the Financial
Services Board, by the Minister of Finance on the 1st April 2008. Prior to joining the FSB,
Jonathan was the Chief Director, Financial Sector Policy at the National Treasury, responsible
for policy co-ordination and regulatory oversight of the financial sector. Jonathan replaces
Patrick Ward, also from the FSB, on the OSTI Board.
OSTI wishes both new Board members every success during their tenure and
would like to take this opportunity to thank Patrick Ward for his contribution to the
Board and Office.

PROFILING NEW STAFF MEMBERS
In the last quarter, three new staff members have joined
the Ombudsman’s Offices. A warm welcome to:

WILLIAM (”BILLY”) DOUGLAS ASSISTANT OMBUDSMAN
William hails from the West Rand and studied at the Rand Afrikaans University
where he obtained his BA Law Degree, which was followed by a B. Proc Degree
through UNISA. After completing his articles with Brugmans Inc, he was employed
by them as a Professional Assistant. Billy started his own law firm before joining
the insurance sector. He joined the Office as Assistant Ombudsman in 2008.
In his spare time he enjoys the outdoor life with his family and friends.
SHARON ANDERSON SECRETARY TO ASSISTANT OMBUDSMAN, BILLY DOUGLAS
Sharon was educated in Bloemfontein and at first studied to be a primary school
teacher before she decided to pursue a secretarial career. She worked in the banking
sector before joining the Ombudsman’s Office as a secretary in 2008.
Sharon enjoys spending time with her two children, socialising and reading in her
spare time.
COLLEEN NEUSE SECRETARY TO ASSISTANT OMBUDSMAN, DARPANA HARKISON
Colleen has a legal background, with a BA Hons in private law and psychology.
Being a people’s person, she runs a trauma counselling practice after hours and
enjoys being able to help the public both in the practice and at the Ombudsman’s
Office. Colleen joined the Office as a secretary in 2008.
Her greatest joy is to spend time with her family.
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RISING STARS, PROMOTIONS IN THE OFFICE
Congratulations to Edite Texeira-McKinon (left below) on her
promotion to Senior Assistant Ombudsman and to Louisah
Letlhabe (far right) on
her promotion to
Complainant
Liaison Officer.

UNDERINSURANCE AND THE APPLICATION OF AVERAGE
BY BELINDA WHEATCROFT, ASSISTANT OMBUDSMAN
Why is there underinsurance?
Although by no means exhaustive, I will discuss some of the reasons that, in our experience, cause underinsurance
of insured property.
a) The economy
One of the main reasons for underinsurance is the impact of the ever-increasing cost of living.
With the passing of the National Credit Act, which became effective in June 2007, it is becoming increasingly difficult
to obtain finance for assets such as houses and motor vehicles. According to a recent report by the Sunday Times, the
number of houses that have been sequestrated and put up for auction has quadrupled over the last year. Current
interest rates are sitting at 15.5% and are set to increase.
Fuel prices have increased dramatically over the last year. As at the 04th of June
2008, 95 Octane unleaded petrol was priced at R9.96 per litre, as apposed to
R7.24 at the same time last year. Diesel has increased from R6.25 to R10.80
for the same period.
At the end of June 2008, Business Day reported that “further price increases
of goods leaving factories, mines and farms surged by a shocking 16,4% during
the previous month — the biggest annual rise in 19 years — worsening the
inflation outlook and prompting speculation that South Africa may face two
more interest rate hikes this year”.
The huge rise in the cost of living has also resulted in a dramatic increase in
the replacement cost for household goods as well as building costs. Very
few people realise that insurance for your contents and structure is on a
replacement basis and, as such, the sum insured should be adjusted regularly
to reflect the increases.
b) How the policy is sold
Many prospective policyholders’ main concern with regard to
insurance is to insure their motor vehicles. Little or no regard is
given to insuring the contents of their homes, as people generally
believe that they would not be able to afford contents cover.
When obtaining quotations for motor insurance, policyholders
will learn from their broker or insurance consultant that their
motor premium will be reduced if the business is supported,
i.e. if the policyholder takes out homeowners or contents
insurance at the same time. Many people will elect the
minimum cover the insurer offers in order to obtain a reduced
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UNDERINSURANCE AND THE APPLICATION OF AVERAGE
BY BELINDA WHEATCROFT (ASSISTANT OMBUDSMAN) (continued)
motor premium despite recommendations from the broker or insurer to ensure that the contents of their homes are
adequately insured for replacement value.
c) Insuring more or better
Another reason for underinsurance in terms of homeowners insurance is that consumers fail to adjust their sum insured
when they have made improvements to their properties. Adding a new kitchen, room, swimming pool or lapa will add
value to the property and also increases the replacement value of the home.
It is important for consumers to remember that they are insuring the actual property and not the remaining balance of
their bond. Many consumers also believe that they should insure for market value, whilst the sum insured should be
based on the replacement (rebuilding) value of the property, which would include demolishing and professional fees.
When new furniture or appliances are purchased, few consumers realise that they might also need to update their sum
insured. This is especially relevant when high value items such as big screen plasma or LCD televisions sets or jewellery
are purchased.
Determining the sum insured
When considering the correct amount to insure the contents of a home, consumers should not think about the price
they may have purchased the items for but, rather, what it will cost them to replace these items. Not much regard is
given to items that have been received as gifts and this could have a detrimental effect on the adequacy of the sum
insured. Jewellery is particularly problematic as most people will receive jewellery as gifts and consider it offensive to
question the value of such items. However, in order to be adequately insured it would be in the interest of the consumer
to obtain valuation certificates for items of value.
With regards to homeowners insurance most finance houses will offer insurance through their own insurance companies
which use bank valuators to determine the replacement value of the property on behalf of the insurer. Although the
role of the valuator is to establish the value of the property the valuator is not qualified to determine defects in the
design/construction or to identify problems associated with poor maintenance of the property.
Most homeowners’ insurance policies have an escalation clause which adjusts the sum insured upwards on an annual
basis in an attempt to ensure that the sum insured rises in line with inflation. This is, however, not a precise science
and homeowners are cautioned to ensure that their sums insured are adequate in the event of a total loss.
Average
There are different motivational factors as to why people are underinsured, however, the result of underinsurance will
be that in the event of a claim the insurer would be entitled to apply average to the claim. This means that the insured
shall be his/her own insurer to the extent of the underinsurance and will bear part of the loss as a penalty for being
underinsured.
Whilst underinsurance will affect motor, household and homeowners insurance, an insurer will not apply average to
motor claims. Should a vehicle be underinsured, an insurer will limit their payment to the sum insured. It is important
to remember though that if the insured is not indemnified (paid the market value) then the insurer has no automatic
right to the salvage.
It is however common for consumers to overinsure their vehicles. The value of vehicles depreciates on a monthly basis
and consumers omit to reduce the sums insured accordingly. It is advisable for consumers to review the value of their
vehicles every three months and to adjust their sums insured accordingly. Underinsurance of vehicles usually occurs
when consumers forget to make mention of extras to their vehicle, such as mag wheels or sport kits.
When household or immovable property is underinsured the insurer will apply average to a claim. In order to determine
the extent of underinsurance, an insurer will apply the following traditional calculation of average:

Sum insured (as at the time of loss)

x

Loss

Total value at risk
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UNDERINSURANCE AND THE APPLICATION OF AVERAGE
BY BELINDA WHEATCROFT (ASSISTANT OMBUDSMAN) (continued)
At face value this formula is uncomplicated and, generally, the application of the formula will result in the fair and just
settlement of claims when it has been determined that the contents are underinsured. The contentious issue in this
equation is, however, how the value at risk is determined.
Considerations when applying average
In order to determine the value at risk one has to examine the cover provided by the policy. Normally the value at risk
would be calculated by doing an inventory on the goods still in the house (in case of householders insurance) and
calculating the replacement cost of these. Then the value of the claim is added to give you the amount that the contents
should have been insured for.
Most household policies, for instance, contain exclusions and/or limits in order to reduce the insurer’s exposure against
certain losses. Typically, policies would limit unspecified items such as precious metals and stones, jewellery, rugs and
carpets to a maximum claimable amount of one third of the contents sum insured.
When one considers such a limit, it is clear that in the event of a substantial claim, the insurer would not pay more than
one third of the sum insured in respect of items described in the stated limit. Effectively the total value of goods, described
in this type of limit, in excess of one third of the sum insured becomes uninsurable and should thus not be included in
the calculation of the value at risk.
The Office of the Ombudsman is of the opinion that an insurer cannot include the uninsurable value of a claim/property
insured in its settlement calculations. In terms of our view of the law an insurer should therefore consider the policy
limits described in their policy wording before applying the traditional calculation of average.
For more information, please contact Belinda Wheatcroft, Email: belinda@osti.co.za

VESA APPROVED
What does it mean if the insured’s policy states that his/her vehicle needs to be fitted
with a VESA approved system?
The Ombudsman’s Office spoke with Louise Taljaard, Marketing and PR Consultant
for VESA and this is what she had to say, “If the Insured’s short-term insurance policy
states that his/her vehicle needs to be fitted with a “VESA Approved...”, “VESA
Level...”, “VESA...”, etc. it means that the system is required to be ABS Test House tested, installed by a VESA Member
and issued with a VESA Certificate as proof of compliance. As “VESA” / “ABS”, “VESA Approved”, etc. are all registered
trademarks of VESA, the Insured will not be conforming to his/her policy requirements should a VESA Certificate as
proof of compliance not prevail. Therefore, to ensure that a vehicle theft claim is paid out, the Insured should provide
the Insurer with a VESA Certificate as proof of compliance with the terms “VESA Approved”.
The VESA Certificate issued to the Insured and Insurer means that the following process was followed:
1) The “ABS Approved” product that was fitted was tested against set product specifications and therefore
complies to these environmental, electrical and operational standards. The ”ABS Approved” also implies that
the product is re-tested annually to ensure consistency in the quality.
2) The product was installed by a VESA approved fitment centre where the fitment itself has to conform to set
standards of infrastructure and operation and the installation in itself is done according to a set VESA Installer
specification.
3) The Installer’s quality of installations/inspections as well as their tools are verified and evaluated at least every
4-6 weeks by a VESA Technical Advisor and actual installations are audited on a random basis.
4) A VESA certificate was completed on-line onto the VESA Database and a copy issued to the client.
5) The Insured’s address and contact details, vehicle registration-, VIN- and Engine Numbers were recorded on the
VESA Certificate together with product information, Installer ID Number and installer membership number for
future reference should there be a vehicle theft claim and as a means of confirming that the information is authentic.
6) Vehicle tyre treads, vehicle external condition, etc. was inspected and the condition noted on the VESA Certificate.
Extras such as make/model of a radio/CD type, etc. could be noted on the VESA Certificate.
Therefore “VESA Approved” means more than just a product. It is a full service offering provided for the benefit of
the Insured as well as the Insurer, to minimise vehicle theft losses.”
For more information contact VESA on 011 315 3655, email: marketing@vesa.co.za or visit their website
at www.vesa.co.za
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OMBUDSMAN’S ADVICE: CASE STUDIES
A WATERY END
The Insured filed a claim for damage to his cell phone which had suddenly
stopped working. On inspection it was established that the Insured’s handset
had been damaged by fluid. The Insured was not able to state how this could
have happened or what fluid had caused the damage. It was a possibility
that the handset had been exposed to excessive humidity or steam.
The Insurer declined liability for the claim on the grounds that there was no
cover for the loss in terms of the general conditions applicable to all sections of
the policy, and that the claim also fell within the ambit of an exclusion which provided
that the Insurer will not be liable to repair or replace any damaged equipment if “the loss or damage is
caused by exposure to sand, soil, powder, water or other liquid.”
The Ombudsman, after reviewing the facts of the matter and the applicable policy wording, agreed with
the Insurer’s contention that the damage appears to have been caused by an excluded peril, namely
water or liquid.

SLUDGE AS A PRE-EXISTING CONDITION
The Insured purchased a second hand VW Caravelle motor vehicle through a dealer. At the time of purchase
the Insured was offered a Motor Warranty Policy which he agreed to purchase. At the time of purchase
the Insured was advised that if anything should happen to the engine of the motor vehicle this would be
covered. No policy document was available for inspection by the Insured and none was subsequently
furnished to him.
The day after taking delivery of the vehicle the Insured noticed that the cylinder
head on the engine appeared to be “full of holes”. He took the matter up with
the dealer only to be advised that there was nothing that could be done about
this and that he should not concern himself with this.
A month after purchasing the vehicle the engine seized causing a conrod to
break and to go through the side of the engine block, destroying the engine.
A claim was made in terms of the policy, but liability was rejected by the Insurer
on the grounds that the failure had resulted from a pre-existing condition. It
was maintained that the sump and oil pump on the engine were clogged up with
a thick sludge which had restricted the oil flow to the rest of the engine. This later
caused the engine to seize. The Insurer further alleged that the build up of sludge and oil arose from the
fact that the vehicle was not serviced previously, or had not been correctly serviced.
Upon further enquiry it appeared that whilst water was noted in the oil pump, it was still functioning. The
exact cause of the failure of the conrod could not be pinpointed. The Insured also pointed out that he
had been advised by the dealer that the vehicle had been fully serviced prior to delivery to him. The
Insured obtained from the dealer an invoice reflecting the purchase of a new oil filter for the vehicle and
oil.
The Ombudsman pointed out to the Insurer that there was no evidence of the vehicle suffering from a preexisting defect and that even if there were holes in the cylinder head; this clearly had nothing to do with
the failure of the engine. The vehicle had been in good working order at the time of delivery to the Insured
and if there was any uncertainty as to the cause of the failure of the engine, then the benefit of the doubt
should be given to the Insured.
The Insurer subsequently agreed to accept the claim and to pay to the Insured the maximum benefit in
terms of the policy.
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OMBUDSMAN’S ADVICE: CASE STUDIES (CONTINUED)
MATERIAL NON-DISCLOSURE OF A CIVIL JUDGEMENT:
The Insured submitted a claim for accident damage to his vehicle. The claim
was rejected on the basis of the non-disclosure of a civil judgement. The
Insured stated that he was unaware of the judgement prior to the inception
of the policy. He only became aware of the judgement when the claim was
rejected. The Insured then produced a letter from the Judgement Creditor
confirming that the judgement debt had been settled. Upon receipt of the
Insured’s complaint, the Insurer requested proof of the date on which the
judgement debt was paid. The judgement debt was settled in 2002 and the
Insurer then agreed to settle the claim in full.

CLAIM AUTHORISED AND HANDLED UP TO PAYMENT STAGE CLAIM THEN REJECTED
On 12 May 2007, the insured was involved in a collision. According to the
insurer, the vehicle was a write off. The claim was authorised and handled
up to payment stage and then rejected, when the insurer’s agent advised that
there was an unpaid premium. In the interim, the insurer’s salvage contractor
had proceeded to repair the vehicle. The insurer offered the vehicle back
to the insured, who refused to accept same, as the vehicle was now a
code 3- licensed vehicle.
Ombudsman’s Response:
The Ombudsman pointed out to the insurer, that as the insured was now prejudiced by the insurer’s
actions, the claim had to now be dealt with in its normal course. The insurer agreed to admit the claim
and dispose of the salvage.

FROM THE NEWSROOM: LATEST MEDIA RELEASE
THE OMBUDSMAN FOR SHORT-TERM INSURANCE REMINDS CONSUMERS OF THEIR RESPONSIBILITIES
IN PAYING INSURANCE PREMIUMS
The Ombudsman for Short-Term Insurance says that it is not the responsibility
of insurers’ to remind consumers to pay their insurance premiums each month.
This responsibility remains squarely with consumers.
Consumers need to check their policy wording very carefully regarding the
debiting of premium from their bank account and to ensure that there are always
sufficient funds in their account to cover the premium and to check their bank
account statements on a regular basis to ensure that the premium has been
debited. Should the policy lapse, in terms of the Policyholder Protection Rules,
insurers are obliged to allow the insured a period of fifteen days grace and
the insured will still enjoy cover during this period. Insurers usually re-debit the insured’s account after fifteen
days.
Most insurance policies are considered monthly policies, however if it is an annual policy one can either pay
a lump sum of premium for a full year or pay the annual premium on a monthly basis.
“The onus of paying insurance premiums and ensuring that one’s account has been debited correctly falls
squarely on the shoulders of the insured”, says Ombudsman for Short-Term Insurance, Brian Martin. Consumers
need to be vigilant in providing their insurer with changes to their bank account details. When notifying your
insurer of a change, keep a record of the correspondence. Remember each policy is unique and has its own
set of conditions. “When an insured signs up for cover, they must know what is expected of them and comply
to enjoy the cover. Insurers may cancel your cover if you are an intermittent payer”, says Brian.
The Ombudsman has secured an agreement with insurers that should the premium not be paid as a result
of a banking error, that the insurer will then consider the claim sympathetically.
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REPORT BACK ON RECENT EVENTS
ANNUAL GENERAL MEETING
The Ombudsman’s Office held its Annual General Meeting on 20 May 2008 at
the Killarney Country Club. At the AGM a final resolution was taken regarding
outstanding payments to the Office in that should an insurer not make
payment, a letter will be sent to the respective Chief Executive Officer
requesting payment. Should no payment be received following this
communiqué, the insurer will be requested to explain why no payment
has been forthcoming at the next AGM of the Ombudsman Office and
may face expulsion.

OSTI BOARD STRATEGIC PLANNING SESSION
The Board of the Ombudsman’s Office held its Annual Strategic Planning/Review
Session on 11 June 2008 at Villa Arcadia in Parktown.

WHAT DOES THE OMBUDSMAN DO?
The Ombudsman for Short-Term Insurance resolves disputes
between Insurers and consumers in an independent, impartial,
cost-effective, efficient, informal and fair way.
The Ombudsman is appointed to serve the interests of the
insuring public and the short-term Insurance Industry. The
Ombudsman acts independently of the Insurance Industry in
all complaints. All members of the South African Insurance
Association conducting personal lines insurance have voluntarily agreed to accept the Ombudsman’s formal
recommendations.
If you have a formal complaint or require assistance please contact the Ombudsman’s Office by calling
0860 726-890 or visiting our website at www.osti.co.za, where application forms can be downloaded.
CONTACT US
If you would like to be added to our mailing list, please contact us on:
Tel: 011 726-8900, Fax: 011 726-5501 or email: info@osti.co.za
For more information on our activities, please visit our website at www.osti.co.za
We welcome any feedback or comments you may have.

Copyright subsists in this newsletter. No part of the newsletter may be
reproduced, transmitted or downloaded in any form or by any means, without
the permission of The Ombudsman for Short-Term Insurance.
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