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15 May 2002

Dr Kathleen Dermody

The Secretary

Senate Economics References Committee

Room SG 64

Parliament House

CANBERRA ACT 2600

Dear Dr Dermody

The Real Estate Institute of South Australia Incorporated (REISA) is deeply concerned with the ever-increasing premium fees for Professional Indemnity Insurance.  A random sampling of our membership shows a substantial increase to member premiums.

The table below demonstrates the extent of professional indemnity premium increases for real estate professionals in the last three years:

Country Independent Agent – Practises Domestic, Commercial & Valuations

	
	Premium
	Excess per claim
	Coverage
	Remarks

	
	
	
	
	NO PREVIOUS CLAIMS HISTORY.

Unable to find any insurer that will give $10m coverage.

This agent’s annual turnover does not meet the $10m requirements.

Agent needs $10m for SA Housing Trust tendering compliance.
Agent refused coverage for Business Sales.

	2000/2001
	$3,277
	$1,000
	$5 million
	

	
	$4,154
	$1,000
	$10 million
	

	
	
	
	
	

	2001/2002
	$4,982
	$2,500
	$5 million
	

	
	$7,729
	$1,000
	$10 million
	

	
	
	
	
	

	2002/2003
	$9,261
	$10,000
	$2 million
	

	
	$15,635
	$10,000
	$5 million
	


Metropolitan Independent – Practises Domestic, Commercial & Valuations

	
	Premium
	Excess per claim
	Coverage
	Remarks

	
	
	
	
	

	2000/2001
	$32,282
	$1,000 Domestic
	$5 million
	$10m aggregate in claims coverage in domestic & commercial valuations.

	
	
	$1,000 Commercial
	
	

	
	
	
	
	

	2001/2002
	$81,895
	$12,500 Domestic 
	$5 million
	

	
	
	$25,000 Commercial
	
	

	
	
	
	
	

	2002/2003
	$139,354
	$20,000 Domestic
	$5 million
	

	
	
	$35,000 Commercial
	
	


Metropolitan Franchisee – Practises Domestic, Commercial & Valuations

	
	Premium
	Excess per claim
	Coverage
	Remarks

	2000/2001
	$7,734
	$1,000
	$10 million
	

	2001/2002
	$13,218
	$2,500
	$5 million
	

	2002/2003
	$19,854
	$10,000
	$5 million
	


Metropolitan Independent – Practises Domestic

	
	Premium
	Excess per claim
	Coverage
	Remarks

	2000/2001
	$2,500.00
	$1,000
	$1 million
	

	2001/2002
	$3,800.00
	$5,000
	$1 million
	

	2002/2003
	$8,725.00
	$18,000
	$1 million
	


Metropolitan - Sole Trader 1 – Practises Valuations

	
	Premium
	Excess per claim
	Coverage
	Remarks

	2002/2003
	$9,000.00
	$25,000.00
	$2 million
	


Metropolitan - Sole Trader 2 – Practises Valuations

	
	Premium
	Excess per claim
	Coverage
	Remarks

	2002/2003
	$3,000.00
	$30,000.00
	$2 million
	


Note:  

· The premiums in the last three years have increased approximately 200 – 500%.

· The excesses have increased in some instances by more than 1,000%.

· The South Australian Housing Trust stipulates a $10 million aggregate coverage.

· There is no legislative requirement for land agents in South Australia to carry Professional Indemnity Insurance.

The onerous increase of PI Insurance, especially in country areas, has in some instances increased significantly to parallel an annual wage, thus having a negative impact on our 2000 members’ ability to employ and retain staff in an environment of excessively high insurance costs.

Our members are increasingly concerned as to the impact of these increases on their business activities and at the resultant inability to maintain their careers in real estate, especially in country areas and those members offering valuation services.

In addition, in the last month, REISA has been advised by a number of its members that the substantial premium increases in Professional Indemnity Insurance are forcing them to not renew their Professional Indemnity Insurance policies. This means that a number of real estate agents, in South Australia, may be operating without Professional Indemnity Insurance cover. The resultant effect will no doubt be detrimental not only to real estate professionals but also to those consumers who may become involved in real estate transactions which may give rise to a claim.

Consumers also now realize that the ever-increasing costs for Professional Indemnity Insurance are reflected in the costs of professional business expenses and these are passed on to the consumer as higher fees and expenses.

It is important to note that, in most instances, the residential home is an individual’s or a family’s most important financial asset.

As all states experience claims in differing areas of practice and to extremely differing degrees of financial commitment for real estate professionals, REISA believes an opportunity exists for the state governments to work together with the state Real Estate Institutes towards the possible creation of a self insurance scheme aiming to secure the employment of real estate professionals while at the same time safeguarding the interests of consumers in real estate related transactions.

In South Australia, the Land Agents Act 1994 provides for the existence of an Indemnity Fund.  The Act specifies the purposes, the funds held in the Indemnity Fund, could be applied for, providing a statutory safeguard for consumers in South Australian involved in real estate transactions.

The opportunity now exists for the state governments to consider ways for creating an accessible, cost effective Professional Indemnity Insurance scheme for real estate professionals, which will safeguard the interests of all Australians in real estate related transactions.

We look forward to both Federal and State Governments exploring all opportunities that will provide consumer protection for individuals’ and families’ most important financial asset.

Yours faithfully

Joyce Woody

Chief Executive Officer

cc:
The Hon Mike Rann, Premier of South Australia


The Hon Michael Atkinson, Attorney-General


REISA Board of Directors
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