SATSA Bonding Survey Q&A

Q:
A company like ours, which is a national member with branch memberships in place, will we pay one premium or one for each of our branch memberships?
A:
One of the conditions of the scheme is that all "members" must participate. Each separate entity that takes "deposits" would need to be separately covered. Therefore, each branch member is considered a separate member in this instance.  Conversely, if only one "member" exists, for example if one is liquidated, they are all liquidated, then there is only one member.  In this case the cover extends only as far as for one member.

Q: 
If 900 SATSA members contribute R400, the premium would be R360 000 for the cover limit of R1.5 Million.  This equates to 24% contribution to the cover limit. Isn’t this too high?
A:
Based on the future claims experience of the scheme, a "no claims" premium deduction of 45% would apply, thereby reducing the contribution to 13,2%.  Admittedly this is still higher than the UK rate of between 3 - 10%, but one must bear in mind that in the UK detailed underwriting is performed on each risk and the industry is regulated, so ALL operators have to be "bonded", which tends to reduce "negative" anti-selection of bad risks.  With all operators having to provide bonds the market is significantly bigger, resulting in a much bigger premium/risk pool.  As this is the only such proposed scheme/bond cover in South Africa, the risk is considered much higher and until some statistics are able to be recorded, no exact "correct" rate can be calculated.  But if a rate of 6,5% was used per member, then the cost on R300 000 cover would be R19 500 per member.
To provide cover of R1.5m over a membership of +/- 900 (with a maximum of R300 000 per member), premium at a lower rate would not be feasible.  If there was only one risk - i.e. SATSA, which could be properly underwritten, then the rate (after the no claim premium refund) could realistically be more market related.
 

Finally, no security is being taken on this scheme.  It is common practice overseas to register counter indemnities/sureties and in some instances even tangible securities.  Any bank guarantee would require either a personal guarantee or cash security.

Q: 
As the bond is limited to business conducted between SATSA members & non-SATSA members with monies held by a SATSA member, does this mean that there will be no cover for a member holding a deposit with a non-SATSA member? I appreciate that we should be working with colleagues within SATSA & we strive to do this, however there are times where we do not and this is not to be covered.
A:
The principle of providing a bond is to stand guarantee for the financial liability of the "member" to a third party.  The non-SATSA member is not party to this scheme so their obligation does not form part of scheme.
 

This question relates to credit insurance, whereby "debtors" are covered for a policyholder.  In this case each debtor would be pre-approved by the underwriter and a "limit" issued.  In the event of default by the debtor, the policyholder would claim on his insurance in terms of the policy.
 

Consequently, the bond provides assurance to third parties dealing with the members to the scheme in the event of their (the member's) default, not the default of other service providers/operators to the member.  One of the proposed benefits of dealing with a SATSA member is that if the scheme is taken up, any third party would be able to recover some of their financial loss if a member is involuntary liquidated.  Hence, if a member contracts with another member and the one is liquidated, the loss could be reduced.
 

It is suggested that a proper selection be undertaken before dealing with any "service provider" - ask them for a guarantee?
 

Q:
With the cover limited to R75 000 per member, what happens if by October 2006 SATSA has reached its maximum claim limit of R1.5m and a member is faced with a claim and this is the member’s first claim?


A:
Once the annual aggregate limit of R 1,5m is reached, no additional cover will be in place.  One must consider however, that SATSA members currently have no cover in place at all.
 


Limits need to be put in place somewhere.  It was considered that a nominal R75 000 per claim would be adequate in most instances, with a maximum of R300 000 per member (who defaults).  Until more accurate data is available to know what level of deposits are held by members, the amount is considered reasonable.  The R 1,5m aggregate was set as an initial base, and again until more data is available it is consider adequate.  If claims against members are likely to exceed this, then the risk is not acceptable to any underwriter under the current circumstances.

Q:
Having perused the proposed bonding scheme our company is of the opinion that the idea is excellent, as is the cost of participation.
 

However, am I reading and understanding it correctly when I understand it to apply only to deposits or advance payments made and would not come to our rescue if, for example, a travel agency or a tour operator owed us money for car rental on a monthly bill-back basis and then went into liquidation before paying us. If my understanding is correct then the bonding scheme would not really be relevant to those of us in the car rental business as service providers whose accepted method of payment by our clients is either on 30 account or prepaid and we do not have a situation where we would lodge a deposit or advance payment with another company.
A:
The bond would cover "third parties" who have deposited money with them (the SATSA member) in the event of them (the SATSA member) being liquidated and not having paid the money (deposit) over to service providers.
 

In other words, if a SATSA member has received (and not paid) deposits and goes out of business and is liquidated, but owes money to customers for these deposits received, then they (the customers) have the opportunity to recover at least some of their deposit.
 

This would not directly benefit the member per se, but provides financial security to their customers.  In time to come this will be regulated by government as it is overseas, whereby all travel agents, tour operators and the like (service providers to the tourist industry) have to have bonds in place to "protect" the consumer.
 

The members would financially benefit in the event of them having lodged deposits with another member who is liquidated, but not if the service provider is a "non-member" of SATSA.  A marketing benefit exists in that they will be able to provide their customers with security, and if they conduct business with overseas tourists, they are likely to have to provide them with a "bond" cover in the near future

Q:
Would a non-corporate customer be covered if they placed a deposit with me and I went belly up - i.e just Joe Soap in England who sends me R80 000 for his family holiday?
A:
The cover is intended for any third party conducting business with a SATSA member.  Non-corporate customers would be covered.

Q:
As an Associate Member, being an association ourselves, we have a reciprocal membership without exchange of fees whatsoever, and therefore have no right to vote.


Should the SATSA bonding scheme be accepted by the majority of your members, I assume that our German Reiseveranstalter will also be covered when placing a deposit with a SATSA member that becomes insolvent prior to the business be carried out.

A:
The scheme is intended to cover third parties depositing money with a SATSA member, and that SATSA member being involuntary liquidated. The point of an Associate Member having a reciprocal membership without fees has no effect. Any third party dealing with a SATSA member is "entitled" to recover losses incurred under the limits of the scheme. So yes, the German Reiseveranstalter would be covered.

Q:
Although I agree with the concept of insurance for members I object to the fact that failure to vote will count as a yes vote thereby favouring the implementation of the scheme.    
 
Kindly advise on the following;
· Has SATSA obtained legal opinion on this matter? 
· Was this "bonding scheme agreement" discussed fully at the various chapter meetings. 

· Will SATSA receive commission from the insurers (if so what percentage). 

A:
As to whether failure to vote is a “yes vote” – this is purely to try and make things easier for you, our members. 


Legal opinion was not taken on this matter and therefore it was the SATSA Executive Committee consensus that members who felt that the scheme was not applicable would object in writing as it is their right to do so.

 


The subject of bonding was initially presented by the insurers to members at the SATSA Annual Conference and 36th AGM, held in Durban on 3-4 June 2005 and has since been discussed fully at SATSA Executive Committee Board level. In addition, every effort has been made to forward detailed examples to every single SATSA member disclosing fully the operations of such a scheme. As to whether the detail of this scheme has been discussed at Chapter meetings, the Western Cape Chapter included the subject in their agenda for the meeting of 01 December, while the KwaZulu-Natal Chapter have addressed the subject at several of their meetings throughout the province. In addition, the SATSA President personally addressed the Eastern Cape and a Mpumalanga Chapter meetings to discuss the bonding issue.

 

With regard to the question of commission, SATSA will not receive any commission from the insurers on this policy, however a no-claim bonus could come into effect, for the good of all SATSA members, if this scheme ran without a claim in each year.

 

This bonding scheme is a pilot model in South Africa and when compared to the annual premium / member contribution, will be a major benefit to members that is not available at any other tourism association or tourism company in SA. 

