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1. Introduction 

The Masthead Financial Advisors Association (“the Association”) is an association of approximately 

3,800 independent financial advisors.  What makes the members of Masthead independent is the fact 

that they work for themselves and they act under FSB issued licences.  Independent financial advisors 

(“brokers”) represent or are mandated to act for an authorised financial services provider 

(“brokerage”) through which they provide advice and/or intermediary services to customers. 

2. Application 

Our comments are limited to the following sections: 

 Section 2(b)(iii) seeks to exempt “a Category I FSP who is authorised to render financial services in 

respect of the financial products Long-term insurance subcategory A and/or Friendly Society 

Benefits only;” from maintaining any form of professional indemnity or fidelity insurance. No 

distinction is made between the abovementioned FSPs which do collect premiums and those 

which do not. In our view, there is a risk to customers in those cases where the FSP is collecting 

premiums.  Given the typically lower income levels of the customers served by such FSPs, and in 

many instances their inability to absorb any financial losses, we believe that there may be a case 

for a reduced level of PI Cover and Fidelity Insurance in order to provide some protection for 

customers.  

 Section 2(b)(iv) will exempt “a representative of an FSP”.  While we recognise that the 

responsibility for the activities of representatives rests with the FSP itself, it is also our view that 

the level of risk to which an FSP is exposed increases with each additional representative 

appointed to its licence.  Our concern here is that FSPs should have sufficient cover in place to 

enable their business to continue without interruption in the event of a claim(s). We would 

therefore suggest that where an FSP has more than one representative, the minimum level of PI 

Cover should be higher than an FSP with only one rep. 

3. General Requirement 

 We support National Treasury’s objective of ensuring a sustainable financial services industry.  In 

light of this, we support the requirement for FSPs to maintain professional indemnity insurance 

cover and where required, fidelity insurance cover issued by a registered insurer in order to 

protect the business of an FSP in the event of a claim.  Obtaining the required cover from a 

registered insurer which is regulated by the FSB will provide the FSP with a greater level of 

protection and, therefore, also customers.  In principle we have no objection to the removal of 

the option for FSPs to maintain suitable guarantees instead of professional indemnity insurance 

as the majority of our members have, in any event, elected to maintain professional indemnity 

insurance.  

 The requirement to maintain cover “… for all the business activities which it carries on, or for which 

it is responsible …” appears to go wider than necessary. We would suggest that the cover should 

only be required for those activities carried out within the business of the FSP which relate to the 

rendering of financial services as defined in the FAIS Act.   
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4. Minimum Levels of Insurance 

Before addressing each category of FSP required to hold different levels of cover, we would like to 

provide general comment in relation to the minimum levels of insurance required.   

The initial requirement for cover was prescribed some 6 years ago in Board Notice 123 of 2009.  If one 

takes into consideration inflation, the levels of customer income, potentially more customer 

complaints today vs 6 years ago, higher legal costs and assumed growth in the business of an FSP over 

that time, then one would expect that the level of cover needed today should be greater than 6 years 

ago. Therefore, the minimum level of cover prescribed at that time is, in our view, no longer sufficient.  

Professional Indemnity insurance provides cover for work done today at the level of cover which an 

FSP has today.  This means that even if the claim event takes place at some time in the future, the 

level of cover available to the FSP will be limited to what it was when the financial service was actually 

rendered.   While we recognise that smaller FSPs are in many instances more cost-sensitive than larger 

ones, particularly in the current economic climate, it is our view that ensuring that an FSP is adequately 

protected is paramount to ensuring sustainability. Given that legal costs are included in the gross 

cover, the effective cover is lower than the prescribed minimum. 
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Keeping our views set out above in mind, we provide comment below in respect of Table A: 

 

TABLE A as set out in the Draft Notice 

Masthead Commentary 
Category of FSP Professional 

Indemnity 
Insurance 

Fidelity 
Insurance 

Category I (FSP does 
not hold client assets 
or that does not 
collect, hold or 
receive premium or 
other monies 
payable in respect of 
a financial product) 

R1 million Not 
Applicable 

We are concerned, as set out in our general 
comments above, that the minimum level of 
cover prescribed remains unchanged and is 
insufficient to adequately cover even a 
smaller FSP.  Furthermore, the greater the 
number of Representatives appointed to an 
FSP, the greater the level of cover should be.  
While we accept that it is proposed in Section 
3 that an FSP must maintain "at all times 
adequate and suitable" cover, we are 
concerned that by leaving the minimum 
requirement unchanged, the actual cover 
taken up by FSPs will largely remain in line 
with the minimums. While we acknowledge 
that this does have an impact on costs in FSPs, 
we propose that the minimum level be 
increased to at least R2 million1. 
 
For every additional representative appointed 
to an FSP, the interaction with customers 
increases and as a result, the risk to the FSP is 
also increased.  This means that an FSP should 
increase the level of cover as the number of 
representatives increases.  Therefore, we 
would suggest that the minimum level of 
cover is increased based on the number of 
representatives.  For example, if the FSP has 
between 3-5 representatives, the minimum 
level required should increase to R3 million, 
between 5 – 10 representatives the minimum 
level should increase to R4 million etc.  

Category I (FSP holds 
client assets or that 
does not collect, hold 
or receive premium 
or other monies 
payable in respect of 
a financial product) 

R1 million R1 million 1.  We assume that the word "not" before 
"collect, hold or receive" has been included 
erroneously.  
2.  Our comment above in relation to the level 
of cover applies. 

                                                
 
1 The view from an established PI provider is that the minimum adequate cover should be closer to R5 million. 
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Category II R5 million R5 million In principle we do not have any objection to 
the requirement for all Category II FSPs, 
irrespective of whether they receive or hold 
client assets, to maintain both professional 
indemnity and fidelity insurance cover.  Again, 
we question the minimum levels which 
remain unchanged from 2009.  

Category IIA R5 million R5 million In principle we do not have any objection to 
the requirement for all Category II FSPs, 
irrespective of whether they receive or hold 
client assets, to main both professional 
indemnity and fidelity insurance cover.  Again, 
we question the minimum levels which 
remain unchanged from 2009. 

Category III R5 million R5 million Our concerns set out above in respect of 
unchanged minimum levels apply.  

Category IV (FSP 
does not hold client 
assets or that does 
not collect, hold or 
receive premium or 
other monies 
payable in respect of 
a financial product) 

R1 million Not 
Applicable 

Our concerns set out above in respect of 
unchanged minimum levels apply.  

Category IV (FSP 
holds client assets or 
that does not collect, 
hold or receive 
premium or other 
monies payable in 
respect of a financial 
product) 

R1 million R1 million 1.  We assume that the word "not" before 
"collect, hold or receive" has been included 
erroneously.  
2.  Our concerns set out above in respect of 
unchanged minimum levels apply.  
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5. Terms to be incorporated in the insurance 

(a) We support the requirement for FSPs to have cover in place which must include its employees 

and appointed Representatives.  

(b) We support the requirement for all cover to include a separate benefit in respect of legal 

defence costs, hence our comments above in relation to the level of adequate cover.   

(c) We propose that it should be mandatory for all cover to also include a benefit in respect of 

dishonesty/fraud by employees and representatives of the FSP.  It is our view that where FSPs 

employ staff and/or representatives, even where they do not receive, collect or hold client 

assets, they are exposed to the risk of fraudulent activities by such staff or representatives 

which could result in the prejudice and/or financial loss of customers.  Without the 

appropriate cover in place, the ability for an FSP to absorb the impact of such loss and/or 

prejudice to customers may be limited.   

6. Conclusion 

In conclusion, it is our view that it would be prudent for the Regulator to consider the impact of a 

claim event on the financial security of an FSP, in particular those FSPs which do not have a large or 

corporate balance sheet upon which they can rely.  One of the key objectives of National Treasury is 

to achieve greater financial inclusion.  We believe that an important part of ensuring that this objective 

can be achieved is to support and protect independent financial advisors who are well positioned to 

provide accessible financial advice to customers.  Whilst we do recognise that there will be cost 

implications for an FSP should the minimum levels be increased, it is our opinion that the risk of 

insufficient insurance is one which independent financial advisors, especially smaller ones, can ill-

afford.  

 

Ian Middleton 
Managing Director 
 
 
 
 
 
 
 
 
 
 
 
 


