Expectations gap
The expectation gap is the gap between the auditors' actual standard of performance and the various public expectations of auditors' performance (as opposed to their required standard of performance). Many members of the public expect that: 

· auditors should accept prime responsibility for the financial statements, 

· auditors 'certify’ financial statements, 

· a 'clean’ opinion guarantees the accuracy of financial statements, 

· auditors perform a 100% check, 

· auditors should give early warning about the possibility of business failure, and 

· auditors are supposed to detect fraud (See Wisconsin Law Journal article entitled, "Why Didn't Our Auditors Find the Fraud?").

Such public expectations of auditors, which go beyond the actual standard of performance by auditors, have led to the term 'expectation gap’. 

Professional indemnity insurance provides cover for claims brought against the policyholder due to their professional negligence.

There are three types of Professional Indemnity wordings:

Negligent act, negligent error or negligent omission

This indemnifies the policyholder against loss/circumstances incurred only as a result of their negligent act, negligent error or negligent omission in carrying out the policyholders business. This is the narrowest form of cover

Negligent act, error or omission

This indemnifies the policyholder against loss/circumstances incurred only as a result of their negligent act, error or omission in carrying out the policyholders business.

Civil liability

Some PI policies go further than the standard cover and provide indemnity 'for any civil liability'. This covers such areas as breach of contract, libel and slander. (Some standard cover policies may also include libel and slander as extensions to the policy wordings if required.)

Because the operative clause of a 'civil liability' policy is so wide, there is normally a long list of exclusions in order to exclude liabilities that should be covered elsewhere - otherwise things like Employers Liability (EL) and Public Liability (PL) might be covered.

Professions Commonly Purchasing Professional Indemnity Insurance

Professional Indemnity Insurance (PI) is typically obtained by business professionals who provide advice to their customers. There are two categories of businesses that purchase PI: voluntary and involuntary. The latter form of business is required to purchase cover by federal or state legislation.

Common industries to purchase PI include:

· Accounting and Financial Services

· Architecture

· Building Professions

· Charities

· Consulting

· Information Technology

· Legal (involuntary)

· Medical (involuntary)

· Transport Industries

What is Professional Indemnity insurance?
It’s the kind of insurance that protects your business from financially crippling and often reputation-damaging claims by dissatisfied clients. Because in this everything-by-yesterday world, even the most respectable companies can find themselves in dispute with a client over a mistake. Below we list some of the danger areas your business could be exposed to:

· Negligence: or breach of duty of care 

· Intellectual property: unintentionally infringing on others’ copyrights, trademarks, broadcasting rights, any act of passing off 

· Loss of documents/data: damaged, lost or stolen data and documents belonging to your clients 

· Dishonesty: liability arising from the theft of your clients’ money 

How will it protect my business? 

Professional Indemnity from Hiscox works in a number of ways:

1. It will cover you if you make a mistake in the professional services you have provided that leads to a dispute with a client. If the dispute becomes complicated and nasty, Hiscox can defend your claim - right through to the High Court, if necessary. Even if you lose, the policy will still cover you for any damages you then become liable for, subject to the level of cover your business is insured for.

2. The policy will also cover the cost of fixing any mistake on your part, thus avoiding a larger claim being made. Fixing a problem before it becomes an even bigger problem is simple common sense. Our approach helps all parties avoid wasting considerable time and resources on long and drawn-out litigation.

3. You are also protected if you lose or damage any clients’ documents in your care or if one of your employees are involved in the theft of a clients’ money.

Other benefits include:
· Direct access to specialist claims staff and advisors who understand your industry 

· Access to specialist legal teams to defend a claim in court 

· Avoiding large legal costs your business would otherwise have to pay for 

· Protecting your reputation as well as the bottom line 

How much PI cover do I need? 

No two businesses are the same and there is no single amount of cover that suits all. Nobody knows your business and the exposure it faces better than you. Our advice would always to buy as much cover as you can reasonably afford.

Often, your client will set a minimum limit of the indemnity they require. This can depend on the specific nature of the services you’ve been contracted to provide, or they could have a set limit for all their service providers. For example, many UK government departments will require their contractors and consultants to have at least £5 million of cover.

It’s also worth considering taking our retroactive cover for work that you’ve already completed before the policy commences. By doing this, you will have all bases covered. You will be asked whether you want retroactive cover when getting a quote on our website.

What is Professional Indemnity Insurance?

Professional Indemnity insurance covers small business people who provide specialist advice to other companies. People who are in the business of selling their skills or knowledge may wish to be protected in the event of a negligence claim as a result of services they have provided to a third party.

PI insurance will cover the costs of any compensation sought by a client as a result of negligence, and should also cover any legal costs.

Knowledge-based professionals, such as IT contractors, consultants, designers and engineers are increasingly likely to take out professional indemnity insurance, and some clients may insist that cover is in place before hiring your services.

What does the Professional Insurance cover?
· A negligent act, or error made during the course of your duties 

· Unintentional infringement of intellectual property rights 

· Loss of data or documents entrusted to you 

· Unintentional breach of confidence 

· Unintentional libel or slander 

· Dishonesty 

Things to bear in mind before taking out a PI policy 

1. Make sure you have an adequate amount of cover. Typical cover starts at around the £100,000 mark. Most experts suggest you take out as much cover as is reasonably affordable.

2. Consider taking out 'retroactive cover' - This will cover you for work done in the past, as well as in the future. You can even have your policy backdated to when you initially set up your business.

3. Is your profession / industry covered? - Most professions are covered, however a specialist insurer should be able to provide a tailored quote if not.

4. Run off cover - If you retire or change professions, this option will ensure that you are covered for claims made for many years into the future.

5. Limitations - Most insurers have restrictions, such as the maximum turnover covered by an 'off the shelf' policy, or the maximum number of employees you can have working in your business. Again, a specialist insurer should be able to provide a tailored quote if you need it.

What typically does a professional indemnity insurance policy not cover?

Many professional indemnity claims come some time (many years even) after you have provided the service to your client. As professional indemnity policies expire when they are cancelled you may not be covered if the claim is made after you cancel the policy even though you may have retired already. You may have to keep you professional indemnity insurance current for several years after you retire.

This same issue also arises if you switch insurers. If you switch insurers and someone makes a claim against you from a time you were with your old insurance company, your new insurance company will not protect you. You old insurance company will also not protect you as your insurance will have expired. Be mindful of this when switching insurance companies and ask your new insurer what provisions they have in the event of this occurring.

