
  
t 0800 20 50 43 

 
t 011 702 6600 
f 086 604 7232 
 011 702 6609 
 Private Bag  X106, Bryanston, 2021 
 
e info@yib.co.za 
 www.yourinsurance.co.za 

 
 

 
Yourinsurance Brokers SA (Pty) Ltd 

An authorized Financial Services Provider under Licence No. 25426 
VAT No. 4710224538 • Reg No. 2005/040670/07 

 
Directors: M.R. Allison (MS) AIISA (SA); O.C.L. Lister (British); P. Steffens (Australian) 

 

LIABILITY INSURANCE – What does it all mean? 
 

What is Liability? Any type of insurance policy that protects an individual or business from the risk that 
they may be sued and held legally liable for something such as malpractice, injury or negligence. Liability 
insurance policies cover both legal costs and any legal payouts for which the insured would be 
responsible if found legally liable. Intentional damage and contractual liabilities are typically not covered 
in these types of policies. 
 
Liability insurances cost a fraction of the price of paying large awards if your company is found negligent. 
Even if your company has not been negligent, the legal costs incurred in defending your company could 
cripple a business if not insured against. Taking out the RIGHT liability insurance is a prudent way to 
ensure that your business will survive even if you do make a mistake.  
 
Below we have prepared a brief description of certain aspects of liability to help you understand the 
differences and determine which liability cover would best suit your business 
 
PRODUCTS 
LIABILITY 

PRODUCTS 
INEFFICACY 

PRODUCTS 
RECALL 

PRODUCTS 
GUARANTEE 

DEFECTIVE 
WORKMANSHIP 

Covers liability 
arising when the 
harmful nature of 
the Insured’s 
Products causes 
Injury or Damage 

Covers liability 
arising when the 
Insured’s products 
do not perform as 
promised  

Covers the costs of 
recalling a product 
– if the product 
could incur legal 
liability 
(contamination 
could cause 
property damage or 
injury, sickness etc) 

Covers the cost of 
removal, repair, 
replacement, 
alteration, 
treatment or 
replacement of 
product which fails 
to perform its 
intended function 

Covers the 
consequential 
loss when a 
mistake is made 
and causes injury 
to a client, or 
damage to their 
property.   

Only covers 
liability arising out 
of Injury or 
Damage (no pure 
economic loss 
cover) 

Only covers 
liability arising out 
of a pure 
economic loss (no 
Injury or Damage) 

Only covers the 
costs to recall 
products already 
delivered to the 
insured clients 

 Only covers the 
damage, not the 
cost to rectify the 
damaged work 

 
An example case study provided by Camargue (An Underwriter of Niche insurance Products and 
provider of risk management solutions to a broad spectrum of industries in Southern Africa) 

The Insured manufactures tins. His customer (Mr Bean) manufactures baked beans and uses the 
Insured’s tins as part of the Mr Bean line of canned food products. After the canned food is distributed to 
retailers it becomes apparent that there was a serious manufacturing flaw in the tins supplied by the 
Insured. As a result of this flaw it is possible that many of the tins contain contaminated baked beans 
which, if eaten, could result in Injury. 

Although it is not clear yet which of the baked bean tins are contaminated, Mr Bean decides to recall all 
the baked bean tins before consumers eat the food and suffer Injury. 

Shortly after initiating the recall, Mr Bean sues the Insured for: 

1. The cost of recalling the canned food from the retailers 
2. The cost of the baked beans inserted into the tins 
3. The cost of the tins 
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Question: 

Which Sections or Extensions of the policy could be used to insure against the abovementioned losses? 

Answer: 

1. In terms of the cost of recalling the tins, there are two important facts to note here: 
1. (i)             There was no injury or damage at the time the recall was initiated, which 

means that we are dealing with a Pure Economic Loss.*   
2. (ii)           At the time when Mr Bean recalled the products he had not been held liable for 

any injury or damage arising out of those recalled tins. 
3. (iii)          It was not the Insured who initiated the Recall. 

It is unlikely that any section or extension of a normal liability policy can be used to cover this situation 
because: 

• The Products Liability Section of the policy covers Injury or Damage but not Pure Economic 
Losses. 

• The Insured’s Product Recall extension would not respond since it only covers a recall initiated by 
the Insured and not a third party. 

• The Product Inefficacy extension is not normally intended to cover the cost of recalling a product. 

Although this scenario would not be covered by the CGL policy, it would be covered by a third party recall 
policy. Third party recall policies are quite rare and most companies find then prohibitively expensive. 

*Note: Although it may be necessary to cause Injury or Damage to fix a pure economic loss, the 
proximate cause of the loss did not arise out of Injury or Damage. 

1. The cost of the baked beans inserted into the tins  

If Mr Bean’s property (i.e. the baked beans) had actually been damaged by the Insured’s Product 
then this would be a Products Liability claim. 

However in this case, Mr Beans property has simply been made less valuable by the threat that 
the Insured’s Product might malfunction. This would be covered by the Insured’s Products 
Inefficacy extension. 

2. The cost of the tins 
Covering the cost the tins provided by the Insured is a Products Guarantee claim. This is not 
covered by any Camargue policy. 

If you’d like to know more about Liability covers, what your business 
may need and what your exposures are, please contact Vanessa 
Hambridge (vanessa@yib.co.za OR 011 702 6600) and she’ll be happy 
to assist 


