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Why Professional Liability for Consultants?
As a consultant you are generally selling your expertise or specialized knowledge. In doing so there becomes reliance upon that knowledge by your client.  In law; reliance imposes liability. 

For a consultant this is “Professional Liability” and is addressed through an “Errors & Omissions” or Professional Liability insurance policy.

Often a consultant’s client firm will have requirements of vendors and frequently the insurance specifications are not clearly understood.

General Liability is sometimes requested of consultants who will come onto the client site. The client is seeking some form of “financial responsibility” particularly in the event that the consultant damages, say a very expensive piece of the clients equipment.  It does not provide any protection from errors in your work. Professional Liability does just that.

A professional liability insurance policy is essentially an insurance which provides the resources and funds to defend an allegation of professional negligence.  EG if you are perceived to have given a wrong opinion or things don’t work out the way you said they would (by virtue of your specialized knowledge).  Everybody makes mistakes but regardless of whether you have or not, you may be alleged to have made an error or been negligent enough to cause your client a pecuniary loss. 

A professional liability policy will defend such allegations made against you. Over 50% of the sums paid by insurers for E&O claims are actually paid in defense or legal costs through defending the policyholder’s position.  There are very few court judgments against consultants as underwriters prefer to work toward settling any legitimate claim and in doing so, mitigating a pecuniary loss. A monetary loss that can ruin the consultants livelihood. 

Because of the way they are written, professional liability policies should be kept in force beyond the term of the engagement. When a claim surfaces it is often well after the engagement has ended and that is when the protection will be required.

Professional Liability policies vary widely. Some are expensive with narrow coverage whilst others are broad and cost effective. Some will even include “general liability” coverage.  It is best to utilize the services of a broker to obtain the appropriate coverage at reasonable cost. 

The description of operations in your policy should be broad yet the pricing should be based only upon the work and activities the consultant actually performs. 

If you do take on contractors and have purchased liability coverage you should be sure the contractors are covered under your policies.  This may add some expense but in doing so you may be able to claw back some of the premium cost from them.

Likewise, as a consultant you may be added to the policy of your client, however, this only really serves to protect the client. If the client is alleged to have caused damages to a third party because of your real or alleged negligence their policy may respond to the third party, however, the client may well turn to the consultant for indemnification to make things right. 

Attempting to remove any responsibility of the consultant through a contract rarely works. Such language will be challenged and defending it will always be expensive.  

As always; it’s always cheaper to have insurance than not to have insurance in the event of any claim.  

It costs nothing to get a quote which can then be built into your engagement pricing. 

Red Lion Insurance specializes in securing liability insurance for consultants of all types. 

As insurance brokers Red Lion acts to represent the policyholder in the best possible light. As advocates brokers are obliged to obtain the broadest coverage at the best possible price and are not tied to certain carriers.
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