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It’s ironic that a profession dedicated to minimizing �nancial risks is so fraught with
risk. While many business owners worry about liability and property risk — especially
in the immediate wake of Hurricanes Harvey and Irma — insurance for ...
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What Accountants Need to Know About
Professional Liability Insurance
By Charong Chow

It’s ironic that a profession dedicated to minimizing �nancial risks is so fraught with
risk. While many business owners worry about liability and property risk —
especially in the immediate wake of Hurricanes Harvey and Irma — insurance for
accountants usually means professional liability insurance, which is sometimes
called errors and omissions (E&O) insurance.

There are a great many choices when it comes to accounting insurance. Sometimes,
wading through the choices is such a chore that many busy professionals are
tempted to simply go without insurance and chance a lawsuit.

A good insurance broker, who knows both you and the industry, is invaluable here.
Individual shopping is very time-consuming, mostly because with each new contact,
one must start over from the beginning. On the other hand, a broker who deals in
professional liability insurance for accountants does all the legwork, so you can focus
on adding to your clients’ bottom lines.

The Risks

CPA lawsuits are nearly always expensive and protracted. In fact, the average weak
claim costs $3.7 million in legal defense fees and requires 3.7 years to conclude. These
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�nancial and temporal costs may well be debilitating even for larger �rms, so just
imagine what they mean to solo or small-�rm CPAs. In this context, a “weak claim”
is one that either the judge throws out of court on procedural or evidentiary grounds,
or one that results in a legal fees-only settlement (no money to the plaintiff). If the
quintessential Pyrrhic victory is the best possible outcome in these matters, one
hesitates to think about what the worst possible outcome looks like.

In addition to the expense, the likelihood of a lawsuit is the second signi�cant risk
that E&O insurance and help minimize or eliminate. Lawsuits can come from a
myriad of sources, such as:

Alleged errors,
Professional negligence,
Breach of professional duty,
Misleading or misinterpreted statements, and
Performance-related claims.

In civil court, the burden of proof is very low, especially at the pretrial phase. As a
result, almost any claim that has any evidentiary support whatsoever will survive
the summary judgement phase, a result which makes a lucrative �nancial settlement
(lucrative for the plaintiff, that is) almost inevitable.

Professional Duty

The low evidentiary threshold is even lower in many accounting insurance cases, if
the accountant has a �duciary duty to the client. Basically, this duty applies if there is
a high degree of trust in the accountant-client relationship. Some examples include:

Estate trustee, administrator, or personal representative,
ERISA plan adviser, and
Investment adviser or stockbroker.

In other accounting insurance cases, the “reasonable professional” standard applies.
So for example, if most of the other accountants in that area give separate EITC
questionnaires to their tax preparation clients, a failure to do so may be negligence.

Types of Accounting Firm Insurance Policies

Regardless of type, these policies cover not only legal fees and costs related to a
vigorous defense, but also any settlement costs. As a result, even if the covered CPA
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was clearly at fault, the CPA pays nothing except the deductible, unless the lawsuit
involves intentional wrongdoing. The two general types of policies are:

Occurrence Policy: Assume a CPA is allegedly negligent in 2014, her professional
liability insurance for accountants policy lapses in 2015, and the aggrieved
plaintiff �les suit in 2016. If the CPA has an occurrence policy, the claim is a
covered event, because the incident occurred while the policy was in force.
Claims-Made Policy: If our allegedly malfeasant CPA had a claims-made policy
under those same facts, the claim is not a covered event, because she was
uninsured when the claim was made.

In addition to liability lawsuits, professional insurance for accountants sometimes
covers other claims as well, such as cybersecurity breaches and electronic data
processing (EDP) claims which arise from a hack or malware attack on your
computers or servers. Once again, an experienced broker is an excellent guide here,
because if the E&O policy does not cover these other losses, and there is a very good
chance that it will not, you should consider additional insurance to eliminate any
coverage gaps.

Minimizing Insurance Premiums

In the insurance business, premiums are nearly always based on risk, at least to a
considerable extent. So, premiums will be a little higher for certain CPAs.

For example, high-volume accountants may pay a little more, simply because more
volume means more likelihood of error from a purely statistical standpoint. If that is
a concern, consider off-loading some work to a colleague in exchange for a referral
fee. But typically, the difference is negligible.

If you’ve dedicated your career to reducing the risk that other people face, reduce
your own risk with professional liability insurance for accountants.

 ———–

Charong Chow is Head of Content at Embroker, which empowers businesses to take
the risks that will help them grow. Based in San Francisco, she’s been published in
both online and print media and makes a point to takes risks every day.
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Top Firm Management Social Media & Blog Posts:
Evaluating Your Firm’s Customer Service. Thomson Reuters Blog.  
http://tmsnrt.rs/2x7ZPr3

Grow Your Practice with Micro Business Clients. Firm of the Future.  
http://bit.ly/2fBp9PT

9 Facts that Can Make or Break Your Firm. AICPA Insights.  
http://bit.ly/2yPPxOn

Marketing Your Firm: The Art of the Call to Action. Wolters Kluwer Blog.  
http://bit.ly/2yhKN74

How to Educate Your Niche Clients. Firm of the Future.  
http://bit.ly/2g2DV2T

 

Latest Firm Management News:
2018 Annual MOVE Project Survey Now Open. Focus is on how �rms are adopting
insights gained from advancing women to �rm wide efforts, and how they are
renewing and refreshing women’s initiatives 
http://cpapracticeadvisor.com/12370480

Study Looks at Traits of Millennials. For a deeper understanding of millennials,
Deloitte’s research explored whether there are pronounced behavioral traits that are
shared regardless of Business Chemistry type. 
http://cpapracticeadvisor.com/12371142

National Society of Accountants Elects New Of�cers. The National Society of
Accountants (NSA) elected a slate of new of�cers, District Governors, and State
Directors at its 72nd Annual Convention in Reno. 
http://cpapracticeadvisor.com/12370508

AICPA to Continue Mission and Name of AWSCPA. The AICPA and the American
Woman’s Society of CPAs have agreed to continue the name and ideals of the
AWSCPA through the Women’s Initiatives Executive Committee.  
http://cpapracticeadvisor.com/12370295
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E-Books Offer Steps to Future-Readiness for CPAs. One of the most important
skills accounting and �nance professionals is future-readiness: The ability to be
aware, predictive of, and adaptive to emerging trends and technological innovations.
http://cpapracticeadvisor.com/12368943

 

Firm Management

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE
Sponsors.

© 2024 Firmworks, LLC. All rights reserved

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

http://cpapracticeadvisor.com/12368943
https://www.cpapracticeadvisor.com/section/firm-management/
mailto:info@cpapracticeadvisor.com

