Manufacturers EQO 101 for Brokers

A Practical Guide for Navigating Financial-Loss Exposures in Manufacturing

Manufacturers operate in a world where even small deviations (such as an out-of-tolerance component, an ambiguous
drawing, a mislabeled control panel) can trigger meaningful financial loss for their customers. These claims arise when a
product does not perform as expected, causing costly downtime, rework, or missed deadlines. Traditional product liability
policies are not designed to respond to these economic-loss scenarios.

That gap is where Manufacturers E&O fits.

This introductory article is designed to help brokers understand what Manufacturers E&O covers, how it differs from
product liability, and why it is becoming increasingly essential as manufacturing processes, supply chains, and customer
expectations grow more complex.

What Manufacturers E&O Covers

Manufacturers E&O responds when an error or omission in the design, manufacturing, installation, or servicing of a
product causes financial loss. Common triggers include:

e Production downtime at the customer’s facility

e Costly rework or scrap caused by a component that fails to meet specifications
e Software or firmware malfunctions embedded within hardware

e Delays caused by installation, training, or commissioning errors

e |nadequate documentation leading to operational missteps

These events can create six- or seven-figure financial consequences—even though nothing is physically damaged.

Understanding E&O vs. Product Liability

The line between Manufacturers E&O and product liability is not always immediately intuitive. Both appear to address
“problems with a product,” but they respond to fundamentally different types of claims.

The Simplest Distinction
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Manufacturers E&QO 101 for Brokers

Examples to Use in Client Conversations

Take a look at these similar scenarios with different outcomes—and different coverage:

Product Liability = Physical Harm

Manufacturers E&O = Financial Loss

A circuit board overheats and starts a fire, damaging
equipment

A circuit board intermittently fails, leading to a production
line shutdown

A mislabeled control panel results in bodily injury

A mislabeled control panel leads to unanticipated costs
from a commissioning delay, overtime, or expedited part
replacement

A manufacturing design flaw damages an assembly line
that must be replaced

A manufacturing design flaw shuts down an assembly line,
resulting in missed delivery deadlines

Why This Distinction Matters

Misunderstanding the boundary between these
coverages often results in:

e Incorrect insured assumptions about what is
covered

e (Claims denied because the wrong policy was
relied upon

e Missed opportunities for brokers to place
needed coverage

A broker who can clearly articulate the difference adds
real advisory value.

Why Brokers Should Pay Attention Now

Three trends are driving increased E&O exposure in
manufacturing:

1. Integrated supply chains: A single defect can
disrupt multiple tiers, causing ripple-effect costs

2. Reliance on embedded software and firmware:
Many modern product failures do not create
physical damage, but they do cause operational
shutdowns

3. Strict customer performance commitments:
Contracts often require uptime guarantees or
performance levels that exceed what other
coverages, such as general liability or product
liability, are designed to address

These conditions make Manufacturers E&O more
relevant and more necessary than ever.
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How to Talk About Manufacturers
E&O with Clients

Below are practical conversation points that you can use
with manufacturers:

e Start with exposures, not with insurance.
“What parts of your manufactured product
could cause financial loss for a customer if
something goes wrong—even if no one gets hurt
and nothing breaks?”

e Explain the gap.

“We're talking about economic loss: downtime,
recall, rework, pollution clean-up costs where
applicable, delays, or contractual penalties.
Product liability does not respond to those
scenarios.”

e Connect the dots.

“This is where Manufacturers E&O fits. It fills the
financial-loss gap left by product liability.”

This conversation framework sets up stronger
submissions and clearer expectations.
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