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Economic loss rule Colorado is a legal doctrine that plays a significant role in tort law within the
state. It serves to delineate the boundaries between tort and contract law, establishing that parties
cannot recover tort damages for purely economic losses that arise from a breach of contract. This
principle is critical for maintaining the integrity of contractual relationships and ensuring that
businesses and individuals understand the limitations of liability when engaging in commercial
transactions.

Understanding the Economic Loss Rule

The economic loss rule is rooted in the notion that parties to a contract are expected to manage the
risks associated with their agreement through the contractual terms they negotiate. When economic
losses arise solely from a breach of contract, the injured party is typically limited to seeking damages
through breach of contract claims rather than tort claims.

Key Principles of the Economic Loss Rule

1. Distinction Between Tort and Contract: The economic loss rule prevents a party from recovering
damages in tort for losses that are purely economic and arise from a breach of contract.
2. Protection of Contractual Relationships: By limiting tort recovery in these cases, the rule
encourages parties to fulfill their contractual obligations and to seek remedies within the contractual
framework.
3. Encouragement of Risk Management: The rule promotes careful consideration of risk management
strategies in the drafting of contracts, compelling parties to address potential losses within their
agreements.

Application of the Economic Loss Rule in Colorado

In Colorado, the economic loss rule has been shaped by various court decisions that elaborate on its
application and exceptions. The rule has evolved through case law, with the Colorado Supreme Court
providing guidance on its interpretation.

Landmark Cases

Several key cases have significantly influenced the economic loss rule in Colorado:

1. Klein v. M & E, Inc. (1998): This case underscored the principle that a party cannot recover for
economic losses through tort claims if the losses arise from a contractual relationship.
2. Davis v. M.L.G. Corp. (1993): In this case, the Colorado Supreme Court clarified the distinction
between tort and contract claims, reaffirming that purely economic losses are not recoverable in tort.
3. Bishop v. D.R. Horton, Inc. (2009): The court further defined the economic loss rule, emphasizing its
applicability in construction defect cases, where homeowners sought tort damages against
contractors.

Scope of the Rule

The economic loss rule in Colorado applies to a wide range of cases, including:

- Construction Defects: Homeowners often face challenges when trying to recover damages for



defects in construction. Under the economic loss rule, they may be limited to breach of contract
claims against builders.
- Commercial Transactions: Businesses entering into contracts must be aware that purely economic
losses stemming from a breach are typically not recoverable through tort claims.
- Professional Malpractice: Professionals, such as engineers and architects, may also be shielded from
tort liability for economic losses that arise specifically from their contractual relationships with clients.

Exceptions to the Economic Loss Rule

While the economic loss rule is a significant barrier to tort claims for economic damages, there are
notable exceptions where courts may allow recovery. These exceptions include:

1. Intentional Torts

If a party's actions meet the criteria for an intentional tort, such as fraud or misrepresentation, the
economic loss rule may not apply. In these cases, the injured party can pursue tort claims for
economic damages.

2. Negligent Misrepresentation

In situations where a party provides false information that leads another party to suffer economic
losses, a claim for negligent misrepresentation may be viable, circumventing the economic loss rule.

3. Special Relationships

If a special relationship exists between the parties, such as a fiduciary relationship or a relationship
that is not solely contractual in nature, the courts may allow for tort claims despite the economic loss
rule.

4. Statutory Exceptions

Certain statutes in Colorado may provide for specific exceptions to the economic loss rule, allowing
recovery of economic damages in particular contexts. For instance, statutory provisions related to
consumer protection may enable consumers to recover economic losses that would otherwise be
barred.

Practical Implications of the Economic Loss Rule

Understanding the economic loss rule is crucial for individuals and businesses engaged in contractual
relationships in Colorado. The implications of the rule can inform decisions related to risk
management, contract drafting, and dispute resolution.

Risk Management Strategies

To effectively navigate the economic loss rule, parties can adopt several risk management strategies:

- Clear Contractual Terms: Clearly define the scope of liability and damages within contracts to reduce
ambiguity and potential disputes.
- Inclusion of Indemnity Clauses: Consider incorporating indemnity clauses that outline responsibilities
and liabilities in the event of breaches.
- Insurance Coverage: Evaluate insurance options that may provide coverage for potential economic



losses arising from breaches of contract.

Contract Drafting Considerations

When drafting contracts, parties should:

- Specify Damages: Clearly outline the types of damages recoverable in the event of a breach,
including whether economic losses will be recoverable under tort.
- Limitations of Liability: Consider including limitations of liability clauses that cap potential damages
for breaches.
- Dispute Resolution Mechanisms: Establish clear procedures for resolving disputes, such as mediation
or arbitration, to facilitate efficient resolution.

Conclusion

The economic loss rule in Colorado serves as a critical framework for understanding the intersection
of tort and contract law. By establishing clear boundaries for recovery of economic damages, the rule
encourages parties to manage their risks through contractual agreements. Understanding the
nuances of the economic loss rule and its exceptions allows individuals and businesses to navigate
potential disputes effectively, ensuring they are well-prepared to address economic losses arising
from contractual relationships. As Colorado's legal landscape continues to evolve, parties must stay
informed about developments in case law to adapt their strategies accordingly.

Frequently Asked Questions

What is the economic loss rule in Colorado?
The economic loss rule in Colorado is a legal doctrine that prevents a party from recovering purely
economic damages in tort actions when the damages are related to a contractual relationship. It
essentially limits recovery for economic losses to contract law.

How does the economic loss rule affect construction defect
claims in Colorado?
In Colorado, the economic loss rule can bar homeowners from pursuing tort claims against builders for
defects that only result in economic losses. Instead, they must rely on breach of contract claims to
seek damages.

Are there any exceptions to the economic loss rule in
Colorado?
Yes, exceptions exist, such as cases involving fraud, intentional torts, or situations where a special
relationship exists between the parties. In these cases, a plaintiff may recover economic losses
despite the rule.



How has the Colorado Supreme Court interpreted the
economic loss rule?
The Colorado Supreme Court has upheld the economic loss rule in various cases, emphasizing that it
aims to maintain the distinction between contract and tort law and prevent parties from
circumventing contractual limitations through tort claims.

What should businesses in Colorado consider regarding the
economic loss rule?
Businesses should carefully draft contracts to clearly outline the scope of liability and damages, as the
economic loss rule may limit their ability to recover losses through tort claims if a contractual
relationship exists.

How does the economic loss rule impact insurance claims in
Colorado?
The economic loss rule can impact insurance claims by limiting coverage for economic damages
arising from contractual breaches. Insurers may deny claims based on the economic loss rule if the
losses are deemed to be purely economic and not related to physical harm.
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