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Abstract

This report focuses upon the current problem of dramaticaily increasing grofessional
lisbility insurance rates that accountants are facing, Robert Bower begins the paper with
&b overview of the current "crisis™ in the insurance industey (p. 1). Bower discusses
postible causes for this probiem (pp. 1-12), He reviews several court cases which involved
suditors which he believes (o have piayed 4 major role in causing insurance raies to rise
(pp. 2-8). Seversl solutions currently being put forth by such groups ranging from the
Amarican Medical Associstion to sccountants in the United Kin gdom are detailad and
critiqued (pp. 12-20). Bowor then coacludes the paper with hisapinion that a solution
{combining those tihet he had discussed) should be developed and implemented soon (p21).



Preface

1 became sware of the probiem of sharply increasing professional liability insursnce
rates for accountsats io wa interview with a partner of the CPA firm of Wagner, Sim &
Compeny. This partner was extromely upset ahout the Fact that his insurance rates were
sharply rising. He complained that his firm was being forced to pay for increasesin these
insurance rates which were the resulis of the several lswsuits by the SEC clients of other
CPA firms. e was especially upset bacause he didn't even have any SEC clients. This topic
immadiately intarested me as it wus just beginning to affect my future profestion. [
decided that this would bs the ideal tapic to furthet research for my Bonors Capstone
Project.

This report is intended to give the reader s botier understandiag of the curreat
situation of sccounting professional Liahility insurance It starts with possible canses of
the "insurance crisis” and then details several mlutions. Although this paper does nut
recommend any specific solutions, it iy intended to educate the reader and sncoursge
him/her to help further the solution of this prohlem.

1 hope that this report contains no major srrors or vagusness, but in such a case. I
apologize and remind everybody that nobody is perfect. 1 would like to thank sil of the
proplo who assisted me in this project. Most of ail, I would like {0 thank Dr. Curtis Nocton, s
professor at Northern Ilinois University. He sasisted me in researching this topic and
udvised me when needed. I would alss like to thank all of the firms that responded to the
survey that ! sentout. 1 am sl spprecistive to the University's Honors Program which
helped me to achisve the most out of my sducation st N.LY.

This paper took sleost & Year 10 compons; sad although I am relisved to ba finished, !
hepe the reader snjoys it.



mwmmumsw.manu.mmuem. It is serioualy affacting
wverybody from businesses o municipaliiies, For years it has besn widely known that
medical malpractice insuraace was on the rise at o frightening pace. And now curreatly,
the lllinois Board of Regenis which governs S state universitiss is without insurance as they
haws been dropped by their insurance representative. What was ance considersd an extreme
mave is AOW common place as insurers are putling out of market places. The accounting
profasion has not been immune to these rising ratas. An s redult of an incroasing amount of
lawiuits, damages and settloments tharafrom, professionadl liability ratss have bagua to rise
drastically. It is estimated that in the nest yoar insurance rales will rise hy more than 123%
whils coverage Wilt ba raduced by roughly one third.! This is much livs what has happensd
to the madical profession. Something neads to be done to allow the accouatant ko continue to
make s living. Furthermore, the futizre nesds to be brightaned 1o sncourage Young
intelligent individusls to look to sccounting asa career. These riting rates which now affect
only the businessss will sventually irickle down o the consumers and they will uitimately
besat the expenses. There sre many ressons for this crisis, as well as many opinions and
savaral solutions.

Maqy seo the cause of the insurance crisis as resulting [rom the increasing numbar of
lawsuils againet the sccovnting peofession. Since 1981, the top sight accounting firms bave
paid wimox 200 million dollars as seitlements or from judgments of thess suits. Currently, the
potentisl swards of ongoing disputas amount to more than 2 billion dollavs. The sujts have
remiliod from slmost evary major business failure. from the Penn Square failure 1o the ESM.
Governmental Securities Faiiure. The quastion then is: are accountants lisble for these
[silures? Thisisone of the basic imuss considerad by the courts in dstarmining who
provails in the lswmits. The more the sccountants are held rasponsible, the higher their



quality of work must be and in torn the greater the risk of responsibility for Fsilure. Asa
resuli of being held more strictly linble, insurance rates have incressed dramatically whils
coverage has docressed. Many firms have boea dropped by their insurance repressntatives
and are being farced to sige new palicies st axorbiteat rates since to prectice without
insurapce is now suicidal.

In terms of being held profestionaily Lisble, a study of current lewsuits may crests
further understanding. The firsi case nad probably one of the most publicized cases is that
between Alerander Graat and Company ( now called Grant Thorton ) and those affectsd by
the failure of ES M. Governmental Sacuritiss. The failure of ES.M. has been commanly
linked to the Ohio Bank Crisis. The situation was one in which the partaer ie charges of the
sudit of ES.M., Jese Gomez, accepted s bribe in order 1o give the firm & clean bill of health_
Asa result of the subsequent Failure of ES M., the Homo State Savings Baak of Cincinnati
collssped and triggersd the closing of 70 othar Ohio Banks resulting in a loss of about 144
million doltars 2

There is no doubt that this corrupt pactner was in the wrong sad he Aas sincs beeg
barred from the profession for life. But, wre the other pariners lisbls for this collusion and
freud of which most probahly knew nothing about? Furthermors, upon deeper investigation
into the failure, there ware sevaral flags which should have warned current sad potential
investors of the problems.

Mspy lswsuils wers immedistely filad as & resuitof the failure. Oae suit invoived
Marvin Warner, a Cincinnati financior and formar ambasador to Switzarlsnd, for the
seount of 1.3 billion dollara3 This lewsuit Followed 18 that had previoualy been filod sgainst
Alexsnder Grant. However, in Warner's case, there clearly sppesrs 1o be some misdoing on
his part. Appareatly, Me. ¥arner sad Burton M. Bongard, the (ED of the Cincinaati Bank,
received several illicit profits in their personsl dealings with ES M, The Lrustes for ESM., C.



Thomas Tew, has brought suits sgainst these two for their alleged shady dealings. Mr Tow is
seeking 6.3 aailtion dollars from Mr Warner sad 343 miltinn dollsrs froem Mr Bongacd.f This
Bas been the result of their apparent aitsmpts to boest the net lose of E.S M. so that the results
wouldn't Inok as bad. And in earty 1986, Lo further exemplify Waraer's fraudulant scts, he
was indictad by an Ohie graad jury oa 1 count of theft by deception, 4 counts of securities
violations and 3 counts of willful misagplicstion of funds in relation to the Ohio Bank
feilures.

In delving even further, more has boen uncoversd. It wus reporiad in the Wall Street
Journal that Sylvestor Hentachel, an Ohio Thrift examiner, has repeatadiy reportad to the
governor of Ohio for over 2 wad & half years preceding the collapse that ES M. was in bad
shape and that several questionable practices betwsen Warner, Eome State, snd ES M. ware
taking place? However, Governor Caleste, who himeelf was & friend of Warner's and
received soveral campaiga contrihutions from him, ignored Mr. Hentschel's wirnings.
Thus, audits made of the bsaks whick dealt with ES M. revealed that problems existed. In this
cam, Alexandar Grant is clearly lishie for the wrong doings of one of itx peciners and
partialty for the failure of ESM; but, it sppesrs more that individuais such as Dhis Governor
Calasts, Mr Warner, snd Me Bongard were also si fault, and sspoecially respansibls for the
Ohio bank failurss.

The next question is how linhle is Alexandsr Grant to third pssties and to which third
partios are they lishle. Ax s resuit of the bribe. Alexander Grant was prohibited from
soliciting aew clients in Floride for ¢ period of sixty days. AlL 300 partners, gome who at the
data of the failure no longer worked st Aloxander Grant, are being sued by such entitios ua
Pomapanc Besch, Florids and other municipalities sad groups. Becsuse sccovating firms are
only allowsd ta be set up ss partaarships, ( also ss Professionsl Corporations but with the
sanas lishilities of each partner s in e parinership ) the partaer's personal assets are aleo st



risk. An Alexaader Grant atiorney has said "ohviocusly thece ix & certsin amount of
unfsirness sbout sttempting 1o sue 30 many wholly innocent partners, particularly in this
case where the innocant partner's wers betrayed by one one individusl partner "9
Additionally, in terms of Alexander Great's insursace coverage, the amouat is now knove by
sovaral of the cities seeking dasuages. Such information should never have been disclosed
and is detrimsntal to the relationship betweon the insurer and the insured. When the
amount of the coverage is kaown, the resull may affsect the amount of damages sought aad
the jury decisions as to the amount of the swards. Clearly this confidentisl knowledge could
Biave a0 sdverse inpacton the raies for insursnce coverage.

The actual damages to \hird parties as & result of the failure is quite diverse. Those who
hawe investad in ESM. have lost their investment. Io addition to the Ohio Bank Crisis, 2
cities ead 2 counties who held interests in the aaw defunct corporation have had their debt
ratings downgraded.

Regardiess of Alezaader Graal's questionsble practices, they did not cause the fuilure of
ESM. nor did they form an sctual relationship with the third pasties. The questions decided
by the courts would be whether Alsxsnder Grant was responsibla to the third parties. The
cass Caa be argued for hath ways, in that yes. they were as the third parties relied o the
resuits of their sudit of the financial satements and 0o, in that they at a0 tims knew who
they were dealing with and had little or na contact with the third partis,

The sccouating profession ss & whola is also under intenss fire for the failure of severai
other companiss who had just been given a clean bill of health in their sudit report. This
has lead to an increass in the avmber of lawsvits filed, an incresse in the amount of damages
sought and svan s congressionsl subcommitioe iavestigation into the integrity of the
accounting profession and whether their current form of self-government is adequate. This
subcommities, headed by Michigan Reprosentative Joha D. Dingell. is trying w determine if



the 50 year-old regulatory system is adaquaie to deal with today's problams.

Besides the ES M. case. there hiave besn many other suils filed. Most of these ather cases
heve no proof whatsoever that the sccounting profession is at fault foc its clisnt's Faituce.
Many people view the lawsuits as the results of the investors wha have lost their investment
because of the failure. As s result. the investors feel that somebody must be responsible.
They. thus, sas the firm's sccountants as this is & group that might ba able to subsidize their
lose. To maay, the accouniants are the most logical and responsible for the Failure. To top it
off, they are often insured and have the “despest pocket™.

The question cut of this that arises is whether external suditors (public sccouatants) are
respansible for the failure of the clisnt after they have given them s cleas bill of health.
One very axplicit claim by the suditors is that they don’s profess (o detect all types of freud;
they only try to make sure the financisi stalemants are close ts being accurate with
reasonshle sssurance. Maay accountants clain the the public expects them o da too much:
that, there is an overexpectation as to what an audit is supposed Lo do.” When accepLing an
asigament to sudit. the accountants draw up an sngagement lotter. In this letter it is
cloarly stated that they do not gusrantes the detection of fraud. Yicior Earle, general counsel
for Peat, Marwick, Mitchell, and Cospany ( the natina's sscond fargest accounting fism ),
explains that accountants da not try (o predict & company's success or faiture; and, fraud can
be nearly impossibie to detact if company officials are collabarating 3

Howevet. many firms believe that the incressing number of lew suits is & resutt of some
accouniing firms who sotile their disput.n.’ These soitlemants are said Lo cause potentisl
plaintiffs to think that the firms are willing to settle and thus s larger number of lawsuits
wre filed. A msjority of the plaintiffs sre hoping thet the defendant vill settle out of court.
Thus. it is a widespread balief of many of the pubiic accounting firms thet they should fight
off tha suits in hapes of deterring future cases.



Ocher ceses which show the current state of affairs of legal argumenis include Peat,
Marvick, & Mitchall's (PMAM) audit of Penn Squara 10 it is this case which is said by many
1o have started the “sue your accountant” trend. The justice department is just one of many
gcoups that is suing PMEM for providing false und fraudulent reports to fedecal bank
regulstors. This suit is on the heals of the FSLIC 120 million dollse lawsuit charging that
PMaM did not pecform s proper sudit of Penn Squars. As is aleost always the case, the
defendant is in the process of vigocously defending itself.

One very notable case is that which iavolved Arthur Young (wnother big eight
sccounting firm) and Betl & Beckwith 11 For years, Arthur Young had taken pride in the
fact that they have aever sntilod nor Lot & lawsuit. But in this case, the cost to defend itself
Voreus seitloment was just too much. The aconomiss now often make it chespar to settls 5 suit
than to clear ane’s name. Cloarly & systesm a3 such has many flaws sad some action must he
taken. Arthur Young in 0o vay wes sdmitting jis guilt, but rather they were admitting that
proving their innocence was too costly.

Anather cass involving Arthur Young. is one in which they are baing sued by the Fant
of England. One top sccountant who is desling with this case, as Acthur Young defonds itself’
has ohsarvod that “it has now becoms very fashionsble 10 sue the suditors.”12 This statament
shows the opinjon that what is aking place is not really justice but rather to many soms
whitsical and outrageous demsnde placed upon the accounting profession.

There are also sevaral ceses in which only injunctions sgainst the sccounting firms and
00 PUnilive dameges ure baing sought. 2 such separsio cases involve Price Watorhouse!3

(snother big oight firm ) and Post, Marwick, sad Mitchetl, 14 In sach case, the Securitios
sad Exchange Comaission is seeking & court injunction to prehibit each fire from
continving some yadesirad practics.

One notshie case is thet invalving Alexander Great's sudit of the Auto-Train Company.!}



In this case, Alezander Grant issued & qualified opinion of the campany's finsncial
stalaments for the years 1973 snd 1979. Such an opinicn states that because of certain
expressed conditions they cannol give & clesn unqualified opinion. Eves with this, the
courts swarded s suit to the plaintiff and Alexander Grant was forced to pay 11 miilion dollars
in desonges. This is clearty s case when the auditor stated that because of a given
circumstance the finsacial statements could not be relisd upon. When such & satement is
0ot considersd & defense, one must ask what must the suditors do to protect thamsetves.

A finsl case, which uo;mnu.nu hope will renlfirm ¢ past dying precedaat, is one
invoiving Arthur Andersen ( the nalinn's largest accounting firm ). Bere, & third party was
bringing sit againet Arthur Andersen. Credit Alliance Corporstion was suing Arthur
Andarsen because of the failure of one of ite clieats. An original judgment was set for £.8
millisn dollers against Aadersen, but upon appesl the case was thrown out of the court. The
cour: said that Arthur Andersen was not relishls to & party other thaa its client bocatise they
had not develsped & relationship with that third pacty. This decision is viewed by
accountsats s being » major viclary for the accounting profesgion. 19 If it holds upin
subsequent cases. it can greatly protect the anditor from thicd pacties that dealt with it
failed cliant.

Asa result of the case of [Hiraseres v. Jouche in 1931, the courts had held for along
Lima thet in such & case the accountaais ere Lishla for nagligence oaly to their clients and
those whom they kaow will be relying on their reports. Atthe time, this case sol s precedent
wad made it very hard for third parties tn succesafully sue sccountants as they had the
burden of proving fraud oq the accountants part. However, boginning in the 1950's the
courts were soflening their stance on this matier. Then, in 1983, in & Losendive v. Adier,
the courts heid that accountants could be held rosponsible to say “reasonably forsesable
third parties” who rely on their reports. Then, further, in 1984, Chief Justice Warren Burger



reaffirmed this new beleif that sccountants held s higher duty to the pubfic in the case of
the Soiiod States v. Arthur Foung However, sll was not finished as the (rwdiz Aleace v
Artdur Aaderasn & Co. case seems 10 have reaffirmed the {ltramares betisfs 17

The conclution is o what extant are the suditors responsidle for the failure of their
clients or the relishility that other pasrties have placed an the spinion of the financiat
statements iswiad by the suditers. Cases point in both directions snd there are no laws ko
govern the situations. Sociely. a8 weil 85 sccountants, must saswer the questions: what sce
the responsibilities of the auditors: und, what cea be done to protect them sgainst several
illegitimate ¢laims which heve caused both lsgal sTpeners and insusance rates to riss.

Another situstion which further puts accountants in a bind is what occursed between
Peat, Marwick, & Mitchell and their client Berkshire Hathawsy, [ncorporated. Berkshire
dismissed PMEM 23 Lheir principal suditor and hired Touche Roas (another big sight firm).12
Their reason for dismisss] was becsuse they were dissatisfind with PM&M's inconsistency
regarding accounting csthods used in two sales of stack held in other companies. They did
it one way to avaid s qualified opinion by PM&M, but on s second sele PMAM dacided that s
different way was more correct. This lesd io s disagreement sad eventually to FMAM's
dismiseal. So suditors, who are supposed to maiatain independence ia alt matiars relating to
the etaminstion, must be careful since in doing 90 they may be let go. This makes it difficult
to mainiain this independence.

Lee Burton, former editor of the journs! of Acconaisacy. in an editorial for the Fal/
Strowt journal, baliovos that sost of the problems in the accounting profession are s result
of “doublo-think® 17 Marksters hited to help accouniants to keep s healthy image in public
have said that the public should be told that the sudit of financial statements are
retrospactive and should not be ralied upon to predict the future. That is to say, they cannat
guarantes the sheonce of all fraud, aor do they give asparance about the competeace of



mansgement or the future vishility ar profitability of the entity. Mr. Burtos thinks that
most of the misunderstandings will be clearsd up if sccountanis avoid “double-talk” and
“douhle-think".

The rising aumber of lawsuits ate clearty ane possible cause for the rising insursnce
rates but thers are also other resscns which indirectly caused the rise in lawsuits as well as
reasons which are separate from the lawsuiis.

Aggrossive competition may b the cause of the increasing ausber of lawsuitn 20
Racently. throughout the sccounting profession. thers have boea aumerous changes in
suditace as new sudilors replaced oid ones becsuss they chargod less. Ass resull, prices went
dowa everyvhars; and, costs were cut. The firms being audited wers cutting coste by
changing suditors who said they could perform their sudit for less money. Ass resull, profit
marging of the accounting profession as s whole have been reduced. This has made it
necessary for the suditors to cut corners and quality on their job in ocder to cut costs. The
teade-off bas resulted in sudits which sre not as complete snd do not detect a2 many errors or
irregularitiss. The lower quality audits cause the suditor's opinions to ms more susceptible to
error thus lasding to sore lawwits for incorrect opinions. To further top it off, the rizing
aumber of lawsuits have caused a0 increass in the insurance rates which further hinders
profitahility and causes mors corner culting. This circular snowball effect must be stopped
to kesp the profession atiractive to new incoming sccountsnts aad to ansure quality.

(ther ressons for the insurance rate i.ncraunﬁ the poor financisl resuits of the
insurence industry as o vhols 2! As mentinned earlier ratesare ri.n'jnl all over us lawsuits
have become almost & pasticns of Americs. People are more sware of their rights sad claims
ageinst insurance companies and ure no longer afraid to fight for their money. Insurance
companies are being forced 10 pay out more cluio thus hurting their profitability. In
sddition, for the past few years, insurance companies had been making most of their profite



oftf of their investments and not the sctual processing of insuring. Thus, thay were ahle to
charge leas than nodded to make & profit. However, with the recent decrease in interest rates
this sapect of profitabiltiy has gone sway. In any business, when your profit margin fally,
you incream your prices. The insursace industey is doing just this; they are increasing
prices for coversge.

Some insurance companias just drop certain types of insurancs as they sos 0o
possibility for any profitsbility. This has occurred 10 many sccounting firms. Their past
insurer drops them and they are forced to scrambls for & new policy: since there is less
choice sad more risk, they are forced to take unseasonably high rates. Insursace compadiss
are in & position A0w where they say pay our high rates or go without insurance. Ttisnot
really the insurance companies faults sither; they have & right to make & return on their
services as they are by no mesns & monapoly.

Tha insurance industry slso is trying to protect itseif and st the same tise dacrense
rates. They have recently praposed u changs from handling claims on 80 6ccusrrences basis
1o & claims-made basis 22 The accurrence basis policy covers all claims, rogardioss of vhen
miade, sgainst & company in relation to events whick occurred while the policy was intact.
This basis was hard an the insurers ax ance you no loager insured & company, you could stitl
be required 1o pay claims. Insurers found it extremaly difficult to estimate haw much the
potentinl claices would be; snd thus, ssiting rates was difficuls snd wore usually aversiated (o
protect the insurers from excessivs later clnims. Additionaily, insurers were complaining
thei they were being forced to provide coverage for ovents which Lhey never charged for.
The aew claims-made basis would make it much easier for the insurers ta astimats the
amount of the patential cleims. These policies would cover alf cleims made sgainat the
company whils the policy is in effect regardisss of whea the svent which caused the cisim
to ranspire ook place. This change in policy basis. however, has not caused the insuragce



nmmbmhymchummrumhﬂemnﬁmmumdnbynuchm
than this slight decrease. Also, many stetes, including Iilinois. have not spproved & switch to
the new claims-made besis. These statos have reservalions about the amoual of protection
the palicy change would offer to its consumears. Lioyd's of Landon, probably the most famous
insurer. will no longer insure an the accurrence basis. Now. they only insure under the
claits-made basis 3

All pxumpies that have been mentioned so far invoived only the large Cartified Public
Accounting firms. Does this mean thet oaly large sccouniing firms are being affaciad by
the increase in insurance rates. The snswer is 0o, Rather the amall and medinm sized firms
are being affactad even mare, although possibly unjustly. Currently, only publicty-heid
tompanies registered with the Securitios and Exchange Commimion are required to have
their financial stalements sudited. These sudits aod Failures thamfmvhdmmom
smount of third- party lawsuits. Small sad medium sized fitms rarely have say SEC clients.
Their prominent clients are individuals, partnerships. and privately-held corporations. In s
mqofwmnmm&ﬂmmﬁmbymemtbonfmumn(mappendicu
A, B,&C) the smaller sized companies had very few SEC clisnta, Cf the 11 companies that
replied to the survey, 10 would be consideced small or medium. ( none of the big sight firms
replisd to the survey; but bacsuse of the oxtrema competition among thegs sight, it can be
undarstood why they wish to keep their information confidential ) All 10 of thase firms
were sxperioncing incceases in insurance rates from 1984 10 1985 ranging from 19% 15 over
500%. Thhmhoaﬁdmmafmmucmnlnrmemdum. Most of these
rumbewmumotmﬁuininmruuumwdnmthahmhmm
liied agains sccountiog firma. But not one ficm folt that the rise in its rates was dus o
laswsuits filed against it. These 10 firms estimate that their rates will increase from 20% to
00X in the upcoming yesr. One firm specifically blames the rise in insurence ratez on

1



tewyers who are cut laokin g for cases as they are working on a contingent fee basis. When
asked what size of firms are being affected the most by the rising rates, 8 out of 9 of these
small sod medium firms ssid that small firms were. These firms believe that they will be
forced {0 merge with inrgor ones ia order to survive. Some also believe that they ars
uafairty carryiag the burden for the increase in lawsuits sgainat the larger firms. Itis
much harder for smalf ficms to pass on incresses in fees needed from insursnce through to
their clients. They will he forced to absorh the loss and in many cases will not be able to.
The effect of these increases has cansed 8 of these 10 firms to raise their billing rates. In
daing so, however, they run the risk of losing some of their clisnts. 7 out of these 10 firms
have had lower profitability. At mentioned earlisr. this causes corners and costs to be cut
thus hurting the quality of the work performed. (nly 2 of the 10 ficms have resulted (o
billing for more hours worked 20 &3 to maintain profitability and combat this rising
insurance cost. Ovarali, these amall firms are hurting just as much as the big firms snd s0me
sction muat be taksn.

Several possibla nluﬁonsminmemhinhnpﬂmwmmarﬁn;mfor
accounting professional lishility insurance ss well as for sll insurance in genoral. These
solutions require some agrosment with the government. most likely by legislation. However,
the insrance industry is vehemently opposed to governmente! intoraction through rate
regulation.

One such proposal is being discussed by U S, Senator Paul Simon [D., I11.). He is
spoasring legislation intaaded to0 strip inswrance indusiry exsmpiions from feders! sati-
teust laws in onder to curtail the sharply incrossing rates.24 Simon halieves that the faderal
regulating is nesded in order to pravent insurance companiss from fizing prices or
sgreeing io wvoid providing coverage for cenain industriss. [nsurers cisim that they are

ool setlin g price agreamanta or agresments aol o handle high risk aress. The insurancs

12



companies sy that legislation which recommends rates and policy guidetines would actually
hurt competition.

Anoiher alternstive solution 1o the problem of rising insurance rates a3 & whole, which
hmnﬂyhhgmnﬁhudwmm&nmwmm”vomumnmrymﬂ
taw23 This method, favared by insurers, vould snsble the husiness community to get
commercisl insusance st reasonshle prices and alw sid locat government. However such &
pian would limit the rights that an individual consumer would have against the business and
i effect possibly promnte corrupt practices by buginess.

Another solution that is being suggesied it limiting the amount of fees & lawyer can
receive.8 This propossl is put forth by the peapie that beliove the increasing amount of
logal sctivily is a result of money hungry lewyess who encourage their clieats to sus at the
dropof & hat. They aiso believs that lswyers working on L cantingent fee basis, often advise
heir client (o seek higher damages. Such s cap on faes might limit the umount of damages
but it is questianable il the number of cases would drop. The ambulance chating lawyars
may not be discouraged by such u plan.

Slill.mtherl.llarnuivenlntioninmputsu’onl.hemuntorl.hasnrdnhnjuriu
can maks #7 Such a cap may discoursge lawauits sad would certainty cause the amount of
damages saught o be reduced. Also, this wouid in affect limit tha fees for the lnwyers
working on & contingent fes basis. However, such set caps could be very nominal to some
companies while sxtremaly detrimental to others. The companies to which the mazimus
capped damags is ratatively amail might find it more cost efficient to comumit sn sct agaiost
the wilf of society. Such s plan should be considared carefully and allow for exceptions. The
question is wha deserves more protaction, big business of the small consumar.

Yot another plas jnvolves madifying the dactrine of comperative nogligance 28 This
would allow the defendent in & case to pay for only his share of the negligence whea several
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parties are involvad This would he good when the pluintiff is partislly aegligent for the
injury; however, in situations ic which several business are being forced to split the
diffarence, this weuld have very litthe effect as the same amount would be paid by the
insurance companies, but oaly on the behaif of different insurees. Such s plan has ity good
points but doas not sppesr to be an answer to the probiem.

The “desp-pockst” theory states that some judges and juries award tnressonshiy high
avards W injured partios because they view the insursnce companies i3 baing sbis to pay
the high awards. The alimination of this theory would be o great heip in limiting the
aumbear of extremely high swards and shocking verdicts 2% This would cap the total amount
of damages snd protect the insurance companies from these illogical juries. Accountants are
viewed by maay as having the desp pockets.

The above proposals all involve Limiting the Lisbility of the defeadent. Specific
negligent arss which may not be limited, und probebly shouldn't be, are awards for medical
costs. However, punitive damages for pain and suffering are an idesl place whers limits can
be credted and uareasonable lawsuits avoided.

Aniother way which would definitely lissit the pumber of lawsuits brought to court
would ba & pensity for Frivolous tawsuits 30 Them lewmits aot only wasts the contis time |
but when lost, they cost the pleintiff some money ia terms of lawyer and court fees. And it
has often been the cese where the piaintiffs prevail from such sbviously Trivolous csses.
One such exampls is that which occusred in California. Someone wasstanding in & phone
booth sad s drunk driver came along Lhe sirest and jumped the curh and smashed bis car
into the phone booth. The iajured individual who wes in the phane booth sued the phons
company and won. Thheuemnpumuhwthemumunnnﬁnu;o too far. A pensity
for bringing the cases to court would heip cut down on the pumber of these lawsits; pecpls
would be afraid to take & chance on somathing that is too far fetched. It would also free up



some time in sur already overloaded judicial systam. A commonly suggested peoalty is
requiring the plaintiff to pay the defendant’s legei costs. The drawbeck is, though, it might
discourage several individuals from seeking legal remedies 1o situations in which they are
afreid they might Ioose. This in effect might enable the large companies to scare individusls
into not swing. Thistrade-off ia well worth cansidering.

Consumer advocate Ralph Nader siso has his eye on the insurance problems. His
solution calls for & federed investigation into the insurance crisis. Included in his plan
would be for goveramentsl regulstion snd & federal reiasurance program that would
provide those who can't ged insurance with it.31 From & global point of ¥iew, this may be s
good solution, hut as is often the case. the governments] body may get caught up in red tps
and swayed by the lobbying of interested partiss. Furthermore, such & pian does not deal
concretely with the astronomical rise in insurance rates.

These solutions are more for sociaty's problam of rising insurence rates on s vhole sod
they wauid have some benefiis snd adaptability to the sccounting probless. Presently. the
American Madical Association (AMA) is alwo proposing solutions for their rising insurance
rates 32 The medical profession’s problems are very similar 1o that of sccountants; they are
trying to protect thompelves from the lishitity impased upon them for malpractice. Their
proposals in ctuds several modificatinng snd refinementa of those mentioned esrlier.

One such aodification propesed by the AMA ties in with limiting the contingent fees
received 1swyers by establishing & percentage amount that decrosses as the smount of the
sward increases. This change improves the earlier ides, sad would not discourage lawyers
from representing clisnts with Liktis to gain

The AMA also hopes to eliminate swacds for punitive damsges. This wauld be detrimental
lo the public as the punitive swards serve a purpose in that they discourage nagligence on
the part of the doctors and encourage sareful prepasation and care. The AMA slso favors
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limitin g the nmount allowed for pain, suffaring. and mental anguish. Their proposal alsa
mtorpam;rmm“mmmmm;mummmmuwm
out groundiaes lswsuits bafore they go to trial. ‘

The Amarican Bar Associstion (ABA) has expreased thoir displeasurs with the AMA's
proposal 33 They believe thas the medical profession s just seeking special trsstment and
that enactment of their plan wouid be grosly unfeis to the public us 2 whole. The view of
mmammeuismnudformcmrin;ofthemnhvudmnﬁnmngmﬂity
would 0ot ba in the public's best interest. They can accapt penaltiss for frivolous lawsuits
wtummmlupumm'nchm“uuminim;udm'ai:l.lu
courts vho shouid decide the validity of cases. The ABA elso says thet in recent years the
MMyhyﬁchuuhun.unﬂpueﬁuinﬂmuhmmuiadudmgohnml
&roat concern as the medical profession appesars to have adjustsd. The ABA goeson ta
hm.heral.ylhﬂitunlinvithmnlltnnrefnmulonguthqspplymmmumd
not jost doctors.

In tying this in with accountants. the situation is slightly different. They ate now
experisncing whal the doctars experiencad s few vears ugo. However, adjusting to the rising
ratos may have an sven groater negative affect upon accounisats sincs the insurance
industry ws & whole is in ¢ stats of turmail. The proposals shove if structured and intarwoven
correctly, could solve the problam for both sccountants and others effected by the insurance
crisia. Additionally, there sre more slitarnatives that have nol yat boon mentionsd but could
easily be structured to benelit accountants as weoll as athers.

Currently io the United Kin gdom, accountanta are facing 4 similar problem of rising
insursace rates and & rising number of lagal disputes against them. It has boon already said
hat the current insurance indusry is not onty raisiog their rates but aiso cutting the
amouat of coverage provided. Once this amount of coverage is axcesded, the party sooking
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indempification goos after the partnership's assels and if still not setisfied may go aftor each
individual partnoer's asseta. This unlimited lisbility is the basis of partnership law. Further
accountents are nol sllowed te incorporste aad must therefor slwsys relain personal
Lishility. Bacause of this Fact und that fact that insurers are no loager willing tc underwrite
Iarge-loss policies rogardiess of the premium, accountaats in the UL are seeking legislation
that would aliow them to incorporate 34 This vould limit their patantisl iose to that of their
investment and psrsons! sseets vould be shislded. From sa objective point of view, it sosms
that sccountsnts should aot be personally lishle for an act of freud by saother party of
which they kaew nothing. Furthermore, if their partnership is susd it would be punishing
sacugh to lose one's job, one'sinvesunent in the partaership { which is somewhat
substantin] ), snd most likely tarnishing the individusls reputation. Additionally,
scoountants shoufd be sble to protect themsaives from their investments just like anyone
olae can, Thmoouldnillhthninmouﬁnﬂuhthophrciuaﬂhommmveﬂin
cased Where one or & fow of the parties are grosaly nagligent.

Thers is, however, 2 valid argument from the point of view that incorporation shouvld
aot be allowsd. Some peopls believe that accountants should be personally held liable for
their sctions i & partnership as they are pisying ao sctive rote in tha dey to day activities
and providing personal services. The independent suditor is considered by many s surrogate
on behalf of the public.

At the prosent tims, in West Germany, sccountants are allowed to incorporats and they
bave limited lisbility. This limited lishility is usually a fixed multipie of the sudit feo. This
plan in West Garmany appaacs to be succemaful in torms of protecting the acconntants from
large lonees 33

In the UK. Mr. Jenkins, of the Accounting Lnstitute thers, hes made nolice of the fact
that the movnting lawsuits are viewed svan by objsctive third partiss ss being
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unceasonable. This is evidenced by the fact that the putside insurance companies will in
oS chdes no longer provide insurance no matier what the premium is36

And yei, snother plan 1o firevent iswsuits wes dovelopad by Price Watarhouse 37 This
plan involvas the creation of & self-ragulsting body undarnesth the SEC that monitors the
nccounting profession. Ons of the goals of this Sody would be to sican gthen the sudit process
lo improve fraud delection . If this were to sccur, it would moat Likely cut down on the
number of lawsuils filed. Additionally, the Price Waterhouse plan cells for federal
Iogislation to limit the liskility of cutside suditors stesming from financisl collapses of
compsaies. Included in their plan would be sanctions for bad audits which might include
susponsion of ban from practice. Price Waterhouse's chairman, joseph E. Connor, has stated
thet "the sconomic vishility of the profession haags on whether ws can bring some sanity to
the lisbility process.” Corrently the total cinioes against accounting firms are for more than
2 billinn dollace whaereas the totel sggregata valoa af the accousnting firms are arvund 300
fitlion dallare 38

The profession is respansive to Price Waterhouse's suggestions for stiffer sudits and
lisbility caps, but they are against the thought of s self-regulatory body under the SEC.
Moy sccountants believe that such & group would oaly further create problems and massy
red tape. They ses such s group as really being unnecessary.

Also working on the problem isthe Americen Institate far Cortified Public Accountants
(AICPA). They have set up & commities to study how Ls limit an accounting firm's lisbility
exposurs through new logal approachos or through fadersl sad state logisiation 39 Seven
yoars sgo the AICPA instituted the pesr coview progeam ( o system ic which members of the
sccounting profestion monitor the activities sad procedures of & ficm to ensure quality).
This progran, although succesaful, has not prevented audit failures, resulting from the lack
of quality, to the extent haped.
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Then. there is the aitarnstive of seif-insurance ¥ Maoy firms have resoried to this not
bacause thay wanted to, but because they had no alterostive. Through such & plan the firm
seta up funds to pay polential claiwms Thess funds would be invested until the claims needed
to be paid. Howaver, such s plan poses u prahlem for the accounting profession. As noted
earlier, thers is o ratio of 4 doliars of claims o every | dollar of capital. But for smell snd
mediom sizad fiema which never have boen tued und are in effect helping to pay for the
Iswsyits of the larger companies, this alternative iz quite vishie.

Setting of & captive is another chaice 41 Although this is s complicated solution, it is
vory sitractive o many businesses. A captive is in essence & now insuraace company. Firms
vithin a given industry or profestion which are experisnciog the sume types of problems
would band together to form this sort of group self-insursace company. They would in
effect be setting up s group fund to pay for any claims that might srise against the mambers
of that fund. This plan hes many advantages sad could bs the bast sofution for sccountants:
but, complata cooperstion smong the members of this plan is vital.

On ap individual basis, it has been recommended to soma firms that they sell thamselves
to the insurers < Todo 20, such & firm would show the potential insures what its strong
poinis ware snd why it would “best the avesages” and desarves s lower rate for coverage.
This process requires the firm to pinpoint its probiam areas and desl with thas. Thiz
solution only selves the probism for aa individual firm and not the current insurasce crisis
that oll firms are experisncing. Not sveryhody would be sbls to sell themsnlves to insurers,
their situstions might siill be teo risky.

A solutinn which does not salve the rising rates problem but doss sotve the problem for
firms who cen't find any insursnce is to tuen to professional sssociations 43 Thew
ssscciations gusrsntee insurance for all of its members, although they are not actually the
insurers. Currently. this is whete the biggent activity smong certifiad public sccoustaats is
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akiag place. This AICPA plan is also expariencing lacrge rata increases as premiums have
incrossed 100% in the last yess. And, the underwriters of this plan notified the AICPA that
they would be dropped ai the snd of 1985 uniess, they accepted fucther increases in rates and
the size of deductibles.

A finsl course of action which should be done in sll cases. but would not immedisisly
salva the problam. would ba to focus on ways to minimize Liability exposure. ¥ This could be
dane by constanily reviewing the adequacy of a firm's accounting controls and procedures.
¥hen determining the price for  pacticular engagemant, the sccountant should look closely
at the risks present and set his fee accordingly. Accountants should alse Lry to Limit the
reliance that third parties place on their opinions of tha finsncial reports. Their apinion
should include the purpose of their examination, s list of those who should rely on Lhe
report, sod a disclaiower of lisbility o all third parties. These actions could decrease the
aumbear of lawsuiis against accountsnts and in the long run help solve the problam.

Of thess many solutions, the survey detailod eaciior polled the Certified Public
Accougting firms on the methods that they favorad. Caly 1 of 10 firms favorsd government
reguistion by limiting the ssouat thet insursace companins cagn charge as s solution to the
incressing rates. Wharess, 9 of 10 firme are in Favor of putting a Limit an the amsunt that
can be awarded in & lawsuit This is clearty the course of action that sccountants fesl would
best control the cising eats. Only 2 of 10 firms viewsd allowing public accounting firms to
incorporata asa solution: only 1 of the 10 firms favored self-insurance.

When asked if they plenned 10 take any sctions against the rising rates, 7 of the 10 smail
and medium sized firms replisd that they intended to do s0. Expacted courses of actions to
reduce lishility insurance retes ranged from hetlar quality control, o resencch ints the
feasibiltiy of forming s cagtive (insurance pool) with other firms. Some Firms expacied to do
nothing more that lacats an siternsts insurar or incresse their daductibls, One firm detailad



& pian that was being organized by a Californis firm which involves getling 400 quality
firms together to apply for coverage from two groups that are currently underwriters for
Lioyd's of Landon. These firms are becoming more aware of this incressing problem and are
looking for salutions.

Itis clear that & serious problem exists not only for accountants but for sveryene who
detires insurancs. Somsthing sust be dose; aad, it must ba done soon. Small husinesses sz
wallas sccouating firms are in serious trouble ss profitshility decreases und the
stiractivaness of entering inta these buzinesses is sariousty diminishing A combination of
the shove plans should be implemsntiad in hopes of driving down reles and decressing
nanscessary lawmits. At the same time, though, one should not lose sight of what is in the
public's bast interesi. The specific functions that sccountants perform are importaat to
suciety. The sccounting profession is seeded and is here to stay. However, as the
profitability declines. so will the quality of the accountents work. Accountantsss & group
must ban tagether to study the posible slisrnatives and to formulete a plan that wili ensure
o sirong and continwous future for their profession. They must realize that thair quality of
work should improve thus increasing the reliability of their audit reports. This, couplad
with increasing the public's swareness of what they do, vitl help decresse the aumber of
Isgal actions partaken ageinst the accounting profession. Accountants should realizs,
though, that they are noi in the bost sione. They should realize that some of ths soluticas
might ba easior to implemant sad sway public and goveramentai opinion if they are for tha
bonelit of all and not just & few. Accountants are skilled st weighing the costs sad benefits
of a solution: they are aiso skilled at working with others. It in these akills that accountanis
shnuldlootloinmmmmmﬁvmmmumuwnnmccﬂﬁsfum

others.
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December 9, 1983

Depariment of Accountancy
Northers lllinois University
DeKalb, IL 60115

Dear sir:

Fam currently & ssgior at Northern Illinois University majoring in accounting and
earolled in the university's Hunors' Program_ As part of my reguirements to
graduate with hogers, I must complets & senior capstone project. For this project, [
have chosen to investigste the future of Accounting Professional Liability Insurence
rates. [n order 10 assist me with this project, 1 am ¢onducting & survey of many
different sized CPA firsms and many insuranca companies. Enclosed is a short
questionnaire. Would you or another member of your firta familiar with professional
lisbility insurance respond Lo this questionnaire? A presddressed envelope is
enclosed for rewrn mailing 1appreciate your sssistance in taking the lime to assist
me. The questionaire is numbared for follow up purposes. Your response will be kept
strictly confidential, Once again, thank you,

Sincerely,

folost M, Bavere _

Robert M. Bower
Accounting Major at N1LIJ.



Survey on Accounting Professional Liability Insurance

Firm

t. How many professional staff does your firm employ?

2. Approx. how muny SEC clients do you have?

3. Yhat have your sppr;::imm professional liablity insurance rates been in the
past three years per $100,000 of covarags?

1983 3
1984 3.
1583 3.

4. How extensive do you believe your coverage to be:

faraboveavernge shove aversge average below average well below aversge

3. How long have you been insured by your present insurer?

6. How much do You expect your Accounting Professiona Lisbility Insurance rates
to rise in the coming year {in psccentage)?

7. Have changing insurance rates affectsd your firm, in terms of:

 Higher bilting rates yeS ao
Lower profitability yes no
Meore billable hours yes no
Other (please specify)

8. Doyou view the presenl insurance rates as s resutt of an Industry crisis cavsing
a transition to a claims made basis, ie. [rom & system in which the policy coversall
lawsuits Tiled ns 8 resvit of events occuring while thal policy was in effect to & system
in which a palicy only covers claims made against the company while the palicy jsin
effect{the current policy at that time)?



Survey on Accounting Professional Lisbitity Insursnce Page 2

9. Rising insurnnce rales will have the largest impact on:
small fiems medium sized firms large flirms

In what ways?

10. Do you plan lo take any actions 1o reduce your professional lishility insturance
rales? If so. what are they?

. Which of the following sctions would ke effective in reducing the cost of
professionad liability insurance rates:

Government regulation by:

Rate caps (a specific limit which insurers are altowed to charge)

Lawsuit caps (limits as to amount that can be gwarded in a lawsnit)
Seff-insurance
Allowing public accounting firms to incorporate
Other (please specify)

12. Do you sgree with the following statement: My insurance rates have incrassed
asa resuit of more claims made ggainst my firm.

Thank you for your lime. Please return questionnaire in self addressed envelops.
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" SURVEY RESULTS
Name of firm
| Size of professiona) staff 110 145 65 70 45 43 15
(Numbsr of SEC clients 2 i 0 0 0 0
Ingurance Rates Per $100 000
983 200 473 j35 3,600 000 g4 -
984 413 494 B4 4, S0 00 269 -
965 1,500 $1,124 2ig 6,800 4,000 754 -
%4 from ‘83 to ‘B4 06,50% 2.53% 11583% 25.00% 0.00% 46.20% -
%a from B4ty 85 26320% 132.73% 19.27% EILITR3I00.00% 180.30% -
Expacted % 4 for 1986 20.00%110-30% 400-500 100.00% 900.00%: S0.00%
Special Note
Firms view of axtent
of coverege AYERAGE AYERAGE AVERAGE | Average Above Average | Averags Avorage
H3 » & YEARS » 3YEARS X Years 3 Years »10Years 7 ¥nors
YES YES VES YES ¥ES (£
NO YE YES ND YES YES
NO YES NO NO NO NO
DON'T KHOW |ND partiy YES o view N
Je6 Survey  NONE YES NO Nane
Small Firms 1Smell & Mediu;Small Mot Qualified 14Smel] Firms
Ses Survey _ [Seelurvey  iSesSurveys i . None
YES [#:] YES
Ses Survay  [SesSurvay = iSesSurvay  jSes Survey iSee Survey
Don't Know -
YES YES NG YES YES
NO 1) YES NO NO
[, YES NO NO NG
None None None Nona Hone
BQree w/ * 12 N0 NO NO NO NO N NQ
ydditionel comments: YES YES YES YES YES ¥ES YES




S120 of profesaional ataff 52 - 150 3000
(Numbar of SEC clients 5-1D g 2 300 +
Inayrancs Rates Per $100,000
83 370 $4,948 100 -
84 $140 5,455 110 =
85 $1,000 $17,500 94 &
¥ofrom 831 84 90.00% 228 10.00% =
%a from ‘8410 °85 £14.29%; 22081% 40.00% o
Expacted % 4 for 1996 200-200% 300.00% 400.00% 25.00%
Firms visw of sxtent
of coyarege Above Averege |Averegs | IAbOYe Aversgs Avarage
» 20 Years  1>7 Years > 10 years 110 Years
ng rates YES ND VES ]
tebility YES VES N N
......... ble hours N N NG ]
In part NO Didn’t Undarste NG
Ses Survey See Survey
Yiew largest irmpact upon SmallFirms Small Firms [Smel) Firms [Everyom
comments? Ses Syrvey  [Ses Survey  1See Survey INoAe
Planned actions YES YES NO NO
somments? Sse Survey  iOee Survey 1Mans
Weys to reduce:
.Rate caps N0, NO 1) NO,
.Lawaylt Caps YES YES YES YES
Self-Insurance NO N N N0
.. Incorporation N NG YES NO
other Nane None Mone Nona
Agras v/ # 17 {0} NG MO ]
additional comments: YES YES YES YES

i

I00 TR DRCON I O e 0



Compleled Surveys

Appendix C



Survey on Accounting Professional Liabitity Insursace

et _//Y'o /r‘r(a/)

g

1. How many professional siaff does your firm employ?

2. Appror how many SEE clients do you have?

3. ¥hat have your a.ppn-:ximne professional liablity insurance rates been in the
past three years per 5100000 of caverage?

1983 '] "2ec

1984 " 413

193 { /5ol

4. How extansive do you helieve your coverage io be:

far ahove average above aversge /average below sverage well balow average
oo eTeo e Cor ; WIS v 2 S AN S S S
foeswge Yoo e LA Try bt neT 97 e et Ee

5. How long have you been insured by your present insurer?
5’ L 2] \,’.{-1 5

6. How much do you expect your Accouating Professional Liability Insurance rates
to rise in the coming year {in percentage)? %

7. Have changing insurance rates affected your firm, in terms of:

Higher billing cates (e ne
Lower profitability @ U]
More billable hours @ 1]
Other (please specify)

3. Do you view the present inwurance rates as & result of aa Industry crisis causing
a transition to s claims made basis, i . from a sysies in which the policy coversall
lawsuils filed as & result of events occuring while that pelicy was in effectto a systsm
in which & policy only covers claims made against the company while the policy igin
effect(the current policy at that time)?

ety e p e we o '="('J"'-"i fr ruy e AL fo ifr
i & cfoeant ¢ -'{H ¥l f(.f"(-”"‘i‘(.i Hedi & t{" ‘A
o 's foaa evlo CL e S “'"‘1/"-(" (g freee. Tulle
'(-’a-«-l pils-cse  of 1hr) e e dey Fsfoecoleds acd nbte &
f;"\' N v ol e le L€a U{(r\{/ ')‘Jt" R on oo ?’ Ao Gge s

g u-wreq(rr)i—/rq({r /u@[,-



Survey on Accounting Professional Lisbility Insurance Page 2

9, Rising insurance rates will have the largest impaci on:

¢ smﬁﬁfﬁ—s:“ medium sized firms large firms

1n what ways? e tew e ¥ Ae o ble \.4 &.)(»F e & omag €
i wods he cvle o avezed whar

J;{e\f L et /}()‘7‘;—

10. Do you plan to take any actions to reduce your professional liability insurance

rates? Ifso, vhatarethey? | o .00, fc__,( e  Sen e

L ,Cr‘-"s'a_’_z s Ly :/-’ " -/}K'-;/ 2/ T e
(/J(L"f .‘{ crler vl iems

11. ¥hich of the following sctions would be effective in reducing the cost ol

professional liability insurance rates:

Government regulation by.

Rate caps (a specific limit which insurers are allowed 1o charge)

@im as 1o amount that can be awarded in  lawsuit)
Self-insurance
Allowing public accounting firms 1o incorpoerate
Giher (please specily)

12. Do you agres with the following statament: My insurance rales have increased
85 a result of more claims made sgainst my firm. g
Dr 5Ll ETT

Thaak you for your time. Please return questionnaire in self addressed envelope.



Survey an Accousiting Professional Liability lasurance

£s”

1. How many professional staff does your firm employ? i

—_—rly

2. Approx. how many SEC clieats do you have?

3. ¥hathave your nppﬁﬂm professional liablity insurance rates been in the
past three years par $100,000 of coverage? LL
1§

1983 3

1986 8 v, ,
=Y,

s s 1LC

4. How extansive do you believe your covep!\ge 10 be:
—ryc' below average well below avarage

far above avarage thove average :a/
.

3. Hov long have you been insured by your present insurer? /.~ EXCa¥T a%/d;/ Frrr

& How much do you expect your Accouniing Professional Liability Insursnce raies
10 rise in the coming year (in percentage)?

A

7. Havechanging insurance rates affected your firm, in terms of:

Higher billing rates @ no
Lower profitability yes, a0
More billable houts yes @
Other (plesse specily)

8. Do you view the present insurance rates as 4 result of an Industry crisis causing
A tranxition to 4 claims made basis, i.e. from a system in which the policy covers all
lawsuits filed as a result of events occuring while that policy was in effect to a system
in which a policy only cavers claims made agsinst the company while the policy isin
effect(the current policy at that time)?

slo Ve Cf“"

——



Survey on Accounting Professional Liability Insurance Page2

9. Rising insurance rates will have the largest impaci oa:

small firms medium sized lirms \large_ﬁry
In vhat ways? ['/KM ¥ f//"m%‘ :/ PR N
y

10. Do you plan to take any actions to reduce your professional liability insurance
rates? Ifso, what are ﬂu;]

11. Which of the following actions would be effective in reducing the cost of
professional linbility insurance rates:

Government regulation by:

L~ Rate caps (s specific limit which insurers are allowed to charge)

" Lawsyit caps {1imits 45 10 amount that can be awarded in 4 lawsuit)
Seif-insurance
Allowing public accounting firms to incorporate
Other (please specily)

12. Do you agres vith the [ollowing statemeni: My insurance rates have incressed
AS & result of moce cltime made against my firm.

W
o

Thank you for your time. Please return questionnaire in self addressed envelopa.



Survey on Accounting Professional Liabilicy [nsurance

1. How many professinnal s1aff does your firm smploy? 5/5

2. Approx. how many SEC clients do you have?

3. Whai have your lppr;uimm professional liablity insurance rates been in the
past thees vears per 5100000 of coverage?

1983 §__ /72t

1984 s 722

s 34220

4. How exteasive do you believe your coverage Lo ba:

3. How leng have you been insured by your preseat insurer?
T

6. How much do you expect your Accounting Professional Liability Insurance rates
10 rise in the coming year (in percentage)?

155%

7.  Have changing insurance rates affected your firta, in termsof:

Higher billing rates _Y_’_i_, . ne
Lower profitability yes ._'1'%;\
More billable hours yes . ne_ .
Other (pleass specify)

8. Do you view the present insurance rass as o result of an Industry crisis cavsing
a transition o a claims made basis, ie. from & system in which the policy covers sl
Iawsuils filed us & result of events occuring while that pelicy was in effect (o a sysiem
in which a policy only covers claims made against the company while the policy j§ in
effectithe curreat policy At that time)?

A _/i_ ' -



Survey on Accounting Professional Liability Inswrance Page2

9. Rising insurance rales will have the largest impact on:
. zmall {igg_;a;_'— medium sized Tirms {arge firms

In what ways?

10. Do you plan to take any actions to reduce your professianal liability insurance
rates? If so, what are they?

Hia, g A et

11. Which of the following actions would ba sffective in reducing the cost of
professional liability insurance rates:

Government regulalion by:
Rate caps (2 specific limit which insurers are allowed to charge)

. Lawsuil caps (limits as to amount that can be swarded in 2 lawsuit)

Self-insurance _

A —a oy =

oving public accounting firms to incorporate

Ouher (please specily)

12. Do you agree vith the following statement: My insurance rates have increased
as & result of more claims made against my firm. L/

Thank you for your time. Please return questionnaire in salf sddressed envelope.



Survey on Accounting Professicnal Liability Insurance

7o

A0 NE

1. How many professional staff does vour ficm employ?

2. Appro1. how many SEC clienis do you have?

3.  What have your nppr;nimm professional liablity insurance rates been in the
past three years per $100,000 of coverage?
3.£ ¥p

¥
184 2” o
PR ) i

4. How extensive do you belisve your coverage to be:

1983 3

A
far above average above average( average / below aversge well below avarage
/"

3. How long have you been insured by your present insurer?

I YEars

6. How much do you expect your Accounting Professional Liability [nsurancs rawes
to rise in the coming year (in percentage)?

‘%0%60’?,.

7. Have changing insurance rates affected your firm, in terms of:

Higher billing rates no

=
Lower profitability yes T
More billabis hours %ﬁ) Qﬂ/)
Other ( plesse specify)

5. Do you view Lhe present insurance rates as a result of an Industey crisis causing
a Lransilion to 4 claims made basis, ie. (rom a system in which the policy coversall
lawsuits filed as a result of events occuring while that policy was in effect 1o a system
in which a palicy only covers claims made aginst the company while the policy js in
effect(the current policy at that time)?

(_f?)ﬁ RTLY



Survey on Accounting Professional Liability Insurance Page 2

9. Riging insurance raies will have the largest impacton: 427 Onec.coch 75 gl 72

small firms medium sized [irms large lirms

In what ways?

10. Do you plan to take any actions Lo reduce your professional liability insurance
rates? If so, what are they? v/
SZiaan PP~ Phses PO Leviem w5

11. Which of the following actions would be effective in reducing the cosi of
professional liability insurance rates:

Government regulation by:

Rats caps (8 specific limit which insurers sre allowed to charge)

Lawsuit caps (li ils &S (o amount that can be awarded in a lawsuit)

Self-insurance —
[ i e

~~"Allowing publi¢ accounting firms to incorporate -

Other (please specify)

12. Do you agres with the following statement: My insurance rates have increased
asa result of more claims made sgainst my firm.

/[/0 e L E ArE AESER TigEa; S ED
et

Thank you for your time. Please return questionnaire in self addressed eavelope.



Survey on Accounting Prolessional Liability Insurance

7 EFe
t. How many professional staff does your firm employ? 2 il
i

2. Approx how many SEC clieats do you have? A

3. What have your approXimais professional liahlily insuratce rates heen in Lhe
past three years per $100,000 of coverage?

1983 :} . L
7

1984 § z

185§ /

4. Howazlensive de You helieve your coverage wa ba:

far above average aboveaverage. average “balow average  well below average

3. Hew long have you been insured by your preseat insurer?

s -/L__{’f'-\/’)

6.  How much do you expect your Accounling Professional Liability Insurance rates
to rise in the coming vear (in percentage)?

2

7. Have changing insurance rates affected your firm, in terms of:

P
Higher billing rates yes w6

./I‘"'h.
Lawer profitability yes (’nq T
Mors billable bours yes (13
Other (please specify) B

8. Do you view Lhe present insurance rates as a result of an Industey Crisis causing
2 transition to & claims made basis, i« from a sysiem in which the policy covers all
lawsuits filed as a result of events occuring white that policy was in effect to 4 sysiem
inwhich s policy only covers claims made against the company while the pnhcy isin
effeci(the current policy at that time)?

T



Survey on Accounting Professional Liability Insurance Page2

9. Rising insurance rates will have Lhe largest impact on:

small firms medium sized [irms large firms

[ what ways? ot

10. Do you plan to take any actions to reduce your professional liability insurance
rates? If s0, what are they? :

11. Which of the following actiens would be effective in reducing the cast of
professionsl linhility insurance rales:

Government regulation by:

Rate caps (a specific limit which insurers are allowed to charge)

* Lawsuit caps {limils as to amount that can be awarded in & lawsvit}
Self-insurance
Allowing public accounting ficms to incorporale

Other (please specily)

12. Do you agree with the folloving statemant: My insurance rates have increased
85 e result of more claims mads against my firm.

N

Thank you for your time. Please return questionnaire in seif addressed envelope.



Survey on Accounting Professional Liability Tnsurance

1. How many professional staff does your firm employ?

)
2. Approz. hew maay SEC clients do you have? Aokle

3. Vhat have your approximate professionzl liablity insurance rates been in the
past three years per $100,000 of coverage?

s 3 LSS

1685 g 17<a?

4. How ersnsive do you helieve your coverage 1o be:

far above average above average @s below average well below average

5. How long have you been insured by your presentinsurer? /. /- 75

6. How much do you expect your Accounting Professional Lishility Insurance rates
to tise in the coming year (in percentage)? 260 %_

7. Bave changing insurance rates affected your firm, in terms of:

Higher billing rates yes @'
Lower profitsbility R
More billshle hours yes  ((ap.”
Other (please specify)

8. Do you view the present insurance rales as s result of an Industey crisis causing
a transition 10 & claims made basis, i.¢. from 4 system in which the policy coversall
lawsuits filed as & resull of svents occuring while that policy was in effect to s system
in which & policy only covers claims made against the company while the policy is in
effect{the current policy at that time)? A/J




Survey oo Accounting Professional Liability [nsurance Page2

9. Rising insurance rates will have Lhe largest impact on:
,/’/—’._‘_H"\ L .
ﬂm e medium sized {irms large firms

In what ways? L. 7/ a0 Y 7 é/L VAR L B )
75 C‘i""’ré Ve Bt s - R P /7/:-,"7 - qf)///:d/ e fa/_
Fod e T ,aé.e K3 LHE T BV 5 T L AN
IR T =P

10. Do yeu plaa to take any sctions to reduce your professional Liability iasurance

7
rates? If so, what are they? IT el g, e TR o -
T mepy ToF ) 4;(":'({.4'6:' e e, SR S AT
Sor Lpos // 20 fr S B & s, er e et raLe
-

11. Which of the following actiens would be effective in reducing the costof
professional liahility insurance rates:

Goverament reguiation by:
Rats caps (a specific limit which insurers are allowed to charge}
o

-
-

" Lawsbit caps (Limits 4s 1o amount that can be Awarded in & lawsuit)
Self-insurance
Allowing public accounting firms Lo incorporaie
Cther (please specily)
12. Do you agree with the following statemeni: My insurance rales have increased )
as a result of more claims made against my firm, -Ajy . £ S e . LT
070//} < s "4" A DM Kr- '_7_/(2 A E'/L'f-' \/7 B -V 2 .i,_;’/;_’c. .—/c_
[ c/ TA @S mi & f 7-'-'/&, [ g gV (/ 4;’_', P s s

] . g .
Cowrr Coses, - WO Gre TE e

-,

CASer Wirkour ez b Fhst au by = >
[l -V fﬁ,,A éu ,C'?""h/’,\/,«,u Jud/f/fxn) N P Sy e & :[f’ L
éc}./x.z RN w« G, Srr mu ..,{m{ P yﬁ.. s o EE ar i <

LA g Lo, =5 ‘,,4,7 & e
Thank yau for your time. Plaase feturn questionnaire in self addressed envelops.



Survey on Accounting Professional Liability Insurance

52—

2. Approx. how many SEC clients do you have? &L /te

1. How many professional staff does your firm enploy?

3. What have your approximate professicnal liablily insurance reles been in the
past three years per $100.000 of coverage? 4/
1983 8 -

1984 .1 _/@
V4

145 S /,eee

4 How sxtensive do you believe your coverage o be:

Tar above averags average  balow aversge well below average

3. How long have you been insured by your pressnt insurer?

PR IBW

6. How much do you expect your Accounting Professional Liability Insurance raes
io rise in the coming year {in parcentage)?

<= 2:300 79

7. Have changing insurance rates affected your firm, in terms of:

Higher dbilling raies @ o
Lower profitability @ no
More biltable hours yes

Dther (please specify)

8. Do you view the presenl insurance ralesasa result of an Industey crisis causing
& transition 10 & claims made basis, i.e. from & system in which the policy covers alt
lawsuits filed as a result of events occuring while that policy wag in effect toa system
in which a policy only covers claims mads against the company while the palicy isin
effect(the current policy at thas time}?

o ,.ﬁ,,é.,,z-_y/z;,/i.,. el



Survey on Accounting Professional Lisbility Insurance Page 2

9. Rising insurance rates will have the fargest impact on:

medium sized lirms large firms

I whatways? %y . e 7’ ﬁz ’ ‘b /M .
T <o s P e %E R
10. Du you plan to take aay actions to reduce your professional lisbility insurance
razs? Il so, what are they?

Ty Sy gl o B A

2 werbeing gt A Cokfonnin, %«.W/«mw el
1 % nﬁn%ﬂﬁivm% mﬁ;—ofwwi
at o

L -]
. ¥hich of the
professional lisbility insursnce rates:

Government regulation by:

Rate caps (a specific limit which insurers are allowed 1o charge)

ms {limits as ta amount that can be awarded in a [awsuit)

Self-insurance

Allowing public accounting firms to incarporate

Other (plense specify )

12. Do you agree with the following statemant: My insurance rales have incressed
a5 a result of more claims made against my firm. ,2

Thank you for your time. Please return questionnaire in self addressed envelope.



Survey on Accounling Professional Liahility Insurance

—
1. How many professional siaff does your firm ¢mpioy? / 2

Z.  Approz. how many SFC clients do you have? /

3. What have your approzimate professional liablity insurance rates been in the !
past three years per $100.000 of coverage? Amito RE FREmt T, 0 18 Ll

o83 s T ESvd
1984 L] f\] /5’35/
1983 5 4 Y E5e

4. How extansive do you bolieve your covarage (o be:

far above average above avemgqf;\};_) below average well helow avarage

5. How loag have You been insured hy your pressnt insurer? i
i Sadsiad Heocw £ vEL wE  HAE A » THE B ”
o CamrATan P THE ARES  PARED o ek Fe Lk
6. How much do you expect your Accounting Professional Liability Insurance rales
1o rise in the coming year (in percentage)? )
;fégif& g Trern, pee ri€RNEE

= e

7. Have changing insurance rates affected your firm, in terms of:

Higher billing rates {; yes - oo
Lower profitability @‘ no
More biliabie hours 7 y;s /" no
Dther (please specify) -

$. Do you yview Lhe presenl insurance rales 48 a result of an Industcy crisis causing
a transition to a claims made basis, i.e. Trom 4 system in which the policy coversall
|awsuits filed s s result of events occuring while that policy was in effect to a system
in which » policy anly covers claims made against the company while the policy 35 0
effect(the current policy al Lhat tims )7 ]
£ i 5 AAE BEcsmg ~ £ p TG g B .5:(/52”/
WD RS HE  GorudTen a5 BEEH S TH T e
g oF TR0 T RGBT pa iR € THE
Jeroen G I FETSen) RS Fleeme  THE FHETY
LiEVED AT FEME  THE  pnE L EnED HAWNG DEEF FBexETS ]



Survey an Accounting Professional Lizbility Insurance Page 2

9. Rising insurance rates will have the largest impact on:

smatl firms N medium sized firms large firms

In WhAL WaysS? /¥ i ol P AEYY, B S A -,'og'r:’.'(. - A . .
TECFERA] .0  SBsEg.anTLY M FAOE  weTw  OTEER Ll EE A
Tofunt 5 o2 TEcrECT FafmiFEoi£Z Tues e P oA mFE AL

T E PAYS pF FAE Tecd TRACT.ee£AE

16. Do you plan to take any actions 1o reduce your professional liability insurance
rates? If so, what are Lhey?

FEE P FRE S SERTITT G wC T e T A

ferRTimls  Ar  ALTECaA TE  ONCE &L

11. ¥hich of the following actions would be effactive in reducing the costof
profassional liability insurance rates:
Government regulation by:
Rate caps (a specific limit which insurers are sllowed Lo charge)
Lawsuit caps (likits a5 to amount that can be Awarded in a lawsuil)
Self-insurance
Allowing public accounting firms o incorporate
Other (plense specily)

12. Do you agree with the following statement: My insurance rates have increased
asa resultof more ciaims made against my firm.

e  WAVE Beew wo dedm3  AGHWET  THE

- s
T Twis i CRERSE A TR TES  SFEmS To < €
N rIEAD ol TERMS o5 LaREE EETILEMENTS

BheGHT NEAWIT Bl g rrecal Tl T Lt S

Thank you for your Lime. Please return questionnaire in self addressed eavelope.
2E Foe  AREA T Peaf Se Fae SEAS peie T TS
e T AT Forein3 BApic Henw TER (éog- T KD

e /f/")// /f// FESEE (f 12) _dhd /- S}den) Gorate o o

ACmn i STELS Tl AICER JNESOKANE TTERAS
W iaits TNE  TRer€ssiowRl LiRBicr TV Trog A7,



Survey on Accounting Professional Liability Insurance

1. How many professionsl staff does your firm employ?

2. Approx. how meay SEC clienis do you have? e

3. What have your apprbnmm professional liablity insurance rates bees in the
past thres years per $100.000 of coverage?

1983 4
1984 s
1083 1

4 How extensiva do you believe your coverage (o be:

far ahove average above aversge @beiow average wall below average

5. Howlong have you been insured by your presant insurer?
Toaee

6. How much do you expect your Accounting Professional Liability Iasurance rates
to rise in the coming year (in percentags)?

< -

7. Have changing insurance rates affected your firm, in {erms of:

Higher billing raies yes @
Lower profitability (Y-% o
More billsble hours yes @
Duher (please specify)

3. Do you view the present insurance rales as & result of an Industry crisis rausing
a transition to a claims made basis. i.6. from a system in which the policy covers all
iawsuils filed as & rasult of events occuring while that policy was in effect to a sysiem
in which a policy only covers claims made againsi the company while the palicy isin
effect{the current policy at that time)?

.



Survey on Accounting Professional Liability Iasurance Page2

9. Rising insurance rates will have the largest impact on:

C\‘g:&nﬂ I:Ems;> medium sized firms lacge firms

In what ways?
Luryes hrmz e caue ~33e b oy L —ar en
CgpngTeh Teectugrd Ta ervgnihae 43 Yo s g e Ve,

OV
10. Do you plan to take any aclions to reduce your professional lisbility insurance
rates? If so, what are they? (n

-

11. Which of the following actions would be effactive in reducing che cost of
professionsl liability insurance rates:

Government régulation by:

Rate caps (a specific limit which insurers are allowed to charge)

e-Lawsuit caps (limits as to amount that can be avarded in a lawsuit)
Self-insurance
Allowing public accounting firms 1o incorporate

Other (please specily)

i2. Do you agree with the following statement: My insurance raies have increased
as & resultof more claims made against my firm.

b1 S

Thank you for your tims. Please return questionnaire in self addressed eavelope.

[ p—



Survey on Accounting Prafessional Liability lnsurance

1. How many professional stafl does your firm emplay? Vi i1
2. Approx bhow many SEC clienis do you have? _._._'“"Ae___

3.  What have yobr a.ppr;:ximae professional lighlity insurance rates heen in the
past theee years per $100.000 of coverage?

183 & 4732
1984 8 ygy. @
1985 V7%

4. How axtensive do you believe your coverage to be:

far above averags above average below average well below average

5. How long have you been insured by your present insurer?

ore Lo 5 years

6. How much do you espect your Acconnting Professional Liability nsurance rates
to rise in the coming year (in percentage)?

Dau'f‘ knew — s0 fo 30 ’7:

7. Have changing insurance rates affected your firm, in terms of:

Higher billing rates @ no
Lower profitability yes
More billabls hours yes
Other (plense specify)

3. Doyou view the present insursance rales as a result of an Industry crisis cavsing
4 Lransition to a claims made basis, i.e. from a sysiem in which the policy coversail
tawsuits filed as a result of events eccuring while that policy was in effect to a sysiem
in which a policy only covers claims made against the company while the policy is in
effect(the current policy At that time)?

000"-.1' Hraw



Survey on Accounting Professional Lishility Insurance Page2

9. Rising insurance railas vill have the largest impact on:

|0 whai ways?

Con f‘ox £ be 2ddtrnal costs o Here afents .

10. Do yau plan to take any aclions 1o reduce your professional lishility insurance
rates? If so, what are they?

-fncte:se C/Qd(ucgtjle 3*0401%.

11. Which of the following actions would be sffective in redocing the cost of
professional liability insurance rates: Ool'l ¥ Hogusi

Government regulstion by:
Rate caps (a specific limit which insurers are allowed to charge)

Lawsuit caps {Jimits as 0 amount thal ¢an be awarded in & lawsvit)
Self-insurance
Allowing public accounting firms 1o incorporate
Other {please specily)

12. Do you agree with the following statement: My insurance rates have increased
as & result of more claims made sgainst my firm,

[
i ——

Thank you for your time. Please return questionnaire in self addressed envelope.



Survey on Accounting Professional Liability Insurance

1. How many professional staff does your firm employ? T

2. Approxr. how many SEC clicnts do you have? £

3. What have your approximate professional liahiity insurance rawes been in the
past thres years per §100,000 of coverage?

1983 % el
1984 L] ree
!%5 ‘ ’; J. i'.r

4. How extensiva do you believe your coverage to be:

far above average above average . average belowsverage well below average

5.  How long have you heen insured by your present insurer?

fr T e

6. How much do you expecl your Accounting Professional Linbility Insursnce rales
to rise in the coming year (in percentage)?

Pt

7. Have changing insurance rates affected your firm, in terms of:

Higher billin g rates { yes  : mo
Lower profitability yes o7 po”,
More billable hours yes oo
Other (please specify)

8. Do you view the presenl insurance rates as a result of an Industry crisis causing
1 transition to a claims made hasis, i, lrom a system in which the policy coversall
iawsuits filed as 8 result of events eccuring while that policy was in effect Lo a sysiem
in which a palicy enly covers claims made against the company while the policy is in
effect{the current policy at that time)?

T

e
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Survey on Accounting Professional Liability Insurance Page?

9, Rising insurance rates will have the largest impact on:

Smal [uyms Meajum SLeU LIMmS 11 gT LA s
1a what ways?
STl .:?t’.t-u-l--'- iy ,.' Bt Shmpeass B G e

'

: v
" '

10. Doyou plan to take any sctions to reduce your professional liability insurance
rates? If so, what are they?

11. Which of the following actions vould be effective in reducing the cost of
professional lishility insurance rates:
Government regulation by:

Pate caps (a specific limit which insurers are silowad o charge)

" hvmil.‘i?apsry‘;nits as to amount thal can be awarded in a lawsuil)

Sell-insurance

Allowing public sccounting firms to intorporste -

(ther {please specify)

12. Do you agree with the following statement: My insurance rates have increased
ax a result of more claims made aguinst my firm.

Thank you for your time. Plessa return questionnaive in self addressed anvelope.



Top Eight Accounting Firms
( The Big Eight)

Appendix D
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The Big Bight
{ in alphabetical order )

Arthur Andersen and Company
Arthur Young and Company
Coopers and Lxgra_gd

ArwaneauVY) Lamnem. e

Brnst & Whinney

Peat, Marwick, Mitchell, and Company
Price Waterhouse

Touche Ross
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