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Aon's analysis of the commercial marketplace suggests that there currently exists approximately
$150 million in insurance capacity available for this segment of US-based accounting firms. This
analysis considers only those insurance companies that have received a financial strength rating of A­
or better (per A.M. Best) and underwrite risk using a "broad form" wording of the type traditional to
the insurance programs of these accounting firms. The insurance companies identified by Aon are
each able to provide $5 million to $20 million in capacity to their insurance programs.

An important feature of a robust insurance marketplace is the existence of alternative "lead"
insurance companies, who establish the basic terms and conditions of coverage upon which an
insurance program is based. Such companies must not only have an ability to supply a reasonable
amount of insurance capacity to anchor a program, but must also have sufficient underwriting
expertise for that class of business to attract other insurance markets in "following" their terms and
providing additional capacity on an excess basis. Currently, there are several insurers that are capable
of offering competing terms and underwriting these insurance programs on a "lead" basis, including
Lexington, CNA, Arch, Underwriters at Lloyd's and Fireman's Fund.

Currently, available insurance capacity exceeds, by a considerable margin, the amount of coverage
that most accounting firms in this segment wish to purchase. However, there is no certainty that the
capacity available is sufficient to meet the foreseeable losses of these firms. Consider that publicly
held corporations, as well as, publicly and privately held financial institutions, in addition to large
privately held enterprises, employ accounting firms within this segment. Furthermore, by virtue of
their financial size, a significant proportion of this segment's clientele is capable of generating
liabilities that could easily exceed the limits of coverage available in the commercial marketplace.

In fact, there have been a number of professional liability claims against larger accounting firms
whose clients were not dissimilar to those of this segment. The oUlcome (award or settlement) of
these cases has reached or exceeded the limits of coverage currently available in the commercial
insurance market. Publicly known examples of such losses include "Merry-Go-Round" ($185
million), Baptist Foundation of Arizona ($217 million) and Bankest (under appeal at $521.7 million).

The likelihood of severe claims against accounting firms in the segment under discussion in this paper
looms even larger when one considers current trends in the US economy. The sub-prime crisis is still
unfolding and, it is too soon to say how far it may ultimately reach, but one troubling possibility is
that, in combination with other factors, it may help usher the US into a recession, which could
potentially affect business enterprises of all sizes, in almost all sectors of the economy, including
many of the clients of the accounting firms on which we have focused here. More specifically,
recessions push weak companies over the edge, and business failures - whatever the precipitating
cause - lead to post-mortems in which parties seeking to recoup their losses cast a wide net of blame,
often-finding accounting firms particularly attractive targets because of their perceived deep pockets.
Even an economic slowdown poses dangers. Cyclical aspects of claims against directors, officers, and
auditors are well established, with fraud generally viewed as occurring during good times - in part
because skepticism is suspended when everyone seems to be making a lot of money - but revealed in
bad times, as cash flows shrink and become insufficient to hide malfeasance. As 2008 began, the
probability of the US entering a recession during the year was generally viewed as about 50 per cent.
We are concerned - and are monitoring economic trends closely in order 10 provide timely risk
analysis and advice to all our accounting clients, both large and small.

We thank you for the opportunity to present our views. If you would like to have additional
information, we are available to enter into discussions to elaborate upon our comments.
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