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By Louise Pennington and Tara Cummins

Aftershocks

In September 2008, the subprime credit meltdown significantly impacted American
International Group (AIG), a prominent player in the professional liability insurance
marketplace. The situation culminated with an extension of $85 billion in potential
credit from the government, as well as the appointment of Edward Liddy as AIG's
Chief Executive Officer. It was reported that as of October 3, $61 billion of the
original $85 billion has been drawn down. On October 9", public reports noted that
over $37 billion in “additional liquidity” was being provided to AIG’s insurance
subsidiaries. In the short term, AIG will be selling portions of the company and
determining how the remaining AIG entities will be shaped for the future.

Other insurers have felt, and continue to experience, significant financial impact as
downgrades and losses to investment portfolios take their toll. Some of these
insurers are also “household” names, such as The Hartford, XL Capital, MetLife, and
many others.

Policyholder perspectives of the market turbulence and their reactions have varied,
ranging from immediate requests for alternative quotes both on mid-term and
renewal business, to vigorous advocacy by seasoned risk managers wishing to
continue relationships with incumbent insurers and discourage movement.

It is natural that the market will bear a wide range of client reactions. Because each
client’s risk profile and loss experience is unique, perspectives will differ. And when
the coverage is Directors & Officers Liability insurance, the issue of “certainty” and
“stability” rings much closer to home. It is for this reason that many risk managers
may wonder if a confrontation with the C-suite and Board itself to maintain historic
relationships is “worth the fight” when alternatives may be readily available.

The most fundamental concern for all insureds, especially during economic tumult, is
the assurance that the policy will be there to protect them when it is called upon to
do so. Accordingly, constant and consistent due diligence and monitoring of the
financial strength of each insurer that participates on an insured’s insurance program
is as critical as being aware of the alternatives.

Preparation

As the turbulent economy continues, insureds must spend risk dollars wisely. Healthy
competition in the insurance marketplace creates an opportunity for clients to
optimize policy premiums, terms and conditions. In appropriate circumstances,
getting alternative bids to an insurance program may be prudent as it can foster
competition, which may yield both premium and contract benefits to a client.

Now more than ever, however, clients must carefully consider the potential adverse

effects of changing insurers, particularly in instances where a longstanding
relationship between the insured and the insurer exists. Any new program
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participants must be reviewed with steadfast diligence, particularly in instances
where the insured is experiencing litigation or other claims activity. It is important to
examine contractual language and, in particular, to scrutinize policy provisions
relative to warranty statements, prior and pending litigation exclusions, or other
policy provisions that could impair claims. Ultimately, the potential immediate
benefits from premium savings and coverage enhancements must be balanced
against the possible compromise of policy proceeds.

In order to combat the concerns that may arise directly from the Board and others in
the C-suite, it is also important to be armed with answers to the following questions:

e How are the insurer’s reserves posted and are they adequate?
In the case of insolvency, will the insurer be able to pay claims?
What recourse is available to policy holders in the event of a solvency issue at
an insurer from the State Insurance agencies?

e What coverage is in force within the company’s D&O program to protect the
directors and officers in the event an insurer faces solvency issues?

¢ What happens if an insurance company sells its “renewal rights” to another
company?

e What recourse is available to the insured in the event an insurance company
is downgraded by A.M. Best, S&P, Moody’s or others?

e What alternatives are available in the event that a company demands a mid-
term change and what penalties, if any, may be imposed?

Being prepared with the answers to these questions and others related to financial
turmoil offers a risk management professional the opportunity to be proactive in
their assessment of the markets and reasoned in their decision making. In a rapidly
shifting environment, quelling the concerns of each and every company’s
constituents is challenging—and yet a good offense is the best defense. By
appreciating these concerns and other aspects of reserves, solvency, ratings and
mid-program changes, and preparing for board inquiry and possible market events,
risk managers will be best positioned to manage issues if they should arise.

Volatility

The soft arm of the current bifurcated D&O insurance market is partially attributable
to adequate capacity. The subprime reduction of available credit has not significantly
decreased professional liability insurance capacity to date for commercial risks
(although for financial institutions the market is hardening). Recent downgrades and
the current volatility in the insurance marketplace do raise a specter of questions,
such as: will the need by insurance companies to maintain and retain their clients
cause further downward pressure and premium erosion? Or will the inability or
unwillingness of some insurers to continue to carry the going-forward exposures
related to the recent financial crisis cause a contraction in the marketplace, and thus
an inevitable hardening to both commercial and financial institution clients alike?
With so many simultaneous events unfolding at such a rapid pace, it is too early to
make predictions.
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Certainty

Underwriters’ are approaching their review of each and every insureds’ risk with
greater scrutiny. Some examples of the changes in their underwriting focus include
closer reviews of company debt and investment portfolios, related lending flexibility
and access to capital, as well as stock plan flexibility for a company’s employee base.
And as we enter the next chapter of the credit crisis, underwriters will become even
more rigorous in their underwriting protocols than in the past. Businesses must,
therefore, have a comprehensive risk marketing strategy in place to advantageously
renew or revise their current risk profile and distinguish themselves from others who
may be similar in size or specialty but not in financial stability or management. Now
more than ever, illuminating one’s uniqueness as a company is imperative to the
success of a renewal.

Louise Pennington is a Managing Principal with the Management Risk Practice in New York. An attorney
by background, she specializes as a broker in D&O liability and insurance, securities litigation and
professional liability issues.

Tara Cummins is a Senior Associate and Knowledge Manager for Integro. An attorney by background,
she is located in the New York office.

About Integro

Integro is an insurance brokerage and risk management firm dedicated to serving the insurance and risk
management needs of complex institutional risks. Integro has offices across North America, as well as in
Bermuda and London. Its headquarter office is located at One State Street, 9th Floor, New York, NY
10004. Call 877-688-8701 and visit www.integrogroup.com.

Copyright 2008, Integro USA Inc.

Finding Serenity: Thoughtful Risk Management in Turbulent Times 3




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


