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■ planning ahead

Broker Crafts D&O Backup Program So
AIG Customers Can Bail Out If Necessary
Simple e-mail will activate an alternative coverage if AIG ratings fall below ‘A-minus’
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policyholders were calling their brokers last week, a handful issues arising from mortgage-backed secucould affect the insurance communiwere comfortably sitting tight with recently renewed AIG rities
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Christopher Thorn, Southwest Airlines
“We had no intention—and we have
“My job is to protect the client against risk manager, noted that AIG has been
no intention of trying to move from AIG.
the worst-case scenario,” he said, describing
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d&O backup program
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“outside-of-the-box solution” from Mr.
Taffae “allowed us to have our cake and
eat it, too,” Mr. Thorn explained, noting
that he and Southwest’s CFO and treasurer
unanimously agreed to pursue Mr. Taffae’s
solution.
The solution was to renew the multicarrier program with AIG continuing as the
primary insurer, and to pay an additional
fee to get a proposal and quote from an
alternative lead carrier. The pricing and
terms for that alternative program are
locked in for 12 months—not 30 days, as
is industry practice, Mr. Taffae said.
Mr. Taffae refers to the solution as a
“supercontinuity option,” expanding on
the term “continuity,” which in the liability insurance world refers to making sure
that coverage is consistently maintained
without gaps as the insurance is renewed
each year.

Another feature of the supercontinuity
option, he said, is language stating that it
will only be available if A.M. Best downgrades the financial strength rating of any
AIG insurance subsidiary to “A-minus” or
lower. This protects the carrier against moral hazard—the possibility of the buyer announcing a multimillion-dollar claim and
the desire to accept the alternative tower.
In the event a downgrade does occur, “I
just send an e-mail” to get the alternative
program done, Mr. Taffae said, noting that
AIG has agreed that its participation will be
cancelled pro-rata in that situation and the
new tower will go into effect.
“It is never in the insured’s best interest
to go in to negotiate terms and conditions
or premiums at a time of crisis. Anytime
you can pre-negotiate when things are still
okay, you’re better off,” Mr. Thorn said.
While coverage terms are not precisely
the same as the renewal terms with AIG,
Mr. Taffae pointed out that the backup carrier was making a two-year commitment.
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“The terms are acceptable,” Mr. Taffae
said, noting that Southwest could, if it
chooses, invoke this option eight months
from now (12 months after the renewal)
and the carrier would be committed to
providing 12 months of coverage.
“We had to negotiate and underwrite
and broker a deal that has a lifespan of 24
months in a changing environment,” he
said, noting that the airline industry has
some significant challenges related to fuel
costs.
Mr. Thorn is comforted by the prospect
of having two companies to choose from
going forward. “I could replace AIG with
another insurance company, but how do I
know they’re not the one next week having the problems?” he said.
Mr. Taffae said he has placed four other
D&O programs with supercontinuity options—for AIG and another troubled carrier. The fees for the alternatives have fallen
in the range of 1 or 2 percent of the total
premium, he said. NU
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