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AIG hit by rising liability cos
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AlG, the world's largest 1mu.m1',
has suffered a sherp rise in the
cost of directors’ liability dusur-
ance, reporting an aimost 62 per
cent ihwmnp in the price of the pre-
miwm it pays tc protect its own
board and executive officers.

Directors’ and officers’ insur-
ance — known as D&O - has
become far more sxpensive fol-
lowing the wave of corporate
scandals, the huege increase In
shareholdsr litigation agamst
corpanies, and the rising c:nsk of
individaal pay-outs,

Ironically, AIG has pushed
through steep increases in the
prices it charges others for D&O
but is itself feeling the effects of
them. In a filing with US regula-
tors, it said its premium cost
22 86m {€2.66m) for the year to
the end of next month, up 58 per
vent from lasi year's $1.5m. AICG
did not say where it purchased
the insurance.

Many insurers are also suffer-
ing because they underpriced the
policies in previous years.

AIG warned more than a yvear
ago, before the extent of the

corporate seandals becaine clear,
that the insursnce indostry was
facing a bad run of DED claims.
This February the company sur-
prised investors with a $2.8bn
pre-tax charge, mostly to boost
reserves for casualty claims and
to account for directors’ pay-outs.

Meanwhile, the insurer contin-
ued its quiet corporate gover-
nance revolution. Speculation
still surrounds succession at the
company, which has been run by
Maurice “Hank"” Greenberg for
more than 30 years. Mr Green-
berg has shown no inclination to
retire but has said that a succes-
sor has been chosen.

AlG watchers have observed
that once favoured staff have
been sidelined while others rise
up the ladder. Martin Sullivan
and Edmund Tse were named co-
chief operating officers a few
months ago. At the weekend, AIG
said three board members were
not standing for re-election at the
annual meeting in May. Eli
Broad, Ed Matthews and Tom
Tizzio have all been tipped by
analysts as possible contenders.

Mr Greenberg went without his
bonus in 2001 after the September

11 terrorist attacks harmed pe:
formance, although his bonu
was reinstated in 2002.

He was paid $1m in salary,
$5m bonus, and was awarde
375,000 stock options and $86,0C
from a separate savings plar
There was also an $1lm pay-ou
from a long-term incentive pla
set up some time ago.

AIG does not pay for the pla:
however, which has been covere
by AIG shares held in a privat
holding company in Bermuda se
up in 1975. The shares were pu
there to provide lucrativ
rewards for long-term service t
the company. Executives becom
eligible for the payments as the
rise through the company bu
they typically collect only o
their retirement.

AIG has already made sij
nificant changes in its commun
cations strategy in response f{
changing governance expecti
tions, holding its first earning
conference calls, making full-yves
profit forecasts for the first tim
and increasing the detail of I
financial statements.
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