From: esemm—

Sentt Thurscs cemnber 09, 1999 10:45 AM

To:

"Ces @New York
Subject: Urgent Relnsurence Contract (Uniseg/Forex)

ol discuesed the ebove wit yesterday. Since 1 sm due to leeve for Jepan this even!ﬁg‘a-nd the proposeais
involve AIRCO, | thought | should summarise my understending of the eltuztion SIS hes slso been Involved In
discussions ebout this, . : . :

-,

1 understand that we heve & forelgn exchenge less of $44m in our Brzzflian fife operations and we ere being ssked 10
come up with  reinsurance cordract before the end of the year which will somehow “cancel” out the loes. The source of
the request Is from Joe Umeneky’s team, epperently besed on Howie Smith's Instructions.

The first su'ggest!on was thet AIRCO Life should effect reineurance on par of the BrezMan L¥e business with » Batbades
compsny Union Excess. AIRCO would mzke & relnsurance recovery under the contract Clearly there could be problems
petting epproval for this from our suditors, end | felt that we should elso run the proposals pest Mike Murphy fo see Hthele

heppy with . There was slso the tricky Issue of finding & sultzble block of business in BrzzB end e relnsurance structure
that woukl work, : :

The desl Is epperently very urgent, eince we need & contrect In place In time for 1 to be epproved st a bosrd meeting of
tnlon Excess on Tuesday 14™ Des. ‘

1 hed further discussions with@IIE of Umenzky's tezm) yesterdey and the detefis ere now quRe different from what
we orlginally thought. it seems that It does not need to be & reinsurance contract based on Brazl sfter ef any block of Lite
business would be OK. Also, since Union Excess I§ not icensed to sccept life business, R would have to be *non-lile®

business coming from the Life Division, which probebly means ARH.

Az 1t etznde now, | think el we can do ks locate & suiteble block of AAH business wmj;ln the Life Division thst could be used.
The wording of the reintursnce contrzct would depend on whet we ere relnsuring, but we heve recelved 8 diefl of how thia

would be hancled on the Gen tide, and | understand thzt{JIINER s now Invoived with thls discussed

some of the sccounting lszues yesterdey evening, but # eppears that we do not yet have & clesr picture of what has to be
schieved, . .

Regerds ",

AANETNENTTAIL ATA/GEFN-RE-TRANS DO16E62K
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sént Wednesday, August 30, 2000 2:42 PM . :

.{:?:.; m W Smith, Howard—@ 70 Fine:
Subject:  FW:Nan Shan 2000

Importance: Hlm |

Following-up &5 10 the status of the 2000 agreement. Will anything be bock in the 3rd quarier as
previously discussed. ’

Please advise,
Thanks

AIC - Ufe Monogement Division - Wilmington, DE
Phone: Fox:
Infermet E-Mall; _ AlG.com’

—Otiginsl Mezzea

Frome
Sent Tuesdsy, May 16, 2000 11:50 AM
T .

Subjest FW: Nan Shan 2000
Imponance:  High .

Befoie 1 send gn e-mail m- asking for projected premiums, claims, expenses,
elc. as last yeat, please confirm the amounts (] take il that this is a continuation of Brazil F/X).

—-0riginel Messe -

Frome .

Sent Wednssdey, May 10, 2000 4:05 PM

Toz &

Cz *  VUmansky, Joseph .
Subject: Nen Shan 2000

Impenance:  High ' '

@ :tiached is 2 draft teinsurance agreement for the 2000 accident year of the same
structure a8 the 1228 cover. The

Wasigned 1o yield a 28m underwriting beneft
{2m premium and 30m recovery). & informed me that 28m is the desired
Ghoerwiinng oenefit : —

Unlike last yeats the attachment point Is designed to be sure of consuming the ull 30m imk
of the poficy. | am using a 38% attachment 1zthey than | rs 40%.

Could you lock at the latest full yeat loss ratic and premium volume projections forthe -
* subject business of this contract and let me know il we have comfort that the tull limit will be
) consumed. . .
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EXECUTION COPY

SETTLEMENT AGREEMENT

This SETTLEMENT AGREEMENT (the “Settlement Agreement”), dated as of

© March 14, 2005, is entered into by and between AMERICAN INTERNATIONAL SPECIALTY
" LINES INSURANCE COMPANY, an Alaska stock insurance company (the “Company”), and
the STATE OF ALASKA, DIVISION OF INSURANCE (the “Division”).

g WITNESSET
. ‘-i.“" .
, therDivision has completed its statutory financial examination of the
Company for the three year period ending December 31, 2002 and issued a final report of
examination (the “Examination Report™) containing various *Findings™ and
“Recommendations;™ :

. WHEREAS, the Company is required under Alaska law to comply with such
_ Recommendations;

WHEREAS, the Company disagrees with some of the Recommendations contained in the
Examination Report and by Jetter dated December 23, 2004, requested a hearing relating to the
" Examination Report under AS 21.06.180; '

WHEREAS, the Company and the Division have engaged in extensive settlement
negotiations and believe that an agreed-upon settlement would be in the best interests of both the
- Company and the Division; and

WHEREAS, concurrently with the effectiveness of the Settlement Agreement, the
Company will withdraw its hearing request relating to the Examination Report.

NOW, THEREFORE, the Company and the Division each hereby agree as follows:

L After the Examination Report was sent to the Company recommending that the
Company remove the Coventry Life Settlements Program from its book of business, the
Company assigned and transferred all rights, obligations, duties, and liabilities under the
Coventry Life Setilements Program Insurance Agreement and the related reinsurance agreements
to American International Reinsurance Company, Ltd., a Bermuda insurance company and an
affiliate of the Company. Under the transfer agreements, copies of which are attached hereto as
Exhibit A, the Company received a full release of liability from all parties. The transfer
agreements were made effective October 1, 2004. ‘

As a transfer to an affiliate, the Company westtequired to seek and obtain approval from
the Division prior to the transfer and to file and have apprdved a Form D. The Company did not
seek nor obtain the required approvals from %.Rjgisiom; However, as part of this scttlement,
the Division will not require the Company to unwind the transfer.

2. The Company will record the transfer agreements as the correction of an error in
previously issued financial statements under SSAP No. 3. More specifically, the Company will:

AIG-COV 000070
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8. adjust surplus in its 2004 Annual Statement, as provided in paragraph 10
of SSAP No. 3, by approximately $3.7 million (representing less than 1% of the
company’s surphus at December 31, 2003) representmg the net impact of all activity
recorded under the Insurance Agreement and related reinsurance from October 2, 2001
(inception) through December 31, 2003, net of taxes;

b. reverse the activity recorded under the Insurance Agreement and related

reinsurance from ]anuary 1, 2004 through September 30, 2004 in its 2004 Annual
Statement, and .

c make the disclosures set forth in paragraph 13 of SSAP No. 3 in its 2004
Annual Statement, The format and wording of the disclosures shall be 2s set forth in
Exhibit B hereto.

3. The Company’s response letter to the Recommendations set forth in the -
Examination Report is anachcd as Exhibit C hereto.

4, The Company shall provide a certification in the form set forth as Exhibit D *
hereto signed by its President to the cffect that the Compeny’s 2004 Annual Statement, as filed
with the Division and the NAIC, reflects the implementation of alt Recommendations cited in the
Examination Report as applied to the 2004 activity of the Company.

5. The Company shall pay a civil fine of $400,000 for violations of Alaska law
arising out of the Coventry Life Settlements Trust Program and related transactions.

6. Concurrently with the execution and delivery of this Setilement Agreement, the

Company shall w1thdraw 1ts request fora hearmg on the Examma‘uon Report dated December
23, 2004

7. The Company and the Division each agree that:

a the foregoing represents a full and final settlement of their disagreements
on any and ali matters identified in the Examination Report;

b. . it has been represented by counsel in connection with the settlemmt
effected herein, and has not relied upon any represcntations made by the other party in

entering into this Settlement Agreement, other than any representations made by a party
to the other in writing; and

c. the Division will take no further action against, and will seek no further
fines or penallies from, the Company, its parents, directors, officers, and affilistes
relating to any and a1l matiers identified in the Examination Report; provided, however,
that this Settlernent Agreement shall not preclude the Division from taking action against
the Company for any future faiture to comply with the Recommendations set forth in the
Examination Report or for seeking fines or penalties from the Company for any future
failure to comply with such Recommendations or Alaska law.

AIG-COV 000071
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IN WITNESS WHEREOF, the parties hereto have cavsed this Settlement Agreement to
be execuled by their duly authorized representatives as of the date first set forth above.

STATE OF ALASKA,
DIVISION OF INSURANCE

W

AIG-COV 000072
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© Office of T T T
M. R. Greenberg

Chaitman

april 16, 2001

.

Mr. David rields

There have been mwore anéd more .
situations bY viatical sales schemes.
The latest one is in Florida.

1t seems to me that anybody doing
anything in the £ield stands the
risk o2 adverse FR. .

1 am concexned that ve get curselves
inte another *bail bond” pzoblem =
1 am uneasy about this.

MRG

‘attzchment

AJG-COV 005746
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Office of '
M. R. Greenberg | l

Chaitmen

sarch 12, 1001

M- Dg\m L

intitted, "Dusth DLkt 1001

RE forbes article

Not very ettractive. '

WRG/mb
et
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e.gcms—pmrms ipvessors hush rerarns.

This is & pretty ghoulish way to

make 2 buck, but as s cold-blooded in-

vestment #t sounds good Too bed fora

lot of viatcal investors that thelr cpital
expires before the patients do.

That’s bazppening to

9, a retiree fiom Collins, Jowa

who in 1997 plu.nlud down $46,000 for

TpE st -

insuring someone dymg fxorn AJDS
Documents fiom vistical Erm Dedi-
cated Rescurces guaranteed bes a fixed

industry lately has been hit with a baich
of outright f2ud complaints.

52, a former medical
technologist from Occdental, Calif,
contends that viztc) Srm Mutusl Bene-
£t ahered life oxpectandes on the poli-
Ses he bought to convince him that 20
patients were on theds daﬂmbcds,lcadm‘
him to bdim thtywould cxpur. within

cmdmg w h:s lzwsult l.ganm Fon Lm-
derdale, Fla -based Mutual Benefits, he

invested $570,000 and the patients are

‘ Iaundcnng u:d ma.:'.l fmud. are mmn.

pawn has died Investors get stffed
Thst was Alpha Capita) Group’s.
modus operandi when the New York
cormpany signed Up AIDS patients to take
out scveral polices each, daiming their
last dociar’s visit was for inpocuous rea-
sons lke 2 fu shot Some patients pock-
eted as much a3 $500,000 apiece for their
pa.n inthe 1998—2000 scheme. Alp}u ex-

sentencing in Tennessee. Several pauum
were abo convicied,

return of 128% in Two years. Anodlﬂ?:pr:ﬁu;?a:nl

e ey o DISCLOSURE OF DYING PEOPLE'S ";‘" cminded by
crlv b e oo™ INSURANCE POLICIES AND THEIR @ ——
mndﬁppin;inff;d::h’pn- : . : scheme took 5,000 investors
Sents’ premiums afier three _MI,D_LGALB.EE.QBD.S.LS_S.EQ]I!-__

years. And the 128% guarag=
teed return? An inflsted number, Seerns
this was :allyZB%.thchO%pmwn

just back her prindpal By next
yaapmmums will have whit

tled her afieriax seturn 1o just 4.5%, aal-
culzte

fee-only insurance opert And if the pa-
tents Bve any longes than that the will
stzn Josing money.
sniorpey for Delray Beach, Fla- 'bu:d
Dedicsted, s2ys the company does not
gusrsniee retusng. That may be true
now, but o peperwork s 28%
return is promised and other words
contrsdicuing that dlaim sse buried.
Don't investors at least get to check
out, before peying, the real medical sit
ustion of the pstients and the particu-

Tars of their policies? Not usually. Some-

vistical firms don’t even provide
encugh information to show that the

zid up and in force, 2y
suthor of Viatical Serlernents
An Investor’s Guide (Bialkin Books,
1598Y, Even when they do furnish
copies of medical records snd policies,
what does that 11 you? Not much.
cause of this opacity, ssys plann

“An artute investor should throw s viat-
jcal sxlesman cut the door”

Beyond these questons, the vistal.

a ¥slamazoo, Mich,

sull Bving An smorney for Munn] Br.ne-
fts declines to comment.

Tt geu worse. Some viatical ﬂ:ml
use "senjor settlements,” recruiting
oldea folks who are neither terminally
nor even chronically @l to take out life
insurance polices, 10 which unsuspect-
ing investors buy rights.

Trouble is, insurers @n rescind poli=
oes that are  sent to vistieal- land.
is going 1o court to
rescind five pobicies with a total death
benefit of $5 million sold to old people in
Florida a.!]cg:d!y ncnnud by bickers

who el Jatical
In-
veston sand 10-get scaewed i ap;

succeeds in the case, set 10 go 10 trial in
May in Miami's U.S. district court.

Yet another viztical scam, called

“clean sheeting,” involves recruiting

ap insurance policy by claiming 10 be
healthy, The trick is to make sure the
death benefit is simall encugh—ofien
5100.000 or less—that 3 medical exam

isn't required. Of course, buying one of
these visticzted policies is deadly for in-
vestors: Should the underwriter dise
coves the fraud within two years, it will
cancx] the coverage, cven if the insured

for §117 milon. - .
ors 'werg
told owned $117

million of life insurance policies from

the terminally il and proraised s 42%
reruro op a 36-month investment. Bat

ctually purchased |
policies worth only $6.5 million md
roissppropristed the remaining funds®
to suppo Yavish hﬁnyh—-:-

exotic sutomobiles, bosts, helicopters
and vacation home seh-
tenced to 55 years in feder ptison in
January,

Don’t count on government regule-
tors 1o monitor this industry. “No one

can stop viatical frms from thumbi
their noses at regulstors,” u“

rofessor emeritus of insurance st
Indisns University. There are 25 states,
induding Georgia, Wyoming, South Care
clina and Nebraska, with no Beensing re-
quirements for viatical selling: Even real

paticots_odst-and thely polidessemain—people whoaealty are terminaly L but . estatesgentshawkthem,
uninswed. The recruits then ke cut

The Securities & Exchange Com-
mission has tried o get involved by
charging one viatical firm, Life Part~
ners, with sefling vnregistered securf-.
ties. The SEC won in a Washington,
D.C. federal district court, but that rle
ing was overnurned on 2ppeal. Reasons!
These rotien investments are “insur
ance,” overseen by the states; not "secu-
rities,” regulated by the SEC. 4

FORDULERGE »Mrchis o0 207

AIG-COV 005949
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. AMERICAN INTERNATIONAL COMPANY LTD,

= P.O. Box KM 152, Hamilton, Bermuda HMAX
‘ ® (441) 295.21 21'

FACSIMILE

NAME: M.R.Greenberg NAME: Mike Murphy -

T | company: AIG COUNTRY: Bermuds -

FAX# 1212344 6528 FAX# (441) 295-6983

= O A m

TOTAL PAGES: 2 - DATE: August 16, 2001

" See attached

ce: David Fields - 1 212 482 6098
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AlG Risk FINANCE
“THE UINCONVENTIONAL SOLLTIONS GROUP™
70 PINE STREET
NEW YORR, NY 10270

ajee

e-r », “oge

A lr"(r‘:-p-

EFCuUvEDIN
, XBCUTIVE FILEs . .
Davo N, FieLps, acas m 0 ' 200' Fgolmgggm
F-2¢6-07
DATE: | September 26, 2001
TO: Mr.M.R. Gregpberg
FROM:  D.N.Ficlds
RE: Life Settlements Update

Per your requcsi,
captioned.

the following is an update fom my nole last weck on the sbove

Coventry will sign documents partnering with vs as soon as practicable - which at the
latest should be Mondsay, October 1%, We expect premium production of at least $10

Million before the end of that week. We have alread
be acquired,

1 will drop you 2 short note upon com
know if you wish a more in depth repart.

=

y begun review of policies that can

pletion of our deal with Coventry, Please let me

A Trapce O Aumsncas evaoutume. Conmmmpy

AIG-COV 006011
CONFIDENTIAL



RECEIVED
AUG 2 1 2003

AP dypae &

8t

Hewerd L Smith '
Vice Chairman,

N[ Chief Finandal Officer,

Chief Administrative Officer
70 Pine Street ~
New York, N.Y. 10270

Tel: (212) 770-6800

™o 19% £ A

EXECUTIVE FILES

Dote:  Avgust 4,2003

To:

Re:

issue,

inception to da
2003:

MR. Greenberg .

!
TEXTHZ I OU

A.ccounﬂng Trertment for 11fe §eﬂlemen! Businesg

Attached is 2 copy of the response I plan to send to Audit Committes
members in connection with the anonymonus letter (copy attached) we received on this

Net written/earned premium
Losses incurred

Expenses

GAAP U/W profit

Scparately, you had acked about the volume of business we have transacted, |
te. The following is 2 summary of the relevant P&L items through June 30, _

'$927 million

$851 million (5247 in paid losses)
Virtually zero net of cede commission )
$76 million _ :

Please let me bave your comments on the draf and I will forward to the
Audit Committee members, : -

Attachment

AIG-COV 006034
CONFIDENTIAL
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..~ " PRIVATE AND CONFIDENTIAL

(This memorandum is bzsed on personal interviews with aIG employee..
and assumes the accuracy of their comments).. .

H.R. Greehberg

TOt - -DATE: January 31, 199'?;

e

FROM: "

RES AIGRM .and bal Operations
Summary of Attached Memorandup

ILTLECAY, CONDUCT (/‘
The conduct of AIG in ccnnection with the domestic workers
" ccmpensation ("WC"), general 1iability ("GL"™) and auto liabhility
("AL") business written by Division 55, Divislon 50 and AI Glocbal .
involveg various kinds of intentional violaticna of State and |
Federal law. . Such conduct would also be a violation of the new.
Federal insurance fraud law if it is ‘enacted in early 1952 as
expected. Under the U.S. Sentencing Commission Guidelines which
became.law on November 1, 1991, ‘the ‘illegal activities are such.
" that a Federal criminal conviction would expose AIG to fines and
penalties in the hundreds of wnillions of dollars and would.
jeopardize the caréers of numerous long-time employees. The major
elements of illegality include false reporting.of WC premiums as GL
premiums, exceeding maximum legal WC premiums, svoiding residual
market and other WC-related assessments and expenses, aveiding
prenium taxes, overcharging clients for residual market assessments
and premium ‘taxes, booking fictitious premiums and assets, SEC
"reporting viclations, illegal rebates to insureds and intentional
use of unfiled, unapproved WC contracts which would not qualify for
- regulatory approval in most States. . . .

CORRECTIVE ACTIONS
1. Cessation of ecal Conduct. Instructions should be

given immediately to all relevant parties that all false reporting-
of WC preniums as GL premiume and related illegal conduct described
ih the attached memorandum nust cease immediately. .
2. Hovcecleaning. In crder for RIG to meet the requirements
of the U.S.. Sentencing Commission Guidelines  concerning "anm .
effective Compliance Program, all employees who were aware of the
illegal conduct over the years and who participated in, or had
supervisory authority over those who committed the illegal acts,.’
will have to be terminated or remcved from positions of
"sybstantial discretionary authority®. Employees affected include-
J. Smetana, MENEEND , UV , ANDNEENANEL, (RIS, 8B
o ; and numercus others. - :
3. Restitution. The amount of monetary damages tq!'fnsu'reds,'
State tax authorities and other insurers caused by AIG's employees
must be calculated and a method of restitution must be devised. -
4. Compliance Program: .Pursuant to the U.S. Sentencing
. Commission Guidelines, a monitoring &nd ccmpliance program nmust be
instituted to'zssure cessation of the illegal conduct and to detect
and prevent any future illegal conduct. :

CONFIDENTIAL AIG-D 0023434




FRIVATE AND CONFIDBH‘I‘IAL '

{This memorandum :ls bzased on perscnal intervievs with AIG enployees -
and assumes the accuracy of their coments}.

e TO3 H.R'. Greenberg _ : DATEs January 31, 1992

FRONMs3 . - : o

RE:  AIGRM and Al Global Operations

e — - S

I have now completed scme preliminary informal infomation
gathering and following are thé results: N

-

The conduct of AIG in connection with the domestic wvorkers

compensation ("WC"), general 1iability ("GL") and-auto liability

("AL") business written by Division 55, Division 50 and AI Glcbal®
is permeated with 3illegality. The result is that AIG makes
millione of dollars illegally each year. This conduct currently
irnvolves intentional vioclations of State and Federal law and
assuming that, as expected, the Federal insurance fraud law. is
enacted early "tn- 1992, this conduct will be a viclation of the new
insurance fraud law. Under the VU.S. Sentencing Commission
Guidelines which took effect on November 1, 1991, the level of
management involvement and culpability, the amount of mnoney
involved and the widespread nature of the illegal activities are .
such that a Federal conviction would expose AIG to fines and
penalties in the hundreds of millions of dollars and would cause
the loss of jobs and careers of numerocus long-time employees of
AIG. The situation is so serious that it could threaten the
continued existence of senior management in its current form.
There are 13 primary elements of illegality involved, as follows:

(1) GENERAL REPORTING AND FILING VIOLATIONS. By various

methods, AIGRM and AI Global (“AIGRM/Global") falsely repoxrt a
substantial portion

*T understand t'hat AI Global is being renamed and that its domestic

WC, GL and AL business is being transferred to Division 5§ and
Division 50.

CONFIDENTIAL . . AIG-D 0023435




-2=. .

of their WC premiums as GL premiums. This is a vioclation of State
statutes and regulations vhich require that premiums be reported by
line of business. In addition, in many cases, guaranteed -cost WC
policy forms .are filed and are the only forms approved for use by
AIG in'the particular States. However, the approved guaranteed
cost forms are intentionally ignored by AIG employees, who write-
the business on Indemnity Agreement forms which have not been filed

or approved and which would not qualify for approval in most
State‘. . . * ‘ - .

(2) 18 MONTH CLOSEOUT PROGRAM. Under this program, AIGRM

purports to terminate the WC policy at the first adjustment point.

18 months after inception, calculates the refund of WC premium due

-to the insured and records the refund on its books as having been

paid to the insured. Simultaneously, AIGRM records on its books
that an amount equal to the WC refund was paid to AIG as a "Stop-

" Gap Liability Policy" premium, which premium is reported as.CGL

premium. These are book entries only; no cash refund is'paid. In

-addition, any further premiums.generated at later adjustment points

by the WC business for which the policy was terminated are also
booked by AIGRM as. GL prenmiums, - This constitutes one of the

methods by which AIGRM falsely reports WC premiums as GL preﬁiﬁﬁs,

(37" EXCEEDING MAXIMUM LFGAL PREM . AIGRM/Glocbal's false "

‘reporting of WC premiums as GL premiums enables them to collect WC

premjung in excess of the nmaximum amount permitted by liw for a

- particular policy and to avoid reporting such collections.

(4) AVOIDING RESIDUAL MARKET ASSESSMENTS. AIéRH/GIobal"s
false reporting of WC premjiums as GL premiums enables them to
report a much lower volume of WC premiums than they actually write.

- Since WC residval market assessments against AIG are based on its

reported WC prenium volume, this results in a substantial reduction
of such assessments against AIG. Rough estimates are that the
amount of WC premiums not being reported is in the range of. $300-

$400 million or more annually at current -levels of business, and . .

that this results in an unlawful benefit to AIG in the range of

$60-$80 million or more annually. The amount of residual market

assesspents which AIG avoids by this technigue is, of necessity,-
paid ag additional assesspents. by the other insurance companies

subject to WC residual market assessments. '

- .{5) OVERCHARGING CLIENTS FOR_RESIDUAL MARKET ASSESSMENTS. . .
Concerning Division 50's "50% Pay-In Program®, AIGRM., with respect

"to.the uncollected portion of the standard premium, does not pass
along to the insured the benefit of the reduced residual market
assessments described in paragraph (4) above. Instead, AIGRM

. . charges the insured a residual market loading ("RML") equal to the

amount the RML would have been if AIGRM had not falsely under-

CONFIDENTTIAL AIG-D 0023436
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of the standard premium instead of a lesser portion. The result is
that AIGRM is charging its insureds for residual market assessments
on the uncollected portion of the standard premium which are not
made sgainst AIG and which AIG does not pay.

(6) AVOIDING STATE PREMIUM TAXES. Since AIG's State WC-
premium tax obligations are based on its reported WC premium volume -
and since the 6L premlum tax rate is generally somewhat lower than
the WC tax rate, AICRM/Glocbal's false reporting of WC premiunsas
GL premiums enables AIG to pay lower premium taxes than it is
legally cbligated to pay. In addition, State laws require that WC
premiunme be reported and paid to every State where an insured's
employees are located, while 6L premiums are required only to be
reported and paid to a single State, usually the domiciliary of the
named insured. The result is that, not only is AIG paying less
taxes than it is legally obligated to pay, but individual States

are losing substantial tax revenues to which they are legally

entitl ed. '

(7) OVERCHARGING CLIENTS FOR STATE PREMIUM TAXES.
Concerning Division 50's "50% Pay-In Progrxam", AIGRM, with respect
to the uncollected pertion of the standard premium, does not pass
along to the insured the' benefit of the reduced premium. tax -
paynents described in parazgraph (6) above. Instead, AIGRM charges
the insured a premium tax loading egqual to the amount the premium
tax would have been if AIGRM had not falsely under-reported its WC.
premium volume and had cecllected and reported 100% of the standard
premium instéad of a lesser portion. The result is that AIGRM.is
charging its insureds for premium taxes on the uncollected portion-
of the standard premium which AIG does not report and does not pay.

(8)- AVOIDING GUARANTY TFUND 2AND SPECTAL _PURPOSE FUND
ASSESSMENTS. . Most States have Guaranty Funds and Special Purpose
Funds that levy assessnments against insurers based on their .
reported WC premium volume. 1In these States, AIGRM/Global's falcse
reporting of WC premiums as GL premiume ‘enables’ AIG to pay
substantially lower assessments for Guaranty Funds and Special
Purpose Funds than it is legally obligated to.pay. The amount of
such assessments vhich 216 avcids ie, of necessity, paid as -
additional assessments by the other insurance companieg subject to

. Guaranty Fund and Special Purpose Fund assessments. )

(9) AVOIDING REINSURANCE PREMTUMS DUE MINNESOTA REINSURANCE
FACILITY. Minnesota requires all WC insurers to purchzse a’

- mandatory WC reinsurance cover for a designated excess layer of

coverage. Theé reinsurance premium paid by each WC direct writer is -
based on its 7reported WC premium volume in Minnesota,
AIGRM/GClobal's false reporting of WC premiums 'as GL premiums -
enables AIG to pay lower reinsurance premiums to the Minnesota

facility than-it-is legally obligated to pay. .- _
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(10) BOCKRING FICTITIOUS PREMIUMS AND ASSETS. In_Division.
50's "50% Pay-In Program™, only 50% of the designated maximum
premium is collected at the Inception of the policy. However, an
amount  equal to the uncollected portion of the premium is recorded
by AIGRM' at the inception of the policy as a reinsurance assumed
premium and as an asset. These constitute fictitious premiums and -
assets on the books of AIG, as there are no reinsurance contracts
and these are not reinsurance premiums.

(11) BOOKING FICTITIOUS.PREMIUMS AND ASSETS. A study has
been performed which estimates the amount of retrospective WC
premiuns expected to be collected on the subject business during
the next decade: A practice has been instituted of taking down £25
million each gquarter of the expected WC retro premiums and
recording it as premium income on an accrual basis. This premium
income is bocked as reinsurance assumed premiums instead of WC
premiuma, This viclates State statutes and regulations which
require that premiuns be reported by line of business. Also, such
- premiums and assets constitute fictitious income and assets on the
bocks of AIG since there are no reinsurance contracts and these are
not reinsurance premjums. In addition, this method avoids the
paynment of State premium taxes, residval market  assessments and’
other fees and assessments that zpply to written direct WC premiums
but- don't apply to reinsurance premiums. The. annual unlawful’
" benefit to AIG could be in the range of $15-%$20 million. -

~{12) SEC REPORTING VIOLATIONS. The reporting of fictitious
premiums and assets referred to in items (10) and (11) above exists
in the Form 10-K and Form 10-Q filings which AIG makes to the SEC.
- Assuming the amounts involved &nd the related circumstances
‘constitute "material facts™, this would trigger Section 78ff of the
U.S.C.A., the penzlty provision for false reports to the SEC. -
Section 78ff prescribes a penalty of up to $1 million and a Jjail
term of up to 10 years for each person who willfully and knowingly
makes or causes to be made a false report. It is possible. that,

for purposes of this provision, each gquarterly and annual report ..
.would constitute.a separate false report. .

(13)  JILLEGAL REBATES. In AIGRM's "Cash Collateral®
program, AIGRM, with respect to scme of the business, has dispensed
with the Notes for which cash was previously held as collateral,
and just accepts the cash which-is bocked as premium income. If
Notee are used, the Notes can be bocked as premium income, the .cash
deposits are ceollateral for the Notes, and interest can legally be
paid to the insureds on the cash deposits collateraliziing the
Notee. However, vhen the Notes are eliminated and the cash is
bocked as premium income, as is the current practice for scme of

. the business, it is illegal to pay interest on the cash because
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such intefest_cdnstitutes a rebate to the insureds. Most, if not

all, States have laws prohibiting insurers from paying rebates to
their insureds. ' - ) .

A jury could find that the above conduct constitutes various
kinds of State and Federal civil and criminal viclations, including-
common law fraud, mnail fraud, Securities Act. violations,' RICO°
violations, State statutory and regulatory viclations, State tax
fraud and breach of contract. In addition, this conduct would be
a violation of the proposed new Federal insurance fraud statute if
it becomes law in early 1992 as expected, The RICO statute, in
addition to stringent criminal penalties, provides a treble damages
civil acticon to private plaintiffe. Potentisl plaintiffe who could
take advantage of this and the other causes of action aré the cthex
insurance ccmpanies who have to pick up AIG's share of residual
market zassessments and other assessments, the States who- lose
premium tax payments to which they are légally entitled and AIG's
insureds who pay for residual market assessments and premium taxes
that AIG does not report or pay.  Also possible are class actions '
by such plaintiffs seeking bad faith. and punitive damages.’ If
successful, such class actions would result in astronomical damages

. awvards against AIG.
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. " CORRECTIVE ACTIONS

Compliance with State and TFederal 1laws, as - well as
_fulfillment of the fiduciary duties of senior management, require -
that the following corrective actions be taken immediately.

1. Cessation of Ilegal Conduck. Instructions should be
given immediately to all relevant parties that all illegal conduct

nust cease immediately. - The instructions should specifically state
that:

1) All WC premiums must be booked and reported as WC

premiums and no WC premiums will be boocked and repcrted as GL or
any other line of premiuns. : ,

2).A11 additicnal preniums paid at the adjustment points
under the Retrospective and .Indemnity Agreements vwhich are-

" generated by WC business must be booked and reported a8 WC premiums
and not GL or AL premiums. .

1) The "18-month Closeout Program" under which the we
policy is purported.-to be terminated and the WC refund plus all
additional WC premiums sre bocked and reported as Stop Gap
Liability Policy premiums must be halted immediately.

4) The practice of bocking a reinsurance ‘assumed premium
in the amount of the uncollected portion of the WC premium in

Division S0's "50% Pay-In Progranmp" must be halted immediately.

5) ‘The practice of booking reinsurance assumed premiums o

in the amount of $25 wmillion per gquarter in connection with the
accrual of future Wc retro premiums must be halted immediately. : -

€) No premjums for a particular policy should be-
_ collected in excess of the maximun permitted by applicable law.

7) 211 residual.market and other WC-related assessmente,

premium taxes, and any other applicable fees and expenses nust be

" paid on the basis of full and accurate bocking and reporting as WC
premiums of all premiums generated by the WC business, including

. adjustment premiums paid under Retrospective or Indemnity
Agreements, . ) '
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2. Housecleaning. Whenever illegal acts by its employeces
are discovered by a ccrporation, corrective . actions includc
disciplinary action against the employees involved in or .
responsible for the misconduct. Ordinarily, this 'would mean
termination of these employees directly involved. In addition, in
order to meet the requirements of the U.S. Sentencing Commission
Guidelines (which became law on November 1, 1991) concerning an-
effective Compliance Program, AIG nmust not delegate substantial -
discretionary authority to individuals "with a propensity to engage
in illegal activities™. To comply, AIG will have to remove. from
positions of substantial discretionary zuthority all employees wheo
vere awaré of the illegal conduct over the - years and who
participated in or. had supervisory authority over those vho

comnmitted the illegal acts. Fmployees who would. be. affected
such compliance - include d M

as .well as numerous . °
others. Since there is no statutory or case law yet which defines
precisely what is meant by "with a propensity to engage - in illegal
activities®, it’'is possible that 2 others in the AIG chain of
command above Messrs. Smetana and &who had knowledge of the -
illegal conduct and approved or condoned it would alse be affected.

It senior management fails to implement a Compliance Program.
meeting the above requirements, and such failure results in a -
substantially higher fine for a future ccnviction thamn would
otherwise have been impcsed, senior management and the AIG .Board of
Directors will be exposed to derivative suits and class -action

suite by AIG shareholders for intentional misconduct breach of
fiduciary duty and negligence.

3. Restitution. Whenever illegal acts by its employees are
discovered by a corporation, corrective. actions include restitution
for any harm causeéd by the employee misconduct. This would require
AIG to calculate the amount of monetary damages that the acts of
its employees have caused to other insurers subject to residual .
market assessments, States which-have lost premium taxes, ifisureds
vho have been charged for residuval market assessments and premium
taxes which AIG did not pay, State Guaranty Funds, 'and any others

. who have. been harmed by AIG's conduct. A fair method of
restitution to injured parties must be devised.

. 4. Compliance Progran. Whenever illegal acts by its:
; employees are discovered by 'a corporation, corrective actions
include instituting a monitoring and compliance progran to prevent
any recurrence of the illegal activity. This means a system must’
be set-up to independéntly monitor the activities which have been
the subject of illegality to assure prevention and detection of any
additional illegal conduct ih the future. An audit team of
enployees from units other than those in which the illegal conduct

cccurred, or from an outside firm, will be necessary- for this
msi——ﬁunaion.r T :
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Joreph He Umansky

March 4, 2008
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Srectz] Re - notes end chrervetiong

The sttzched scbedule indicstes s 3103 SIlfon shordal) (NPY oves funds eveilsble).
Tts shovld be viewed sclative to ibe funds sveilable (§4.3B), credit uken (56.1B),
.. o peyomt (104 years), znd the subjective panare of the estimeie. .

- Y em executing be 2003 plan
© thely stetus aret ' .

o Cipcodbastbuen Bquidsted wnd the AJG contracts poveied. . -

o Newbridge (equity 13oked notes) bave been Tiquidaied and be funds jeinvesteds -

. & UslonExcess’ reliente on S)CO bas been seduced, )

‘e The Jmplicd discount bas been sedpced by S100M va. $130M taaget; the

&iffesence being the new workers comp trestys
o 2003 contrecis arc beiog limited to the DEG Appregst
| Appegries (cst. $425M of Gross Preintom ceded)e

: " The oldes desls will stay In plece unti] thels notura] expiry, They will beginte |
SR ' . psyduﬂh!lyut. . . _ L .

3 ouilined to you i November, 2002, Key ficp)cnﬁ end

¢ Stop Loss and the AIU- .

. -+ Otbes magierse

J s 7 imbeing acked by profit centens fo3 dtscounting brestiés — 1Be most s?gniﬁc,ui.
1equest fom Pmioomenta) T indicsted st we have cessed plecing those

tresfies unléss specifically sutborizeds

o At poiny, we will need 1o nse Hanooves Re in 03der 10 complete 1he 2008
"+, placement, Hannovd Re 100k tbe Jargest share of owr 2002 treaties and tbe othes
sclprurers we coting beck this yeuls ' -
s The cost of aeipsurance is incresting romewbat end the scruting by selnswers f8.
v owalbg piSaxntly, Lopdon Life Re will not be pariicipeting in 2003; elr
underwriting sutbosity bas been sestricied. The sitostion is mansgesble, 1Jjust,
) mnnomshyouaw:ofﬂuﬁmql._ A
¢ Ylastmontd,

mﬁﬁm"m in Union Exc (1510 8 NEW
“sharcholder conticlled by 3 wh

&nd are 350 interested '
tn 1¢Ming. No serious buyen bave been identified yet :

e The setrocession of the essumed workess comp
$92Mof Timit) was execo!
pewicineners ceutiously,

book ($50M of premium fof - .

< 1sst mopth with 2 new reinsures, Ian? Bppmac_hhtp .

- . . . /P/'» ‘ tq;{v‘,b )

Febnuy 28,200 . . , WA b :
ubgﬁ - | - K X .orr'. o
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.. SPECIAL.REINSURANCE’

'[Bj Fund Is recoided 28 funds withheld by DBG &nd eccres interest

e e et

CONFIDENTIAL -

.. . {in mificns)
NPV , ’
Ul | o Funds
. mzve =~ UM rvele Cver Credl
. -ACGREGATE EXCESS [ SIOP LOSS : : . .
1. Pogrepite Exceas - 166415867, L . ~ z08 . 164 168 Y ] 208
2. FRbelle . “EB8- Rebospectve ) : - s¥. 29 e - 0 552
3, AbeMe. 1E01-10'YE, ' 140 124 121 ) 138
4, HGCRMSioploss- 504 - ) 50 43 4 - 1 F- B
8. Dhklon 50+ Blown Mex - 1597 . 34 P 28 @ - 28
& Pogiege' Loss Relol Excess - Le08 €28 =28 Z78 1) 548
7. Popregede Lows Rebol Excess - 807 - . 753 © AN . s (68) 574 -
8 Foprepele Loss Rifol Frcets-io08 ~ -~ 500 458 78 . @0 589 -
.. 9 hAggregze Loss Reto/ Excess - 1989 c20 bk 282 ] 438
10, Agpregete Loss Refol Excess - 2000 {B) e52 kL 298 {41) 480
11, Aggregete Loes Reto /. Excess - 2001 (8) 538 404 =58 «8) €70
12, AogregeM Loss Refiol Excess - 2002 (B) pOD 268 =68 () 640,. "
13, DEBG - Fec Obfigelory - Apgregeie Excess - 1989 sol 224 224 ] ', seY- .
W, AN Apgregeie Excess - 1990 . . 0 " 18 e 0.
W AN Apgrepete Excess- 2000 - . 3 "” 17 ® 0 :
18, DBG . Apgregzie Excess - 1090 0 40 40 e . 20
17. DOBG - Aggregete Excess - 2000 60 = »n | I ed .||’
18 Forelgn Genersl Aggregete - 2000 59 . 2 - e .. - 81
- 18, Forelgn Ceneizl Aggregeie - 7001 6l » 38 L o4 .
20, Forelgn Cenerst Appregete - 2002 . 8 . .8 | s )
21, Fersonel Lines Autp Appregele - 2000-2002 224 122 52 {70} 150
22, CBG DWklonal Stop'lopy - 172000 (B) . . Z00 28 28 o 650 ).
23, DEG Divistona! Siop Los¥'+ /2001 (B) ; 10 it 2 o . 70
24, DEG Divhlone! Sicp Loss - 12001 (B) 190 120 120 0o ° 90
28, Sten E>cess- Excess of Loss - 2001-2002 L, ] 28.° o 0.
28,. Workers Compensation Oucis Share - 2002 (B) 2 | &0 0 - o2
Tolal Aggregete Excess./ Stop.lose - 7.6 4214 2,013 co8) 6,117
71, Other- Actve Corvecll 2 -} 144 a2, - 28 .
28. Other - Commuied 8 Cenceled Conbzcis (A) 0 [ ] 719 298 0 "
Total MisceNlenecus - 62 o2 a5y @ 208 2%
10O1AL SPECIAL REINSURANCE - 1,601, 4378 2270 {103) 6,148
. = =k . __ .
. (A) Commuted & Concelled Accounts Fundes .
: *  Clobal Ceszvophe Covar 131
] Lexlngion Weichouse "rT,
" DEG Replecemert TreeBos (80 .
Profeztionsl LisbiNty (NU Apg XE)}Div 83 {3 —_—
1 Othens Inchuding Interest on Betanos . -
. Tolel Commuted 8 Cencelled Contrechs 21! oy
. . . L]
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. . SPECIAL RE
. - Septembor 25,2001

1. Funding of aggregate trusts: $100M done; additional amounts to come from

AG/Security National reserve which will be ceded offshore. This approach is
preferable to “capital loss approach.

Offshore PV shortfall is $100M+ the biggest mctemen‘l oommg from tha
personal lines treaty.

New Divisional Stop Loss and new personal lines Ureaty will be in place by -

Friday, September 28. Div Stop Loss is $114M of nei premium and $175 of
ceded losses - $60M benefit.

4. Stress on structure: _
» Investment yield decreasing
» Newbridge Trust ($250M) yield is —0- for now.
+ Losses are emerging faster than anticipated.
o Losses are beginning to be ceded from relnsurer to reinsurer, thus

creating greater scrutiny by auditors who will question relnsurance
rec¢overables of our reinsurers, This puts greal stress on the structure.

Several shareholders of Union Excess have express interest in senmg their
shares,

6. Hannover Re Isa shareholder and a major reinsurer.

7. 1988 Aggtegate reinsurers-and- are nol very cooperative

is giving us static. Both acknowledge hab'lnty of $400 ultimately. $50M of
ultimate is unsecured (25 each).

Wananty structure (Capco) is working, 2001 will be éecond year end. | want
to close down the structure as soon as possible, .

9. 2002 treaties need to be redone with the ob;ective of strengthenlng the

structure,

10.Will need additional resources to deal with oﬂshore "administraﬂve' issues.
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SpechlRg | - g ' " May 22, 2002
= : :
The attached schedule shows 2 $104 million present value shortfall. The shortfall can change

significantly as a result of a relatively minor shifl in the payout patterm. The $90 million shortfall in
the Personal Lines tn:aty will be repaid over the next three years,

The strains on the structures, and capacity constramts are becoming more severe and althoughl

believe that they are managesble for the remainder of this year 2003 will be a challenge. Specific
points and notes follow:

.e The adverse deve!opment on a number of our contracts shou]d be obvious 1o the reinsurers, and
should be a major concermn 10 them, their suditors and their actuaries, This has implications for
each of the reinsurer’s retro covers and the related recoverables. To date I have heard of no

serious questions. The action I'took last year could have sausf ed some of the concerns. The last.
zudits are due to be completed within a few weeks.

‘ Mike Murphy would Tike to replace Astral on the Union Excess/Astral agreement. Therearca
number of obstacles. The issuc will be revisited next month.,

A few of our reinsurers now have large concentrations of our reinsurance risk. We willbe

. cutting back on the largest, the Hannover Re group with >32 billion as shown on our Schedule P-
(that number includes traditional reinsurance) Otbers have indicated that they will need to

reduce their shares next year. The total reinsurance recoverable from the group of reinsurers
- approximates $5.9 billion.

ce of the Union Excess sharik olders interested in scl!mg their stakes are OPL (in runoff),
‘ in trouble), an

has indicated an interest in buying the OPL-
£ ut h ised.a number of issues that I believe can be resolved. I have not heard from
oﬁ recently on this matter. :

The Capco structure needs 10 be rcvampcd in order to put us farther from criticism in today's-

environment. These changes will be implemented before ye:ar-end. _

o The 1989 A egatc #2) was placcd with two remsurers-a d- :
Pan of 1he balance is unsecured. We arc completing the novation of 1hc-

share into Capco that will fully secure their 50% share, Dnscuss:ons wnh- bave been
delayed due to departure.

The $100 million American GcncraVSupenor National contract is included on the anachad list,
We are assuming that there will be no claxm. .

We will be ceding $510 million of premium as part of the 2002 program, the vast majority of it
on 8 funds withheld basis. Two additional contracts are being considered: a discounting tresty
for Environmental and a spread loss for RMG.

‘Nol mcluded in funds available are spproximately $65 million of unrealized capital gains. These
gains are somewhat phantom because the vltimste losses are discounted using the higher y:eld&
1 factor in the unrealized gain when I evaluate the implications of taking back 2 contract.

JH'U’
Attachment
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MEMORANDUM

November 186, 2000

CONFIDENTIAL ATTORNEY-CLIENT COMMUNICATION

TOz M.R. G'r:ei:nbar; :

- FROM: Joseph H. Umansky

RE: - Specisl Reinsurancg

Investments held in excess of NPV is shown $26 million. The decrease from the previous rcport is
principally aitributable to the Personal Libes treaty (#22) offset by the gains on the AIG Cat treaty (#20).

The deficiency in the Personal Lines treaty ©

1 $43 million will be made up over the next three yeams.

The Warranty treaty (#21) is designed to cover $210 million of Tosses through & unique structure. The
cash has been transferred into the structure and is shown on our balance sheet as assets; nothing hes
yet been charged 10 expense. The expectation is that as the Josses develop and are recovered from the

reinsurer, a capital Joss will be recognized. On this and future schedules I will be showing this
contract with no over/(short). ) :

The Newbridge Truéi-se;:ﬁri‘ﬁcs ($250 million), yiclding spproximately 8.8% are now included in the
jnvestment portfolios. We are now plenning for the second tranche, ' '

Year 1o date we took back $280 million as a zesult of commutstions and $50 million in losses -
recovered. 1 expect an edditional $50 million in recoveries before year end.

Excluding APs, i)rmﬁunxs to be ceded for 2000 tresties approximate $480 million. $260 million of - -
the S480 million is on 3 funds withheld basis, To date only $23 million of the balance bas been paid. -
The $480 million does not include the $210 million cash transferred related to the Warranty treaty.

The deferral of premium payments combined with an acceleration of loss recoveries is putting 2 strain

on the overall position. While we are managing it for naw, if the condition continucs the indicated
cushion will quickly disappear. - .

The Foreign Gen Aggrcgate treaty is a stop loss designed to cover catastrophes. Iunderstand thata
$70 million clsim is expected which will generate a $35 million AP.

Attachment

" ee: H.1 Smith
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