In addition to the foregoing, the Company has backup coverages and super global catastrophe
{ . , :

programs,
The back up cataswophe cover is in effect whea there is 2 second occurreacs afier the primary
coverage has bezn penetrated. This coverage is in 5 layers with 2 minimum retention of $35,000,000 up 10 a .

maximum of $150,000,000.

The super global caaswophe program covess all forcign and domesti¢ AlG companies {or property

losses in exczss of Timits of the Domestic Property Catastrophe Program. The maximum liabilin: under the

super global program is S230.000.000.

Unuuthorized reinsurancs piays a major role in the Company s intecnational operations. Deposits by

- and funds withheld ffom reinsuress 2t December 31, {991 amounted to $4.5 billion fom the AIG pool
. - - » - - - T .- A nel 1

companies. An in-depth review was made of the lenters of credit. orust agrezments and funds withheld with

» 10 materiai discrepancies noted.

I December of 1987, Amesdcan Home Assurance Company, along with Nadonal Union Fire
Insurance Company "of Pinsburgh. Peansylvania, Commerce and Indusuy I[nsurance Company, -\.IU
Insurance ¢0mpany, Birmingham Fire Insurance Company of Pennsylvania, The Ix_1sumncc Compazny of the
State of Pennsylvania (“AIG pool companjes”), Lexington Tnsuance Company (“Lexington™), and
Landmark Insurance Company (“Landmark”) entered into a financial arrangernent with Coral Reinsurance
Company (“Coral Re™), a Barbados company, for the purpose of window dressing its balance sheet and to

give the appearance of increasing its starutory surplus.
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" Tais agrezment provides that Coral Re, for consideration, reimburse the AIG pool companies for
reinsurancs recoverable due from insolvent or impaired insurers or insurers that AIG unilaterally desmed
financially impaired. In addition to the consideration paid, AIG pool companies assigned any reinsurance
recoverable to Coril Re. In effect, AIG pool companies paid the prc.scm value of these recoverables to Coral
) Re and avoided the necessity of wiiting off the balances. The arrangement further cnhancss AIG pool
companics' surpius by wansferring 1o Coral Re liabilides reassumed by the AIG fool companies under
co.mmu(ed ueaties. The cash recsived by AIG pool companies on commuted treaties -is transfeszed to Coral
Re and the fiabiiities under these weates are 2ssumed by Coral Re. Thus this arrangement e:_mbics AlG 0

avoid recording 2n underwriting loss on the comunucations. which represeats the difference benweea the c2sh

reczived on the commutations and the reiaced lizbilities assumed.

In ‘he caiculation of the rewrospective rating provision of the agrezment the AIG pool companies are

<redited with vi2id on “investabie funds™ which represents premiums ceded to Coral Re. Jess losses paid. less
<\

appiicable axpeases. Since Coral Re is <ntided 10 a 1ax exemption for-a period of fifieen years under

Barbados law. this iinancial arrangement ¢nabies the AIG pool companies to benefit from the higher tak iTes

+

vield availabie on funds held oifshore.

’ The foitowing is a summary of the more significant aspects of this financial arrangement nominally

called “Quota Share Replacement Treaty™ with Coral Re (AIG has-(.)thcr similar agrezmeats with Coral Re):

’ " This agreement, incepted in December 1987, provides that the AIG pool companies be reimbursed for
u!;cullcclible teinsurance from insolvent or Rnancially impaired reinsurers and Gabilities assumed on
tommuted weaties, The clonu'act was injdated in 1987, with an initial provisional consideradon of S160
million. In addition $62 million was paid 1o Coral Re which represented consideration received. by AIG pool

companies on commuted treaties. The total consideration paid for the first contract period from December
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13, 1987 10 Deczmber 31, 1987 amounted 10 $222,089,747. While the premiums are determined separately

for uncollectible reinsurers and for commuted weaties, the treaty limits are aggregate limits for both sections

and are eswblished for each contract perfod. The Company was unable to provide the examiners with any

underwriting file 1o support the premiums paid ;o:Cora] Re. : .

The secdon of the contact penaining 10 uncollectible reinsurance relates to loss and premium
liability czded, where the pool would incur.a financial loss because of 5hc inabiiity of the assuming reinsurers |
w0 pay the amounis due by reason of “Financial Impairment™ or “Govemment Regu!ztion" as set forth in the
preamble. In.Asicle V of the contrac: “Financial Impairment™ is defined as ~... the datz the prior reinsurer is

prohibited from: paying their liabiiities due to government reguiation or the date the Companv (AIG) dec

2 financia} impsitment _exists” (emphasis added). The conmac: allows the detesmination of financial

impairment o0 inciude; *Standard accounting practics of the Company for amounts de::med u.n;:ollecdble
due 0 financai condition of prior Reinsurer.” The Company was unable w provide the exdminers with any
specific guidsiinzs that the Company uiilizes w0 declare amounts uncolleciible. Therciors. the Company can
unilatezally, at its soie discretion. deciare reinsurance recoverable from any entiry it desms appropriate as
uncollectible. This do::s not appear o be an arms length reinsurance conrract provision.

In additon. the reinsurers to which business was originally c:c';ed by the AIG pool companies are not
a party to this agreement, This agreement does not constitute a regocession from such reinsurers to Coral
Re. The quota share agreement does not effect a fransfer of underwrinng risk; the clex'n.cnl of sk assumed_
! by Coral Re is simply a timing risk and a credit risk represented by uarecoverable balances on the original

reinsurance contracts, Coral Re is acting as a guarantor of the performance of the original reinsurers. The

long-standing position of the New York Insurance Department is that unless a reinsurance contract contains
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an ¢lement of underwriting tisk no credit shall te allowed for reinsurance in any accounting or financial

statement of the ceding insurer.

The Company, on the portion of the treary peraining to commurations, dees not record the ceded
premium 10 Coral Re nor the loss on the commuttion. Only 2 memo ¢nay is made io replace the named
rcgnsurc::. This is inappropriate statutory ac:ouminé. It is recommended that the Company prope:iy reflec:
the transaction in the coﬁesponding general ledger accounts o fully disclose the separate transaciions: !hg

loss on the commutation and the subsequent czssion w Coral Re.

N " . . - . . - - a . - .
The agresment contains a rezrospective reting provision, The 2ctual consideration is derermined by

the following formuia: ltusses incurred fess investment income on premium funds. plus a risk fez and

2pplicable expenses. Coral Re is paid a fes 7or its zarticipation in the financial arrangement.

The Jollowing summary of the rexosgecive rating provision of the congact with AIG pool

vompanies. Lexingron. and Landmark. from December 18, 1987 to Deczmber 31, 1991, clearly Semonsmates

that theze is no transter of undenwriting risk:

Losses incurred . $1,076,056.130
Risk fee (1) . 10,515,435
Applicable expenses (2)° 15,125.534
Less lnvesiment yield (3) ' 201.2(8.82
Retrospeciive consideration E S 397,576285
Less consideration paid (887.845.191)
Difference (sdjusenent) 9 732.792*
Excess of risk fee over adjusunent ($9,732,792 - $10,313,435) S _(580.64%)

*" No sealement was paid because consideration paid ($887,843,491) is the maximum consideration per the
agreement '

CONFIDENTIAL

AlG-F 0001214



-19-

. (1) Tae sk fes is $700,000 plus 1% of the premium for each contract year. Subject o 2 minimurg-
' - ol $1,790,200 for cach contract year. (1987, 1988, 1989, 1990, and 1991). .

(2) The Company informed the examiners that applicable expenses pertained mostly to Coral Re's
€ost 10 obtain lefters of credit for the benefit of the AIG pool companjes.

(3) AIG pool companies are credited with vield on “lnvestable funds™ - premiurns czded less losses
-, paid less apriicable expenses. |

T . The 2zove calcularion shows, that the amount paid sincs incagtion is within .06% of the terrospective
plan calculation. arter deducting the risk fes. This immatesial differencs wouid a0t constitute a transfer of
risk. '
) : :
The juota share reinsurance agrezmeat with Coral Re does not sransier endenwriting risk. Therefore.
it is recomm2nded hat the Company ot take credit for the treaty with Coral Re.

The 2ilowing additional items were noted during the examination of this agresment:

tar  In (991, the AIG pool companies borrowed $190.000.000 from 2n afiliated company, AIG

Funding [nc. 2a¢ eoneously reported this Toan as a sale of reinsurancs recovesable on paid losses due from

Comal Re. AIG pool companies did not make any filings with the Deparument for this transaction.

Furthermors, thers is no wrinen agresment or conmact detailing the wansaction and the ezms of borrowing.

The failure 20 mainmin wrinea documentation of a wansaction of this magnirtude is evideacs of poor financial
managemest 2nd lack of intemal controls. This ransaction also violates Section 1305(d)(1) of the New Yock

} Insurance Law which states: -

“The iollowing wransactions between a domestic conwolled insurer and any person in its
holding company system may aot be entered into unless the insurer bas notified the
supezintendent in writing...at least thirty days prior... and he has not disapproved it within

’ suca period:
(1) sales. purchases, exchanges, loans or extensions of credit, or invesuments, involving
more than one-half of one percent but less than five percent of the insurer's admitted
assews...”

, -
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The amoﬁm collected from Coral Re was $184,688,149, however, the amount subsequenty paid w
AIG Funding Inc. was exactly $190,000,000 plus interest. This confirms that this transaction is a loan from
an'afﬁ!iatcd‘company, rather than a sale of assets. The cffect of the Company recording this transaction as a
sale of rcinsu{:mc: recoverable on paid losses, was o window dress the Company’s balance shest bly

avoiding the unauthorized penalty for reinsurancs recovesable on paid losses due from Coral Re.

This repor: on examination will reflect 2n increase to the AIG pool companies” 2sset “Reinsurancs
recoverabie on paid losses™ {se= [iem 3) for S182.688.149 {100%). with American Home's share (36%)
) . . - - - - s 3 ‘. - .- - - - I3
amounting 0 $66.287.733 and a corrzsponding incrzase 1o “Provision for rainsurance  net of any funds held
(se2 ltem 9). In addition. this report will establish 2 liabiiiey “Payable 10" affiiiates™ (sec ltem 10} amounting
10 $190.000.000 (100%). American Home's shars (36%) being $68.400.000 cepresenting the loan from AIG

Funding Inc.

It is rzcommended that all wansactions berwesn the Company nd its affiiiates be evidenczd oy
written agresments and such agreements be filed with the New York Insurance Deparument in accordancs

! with Sccﬁ?_n 1505(d)(1) of the New York Insurance Law,

() In sttements filed with the Deparunent. the AIG pool companies reflected reinsurance
recoverable from unauthorized reinsurers as collateralized in a manner aliowed .by Secton 125.4f) of
Regulation 20 (11 NYCRR 125). Section 125.4(f) of Reguladon 20 permits a non-insurer parent .of a ceding
insurer 10 provide funds as sccurity for reinsurance recoverable due from certain pamed unauthorized
reinsurers in Lieu of funds provided by such rc@cm The funds are in the form of a lener of credit

("LOC™) purchased by the parcnt for the benefit of the ceding insurers. A czding insurer may cicﬁt 10 use the
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parental LOC 1o tke credit as a deduction fom loss and uneamed premium reserves, for reinsurance

recoverable

from designated unauthorized reinsurers. The parental LOC must be available 1o the ceding

inswer in instnces where an unauthorized reinsurer fails or delays in meeting its contracrual obligation.

Rather than drawing down on the LOC provided by the parent company as required by Regulation 20, the

AIG pool companies transferred the amounts due

“from unauthorized reinsurers 1o the Coral Re agreement,

thus avoiding the necessity to draw down the LOC, The failure 10 draw down the LOC is a vialation of

Depanment Regulation 20 and Article 135 and defeats the purpese of the LOC as a vehicle 10 ensure-payment

of balances owed. The parental LOC is reduce

down is imminent,

d to the role of windoW-drcsﬁng to be discarded when a draw-

Itis recommended that the Company draw down the parcnial LOC as required under Regulation 20,

(c)  The Deparunent questions whether the Company “vonurols™ Coral Re within the meaning of

Section 1501(a)(2) of the New York Insurance Law which states,

“Conuol™, including the terms “controlling”. “conuolled by™ and “under common
control with™. means the possession direct or indirect of the power 10 direct 65 cause the
dircction of the management and policies of a person whether through ownership of

voling securities. by contract...or otherwise, ™

The Companys “contol™ of Coral Re may be demonstated by the following:

(1) The examiners reviewed the Executjve Summary of the Private Placement Memorandum

dated December 1987 (“the oﬁ'cxi.ng memorandum®) which states, in par,

“Investors (“lovestors™) are being solicited 10 jointly establish Coral Reinsurance
Company Ltd. (“Coral” or the “Company™) incorporated in Barbados. The Company is
designed to reinsure certain risks from several of the US subsidiary insurance companjes
of American Intemational Group, Inc. (“AIG™). 's i i i a
{emphasis added) is 10 create a reinsurance facility which will permit its .S, companies
o writc more U.S. premiums. For a U.S. domicile company, a high level of surplus is
required t0 support insurance premiums in accordance with U.S. statutory requircments.
The statutory requirements in Barbados are less resmrictive. The proposed transaction
involves incorporating a Barbados based reinswrance company to be capitalized with $60
million of equity provided by the investors.” :
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(2  Inaddition, the examiners bave reviewed a “Stock Subscniption Agreement” dated December
17, 1987 by and berween Coral Re and the Investors which states in Section 2.2 (¢),

“In addidon to the Offering Memorandum, the Investor and the Investor’s

representadves, if any have been given the opportunity to examine all documents which

Coral and American Intemational Group, Inc. (“AIG™) bave submitted to or made

available for inspecdon by the Investor relating to and, if applicable, ¢xecuted in

connection with the transactions contemplated. Coral and AIG have also provided the

Investors with the oppormunity 10 ask questions of, and recsive answers from, Coral, AIG

and their representatives concerning the terms and conditions of the Shares and obrtain

any additional information neczssary to verify the information contained in the Offering

Memorandum...”

()  Coral Re was incorporated under the laws of Barbados on December 14, 1987, Only iour
Says later. on Deczmber 18. 1987. the AIG poai companies seat 5160 million dollars of premium covesing
3+00 miition of loss reserves w0 Coral Re which had cnly 552.680.000 in capital and $438.260 in rewined

¢amings. The transter of such a large fiabilicy to an undercagitalized insurer with no operating record is a

unther indization tha AlG controis Coml Re.

The capital of Coral Re was reduced from $32.680.000 in 1937 10 S15.000,000 iﬁ 199 In
czordance with the exit provision of the private piacsment memorandum. an investor that wants o
‘erminate his investment is entided 0 reczive the book value of his entire investmeant in the common stock
of Coral Re. In 1991, 628 common shares were redesmed. eat;h investor received the book value of the

common stock. The issued and paid common shares were reduced from 873 common shares to 250

. common shares,

Coral Re has not written any business other than the premiums assumed from AIG companies. In
1991, Coral Re reported $ 1,009,866,599 in assumed Josses outstanding from AIG pool companies with only
515,000,000 in capital and $104,752 in retained eamings. The continuation of this reinsurance reladonship,

in view of such 2 high leverage ratio, is further indication of conol by the AIG poo! companies.

AIG-F 0001218



-13-

: 4) In 1991, approximately 83% of Coral Re’s assets were pledged for letters of credit with AIG

pool companies as the beneficiaries.

) 5) A material amount of the premiums czded 1o Coral Re is paid directly 10 Ubersesbank, whica

_is an affiliate of AlG. The bank acts as a collateral 2gent for the leners of credit 10 which the pool
companies are the beneficiaries.

.6) All of Coral Re's accounting ané zdminisvative functions are performed by American

Inteznational Management Company (Barbacest Lié.. an affiiiate of the AIG pool companies. through 2

management agreement effective Deczmber 1987,

7) Aricle V of the quota share regiaczment agrezment with Coral Re defines “conmact pesiod”
as the first contract pesiod December 18. 1987 through December 31, 1987. Subsequent conmact pesiods are

January 1st t0 December 31st for cach subseguent <ajendar year. A literal reading of the contract indicates

that each conmact period would be reviewed independently. If the expericacs for the ansferred reinsursrs

developed such that the losses exceeded the conmacs vear policy limit, the excess would not be covered by

; the agresment.

The AIG pool companies have aggregated the coverage limits for all contract periods, and would

R et —

expect that any excess in a given period would be covesed by any unused limits in a different contract period
covered by the treaty. The AIG pool companies unilaterally aggregated all contract periods contrary 10 the

reinsurance contract provisions. This further demonstates AIG pool companies’ contol of Coral Re.
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5 8) The following is a list of sharcholders of Coral Re at December 31, 1991:
Sharchalder | No. of Shares Percznt of Qwne
Abeille Reassurance ' 24 9.6%
Paris, France ) '
Abxille Assurance 2  96%
Paris. France -
CT Insurance Company Lid ) 20.00%
Bridgetown, Barbados :
First Transportation Indemnity Lid 100 | 20.00% -
Bridgetown, Barbados
)
The Molsons Company Lid. a2 N 3010,
Toronto. Canada
Towl 230 100.00%a
) ) '
The following was noted about $0% or the shareholders of Coral Re:
) First Transportation Indemaicy Lid.. formerly Laidlaw International Lid..
{Barbados) was also managed by Amnerican International Management
‘ Company Lid. (Barbados).
1
i) The President and CED of the Molsons Company Ltd. is a Director of AIG. -
J
iif)  Abeille Assurance and Abeille Reassurance together own more than 19.2% of
Coral Re stock. An Abeille Assurance affiliate, Abeille General Insurance
) -

Company is managed by an AIG subsidiary (North American Managers Inc.) and
has common officers and a common chairman of the board with AIG. Abeille

Assurance and Coral Re have a commeon director. Also reinsurance recoverable
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balances from Abeille Reassurance are transferred 1o Coral Re in the quota share

replacement treaty.,

Both the ~Stock Subscription Agreement™ a-nd the -"Pn't'alc Placement Memarandum™ were executed

in D_cccmb:ﬂ 1987 which clearly establishes AIG’s involvement in creating Coral Re for the sole purpose of

. .
allowing AIG's U.S. companies 10 write more business and avoid limitations on such wrilings due 10 U.S,
SOy requirements.

The AIG pool companies did not include Coral Re in their annual holding company filings with the
Department since 1957 10 the present. Also, .AIG'§ senior management. in a meeting with the New York
In-sur:mcc Depantment denied that AIG or its affiliates control Coral Re. The Depar';menl requesied
documentation 10 support 5200 million dollars of invesiment yicld on funds held by Coral Re. The
Company rzsponded that it did not control Coral Re and this was third Fany information which was not

available 1o them,

In light of the above. the Department has advised the Company o its concerns that AIG and the

} Company may have =__the possession. dircct or indirect. of the power 10 direct or cause the direction of the

management and policies of...™ Coral Re. In an effon 10 alleviate the Deparument™s concerns regarding the

relationship between the AIG companies and Coral Re. the Company has agrezd o the {ollowing actions:

)
Effective Janvary 1. 1996 the Company will commute substantially all Liabilicy
under the “replacement” agreement with Coral Re;

, Not cede premitm under any reinsurance replacement agreement without the

approval of the New York Insurance Department;

Mzke cerain that all reinsurance agreements comply with Chapter 22 of the
NAIC’s Accounting Practices and Procedures Manual,

- 01221
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The Company has al50 agreed to report any reinsurer that has characteristics similar 10 Coral Re as an

affiliated reinsurer in future filings with state insurance regulators.

d) Section 310(2)(3) of the New York Insurance Law states as follows:

“The officers and agents of such insurer or other person shall facilitate such examination
and aid such examiners in conducting the same so far as it is in their power 10 do s0.”

The AIG poal companies have failed to provide the following_ljepmmcnl-requcst:d information

relevant to the examination which is in violation of the provisions of Section 3101a) of the New York

Insurance Law:
I A complete restated balance sheet reflective of the amounts that would have besn reponed
eting in the Depaniment on

had the Coral Re treary not been entered into, This was requesied in a mes

February' 4. 1993 and 2zain on April 29, 1993,

i} The dewiled calculation of the investment Yicld. The only response afier numerous requesis

was that the interest rate was 8.76%. The examiners repeatedly requested further documentation and the
Company responded that this was “third™ party information which is not available 10 AIG. It is

inconceivable that the Company would pay over $800 million dollars in consideration and could not receive

—

detailed information supponing the investment yicld in the fina! premium calculation. especially in view of

the fact that Coral Re is managed by an affiliated company of the AIG poo! companjes.
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3)  The support for the applicable expenses in the retrospective premivm calculation amounting
10 13 million. The Company’s response was that it primarily relates to the letters of ciedit commissions.

When the examiner requested further detail

information. the Company responded that this was not available to AIG as this represents Coral Re's

internal documentation.

It is zecommended that the Company comply with Section 3 10{2)(3) of the New York Insurance Law

and provide information requested 1o facilitare the examination.

D. Hoidire Company Svsteq

Americhn Home Assurance Company is wholly-owned by AIG. a Delaware holding company
arganized in 1967, which owns directly or indirectly all of the capital siock of several insurance companies

including the American HomeNational Union Group.

Tne Comopany. in wum. owns part of the companies listed below which are part of the same holding

company sysiem of which it is 3 member:

Company Ownership reent of Ownershi
American Intemational Recovery Inc. 100.00%
Amesican Intemational Ins. Co. . 25.00%
AlG Equipment Lassors, Inc, 13.00%

. AIG Hawaii Insurance Company 7 100.00%
AlG Realty, Inc. . . 30.96%
AlG Overseas Finance Europe, Inc. 100.00%
AIGOF Invesunents . 100.00%
Amenicin Internatonal Life Assurance Co. 22.43%
Amecrican Internadonal Qi) & Gas Corp. 50.00%
Transatlantic Reinsurance Corporation ' 33.00%

CONFIDENTIAL : AIG-F 0001223



o
-z th

The Cologne Re of Dublin. .

Cologne Reinswrance Company iDubliind L

AGGREGATE LIABILITY ADVERSE LOSS DEVELOPMENT
AGREEMENT OF REINSURANCE

bem‘cell

COLOGhE REINSURANCE COMPAN\' (DUB LlN) LIMITED
An Irish corporstion
" having its principal offices &t
1 George’s Dock '
1.FS.C.
Dublin 1, Treland

{ihe "Company™)
- . ' lM h . ..
NATIONIAL UNION FIRE INSURANCE COMPANY OF PITTSBURGI'I
o Pennzylvenia corporation: -
having its principal ofTices st '
175 Wates Sueet, New York New York, United States 10038

t(the 'Rcmsurcl )

e

In considesstion of the promises sci forth in this Ayreement, the panies sgree as follows:

Anicle} - SCOPE OF AGREEMENT

As a condition pre:e;i:nl 10 the Reinzurer’s abhgaﬁdni’ under this Agreement, the Company
shall cede 10 the Reinsvres the business desciibed in this Agreement., and the Reinsurer shall

sccepl such business as reinsurznce fiom the Compsny. The lerms of !hu Agucmcnl thall
deiermine the rights snd obligstions of the Company. -

Artiche ll - PART!ES TO THE AGREEMENT

This A; gmmenl is solely besween sthe Company 2nd the Reinsuser, Whm more than onc
Company is named as 3 pany 10 this A greement, the first Company named shall be the sgem
of the cther compenies a8 to 2]l maners penzining to this Agreement.  Performence of the
obligations of cach penty under this Agreement thall be 1endered solely 10 the other pany.
However, if the Company becomes insolvent, the liability of the Reinswrer shall be modified
10 the exient set forth in the anicle entitled INSOLVENCY OF THE COMPANY. In no
insiznce shall any insvied of reinsurcd of the Company or any claimant ageinst an msund or
reinsued of the C ompany hwc any rights under 1his Agreement,
-1
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The Cologne Re of Dublin.

Cokgne Reinturznce Cormpany 10ublin) Lud

Anicle 1) - BUSINLES SUBJECT TO THIS AUR.E-EMENT

This Agreement shall opply to Ulimaie Net Loss which the Company is or becomes
obligsied 10 pay under the Oniginal Reinsurence Contracls wrilien by the Company and listed
in Schedule A, ' ‘ ' :

Arilde 1Y - TERM

This Agreement shall become cffective at 12:01 2.m., Ceniral Evropesn Time on Mach 3,
200} &nd shell semsin in force and cffect until the obligetions hercunder have brem
discharged. )

" Artkle V - LIABILITY OF THE REINSURER

The Reinsuser shall pay 1o the Company 100% of the Company's Net Retzined Liability of
10% for Uimate Net Loss pzid by the Company on and after Maich 31, 2001 on the
business itinsured hereunder, subject 10 an overall limit of Tiability 1o the Reinsurer of US
£300,000,000. o . ’

Article VI - DEFINITIONS

(8) Ultimate Net Loss. means the sum zctuslly peid or peysble by the
Compeny in seiiement of loeses for which it is liable under the Original
Reinsurance Contrscts, including Allocsied Adjusiment Expense, efies
‘deduction of salvege, subiogslion and other 1ecovéties and afier

deduction of zmounts due from 211 other reinsursnce, whethes colleciible
or not. I the Compeny becomes insolvent, thie de finition shall be modi-’
ficd 10 the cxtent set fonh in the anicle entitled INSOLVENCY OF THE
COMPANY.

Norwithstanding the provisions of the anicle enitled MANAGEMENT
OF CLAIMS AND LOSSES, this 1erm chall also include 100% of

Losses in Excess of Policy Limits and 100% of Extra Conusciual
Obligstions.

Nothing in this definhion thall imply that Josses are not recaversble
undes this-Agicement- untilahe Company's \imale Net Loss has been
finally sscenzined. .

(bt) Alocated Adjustment Expense means expenditures by the Compeny
within the terms of the Compeny's policies i the direct defense of
clsims and in connection with Losses in Excess of Policy Limils and
_Exira Comrecival Obligaiions and as slloc sted 10 an individual clzim o
Yoss (other than for office expenses and for the selaries and expenses of
emplovees of the Company or of any subsidiary or related or wholly
owned company of 1he Company) made in connection with the Jdisposi

ion of 8 claim, loss, or legal proceeding including investigation,
-2- -
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Tha Cologne Re of Dullin,

Cologne Reinsurznce Compeny (Dublnd L 1d.

negotiztion, end Jegal expentes; cour cesis; prejudgment interest; and
portjudgment interest, -

-

lc) Lostes in Excess of Polley Limits 2nd Extra Contrscival Obligstions

(1) "Less in Excess of 'Po!ity Limiis™ mezns & peyment mzde 10 &
third parny clzimant in excess of the policy limit which the
Company is legally oblr;,alcd 10 pay u-:ulnng fiom an action
waken by the insurcd o assignee antmg fiom a thitd pany.
clzimznt being ewarded an amount in excess of the Company's
policy limit a8 » sesult of the Company's fsilure 10 senle within
the policy limit or of the Company's alleged or zctual
negligence or bad feith in 1ejecting an offes of senlement or I
the prepurction of the Jefense or in the irizl of any aclion

ogsinst i1s intured or in the preparation or prosecution of an
eppes] consequent upon such sciion.
(2) ' “Extra. Contractusl Obligstion® mezns a loss which the
Compzny is legzlly obhgaltd 10 pry, which is not cpv:red
under zny other provision of this Agreement and which erises.

fiom the Company's handling of sny clzsim on the busincss
1einsused hereunder.

The dste on which 8 Loss i Excess of Policy Limits or an Extre Con-

trectual Otligstion is intuned by the Company shall be deemed, in all
circumstences, 10 be the dzie of the originul Occunence,

There sthall be no toverzge hereunder where the Loss in Excess of the
Policy Limil or the Exira Contractual Obligziion has been incuned due
10 the froud of criniingl conduct of 8 member of 1he Board of Direciors, »
corporzie offices of the Company, or eny other employee of the Com--
pany, 2cing individually o1 colleciively or in colluzion with zny
individual of corporztion or any other organization o1 pany involved in
the inverigation, defense or scitlemcent of any claim covered hereundes.

Any insurance oF seinsurance, whether colleciible or nol, which
indemnifies or protecis the Company egainst claims whiclr sre 1he
subject mener of this definition and any conwribution, sublogation, or

recovery shall murc 1o the benedn of The Reinsuier end thall bE deducred

10 arrive 81 the amoum of the Company’s Net Loss.
(d) Occurrence means cach accident o occunence or series of accidents of
occumences ansing out of one cvent regardless of the number of
employces of employers involved, except as modified below.

As respecks an occupational of other disease or cumulative injury under
workers’ compensstion or empioyers' lizbility policies for which the
employes is lisble: :
e3-
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t}) Which irises ftom 8 specific sudden ind eccidenial evem
limited in time and place, such occupsiional or other discase
suffered by one or mose employees of one or more employers
+hall be deemed 10 be an Occunence within the mesning of this

~ Agreoment end the date of Occutience shall be deemed 10 be
the dzie of the tudden end accidental evert,

.(2) Which does not arise fiom & specific sudden znd acciental
event Timited in 1ime and place, such occupational or other dis-
¢ase or cumulative injury shal] be deemed 10 be an Occunence
within the meaning of this Agicement, 2nd the dzie of Ocour-
rence shell be deemed 1o be the date of the beginning of the
disebility for which compenssiion is peysble if the case is
compenssble wnder the Workers' Compensztion low; or the

_ e 1hat disability due 10 szid discase sctuzlly began if the case
is nol compensable undes the Workerns' Compensztion law,

Each case of an employee contracting such occupational or

. other disezse or cumulative injury for which the employer
insured by the Compeny is held lisble shall be considered 8
scpsrate Occumrence regasdless of the dzie of loss.

(¢) Original Reinsured mezns the inzurence compzny or reinsurance compzny 10
which the Compeny issued en Original Reinevrance Conract.

(f} Origical Rensurapee Contract means all binders, policies, cenificzies,
syeemems, icztics, bonds, ot contracis o reinsurznce of 1ehiocession suthorized by
the Compeny 1o Original Reinsvieds under the szme Reinsurance Form covering the

szme lability, wheiher izsued in one layes o1 more than one layer, und apprating on
Schedule A,

1g) Relpruranse Form means the 1ype of lizbility reinsurance affoided by the
Company 10 its cedznis 2nd scoccdanis. :

{h) Net Reizined Lizbility means, and 1his Agieement shall only zpply te. that
ponion of any Original Reinsuiznce Connact covered by this Agreement which the

Company-1z1sins_nel_for i1s_own account, 2nd in calevlzting Uhimate Net 1 oss only

loss or losses in 1espect of that ponion of apy insvrance or einsurence which the
Compeny 1c1ins net for its own account shall be included. It is underxiood and
zgreed that the smount of the Reinsurer’s liability under this Agreement shall noi be
increzsed due 1o the Company's failure 10 teuocede in accordance with its normal
prectice, noi by rezson of the inzbility of the Company 10 collect fiom zny other
reintures, whaher specific or general, any amounts which may heve been due fiom

them, whethes that inebility arises from the insolvency of the other reinsuier ot
otherwise.

cd-
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Arricde VT - EXCLUSIONS

This Agreement shell not zpply 10 any liabi.lhy excluded by the Original Reinsurance

' Anticde VIl - MANAGEMENT OF CLAIMS AND LOSSES

The Company shall invesiigaic and senle or defend &)l clzims and losscs, When requesicd by

nsurer, at the expense of the Reinsurer, 1o be
sssocisted with the Compeny in the defense or control of any cl2im, loss, o1 lega] proceeding

which involves or s Hkely to involve the Reinsurer. All psyments of clzims or losses by the
Company within the lerms end limits of its policies which are within the limits set forth in

‘the zpplicable Agieement thall be binding on the Rel

nsurer, subject 10 the 1erms of this
Agreenenl, .

Artlcle IX - RECOVERIES

The Company thall psy w0 of credit the Reinsurer with thie Reinsuier’s portion of any
recovery obteined fiom selvege, subiogation, of other inturance. Allocsted Adjustment
Expense for recoveries chall be deductied from the amount secovered. However, il the
Allocsied Adjustment Expense incuned in obtaining recoverics exceeds the amount
vecoveied, if zny, the excess Allocated Adjustment Expense shall be apponioned beiween the
pnics in proponion 1o the lisbility of cach peny for tbe loss before the recovery was
o\..'»lained.

The Reirsurer shall be sublogsied 10 the rights of the Company 10 1he extem of ius loss pay- .

ments 10 the Company. The Compzny zgiees 10 enforce 15 rights of salvage, subtogztion,
and Tts rights ageinst insurers or 1o a:esign these 1ights 10 the Reinsurer.

Recoverics undar this Agreement thall be disuibuied 10 the panies in on order inverse 10 this

. in which their liabilities ac:med_.

Artlcle X - LOSS TRANSFER PAYMENT AND CONSIDERATION

The Compsny thall pay 10 the Reinsurer 2 loss vans fes psymenm of US 5250,000,000
within thinty business deys zfier the execution of this Agreememt. * Ninety-cighn
percent (9E%A) of this sum shall be withheld and 1evzined within an experience accoum

e the"Eaperience_Accouni”) by the Company from which the

Compsny shall make
claim peyments due Fom the Reinsures hereundes.

Anicle X3 - REPORTS AND REMITTANCES

(8) Claims and Losses

Wiithin 90 days of the cnd of cach veat the Cbmpany shall 1endes 10 the
Reinswes an annual s1210s 1epon of the Experience Account during the
preceding year showing:
: s
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Liedn !Ttm‘:
A} Credit belance forwerd fiom the previous siatement
B) Withheld premiums equal 10 98% of reintinznce premivms dve

C) Iriercst on the posiiive bzlznce within the account calculzied a1 & 121

of 3% per ycar on the beginning balance brought forward fiom ‘the
picvious solcniei

Dcbil Nemgs

A) Uliimaie Nel Loss payments made by the Company during the year.

(b} Within 90 days of the end of each yeas the Compeny shall
prepare a repont for lhe Reinsurer showing:

A} Oustznding reserves, including Allocated AdJu‘lrntm Expcnsu. |
the beginning of the yesr, plus

B) The sum of 1eserves, including Alloceied Ad_;uﬂm:nl Exp:n-:es.
increased on extzablished dunng the yeer, minus

C) Clasims ond Alloczied Loss Ad_]uumcnl Expenses paid during ihe
year, equols

D) Owstending icserves, including Allocaied Avdjuslmtm Expenses, al
the end of the year, .

Upon reeeipt of 1his 1epon the Reinsures shall suthorize the Company
10 draw peyment from the cxperience sccount for the belance due in
1espect of clzims paid during the year, If the bzlznce in the experience
atcount is insufficient 10 stisfy the obligsion of the Reinsures, then the
" Reintwier thell pay the amount owed in excess of the belance of 1the
experience account within 90 days sfier teceipt of the zeport. Al

balznces shell be converied 10 United Sizies Dollars at the cxchangc

raie vsed in lbl: Reinsurer’s books, T

(b} Ceneral

In »ddition 10 the 1eponis 1equired by (2) ebove, the Company thall fure
nish such other information a8 may be required by the Reinsurer for the

completion of the Reinswer's quanierly and annual statiements and imver-
nal records.

-6
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All 1cp.on£ shall be 1endered on forms o1 in format scceptzble 10 the
. Compeny end the Reinsurer.

Artide X1 - ERRORS AND OMISSIONS

The Reinsvrer shall not be relicved of licbility beczuse of an enot ot sccidental omission of
the Compiny in teponting eny clsim of lo or any business reinsured under this Agicement,
provided 1hat the emor of omiszion is reciified prompily 2fier discovery. The Reinsurer shall

e obligsied only for the retum of the premium paid fos business reponied but not reinsuied
. undes this Agreement. ' ‘

Article X111 - SPECIAL ACCEPTANCES

Business not within the terms of this Agrc.cmcnl may be submitted 10 the Reinsurer for
specis) acceprance and, if sccepied by the Reinsurer, sha

1l be subject 10 211 of 1he 1erms of 1his
Agreemenl cxcept s modified by the special accepiance.

Article XIV - RESERVES AND TAXES

The Reinturer shall maintsin the required Jescrves as 1o the Reinsurer’s poniion of unczmed
premium, if any, «aims, losses, end Allocoted Adjustmenst Expense.

The Compzny thell be liable for ali pr emium 1zxes on premium ceded 10 the Reinsurer under
this Agrieernent. 1f the Rei

ntutes is obligsied 10 pey any premium taxes on this premivm. the
Company thsll reimburse 1

he Reinsuer; howevet, the Compzny shall not be required 10 pey
" 1zacs twice on the same premivm.

Ariicde XV = OFFSET

The fornpuny ot the Reintuwer

mey offsel any bzlence, whether on sccount of picmium,
commission. clzims or lcises. Adjusiment Expense, salvzge, or otherwise, due from one
pany to the other undes whis Agicement ot undes sny other sgyeement herciofore of hereafier

eniered into berween the Company znd the Reinsurer.

Article XV} - INSPECTION OF RECORDS; (ONFID]’.NT]AL)T\’

AYVniprerion of recor ds~ Svbject-to-paiz graph-B,-Confidemizlity, 1he_Company sthel! sllow
the Reinsures 1o inspecy, #1 1easons

ble 1imes, the 1ec0o1ds of the Compeny 1elevant 10 the
business 1einsured undes this Agieement, including the Company's files concerning claims,

tosses, of legal proceedings which involve or are Tikely 10 involve the Reinturar. The

inspection msy only be conducied by representatives of the Reinsures who execuie 8
confidcmizlity sgreement in & form satisfoctory 10 the Company.

B) Cosfidentislity The Reinswier scknowledges that the Original Reinsurance Comracis
and 1he Company’s 1ccords with 1espect 10 those coniracis ronstitute valuzble

privileged,
commercial znd confidential information not penerally kncwn about the oprislions o
clicniele of the Company {"Compzny confidential information®). Neither the Reinsures not
.-
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its represeniztives shall, direaly or indiicaly, disclose, divulge or mzke availzble ny
Compeny confidertial information whether scquited before or sfier the date of 1his
Ageement, including but not limited 1o informaiion 1elzting 10 invesiment, finzncial,
sccounting, rames end sddresses of clients, cerrier telationships, insurence bicker/sgent
1eletionskips, merchendising, marketing and selling practices, and the services, funciions,
systems, computer progrsms, procedures, or work producis contemplzied by, or produced by
the Reinsurer of its tepiesentztives pursuznt 10 this Agieement of which they are 10 use or
perform in connection with the Agreement. - As used in this Ageement, "Company
confidentia) informetion® does not include informetion which (a) is or becomes gencrelly
avsilsble 10 the public other thon as @ 1cxult of a disclosyre by the Reinsurer ‘or its
representstives, (b) wes wvaileble 10 the Reinsurer on 8 non-confidential hasis prior 10 its
Jisclozure by the Reinsurer or its representatives, or {¢) becomes avajlable 10 the Reinsurer
“on & non-corfidential bosis fiom 8 perron other than the Company or its 1eprescniztives who

it not otherwise bound by 2 confidenislity sgreemenmt with the Company - or. its
representsiives, or is not othcrwise prohibited from uzn:mitting the informetion 10 the
Reinsyrer, ’ .

Andcle XVl - ARBITRATION

Al unresolved differences of opinion between the Compeny and the Reinsurer relating to this
Agreement, including i formation and validity, shall be submined 10 arbinstion consiniing

of one arbitrstor chosen by the Compeny, one arbitrator chosen by the Reinsurer, and 3 1hird
arbitrz101 chosen by the first 1wo arbiuziors. ' ‘ ‘

‘The pany demanding wbitisiion shall communicste its demand for arbitraiion 1o the _oth;':r
party by registered of cenified mail, identifying the nature of the dispule and the name of its

arbitrzior, andihé; othey party. shall iher be bound ta rame ils arbitrator within 30 ¢zys zfies
recEipt of the demznd,”

Fallure of 1efusal of the other pany 10 30 name its arbiirator shall ernpower the president of
1he Inzurance Insdtnte of hicdond 10 nzme the :econd arbitretor. W the first two arbitrztors are
uneble 10 2gree upon a 1hird erbitior afier the second wbitiator is named, cach zrbivaioe
shall nzne thiee candidales, wo of whom shall be declined by the other arbivrzior, and the
thoice shall be mzde between the two 1emsining candidates by drewing lows. The srbitziors

shail be impanisl and shall be zctive o1 revired officers of property or casuzhty insurence o
reinsurancc companies.

The arbnrstons shall s8opt Thew own Tule ard procedures-snd-wereheved-from-judicisl foe— .
mzlities. In sddition 10 considering the rules of equity and the customns znd prectices of the

imemational insurance and 1einsutznce business, the arbitreton shall make their sward with a
view 10 tfTecting the iment of this Agicement. '

The arbitrstion shall 12ke place in London and English law chall zpply 10 the conduct of the
srbiuetion, '

LY

The decizion of the mzjority of the arbivzions shall be in writing and shall be final 2nd
binding upon the panies.

8-
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Eech party thall bear the cost of its own wibiuzior znd thell jointly and equelly bear with the -
other party the expense of the 1hitd arbitizior and other costs of the zibitration. In the evem

both arbitrzlors ae chesen by one peny, the fees of &l abitrsiors chell be equally divided
berween the parties.

The aibitrztion shall be Tield at the times and places zgreed upon by the srbiuziors, .

Article XVIII - INSOLVENCY OF THE COMPANY

In the event of the insolvency of the Company, ihe reinsurance proceeds will be paid 10 the
Company or the Yiguidsior, with reasonzble provision for verificziion. on the besis of the
claim zMowed in the insolvency procecding without diminution by rezsen of the inzbility of
the Compeny 10 Py e or pent of the claim! except s otherwise specified in the statutes of
zny tizte having jurisdiction of the insclvency proceedings or except where the Agj:tmcm.

of other wrinen zgreement, spu\ﬁcally prowdes another peyee of ruch reinsurance in the
cvent of insolvency,

The Rcmgun:[ shall be given wrinen notice of the pendency of each <lzim 2gsinst the Come
pany on the contraci(s) reinsuied hercunder within a ressonable time afier such cleim is filed
in the msolv:nty ptoccedmgl The Reinsuies shell have the right 1o investigate each such
cJzim and to interpose, Bt its own capense, in the proceeding where such clzim is 10 be
zdjudicsted, ny defenses which it may deemn availsble 10 the Company o1 its liquidstor. The
expense thus incuned by the Reinsuier shall be charpesble, subject 10 court approvel, agzmﬂ
the insolvent Company es pan of the expense of liquidation 10 the exient of @ proponionate

thare of the benefit which may sccrue 10 the Compeny solely 25 8 1esult of the defense
undenaken by 1he Reinsures.

Arnticle X1X Cancellnrfon

This Agreement may be immedinicly cancelled on wrinen notice by cither pany if:

A] The perl‘orma.ncc in whele o1 in pan of this Agieement is piohidited or 1endered
impossible de jwe o1 de facio, in panicular, znd without picjudice 10 the generality off
the prer.rd:ng woids, in consequence of any law o regulation which is or shall be in

force in any country o1 lerritory, o1 if any law 03 regulation shall direcily o1 inditecily
prevent the peymem of any o1 &)l of the sums dut 10 o1 from cither pany;

B) The othes pany has become insolvem o una'bl: 10 pay its debts or has lost 1he whole
oy any pari of its czpiials

C) There is any mzierial change in ownership o1 conwol of the other pany;
'D)-The country a1 temitory in which the other party resides o1 has its headquaners or is.

incorporated i involved in armed hostilities with any other country, wheiher war is
declated or not, o s panly o1 wholly occupied by snother power; or

.9-
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E) The other peny feils 1o comply with cny of the 1werms znd conditions of this
Agrcamemt.

This Ag:tcmcnt.may be cancelled by the Company a1 any lime on 50 days writien notice 10
he Reinsures. . .

Wrnen notices under this article shell be sent by Telex, faczimile o1 e gineied mazil and shall
be deemed jeceived when sent or, where commuricztions betwecn the panies are interrupied, |
vpon the witempt 1o rend, All outslending osses 2nd other seserves, if zny; fof business

covered by this Agreement shsll be commuted as of the daie of cancellation upon poyment 10
the Company of the smount equal 10 the credit belance of the Experience Account as of the
dzte of cancellstion. Peyment and accepiance of thal amount shall constine 3 full and final

“mual 1c)eese of 1l Kabilitics of the panics undes this Agicement. .

"IN WITNESS WHEREQF, the panie; heseto have caused ihis Aﬁnemcnl 10 be cxecvied in

duplicere,
this £ dayof _ Aol - _, 2001,
COLOGNE REINSURAN 1ITED
Anestr Finéncsl Contrcler

nd i ¥ __ dsy of S‘w“\‘*\—' __ 2001,

NATIONAL UNION FIRE INSURANCE COMPANY OF P773URCH

/A

Anest:

.10~
Agreamen No, RO00040/2000

o GR1_0126122 °



e

The Cologne Re of Dublin,

Cologne Reinturence Compsny (Dubiin) twd

AGGREGATE LIABILITY ADVERSE 1. 0SS DEVELOPMENT
AGRELMENT OF REINSURANCE

between

COLOGNE REINSURANCE COMPANY (DUBLIN} LlMlTED
An lrish corporetion
having its principal offices st
- 1 George's Dock
1LFSC.
Dublin 1, lrcland

.(1he "Company™)
and
NATIONAL UNION FIRE INSURANCE COMPANY OF PITTSBURGH
_ & Pennsyhvania corporsmion
hoving its principal offices at
175 Weier Sureet, New York, New York, United Sizies 10038

(the "Reipsurcr®)

In considerziion of the promises set forth in this Agveemem, the parties sgree os follows:

Article] - SCOPE OF AGREEMENT

As 2 condition precedem 10 the Reinsuer's obhgabnns undes 1his Apreement, the Company
thall cede 10 the Reinswes 1he business described in 1his Agreemnen, and the Reinsurer shal)
arcept such buriness as reinswance fiom the Company. Tbe terms of this Agreemen shall

determine the rights_znd obligztions of _lhc Company,

Article 11 - PARTIES TO THE AGREEMENT

This Agreement is s0lely berween the Company and the Reinsurer, When more than one
Company is named as » party 10 this Agieerneny, the first Company named shzl) be the zgem
of the otber companies as 10 all maners pertaining 10 this Agreement.  Performance of 1he
obligations of cach party undes this Ageement shall be rendered solely 10 the other party.
Howeva, if the Compamy becomes insolvent, the lizbility of the Reinsuner <hall be modified
10 1hc exient set forb In the anicle entiled INSOLVENCY OF THE COMPANY. In no
“1-
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instance shall any insured or reinswed of the Company o1 any clalmant zgainst an insurcd of
teinsured of the Company have any rights under this Agreernent.

Article 11 - BUSINESS SUBJECT TO THIS AGREEMENT

This Aérccment shell wpply to Ultimzte Net Loss which the Company is or becomes
. obFgated to pay undex the Original Reinsurance Conacis written by the Company and listed
in Schedule Al ' . S '

‘Article IV - TERM

This Agreernent shall become effective 21 12:01 am, Cental European Time on December

.1, 2000 and sball remain in force and cffect until the obligations hereunder heve beea
discharged : .

Artide V - LIABILITY OF THE REINSURER

The Reinsurer shall pay 1o the Company 50% of the Compeny's Net Reizined Lisbility for
Ultimate Net Loss paid by the Company on and sfies December 1. 2000 on the business

reinswed hercunder, subject 10 an overall limit of liability w0 the Reinswes of US
$300,000.000. ' -

Articde V1 - DEFINITIONS

(8) Ultimate Net Loss means the sum scrually paid or poyable by the
Compeny. in sedement of loeses for which it is lable under the Original
Resnfurancs Comtracts, ingludifg Allocaed Adjisiment Expense, afies

LA - R LI S EA i it BT R i | LA . =
de_g:ﬁg_tfﬁn of “savapes sublogation snd other -iccoveries and afier
deduct

0 of amounts due from all other reinsurance, wheihér collectible
o1 not if the Company becomes jnsolvent, this definition shall be modi-

fied 10 the extent set forth in the anicle entitled INSOLVENCY OF THE
COMPANY. : -

Notwithstanding the provisions of te anicle entitled MANAGEMENT
OF CLAIMS AND LOSSES, this term shall also inctude 100% of

O/

Losses in Excess of Policy Limits and 100% of Exva Contractual
-Obligations—

Nothing in this definition shall imply that losses are not recoversble

under this Agreement until the Company’s Ultimate Net Loss has been
finally ascenained.

() Alocated Adjustment Eapense means expenditures by the Company
within the terms of the Company's policics in the direct defense of
claims and in connection with Losses in Excess of Policy Limits and
Exva Contractual Obligations and &s ellocsted to an individual claim or

. A
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