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April 20, 2000

TO: M. R. Greenberg

Yﬁf) ” FROM: Joseph H. Umansky

RE: 2000 Reinsuranee Contracts

~—

The contracts snmmarized in this memo are those to be discussed in a meeting
schcduled for Monday.

There are ten contracts listed on tbe attached schedule and additional information
on selected contracts in the attachments. Five of the contracts are similar to the
1999 coniracts; I am including them because of the effect that they have on the
financial statements. I would like to review six specific contracts with you
because of their unique nature, The six contracts are #5 through #10Q.

All of the contracts are beyond the conceptuzl stage, but a considerable amount of
work needs to be done to put them in final form, including arranging for a

rei;m;r;ilsﬂm@any; which conld be the most difficuit step. I would like to get
¥ ttion to the structures before I proceed. I will cover the six contracts in

this memo.

Warranty

Our objective was to convert an underwriting loss into a capital loss. The

approach we devised 1s unique but conceptually, somewhat simple. AIG forms an

off-shore reinsurer and reinsures the warranty book into that wholly-owned /MW
subsidiary. AIG then sells the subsidiary through a series of partial sales, thus

recognizing a capital loss. As the warranty losses emerge they are recognized in

this off-shore company that is not consolidated as part of AIG. The accounting is

aggressive and there will be a significant amount of structuring required in order -

to add:es§ all the legal, regulatory and tax 1ssues. This is more fully described in
Exhibit I.
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AlIG Catastrophe Cover

The objective was to cap aggregate catastrophe losses for AIG at 575 million,
Thete are 2 number of issues that we need to discuss, including whether $75
miltion is the right attachment point and how we define a catastrophe. Since
AIG’s catastrophe losses consistently aggregate more than $75 million, I am
proposing two additional treaties that sit under this catasirophe cover which will
mutigate the catastrophe losses and use the discount on the casualty book to
subsidize the catastrophe losses.

The two above-mentioned freaties are contracts #9 and #10. They are aggregate
treaties {for Foreign Gen and Transatlantic) which have the effect of covering
property catastrophe losses with the discount of the related casualty book. These
contracts are not specifically catasirophe covers but have the same effect, A
similar contract cannot Je put together for DBG since this group already has an
Aggregate Loss Ratio/Iteaty (Contract #1). The three contracts are more fully
described in Exhibit II. Transatlantic has expressed a munber of concems
regarding the treaty.

Personal Lines — Agoregate Loss Ratio Treaty - #5

This is a muiti-year excess of loss cover that has the effect of smoothing loss
The attachment is 78%, increasing 1% each year for the term. ‘The premiumyis
constant, Loss recoveries are expected in the first two years. See Exhibit

ALICO — Brazil Currency Treaty

This contract is one where a significant recovery is realized and a compensating
arrangement through a swap gencrates a capital loss for ALICO and a gain for the
reinsurer. The accounting is very aggressive and it’s a duplication of a contract
that was done last year. The 1999 swap will not be repeated, although a similar
swap will be put in place to accomplish the same objective,

There are a number of other issues that [ look forward to discussing with you on
Monday.

JHU ge
Att,

ce; H. 1. Smith
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2000 Confracts to be Ceded

Estimaied
Ceding Co. Agreement Cash Premium Lirnit
1 DBG . Aggregate Loss Ratio & X/S 261 281 630
2 RMGIRF Facultative Obligatory Agreement 100 100 200
{discounting of individual casualty transactions)
3 AlU Aggregate BExcess Agreement 15 15 30
(retrospectivae reseve discounting)
4 DBG Aggregate Excess Agreement 30 30 60
(retrospective reserve discounting)
5 Personal Lines Aggregate Loss Rafio (personal auto) 16 18 70
6 ALICO Lifa reinsurance 35 2 35
(Brazlf currency)
7 Warranty Slop loss 200 20 200
8 AlG Cat 15 15 75
g Foreign Cat o g+ 100
10 TRC Cat 5 5* 100
g82 489 1,620

* Plus AP equal to 50%+ of loss ceded
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EXHIBIT T
WARRANTY BOOK 5
VOTING COMMON & NON VOTING PREFERRED PROPOSAL . !
Cumant situation; :
A5 of Dec 69, $210m of UEP on this book is expecled loeam at a 260% less ratle,
“Tha bk of tha UEP wil aam over the next thige years, the last in 2008,
The payout patiem s very quick.
AlG Entity SIngta Purposo OffShore Reins
1 {SPOR)
1 5POR common siock S0m
SPOR pref stock 140m Investments 210
UEP 20
3 Realizad loss 180m - Preferred Stock 140
(Graduglly} Equity 50
2
3
Nat Union {AIG Pool}
Ceded Prem 20m
Non affiliated Purchazer(s)
SPCR common stock 30

Payatle 1o AlG ) 30

1 AlG cntlty forms Single Purpese Offshore Reinsurer (SPOR) initially as a 100% subsidiary
with $180m. $50im in voling common stock, $140 in non voling Preferred.
The AIG Parent must be a non insurance entily as well as be ncleded n the AlG consolidated tax return.

2 Naticnal Union (as AIG pool lead) enters an XOL relnsurance agreement with SPOR.
We would like the cedad premium to be nominal to minlsize the 1% FET, however it must be
somewhat reasonable o the end resull
The XOL s xs 100% Loss ratle. Paer estimates this will generate 210m of ultimata 1058,
about $180m on a NPV@6%. SPOR is belng funded with $210m including the premivm.

3 Non Afffiated Purchaser(s) purchase the majority of the SPOR voting stock.
The purchasa price will be approx $30m, {$50m x 60% = $30m)
AIG can finance the Purchassr with a note with recourse only to Purchaser's SPOR shares.
We can sell them anywhere from 80% 1o 100% of the SPOR common slock 3t camying value,

4 As the underwriting experience emerges in SPOR:
First to erode is any SPOR common stoek valus ¢artied by SPOR Purchaser or gny minority interest
rotained by AIG. Simultansously the Note from the Purchaser will be worthless and we will cancel i
Tha SPOR common stock will lose it's value by year end 2000.

As the SPOR assumed losses continue to emerge we will allow SPOR to repurchase sufficient Prefemed
Stock o maintaln it's selveney.

A9/003:08 PM
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C: C

EXHIBIT IT

PROPERTY CATASTROPHE AGGREGATE EXCESS OF LOSS

COMPANY:

TERM:

BUSINESS
COVERED:

LIMITS:

RETENTION:

PREMIUM:

Al AIG subsidiaries excluding Transatlantic and 21* Century.

36 month contract covering losses ocourring during the period

January 1, 2000 — December 31, 2003, comprised of three anmual
terms.

All direct and assumed property lines including but not limited to,
Propeity and Auto Physical Damage, Accident & Health, Energy
and Marine, excluding AIG Re and AIG Risk Finance.

Foreign General net catastrophe losses are the greater of zero or
Foreign General net catastrophe losses less the total amount ceded
for the annual period to the Foreign General Accident Year Stop

- Loss cover.

Qualifying catastrophic events are occurrences as defined in the
catastrophe programs worldwide that each resolt in an fncurred
loss net of all other reinsurance to Company of $5,000,000 or
greater. This 35,000,000 threshold is not to be applicd as retention
to a qualifying event.

$75m annual aggregate limit,
$150m contract limit. For the three year term

$75m anmual aggregate retention net of all reinsurance.

$30m in the aggregate. $10m per annual term, $10m payable May
1, 2000, March 1, 2001 and March 1, 2002. In the event of a loss,
loss payments gre offset by fature premiums.
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ADDITIONATL,

PREMIUM: Applicable to each sunual period shall be an additional premivm
equal to the sum of (a) incurred losses ¢eded to this cover 1o the
extent greater than $30m, multiplied by (b) 50%. The amount
shall be payable on the August 1st immediately following to the
annval term. The amount shall be recalculated for development in
cach subsequent August 1 and a corresponding payment will be
required of the Company or Reinsurer accordingly. This
Development Payment shall be applied interest at the current one
year Treasury rate for the period since the original calculation date.

i
CANCELLATION: The (fompany has the right to cancel has a right to cancel at

December 31, 2002 if there are no losses eeded to the cover fora
pro rata refind of premium,

GENERAL

CONDITIONS: Ultimate Net Loss Clause
Arbitration
Insolvency
Others as appropriate
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C.

C.

SUBSIDIARY LEVEL STOP LOSS COVERS

COMPANY: ALL FOREIGN GENERAL TRANSATLANTIC
BUSINESS INCLUDING Al AND REINSURANCE COMPANY AND
JAPAN BRANCHES. | SUBS ZURICH AND PUTNAM
INCLUDING NAD

TERM: 1/1/2000 — 12/31/2000 1/1/2000 - 12/31/2000

BUSINESS Net 2000 accident year Loss and LAE: | Net 2000 accident year Loss and LAE:

COVERED: Worldwide direct and assumed All Lines.
excluding Financial Lines, Personal
Lines and Risk Finance business,

RETENTION: 54% of SNEP ) 72% of SNEP
SNEP is considered exclusive of this SNEP is considered exclusive of this
COVET. cOVErL.

Losses paid quarterly Losses paid quarterly

SUBJECT

PREMIUM: $3,000m $1,600m

LIMIT: Lesser of Lesser of
(A)100m {A)ICDm
(B) 4% SNEP {B) 8% SNEFP
(C) Ceded incurred loss at (C) Ceded incurred logs at
Feb 1, 2001 or extended Feb 1, 2001 or extended
Reporting date. Reporting date.

(D) Showld at any time the experience
aecount on a cash basis be negative by
greater than 30% of ceded premium,
the Reinsurer shall not be liable for any
further amount of loss.

CAT LIMITS: The subject loss tatio 1o SNEP shall aot | The subject loss matio to SNEY' shall
include 2 netloss greater than $50min | not include a net loss greater than
respeet of any single cat event or $500m | S60m in respect of any single cat event
in the aggregate, or $200m in the appregate.

PREMIUM: Greater of $5m Deposit premium or 50%

of incurred losses ceded 2t Feb 1, 2001
or Extended reporting date. Deposit
premium payable at inception, balance ot
2/1/2001 and or adjustment at Feb 1,
2002,

Greater of $2.5m Deposit premivum or
50% of incwrred losses ceded at Feb 1,
2001 or Extended reporting date.
Deposit premivm payable at inceptior,
balance at 2/1/2001 and or adjustment
at Feb 1, 2002.

AlIG-F 0000152
CONFIDENTIAL




APPLICABLE TO EACH STOP LOSS

EXPERIENCE
ACCOUNT:

COMMUTATION:

DECLARATION
PERIOD:

OTHER:

Calculated quarterly

All preminm received

Less Deposit Premivm (becomes margin)

Less any FET payable on Additional Premium
Less Paid Losses and Paid LAE

Plus yield,

Company may commute at their sole option at any tims with 50
days notice. Any positive experience account balance will be
retuned to the Company.

The limit shall not exceed the

agegregate amount of ceded ultimate net loss reported on
February 1, 2001. This reporting date may be extended at the
clecion of the Company to February 1, 2002. Should the
extended reporting date be elected, 2n estimated payment will
he made Feb 1, 2001 subject to adjustment at February 1, 2002,
Any amounts paid at February 1, 2002 shall incorporate an
interest accrual from February 1, 2001 of an amount as if the

experience account crediting rate had been applied from
February 1, 2001,

All other reinsurance covers irnure to this treaty.

AIG-T 0000153
CONFIDENTIAL



Loy 0g L

SS0| pBUNSW P8Pas JO %085

12 wnjwalid j2ud

0w

Lo § 1O WINIWS. WNWUA
R O JUBLLYOE)E SaU|| PaI108|8s Uk UC pased
%8405 LN %0978 246326 555905~ 44 neazd el HIGEE
BEE'BYE €01'Ze  9ZTOLE Prititds szrey  piv'esz PG BEE {ooo's) PIG'IPE
UoIE 9LEZ0 HEG'LE pt:l v Hogo S4g4708 H%ES'IE HEeg0 wNogie
725’568 725'66¢8'L 5128y 81280 9ee'yog"L oeg'y09'L
. NZE'es bl HBELES 65719 IE- %8629 L0 Heo'a $iFoy
C_ gsc'oog'e  (oze'vm)  ¥RE'50S'Z L15'Y08'2 (5py'e6)  9GE°866'T pLo'keg’s O 0L9'190'¢
soe'vrz'y  {eo12el LMY poz'olly  {E22O¥)  IRE'ZO'Y ozo'ean's  looo'st 020"990's
opi'oasy (eov'Ee)  600'ZHY'Y CLB'LLY (gez'oy)  oes'BiE'y gsg'zez's  (ooo's) 0685°222'S
1504 SUOIEESD algd Jsod SUQ5530 ald jsod Suojssan ald
866! 8661 paoe

{spussnoy} uj i)

Wd Ef:L00/B HY

1nsey Gupurepun
sasUadxs Guppadagun

Y12 SSOTION
pEwzg whlald 13N

uaias Wnwe:d 19N

sso dojg pesodoud jo 199113 aouBINSY} [RIBUSD N]Y

AIG-F 0000154
CONFIDENTIAL



Md ¥1:80HEF
uoljjiwi 00l Jo
550] palinoul Pepan JO %0S 12 wnjwaad jeuld
USIHIW GG Jo winfuald winwjuip]
ozl JO JUSLUYOBYE D/E B[OUMA UB U0 paseg
GIE00E ne2ao- SSPETLOE jds sty MEeg2- Molsot AL %0 p4+)- 2
(eso'gh vep'el  (L21'20) (rig'op) pye'oe  (BS2'08) 2E9'T {oos'z) azl'c ansay Bupuaspun
949240 ®IZ'0 SOrLE 569878 el $oTiZ b1 ler ~RE0'D Ho08E
428°18¢€ 1zZBi8e 955'aLy BSS'9lY opz'icy . ov2'Isth sesuadg Buplwatapun
L AT i XEEEL %E6TL F-1ope - Kol WL e HorIL .
zeo'tss  (pog'sgl  DOB'0Z0'L ZIE'eo0't (389'ss)  008'9YLL ZOT'PSHE O Z0L'P5E'L 3y % 5507 9N
ggl’zat't  (pep'el}  009'08E’R pelste X {pp6'oe)  0U9'pEY'L peyvigy  (008'E) Q:8'919'1 pouiEg WwhrLald 38N
59z'09E'}  (per'el}  OD2'E6E'H & 9a&"35Y'L (bye'6Er  00S'83F'L pos'oce’t  (Doa'E) 000'5ES'} uDJUA, Nl SN
1504 SHOISSID ard 15048 SunSsan Bl 1504 SHOISS30 ald
8661 6661 . 0002

(spuasnoy} ut Jfy) ss0 dojg pesodoid JO 109)ls SIUBWSTR)S SIOOU| djjuRjRSURLL

AIG-F 0000155

CONFIDENTIAL



@ C

EXHIBIT ITT

AGGREGATE LOSS RATIO AGREEMENT

Companies_ - Members of the Personal Lines Pool

Business Covered - Net Excass Liability on business deemed Personal Lines Auto

Term ~ January 1, 2000 -~ December 31, 2003

Retention - Accident Year loss ratio of 78% in 2000, 79% in 2001, 80% in 2002
~ and 81% in 2003.

Limit - Each accident year 8% loss ratios, not in excess of $70,000,000

annually and $150,000,000 in the aggregate.

Premium_- $16,000,000 payable anoually on or before June 30 2000, June 30,
2001, June 30, 2002 and June 30, 2003.

Tunding - 97% into a trust account acceptable to insurance regulators.
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