
COMMONWEALTH OF KENTUCKY
DEPARTMENT OF INSURANCE
FRANKFORT, KENTUCKY 40601

IN THE MATTER OF:

American International Group, Inc., and its affiiated insurers writing workers compensation coverag
including:

~ J. AIU Insurance Company - NAIC #: 19399, DOl #: 300729

fa 3. American Home Assurance Company - NAIC#: 19380, DOl #: 300246

(¡ l-. Chartis Casualty Company - NAIC#: 40258, DOl #: 300897

te~. ChartisProperty Casualty Company - NAIC#: 19402, DOI#: 300621

fèfo · Commerce and Industry Insurance Company - NAIC#: 19410, DOI#: 300881

(Ó Î. Granite State Insurance Company - NAIC#: 23809, DOI#: 300818
&(l. Ilinois National Insurance Company - NAIC#: 23817, DOI#: 301367

to 9. National Union Fire Insurance Co. of Pittsburgh, Pennsylvania - NAIC#: 19445, DOl 300959
1 (). New Hampshire Insurance Company - NAIC#: 23841, DOI#: 301670

7 /. Insurance Company ofthe State of Pennsylvania - NAIC#: 19429, DOI#: 300807

CONSENT ORDER
ADOPTING REGULATORY SETTLEMENT AGREEMENT

This matter comes before the Commissioner of the Kentucky Department of Insurance

("Department") for adoption of a Regulatory Settlement Agreement ("RSA") entered into

between American International Group, Inc., and its affiliated insurers writing workers

compensation coverage ("Company"), and the Department ofInsurance ofthe State of Delaware,

the Office of Insurance Regulation of the State of Florida, the Department of Insurance of the

State of Indiana, the Division of Insurance of the Commonwealth of Massachusetts, the

Department of Commerce of the State of Minnesota, the Insurance Department of the State of .

New York, the Insurance Department of the Commonwealth of Pennsylvania, and the Division
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of Insurance Regulation of the State of Rhode Island (collectively referred to hereinafter as

"Lead Regulators"), and the insurance regulatory departments, divisions, or offices of each of the

remaining States and the District of Columbia that adopt, agree to, and approve the RSA

("Participating Regulators").

The Commissioner makes the following findings:

1. On January 28, 2008, the Lead Regulators initiated a Multistate Targeted

Workers Compensation Market Conduct Examination ("Examination") regarding the

Company's writing and financial reporting of workers' compensation insurance;

2. On December 20, 2010, the Lead States issued a final examination report

of the Company;

3. The Examination revealed that the Company violated insurance laws

related to the writing and financial reporting of workers' compensation insurance, including use

of unfiled forms, use of unfiled rating plans, and misrporting of workers' compensation

premium;

4. Based on the findings of the Examination, the Lead Regulators engaged

in discussions with the Company with respect to regulatory concerns raised by the Examination,

the reallocation of underreported workers'. compensation premium, the remediation of past

premium underreporting, and the need for an ongoing compliance review to ensure that the

Company writes and reports workers' compensation insurance in compliance with applicable

laws and, as a result of the discussions, have negotiated a RSA;

5. The RSA adequately addresses the Examination findings related to

insurance violations and, by virtue of the terms and conditions set forth in the RSA, the

Kentucky Department of Insurance, together with the Lead Regulators and other Participating
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Regulators, desire to agree upon the regulatory penalty, corrective measures, monitoring and

compliance inititiatives, and the procedures outlined in the RSA;

6. The RSA defines the "Participating Regulators" as the "insurance

regulatory departments, divisions, or offices of each of the remaining states... that adopt, agree

to, and approve this Agreement;"

7. The Kentucky Department of Insurance is the insurance regulatory

department for the State of Kentucky;

8. By adopting, agreeing to, and approving the RSA, the Participating

Regulator, the Kentucky Department of Insurance, releases and discharges the Company as

provided in Section G.1 .b. of the RSA with respect to all damages, fines, claims, sanctions,

losses, demands, or other liability or redress that the Kentucky Department of Insurance could

have pursued as a result of the matters falling within the scope of the Examination;

9. The Companies (as identified in the heading of this Consent Order) are

licensed to transact workers' compensation insurance in the state of Kentucky and, as affecting

this state, the Department has jurisdiction over the subject matter of this proceeding and the

Companies;

10. Upon review of the RSA, the Commissioner of the Department finds that

it is a fair and proper disposition of the matters addressed therein.

IT is THEREFORE ORDERED THAT:

The Regulatory Settlement Agreement entered into on December 17, 2010, between the
.

Lead Regulators and the Company is hereby agreed to, adopted, approved, and fully incorporated

herein by reference and identified as Exhibit A to this Consent Order.
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It is further ORDERED that any funds characterized as funds for the payment of

additional premium taxes and assessments in the RSA shall, upon receipt by the Department, be

transferred to the Kentucky Workers' Compensation Funding Commission (KWCFC).

It is further ORDERED that nothing in this Consent Order or the RSA shall be construed

to relieve the Company from any assessment obligations overseen and regulated by the Kentucky

Workers' Compensation Funding Commission, except to the extent that the premium taxes and

assessments amount transferred as a result of the RSA shall be credited against any outstanding

assessments, penalties, and interest due and owing to KWCFC.

It is further ORDERED that nothing in this Consent Order or the RSA shall be construed

to relieve the Company from any damages, fines, claims, sanctions, losses, demands, or other

liaibility, or redress that may be asserted by any other governental agency in the State of

Kentucky.

All terms and conditions of the Regulatory Settlement Agreement are hereby

ORDERED. This ORDER is being executed in accordance with KRS 304.2-100, KRS 304.2-

120, KRS304.3-200, and KRS 304.99-020.

Done and effective on this :J ;5f/L day of J1-'LL~ ' 2011.

SHARON P. CLARK
Commissioner
Kentucky Department of Insurance

4



Certificate of Service
Ths is to certify that the foregoing Order was served by mailing the same by first

class mail on this :i~ day of February, 201 1 to:

Thomas A. Russo
Executive VP and General Counsel
American International Group, Inc.
180 Maiden Lane

New York, NY 10038

Karen Weldin Stewart, Commissioner
Delaware Dept. of Insurance
841 Silver Lake Blvd.
Dover, DE 19904

Joseph G. Murphy, Commissioner
Massachusetts Office of Consumer Affairs
1000 Washington St., Ste. 810
Boston, MA 021 18-6200

Glenn Wilson, Commissioner
Minnesota Dept. of Commerce
85 ih Place East, Ste. 500
St Paul, MN 55101

Robert L. Pratter, Acting Commissioner
Pennsylvania Insurance Department
1326 Strawberry Square
Harrisburg, PAl 7120

and by hand delivery to:

Laura Moore
Chief Market Conduct Examiner
Kentucky Department of Insurance
215 West Main Street, 3rd Floor
Frankfort, KY 40601

J. David Leslie
Rackemann.Sawyer & Brewster
160 Federal Street
Boston, MA 02110-1700

Kevin McCarty, Commissioner
Florida Office of Ins. Regulation
200 East Gaines Street
Tallahassee, FL 32399-0305

Stephen Robertson, Commissioner
Indiana Department of Insurance
311 West Washington St., Ste. 300
Indianapolis, IN 46204

James J. Wryn, Superintendent
New York Insurance Department
25 Beaver Street
New York, NY 10004-2319

Joseph Torti III, Superintendent
Rhode Island Division of Insurance
1511 Pontiac Ave., Bldg 69-2
Cranston, RI 02920

Sharr6n S. Burton~ General tounsel

Office of Legal Services, Insurance Division
Kentucky Department ofInsurance
215 West Main Street
P.O. Box 517
Frankfort, Kentucky 40602
PH: (502) 564-6032
FAX: (502) 564-9902
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MULTISTATE TARGETED MARKET CONDUCT EXAMINATION

OF

AMERICAN INTERNATIONAL GROUP, INC.

DECEMBER 17, 2010 REGULATORY SETTLEMENT AGREEMENT

On behalf of the Kentucky Department of Insurance, I, Sharon P. Clark, hereby adopt,

agree, and approve the AIG Regulatory Settlement Agreement.

KENTUCKY DEPARTMENT OF INSURANCE

BY:

(Signature)

Sharon P. Clark
(Printed Name of Regulatory Offcial)

Commissioner
(Printed Tite)

DATE: .Jt.I.O_~?S ;; ~ ;;0' I

Send payment, made payable to the Kentucky State Treasurer, to the attention of:

Sharron S. Burton, General Counsel
Kentucky Department of Insurance
P.O. Box 517
Frankfort, Kentucky 40602
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REGULATORY SETTLEMENT AGREEMENT

Preamble

This Regulatory Settlement Agreement ("Agreement") is entered into this i 7th day of

December, 2010, by.and between American International Group, Inc., and its affiiated insurers

writing workers compensation coverage (the "Company"), and the Department of Insurance of

the State of Delaware, the Offce of Insurance Regulation of the State of Florida, the Department

of Insurance of the State of Indiana, the Division of Insurance of the Commonwealth of

Massachusetts, the Department of Commerce of the State of Minnesota, the Insurance

Department of the State of New York, the Insurance Department of the Commonwealth of

Pennsylvania, the Division of Insurance Regulation of the State of Rhode Island (collectively the

"Lead Regulators") and the insurance regulatory departments, divisions, or offces of each of the

remaining States and the District of Columbia that adopt, agree to, and approve this Agreement

(the "Participating Regulators").

A. Recitals

1. The Company maintains its home office in New York, New York, and its

affiliated insurance companies are principally domiciled in the State of Delaware, the

Commonwealth of Pennsylvania, and the State of New York. At all relevant times, at least one

of the Company's affliated insurance companies has been licensed to write workers

compensation insurance, general liabilty insurance, and commercial automobile liability

insurance in each of those states where such licenses are granted and in the District of

Columbia.

2. On January 28, 2008, the Company was notified that a Multistate Targeted

Workers Compensation Market Conduct Examination had been initiated concerning the



Company's writing and financial reporting of workers compensation insurance-(the

"Examination"). The Lead States in the Examination are Delaware, Florida, Indiana,

Massachusetts, Minnesota, New York, Pennsylvania, and Rhode Island ("Lead States"). All

other forty-two states and the District of Columbia (the "Participating States") participated in

the Examination.

3. The Examination built on the work of previous examinations and investigations

by other states, including the investigation by the New York Attorney General culminating in

the agreement entitled "Agreement Between the Attorney General of the Statc ofNcw York and

American International Group, Inc. and its subsidiaries (collectively "AIG")" dated January 18,

2006 (the "New York Agreement?). The Examination also built on the work of the National

Association ofInsurance Commissioner's ("NAIC") Market Analysis Working Group and

examinations initiated by Indiana, Minnesota and Rhode Island.

4. The Examiner-in-Charge of the Examination has now completed review ofthc

Company's writing and financial reporting of workers compensation insurance and the effect

that had on its writing and reporting of other lines of insurance. A draft examination report

("Examination Report") concerning the findings of the Examination has been provided to the

Company and the Company has been given an opportunity to comment thereon. The final

Examination Report wil bereleasedconcurrently with thc execution of this Agreemcnt by the

Company and the Lead Regulators.

5. Following the Examiner-in-Charge's preliminary findings and through the

conclusion of the Examination, the Lead States engaged in discussions with the Company with

respect to regulatory concerns raised by the Examination, the reallocation of underreported

workers compensation premium, the remediation of past premium underreporting, and the need
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for an ongoing compliance review to ensure that the Company writes and reports workers

compensation insurance in compliance with applicable laws.

6. In September of 2008 the AIG holding company suffered signi'feant losses and

the United States responded by providing it with substantial financial assistance; consequently,

the United States Treasury controls preferred stock with voting and dividend rights to

approximately 79.8% of the Company's common stock. The Company's senior management

team has changed dramatically.

7. AIG's current Chief Executive Officer and its Board of Directors have pledged

their commitment to the terms and principles expressed in the Compliance Plan attached hereto.

Recognition ofthe events described above, and management's and the Board's commitmentto a

"culture of compliance" have materially impacted the judgment of the Lead Regulators and

Participating Regulators in choosing to enter this Agreement. The Company has cooperated

fully with the Examiner-in-Charge throughout the Examination.

8. In view of the foregoing facts and circumstances, the Lead Regulators and the

Participating Regulators find it to be in the public interest and are wiling to accept this

Agreement to settle all insurance regulatory matters within the scope of the Examination as set

forth in the January 28,2008 letter notifying the Company of the Examination (which scope has

not changed) and the Examination Report (the "Scope of the Examination"). The Company

believes that such a settement is in its best interest.

B. Location of Definitions

The terms listed below are defined within the Agreement. For convenience, those

definitions can be found as referenced below.

1. "Agreement" is defined in the preamble paragraph.

2. "AIG" is defined in paragraph A.3.
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3. "Applicable 'Consent Order" is defined in paragraph I.2.a.

4. "Class Action" is defined in paragraph H.1.b.

5. "Company" is defined in the preamble paragraph.

6. "Compliance Plan Examination Report" is defined in paragraph F.l.

7. "Compliance Plan" is defined in paragraph E.l.

8. "Compliance Plan Examination" is defined in paragraph £.2.

9. "Conditional Effective Date" is defined in paragraph C. 1.

10. "Conditional Fine Amount" is defined in paragraph F.3.

11. "Error Rate Threshold" is defined in paragraph F.2.

12. "Escrow Agreement" is defined in paragraph CA.

13. "Examination" is defined in paragraph A.2.

14. "Examination Report" is defined in paragraph AA.

15. "Final Effective Date" is defined in paragraph R.i.

16. "Fines and Penalties Fund" is defined in paragraph CA.

17. "Fines and Penalties Schedule" is defined in paragraph CA.

18. "Lead Regulators" is defined in the preamble paragraph.

19. "Lead States" is defined in paragraph A.2.

20. "Litigations" is defined in paragraph H.l.b.

21. "Market Regulation Handbook" is defined in paragraph E.3.

22. "Monitoring Period" is defined in paragraph E.1.

23. "NAIC" is defined in paragraph A.3.

24. "New York Agreement" is defined in paragraph A.3.

25. "New York Agreement Amendment" is defined in paragraph C.3.

26. "Opt-in Date" is defined in paragraph C.5.

27. "Participating Regulators" is defined in the preamble paragraph.

28. "Participating States" is defined in paragraph A.2.

29. "Premium Reallocation Schedule" is defined in paragraph D.I.

30. "Premium Taxes and Assessments Amount" is defined in paragraph D.2.

31. "Premium Taxes and Assessments Fund" is defined in paragraph DA.

32. "Premium Taxes and Assessments Schedule" is defined in paragraph DA.

33. "Regulatory Penalty" is defined in paragraph C. 1.
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34. "Scope of the Examination" is defined in paragraph A.8.

35. "Termination Date" is defined in paragraph H.3.

C. Reeulatorv Penalty

1. In consideration of the Examination Report and its findings respecting the

Company's practices in the writing and reporting of workers compensation insurance and

resulting premium in the period up to the date this Agreement is executed by the Company and

all the Lead Regulators (the "Conditional Effective Date"), the Lead Regulators and the

Participating Regulators levy, and the Company agrees to pay, a fine and penalty consisting or a

cash payment in the amount of One Hundred Milion Dollars ($100,000,000) (the "Regulatory

Penalty").

2. The Regulatory Penalty shall be the sole penalty imposed by the Lead Regulators

and Participating Regulators on the Company with respect to any matters within the Scope of

the Examination -- the Company's writing and financial reporting of workers compensation

insurance, prior to the Conditional Effective Date.

3. The paries to the New York Agreement intend to execute an amendmcnt

providing that the approximately $340 milion fund established thereunder wil be used for thc

purpose of funding the Fines and Penalties Fund and Premium Taxes and Assessments Fund as
J

required hereunder and for payments to resolve the claims of persons asserting damages against

the Company with respect to workers compensation residual market facilities ("New York

Agreement Amendment").

4. Within fifteen (15) calendar days of the later to occur of the Conditional Effective

Date and the New York Agreement Amendment, the Company shall place the Regulatory

Penalty in a mutually acceptable interest-bearing Escrow Account (the "Fines and Penalties

Fund") established to hold the Regulatory Penalty until such time as it may be distributed
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hereunder to the Lead Regulators and the Participating Regulators, as allocated in the schedule

attached hereto as Exhibit A (the "Fines and Penalties Schedule"). The Fines and Penalties

Fund shall be administered pursuant to an Escrow Agreement substantially in the form attached

hereto as Exhibit B (the "Escrow Agreement").

5. If a Paricipating State does not adopt, agree to, and approve this Agreement by

March 1,2011 (the "Opt-in Date"), the Fines and Penalties Fund shall be reduced on or after

March 1,2001, by the amount allocated to that Participating State's jurisdiction in the Fines and

Penalties Schedule, and the amount by which the Fines and Penalties Fund is so reduced shall bc

returned to the Company pursuant to the terms of the Escrow Agreement.

6. The amounts set forth in the Fines and Penalties Schedule shall not be distributed

to the therein enumerated Lead Regulators and Participating Regulators who adopted, agreed to,

and approved this Agreement until the Final Effective Date.

7. If this Agreement is terminated as set forth in Section H below, all amounts in the

Fines and Penalties Fund shall be returned to the Company pursuant to the terms of the Escrow

Agreement.

D. Premium Tax and Premium-Based Assessments

1. By March 1, 20 i 1 the Company shall fie with the Lead States and the

Participating States restated Page 14s on a consolidated basis reallocating approximately

$2.1 billon of workers compensation premiums to each state and the District of Columbia

specifically as set forth in the schedule attached hereto as Exhibit C (the "Premium Reallocation

Schedule").

2. The reallocation set forth in the preceding paragraph shall serve, subject to the

Final Effective Date being achieved, as the basis for the payment of additional premium taxes
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and assessments. Specifically, in consideration of the premium tax and premium-based

assessments that would have been paid had the Company initially reported workers

compensation insurance premium in a manner consistent with the Premium Reallocation

Schedule, together with interest thereon, the Company agrees to make a cash paymcnt in the total

amount of Forty-Six Milion Five Hundred Seven Thousand Three Hundred Eighty-Five Dollars

($46,507,385) (the "Premium Taxes and Assessments Amount").

3. The Company hereby agrees that the reallocation of premium pursuant to the

Premium Reallocation Schedule shall not be used by the Company to assert any credits or offsets

or otherwise reduce the Company's tax and assessment obligatîons, except as already credited in

computing the Premium Taxes and Assessments Amount.

4. Within fifteen (15) calendar days of the later to occur ofthc Conditional Effective

Date and the New York Agreement Amendment, the Company shall place the Premium Taxes

and Assessments Amount in an interest-bearing Escrow Account (the "Premium Taxes and

Assessments Fund") established to administer the distribution of the Premium Taxes and

Assessments Amount, as allocated in the schedule attached hereto as Exhibit D (the "Premium

Taxes and Assessments Schedule"). The Premium Taxes and Assessments Schcdule amounts

reflect credit for premium taxes and assessments previously paid pursuant to the New York

Agreement. The Premium Taxes and Assessments Fund shall be administered pursuant to the

Escrow Agreement.

5. IfaParticipating State does not adopt, agree to, and approve this Agreement by

the Opt-in Date, the Premium Taxes and Assessments Fund shall be reduced on or aftcr

March i, 201 i, by the amount allocated to that Participating State's jurisdiction in the Premium

Taxes and Assessments Schedule, and the amount by which the Premium Taxes and
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Assessments Fund is so reduced shall be returned to the Company pursuant to the terms of the

Escrow Agreement.

6. The Premium Taxes and Assessments Fund shall not be distributed to the

jurisdictions specified in the Premium Taxes and Assessments Schedule until the Final Effective

Date of this Agreement.

7. If this Agreement is terminated as set forth in Section H below, all amounts in the

Premium Taxes and Assessments Fund shall be returned to the Company pursuant to the terms of

the Escrow Agreement.

E. The Monitorini! Period and the Compliance Plan Examination

1. A monitoring period wil commence as ofthe Final Effective Date and last for

twenty-four (24) months thereafter (the "Monitoring Period"). During the Monitoring Period, the

Company wil report to the Lead Regulators' Examiner-in-Charge no less frequently than

quarerly the results of its internal audit reviews of performance as fully set forth in the

Compliance Plan attached hereto as Exhibit E (the "Compliance Plan"). The Compliance Plan is

being provided to the Lead States and Participating States for their review in deciding their

participation in this Agreement. However, the Compliance Plan will be maintained as

confidential by the Lead Regulators and Participating Regulators to the extent possible pursuant

to public record, right-to-know and examination confidentiality statutes, except as otherwise

ordered by a court of competent jurisdiction, including that it shall not be publicly disseminated

and wil be redacted from any versions of the Agreement which are provided to the public. As

further detailed in the Compliance Plan, the Examiner-in-Charge wil also periodically sample

Company accounts.
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2. The Lead Regulators, through their Examiner-in-Charge, shall conduct an

examination of the Company's writing and financial reporting of workers compensation insurance

(the "Compliance Plan Examination") as of the end of the Monitoring Period. The purpose of the

Compliance Plan Examination is to evaluate the Company's performance against the Compliance

Plan.

3. The Compliance Plan Examination shall be conducted in accordance with the

applicable examination statutes and the NAIC's Market Regulation Handbook (2010 Edition)(the

"Market Regulation Handbook") and which are specified in the protocols set forth in the

Compliance Plan.

4. The reasonable costs of the Lead Regulators in monitoring the Company's

compliance with the Agreement, in retaining the Examiner-in-Charge and other consultants, and

ultimately conducting the Compliance Plan Examination shall be paid by the Company.

5. The Compliance Plan Examination shall be conducted with respect to the

Company's policies in force and premium reported during the twelve months prior to the end of

the Monitoring Period.

F. The Compliance Plan Examination Report and Conditional Fine

1. Upon completion of the Compliance Plan Examination, an examination report

(the "Compliance Plan Examination Report") will be issued to the Lead Regulators. The Lead

Regulators will submit the Compliance Plan Examination Report to the Participating Regulators.

2. The Company wil not be found to be noncompliant with the Compliance Plan

unless the ten percent (10%) tolerance level (the "Error Rate Threshold") established by the

Market Regulation Handbook and as applied in the Compliance Plan is exceeded.
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3. If the Error Rate Threshold is exceeded and in the judgment of the Lead

Regulators a penalty is waranted, then the Lead Regulators and Participating Regulators wil

, jointly levy on the Company a fine and penalty consisting of a cash payment in the amount of up

to One Hundred and Fifty Milion Dollars ($150,000,000) (the "Conditional Fine Amount").

4. The Conditional Fine Amount shall be the sole penalty imposed by the Lead

Regulators and Participating Regulators on the Company with respect to any insurance

regulatory violations identified in the Compliance Plan Examination Report.

G. Limitations on Remedies and Fines. Enforcemcnt. and RCl!ulatorv Authority

1. Upon disbursement to a Lead Regulator or Participating Regulator of both (a) the

portion of the Fines and Penalties Amount to which the regulator's jurisdiction is entitled

pursuant to the Fines and Penalties Schedule, and (b) the portion of the Premium Taxes and

Assessments Amount to which the regulator's jurisdiction is entitled pursuant to the Premium

Taxes and Assessments Schedule, the Lead Regulator or Participating Regulator in receipt of

such disbursement agrees to the following:

a. During the Monitoring Period and through the Compliance Plan

Examination, each Lead Regulator and Participating Regulator and his or her department agrees

that it (i) shall not conduct any market conduct examination of the Company relating to the

writing or financial reporting of workers compensation insurance; and (ii) shall not, except under

the terms set forth in this Agreement, as to events or actions through the Conditional Effective

Date, impose a fine or any other sanction on the Company for any of the matters that fall within

the Scope of the Examination or are otherwise the subject of this Agreement.

b. The Lead Regulators and Participating Regulators release and discharge

the Company with respect to all damages, fines, claims, sanctions, losses, demands or other
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liability or redress that each Lead Regulator or Participating Regulator and his or her department

could have pursued as a result of the matters falling within the Scope ofthe Examination.

2. Notwithstanding the foregoing,. a Lead Regulator's or Participating Regulator's

authority to investigate any assertion of the Company's noncompliance with law applicable to

matters not within the Scope of the Examination, and to act thereon, shall not be limited in any

way by this Agreement.

3. In addition to the other penalties applicable pursuant to this Agreement, the Lead

Regulators and Paricipating Regulators retain the right (except as provided in paragraphs C.2

and FA) to impose any regulatory penalty otherwise available by law, including fines, with

respect to the Company's wilful violation of this Agreement or other violation of law.

4. The Lead Regulators and the Participating Regulators reserve the right to pursue

any other remedy or remedies for violations of this Agreement.

S. Except as set forth herein, nothing in this Agreement shall be construed to waivc

. or limit the rights of the Lead Regulators or the Participating Regulators to seek such other

remedies or to otherwise waive or limit their continuing regulation of the Company in the normal

course.

6. The enforcement of any fine or penalty imposed under this Agreement and

findings upon which any such fine or penalty is based shall be subject to judicial review as

otherwise provided by law.

H. Effective Dates, and Termination

1. The "Final Effective Date" shall be the first date on which all of the following

have occurred:
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a. The chief insurance regulators from at least forty-three (43) of the fifty-

one (51) jurisdictions that are Lead States or Participating States adopt, agree to, and approve the

Agreement by means of appropriate documentation forwarded to the Lead Regulators, except

that a lesser number of adopting jurisdictions may suffice under this paragraph if agreed to in

writing by the Lead States and the Company;

b. The United States District Court for the Northern District of Ilinois

approves a settlement and a dismissal with prejudice of the putative class action captioned Safeco

Insurance Company of America, et al. v. American International Group, Inc., et al., No. 09-cv-

2026 (the "Putative Class Action"), and the parties to the Putative Class Action and the related

civil action captioned American International Group, Inc., et al. v. ACE INA Holdings, Inc., et

al., No. 07-cv-2989 (the "Civil Action" and together with the Putative Class Action, the

"Litigations") have exchanged releases pursuant to a settlement agreement and the Civil Action

is dismissed with prejudice;

c. The Company has executed a settlement agreement with the state

insurance guaranty funds represented collectively by Joseph C. Tanski, Esq., of Nixon Peabody;

and

d. Execution of the New York Agreement Amendment.

2. The Lead Regulators shall arrange to deliver this Agreement to each of the

Participating States within seven (7) calendar days after the Conditional Effective Date.

3. If the Final Effective Date does not take place on or before June 30, 2011, then

this Agreement shall be deemed terminated as of July 1,2011 (the "Termination Date") unless

prior thereto the Lead Regulators and the Company agree in writing to an extension of both the

Final Effective Date and the Termination Date. The Lead Regulators will promptly advise the
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Participating Regulators of such an extension. A Participating Regulator may thereupon choose

whether to participate hereunder on or before the date of the extended Final Effective Date.

I. Miscellaneous Provisions

1. Decision of Lead Regulators. Any decision of the Lead Regulators under the

terms of this Agreement means a decision that has been agreed to by all of the Lead Regulators

under this Agreement.

2. Representations of Authoritv.

a. Lead Regulators and Participating Regulators. Each person signing on

behalf of a Lead Regulator or Participating Regulator gives his or her express assurance that

under applicable state laws, regulations, and judicial rulings, he or she has authority to enter into

this Agreement. If a Lead Regulator or Participating Regulator finds that, under applicable state

law, regulation, judicial ruling, or procedure, the preparation and execution of a consent order or

other document is necessary to carry out the terms of this Agreement (the "Applicable Consent

Order"), such Applicable Consent Order shall be prepared by the Lead Regulator or Participating

Regulator. For purpose of this Agreement, an Applicable Consent Order shall be satisfactory to

the Company if it: (i) incorporates by reference and attches via exhibit a copy of this

Agreement, (ii) expressly adopts and agrees to the provisions ofthis Agreement, and

(iii) includes only those other terms that may be legally required in the state of the applicable

Lead Regulator or Participating Regulator.

b. Company. The Company expressly represents and warants as of the date

of its execution of this Agreement that: (i) it is duly organized and validly existing and subsisting

under the laws of the state of its organization, it is in good standing in such jurisdiction, and

neither the execution, delivery, nor performance of this Agreement will violate any law binding
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on the Company; (ii) it has the full right and power to enter into this Agreement on behalf of the

Company and to perform all obligations hereunder; and (ii) it has obtained all necessary

authorizations, approvals, or consents of any governental entity required in connection with thc

execution, delivery, or performance by it of this Agreement.

3. Governing Law and Forum. This Agreement, any disputes which may arise in

connection with the interpretation or enforcement ofthe Agreement, and the rights and

obligations of the Paries generally shall be governed by the laws of the Commonwealth of

Massachusetts without regard or reference to choice or conflict of law rules. The Company and

the Participating Regulators consent to the exclusive jurisdiction of the United States District

Court for the District of Massachusetts or, if such jurisdiction is lacking, the Superior Court for

Suffolk County, Massachusetts, solely for the purposes of interpreting or enforcing this

Agreement and for no other purposes.

4. Interpretation. The section headings herein are intended for reference and shall

not by themselves determine the construction or interpretation of this Agreement. Unless the

context of this Agreement clearly requires otherwise: (a) references to the plural include the

singular, the singular the plural, and the part the whole, (b) references to one gender include all

genders, ( c) "or" has the inclusive meaning frequently identified with the phrase "and/or,"

(d) "including" has the inclusive meaning frequently identified with the phrase "but not limited

to" or "without limitation," (e) references to "hereunder," "herein", or "hereof' relate to this

Agreement as a whole, and (f) the terms "dollars" and "$" refer to United States dollars. Any

reference herein to any statute, rule, regulation, or agreement, including this Agreement, shall be

deemed to include such statute, rule, regulation, or agreement as it may be modified, varicd,

amended, or supplemented from time to time.
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5. Recitals and Schedules. The Preamble, Recitals, and any Schedules to this

Agreement are a part of this Agreement as if set forth in full herein.

6. Waiver. Any agreement on the part of any party hereto to any cxtcnsion or

waiver shall be valid only if in writing signed by the party granting such waiver or extension and

shall be a one-time waiver or extension only, and any such waiver or extension or any other

failure to insist on strict compliance with any duty or obligation herein shall not operate as a

waiver or extension of, or estoppel with respect to, any continuing, subsequent, or other failure to

comply with this Agreement.

7. Rights and Remedies. Except as otherwise provided in this Agreement, the rights,

powers, remedies, and privileges provided in this Agreement are cumulative and not exclusive of

any rights, powers, remedies, and privileges provided by applicable law.

8. Entire Understanding; Modification. This Agreement represents the entire

understanding between the parties with respectto the subject matter hereof and supersedes any

and all prior understandings, agreements, plans, and negotiations, whether written or oral, with

respect to the subject matter hereof. All modifications to this Agreement must be in writing and

signed by each of the parties hereto.

9. Time of the Essence. The parties hereto hereby agree that time shall be of the

essence with respect to the performance of this Agreement.

10. Execution in Counterparts. This Agreement may be executed in one or more

counterparts, any of which shall be deemed an original and all of which taken together shall

constitute one and the same Agreement. Execution and delivery of this Agreemcnt may be

evidenced by facsimile transmission.

SIGNA TURES FOLLOW ON THE SUBSEQUENT PAGES
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AMERICAN INTERNATIONAL GROUP, INC.,
and its Affliate Insurer Wnting Workers Compensation Insurance

By:
N~me: :TM ~ø. c; A. RIA So; n

Title: E V Pi ~i. eo ~ ~
Date: December l.. 20) 0

DEPARTMENT OF INSURACE OF THE STATE OF DELAWARE

By:
Name:
Title:
Date: December -- 2010

OFFICE OF INSURACE REGULATION OF THE STATE OF FLORIDA

By:
Name:
Title:
Date: December -' 2010

DEPARTMENT OF INSURACE OF THE STATE OF INDIANA

By:
Name:
Title:
Date: December _' 2010

DIVISION OF INSURACE OF THE COMMONWEALTH OF MASSACHUSETTS

By:
Name:
Title:
Date: December _,2010
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AMERICAN INTERNATIONAL GROUP, INC.,
and its Affiiated Insurers Writing Workers Compcnsation Insurance

By:
Name:
Title:
Date: December __,2010

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

By:
Namc' ,./. I ,.' ./.. .... / 7. /) ¿?/' ~p1 ¿f./é) / (.. /'1 .~;~ I ei:f~f ~'_-/ ,.-

Title::r;. '7 ~,; it' /"¡d;l( ("co (~t""-'Jj"' '~~jt:;. , 'Ô"1 t'''......, i

Date: December d, 2010

¿.. 1../('-,..4'1 c:'.

OFFICE OF INSURANCE REGULATION OFTHE STATE OF FLORIDA

By:
Name:
Title:
Date: December __, 2010

DEPARTMENT OF INSURANCE OF THE STATE OF INDIANA

By:
Name:
Title:
Date: December ____, 2010

DIVISION OF INSURANCE OF THE COMMONWEALTH OF MASSACHUSKI'TS

By:
Name:
Title:
Date: December _,2010
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AMERICAN INTERNATIONAL GROUP, INC.,
and its Affiliated Insurers Writing Workers Compensation Insurance

By:
Name:
Title:
Date: December _, 20 i 0

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

By:
Name:
Title:
Date: December _, 20 i 0

OFFICE OF INSURANCE REGULATlON OF iHE STATE OF FLORIDA

By:
me:! eV;fì MoO ¡VIe Co. r-lv

ite: l l\ 5 ura. nee C"" ""I1 r s f. If ù 1\ C Y"
Date: pecember rr~20 1 0

DEPARTMENT OF INSURANCE OF THE ST ATE OF INDIANA

By:
Name:
Title:
Date: December _, 2010

DIVISION OF INSURANCE OF THE COMMONWEALTH OF MASSACHUSETTS

By:
Name:
Title:
Date: December _,2010
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AMERICAN INTERNATIONAL GROUP, INC.,
and its Affiliated Insurers Writing Workers Compensation Insurance

By:
Name:
Title:
Date: December -- 20 i 0

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

By:
Name:
Title:
Date: December _, 2010

OFFICE OF INSURANCE REGULATION OFTHE STATE OF FLORIDA

By:
Name:
Title:
Date: December _,2010

DEPARTMENT OF INSURANClt0F THE STATE OF INDIANA

By:
Name: 'S+~"'eY\,.V\. Kobe.,+SOVì
Title: CoMY"l SS t 0"\ e r
Date: December 10, 2010

DIVISION OF INSURANCE OF THE COMMONWEALTH OF MASSACHUSETTS

By:
Name:
Title:
Date: December -,' 2010
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AMRICAN ~NTERNATIONAL GROUP, INC.,
and its Affiliated Insurers Writing Workers Compensation Insurance

By:
Name:
Title:
Date: December _, 2010

DEPARTMENT OF INSURANCE OF THE 81' ATE OF DELAWARE

By:
Name:
Title:
Date: December _, 2010

OFFICE OF INSURANCE REGULATION OF THE STATE OF FLORIDA

By:
Name:
Title:
Date: December -,2010

DEPARTMENT OF INSURANCE OF THE STATE OFINDIANA

j.
By:

Name:
Title:
Date: December _, 2010

DIVISION OF INS)JRANWWOFIJHE r.OMMONWEALTH OF MASSACHUSETTS

By:

t:ef'voS irrH (). V1t¿ K; 'P ~ -0 .. .itIe: C01Al1iSß./O¡V~ DP IN!: ()~G£
Date: December /0,2010
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-"-.---'1

DEPARTMENT OF COMMRCE OF THE STATE OF MINNESOTA

By: , - lP(i rr
Name: Glenn Wilson
Title: Commissioner
Date: December 9, 2010

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

By:
Name:
Title:
Date: December -- 2010

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYINANIA

By:
Name:
Title:
Date: December .. ,2010--

DIVION OF INSURCE REGULATION OF TH STATE OF RHODE ISLAND

.Æy:'.,
Name:
Title:
Date: December _, 2010
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~ .

DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

By:
Name:
Title:
Date: December -- 2010

INSURNCE D~RTMENT O! THE STATE OF NEW YORK

By:
~Name:~::~M -,.,

Title: (~ ..
Date: December -i, 2o

. INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYL VANIA

By:
Name:
Title:
Date: December _, 2010

DIVISION OF INSURACE REGULA nON OF THE ST ATE O:F RHODE ISLAND

By:
Name:
Title:
Date: December _, 20 i 0
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DEPARTMENT OF COMMRCE OF THE STATE OF MIESOTA

By:
Name:
Title:
Date: December _,2010

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

By:
Name:
Title:
Date: December -,2010

INSURNCE DEPARTMENT OF THE COMMONWALTH OF PENNSYLVANIA

By: ~ - ",
Name:""o~r+ l- :-""-K
Titl e: l.+tn.\:i11 l"..C, Co I\IW ,,,,, 10 r' r
Date: December Y: 20 1 0

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAN

By:
Name:
Title:
Date: December _, 2010
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DEPARTMENT OF COMMRCE OF THE STATE OF MINNESOTA

By:
Name:
Title:
Date: December _, 2010

INSURACE DEPARTMENT OF THE STATE OF NEW YORK

By:
Name:
Title:
Date: December _,2010

INSURACE DEPARTMENT OF THE COMMONWALTH OF PENNSYLVANA

By:
Name:
Title:
Date: December _, 2010

DIVISION OF INSURACE REGULATION OF THE STATE OF RHODE ISLAND

By: ~d
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State

AK

AL

AR

AZ

CA

CO

CT

DC

DE

FL

GA

HI

IA

10

IL

IN

KS

KY

LA

MA

MD

ME

MI

MN

MO

MS

MT

NC

NO

NE

NH

NJ

NM

NV

NY

OH

OK

OR

PA

RI

SC

SO

TN

TX

VT

VA

VT

WA

WI

WV

WY

Total

Exhibit A
Fines and Penalties Schedule

Fine

$500,000
$1,603,506
$1,039,912
$2,143,829

$15,636,008
$954,691

$1,063,481
$500,000

$1,406,715
55,580,894
$1,719,377

$500,000
$859,943
$563,365

$3,760,657
$2,005,217

$560,263
$755,896

$2,278,504
$3,439,177
$2,022805

$500,000
$3,246,901
$2,178,391
$1,039,309

$605,869
$500,000

$1,329,650
$500,000
$500,000
$500,000

$3,334,261
$632,539
$500,000

$1,000,000
$500,000

52,608,379
$1,123,113
58,690,354
$2,130,703

$538,507
$500,000

$1,280,684
512,804,656

$500,000
$1,139,060

$500,000
$500,000
$923,388
$500,000
$500,000

$100,000,000



Exhibit B

DECEMBER 20, 2010 - DRAFT
(Document stil being finalized with the Escrow Agent. No material changes are anticipated.)

ESCROW AGREEMENT

THIS ESCROW AGREEMENT (this "A~reement") is made and entered into as of
, 2010 (the "Effective Date") by and among American International Group, Inc.,

and its affliated insurers writing workers compensation coverage ("Company"), the Department
of Insurance of the State of Delaware, the Office of Insurance Regulation of the State of Florida,
the Department of Insurance of the State of Indiana, the Division of Insurance of the
Commonwealth of Massachusetts, the Deparment of Commerce of the State of Minnesota, the
Insurance Deparment of the State of New York, the Insurance Department of the

Commonwealth of Pennsylvania, the Division of Insurance Regulation of the State of Rhode
Island (collectively the "Lead Regulators"), and (the "Escrow
Agent"). In addition, the insurance regulatory departments, divisions, or offices of each of the
remaining States and the District of Columbia that adopt, agree to, and approve the Settlement
Agreement as provided therein by the Opt-in Date (collectively the "Paricipating Regulators")
(Lead Regulators and Participating Regulators are jointly referred to herein as "Regulators"),
shall be third pary beneficiaries as set forth herein.

WHEREAS, pursuant to that certain Regulatory Settlement Agreement dated as of December _,
2010, between Company and Regulators (the "Settlement Agreement"), Company agreed to
remit certain funds ("Settlement Funds") to pay certain fines, penalties, and taxes, and to resolve
the claims of persons asserting damages against Company with respect to workers compensation
residual market facilties.

WHEREAS, the Settlement Agreement provides that the Settlement Funds wil be held in a
mutually acceptable interest-bearing escrow account with the Escrow Agent and invested in
accordance with the investment guidelines set forth herein until applied to pay certain amounts as
set forth herein.

WHEREAS, all capitalized terms used but not defined in this Agreement shall have the
meanings assigned to such terms in the Settlement Agreement.

NOW, THEREFORE, in consideration of the mutual covenants, obligations, and agreements set
forth herein and for other good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, the parties hereto, intending to be bound, hereby agree as follows:

1. Appointment öf Escrow Agent. Company and Regulators hereby appoint and designate
r 1 as Escrow Agent to act in such capacity with respect to the Escrow Account, and

r 1 accepts such appointment under the terms and conditions set forth herein and
agrees to perform such duties.

2. Establishment of Escrow Fund. Within fifteen (15) calendar days of the later to occur of
the Conditional Effective Date and the New York Agreement Amendment, Company shall
deposit with the Escrow Agent the sum of One Hundred Milion Dollars ($100,000,000.00) (the



DECEMBER 20,2010 - DRAFT

"Fines and Penalties Fund"). In addition, within fifteen (15) calendar days of the later to occur
of the Conditional Effective Date and the New York Agreement Amendment, the Company shall
deposit with the Escrow Agent the sum of Dollars ($ ) (the "Premium
Taxes and Assessments Fund"). The Escrow Agent shall immediately deposit such funds into an
interest bearing escrow account (the "Escrow Account") and shall hold the funds so deposited in
the Escrow Account pursuant to the terms hereof. The Fines and Penalties Fund, the Premium
Taxes and Assessments Fund, and any investment income earned thereon shall hereinafter be
collectively referred to as the "Escrow Fund". Investment income earned on the funds initally
deposited into the Escrow Account and any additional funds deposited by Company pursuant to
the Settlement Agreement shall be credited to the Escrow Fund and held in the Escrow Account
until disbursed pursuant to the terms of Sections 4 and 5 below. Although the Fines and
Penalties Fund and the Premium Taxes and Assessments Fund shall be held in a single Escrow
Account, all amounts deposited in and investment income accruing to each such Fund shall be
tracked and accounted for separately by the Escrow Agent.

3. Investment of Escrow Fund. During the term of this Escrow Agreement, the Escrow

Fund shall be invested and reinvested by the Escrow Agent in conformity with the investment
guidelines attached hereto as Exhibit A. Escrow Agent shall liquidate any investments in which
the Escrow Fund is held to provide the funds necessary to make the payments required under this
Escrow Agreement. The Escrow Agent shall have no liabilty or responsibility whatsoever for
any loss resulting from any investment made in compliance with the terms and provisions of this
Agreement. Investment gains, earings, and losses shall not increase or decrease the amount to
be remitted to Company, as applicable, pursuant to Sections 4 or 5 below.

4. Disbursement of Escrow Fund to Company.

A. If a Paricipating State does not adopt, agree to, and approve the Settlement

Agreement by December 31, 2010 (the "Opt-in Date"), the Fines and Penalties Fund shall be
reduced on January 1, 201 i, by the amount allocated to that Participating State's jurisdiction in
the Fines and Penalties Schedule attached to this Agreement as Exhibit ß. Company shall
provide written notice to the Escrow Agent of the amount by which the Fines and Penalties Fund
is so reduced, and the amount of such reduction shall be returned to the Company by the Escrow
Agent within five (5) business days after the Escrow Agent receives such written notice.

B. If a Participating State does not adopt, agree to, and approve the Settlement

Agreement by the Opt-in Date, the Premium Taxes and Assessments Fund shall be reduced on
January 1,2011, by the amount allocated to that Participating State's jurisdiction in the Premium
Taxes and Assessments Schedule attached to this Agreement as Exhibit C. Company shall
provide written notice to the Escrow Agent of the amount by which the Premium Taxes and
Assessments Fund is so reduced, and the amount of such reduction shall be returned to the
Company by the Escrow Agent within five (5) business days after the Escrow Agent receives
such written notice.

C. If Escrow Agent receives written notice from Company that the Settlement

Agreement has been terminated, all amounts in the Escrow Account shall be returned to
Company by the Escrow Agent within five (5) business days after the date on which Escrow

27358420\V-l 2
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Agent received such notice. The Escrow Agent shall return to Company any funds remaining in
the Escrow Account upon completion of all distributions required under the Settlement
Agreement within five (5) business days after the Escrow Agent receives written notice that all
such distributions have been completed.

D. In no event shall the Escrow Agent have any discretionary or subjective decision-
making responsibility under this Section 4 upon receipt of written notice from Company.

5. Disbursement of Escrow Fund to States.

A. Company and Regulators. direct the Escrow Agent to apply the assets in the
Escrow Fund in accordance with the terms of this Agreement and as directed by Company in
writing solely for the following purposes:

i. To distribute the Fines and Penalties Fund, after taking into account any
reduction pursuant to Section 4 above, as allocated in the Fines and Penalties Schedule attached
to this Agreement as Exhibit B withn three (3) days of receiving written notice from Company
to do so;

ii. To distribute the Premium Taxes and Assessments Fund, after taking into

account any reduction pursuant to Section 4 above, as allocated in the Premium Taxes and
Assessments Schedule attached to this Agreement as Exhibit C within three (3) days of receiving
written notice from Company to do so; and

11. To be returned to the Company in whole or in part upon written
instructions from the Company pursuant to Section 4 above.

B. The amounts set forth in the Fines and Penalties Schedule and in the Premium
Taxes and Assessments Schedule shall not be distributed until the Escrow Agent receives written
notice from Company of the Final Effective Date, and then only with respect to the jurisdictions
whose Regulator has adopted, agreed to, and approved the Settlement Agreement. Company
shall provide to the Escrow Agent the written notices required under this Section 5 within ten
(10) business days of the Final Effective Date.

C. It shall be the obligation of each Regulator to provide to the Escrow Agent in

writing the necessary account information, wire instructions, or other information necessary for
the Escrow Agent to remit funds to each such Regulator consistent with this Section 5.

D. In no event shall any disbursement be made from the Escrow Account that

exceeds the balance of the Escrow Fund. The Escrow Agent is not required to create an
overdraft to disburse funds.

E. As long as the Escrow Agent complies with the written notices provided to it by
Company, the Escrow Agent is not responsible for verifying that a disbursement made as
directed under this Agreement is lawful, authorized, or appropriate under any other document or
arangement, or for the application of any disbursement made from the Account.

27358420\V-l 3
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F. In no event shall the Escrow Agent have any discretionary or subjective decision-

making responsibilty under this Section 5 upon receipt of written notice from Company.

6. Fees of Escrow Agent. Escrow Agent shall be entitled to receive from time to time fees
in accordance with Exhibit D. In accordance with Exhibit D, Escrow Agent will also be entitled
to reimbursement for reasonable and documented out-of-pocket expenses, including those of its
counsel, incurred by the Escrow Agent in the performance of its duties hereunder and the
execution and delivery of this Agreement. All such fees and expenses shall be paid by Company
and shall not be deducted from the Escrow Account.

7. Taxation Information.

A. Company agrees to provide Escrow Agent with a certified tax identification
number and other forms and documents that the Escrow Agent may reasonably request within
thirty (30) days from the Conditional Effective Date.

B. Company understands that if such information is not provided to the Escrow
Agent, the Escrow Agent may be required by the Internal Revenue Code, as amended from time
to time, to withhold a portion of any interest or other income earned on the investment of moneys
or other property held by the Escrow Agent pursuant to tils Escrow Agreement.

C. Should the Escrow Agent become liable for the payment of taxes, including
witholding taxes relating to any portion of the Escrow Fund and including interest and penalties
thereon, held by it pursuant to this Agreement or any payment made hereunder, the party to
whom such funds are ultimately disbursed and on whose account the taxes are due agrees to
reimburse the Escrow Agent for such taxes, interest, and penalties upon demand. Without
limiting the foregoing, the Escrow Agent shall be entitled to deduct such taxes, interest, and
penalties from the Escrow Fund at the time of such disbursement.

D. This Section 7 may be amended by the Escrow Agent as necessary and upon

written notice to Company and to the Lead Regulators to conform to tax and regulatory
requirements and any other changes to the current applicable governmental tax laws.. The
Escrow Agent's rights under this Section shall survive the termination of this Agreement or the
resignation or removal of the Escrow Agent.

8. Authorized Signers: Reliance bv Escrow Agent. Company agrees that it shall provide

such resolutions or certifications and other documents as may be necessary to establish the
Escrow Account with the Escrow Agent. Exhibit E contains the names and specimen signatures
of those representatives of Company who are authorized to issue notices and instructions to the
Escrow Agent and execute required documents under this Agreement ("Authorized Signers").
Exhibit E may be amended from time to time at Company's sole discretion by providing written
notice consistent with the requirements of Section i 2.

9. Rights and Duties of Escrow Agent.

A. Company and Lead Regulators acknowledge and agree that (i) the duties,
responsibilities, and obligations of the Escrow Agent shall be limited to those expressly set forth

273S8420\V-l 4
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in this Agreement, each of which is administrative or ministerial (and shall not be construed to
be fiduciary) in nature, and no duties, responsibilities or obligations shall be inferred or implied,
(ii) the Escrow Agent shall not be responsible for any of the agreements referred to or described
herein (including without limitation the Settlement Agreement), or for determining or compelling
compliance therewith, and shall not otherwise be bound thereby, (iii) this Agreement shall
constitute the entire agreement of the paries with respect to the subject matter hereto and
supersedes all prior oral or written agreements in regard thereto, (iv) the Escrow Agent shall not
be required to expend or risk any of its own funds or otherwise incur any financial or other
liabilty in the performance of any of its duties hereunder, and (v) the Escrow Agent shall not be
obligated to take any legal or other action hereunder which might in its judgment involve or
cause it to incur any expense or liabilty unless it shall have been furnished with acceptable
indemnification.

B. The Escrow Agent wil receive, hold and account for assets only as delivered to it
in conformance with this Agreement. The Escrow Agent has no responsibility to notify any
party of another party's failure to deliver assets to the Escrow Agent or to enforce the delivery of
any assets to it.

C. Escrow Agent does not have any interest of any kind in the Escrow Fund and has
possession thereof only as escrow holder in accordance with the terms of this Agreement.

Escrow Agent acknowledges and agrees that Escrow Agent is not a "holder" of the escrow cash
as that term is defined by applicable law, and, as such, Escrow Agent acknowledges and agrees
that the Escrow Fund may not be subject to any existing or hereafter fied and perfected security
interests in any of the propert of Escrow Agent held by any now or hereafter existing creditors
of Escrow Agent.

D. In performing its duties hereunder, Escrow Agent shall be entitled to rely upon
(i) the accuracy and authenticity of any order, judgment, certification, demand, or judicial or
administrative notice of a court of competent jurisdiction, and (ii) any written notice or other
document delivered to Escrow Agent in connection herewith reasonably believed by it to be
genuine and correct and executed and delivered by an Authorized Signer. Escrow Agent may
conclusively presume that a listed Authorized Signer has full power and authority to execute any
such written notice or other document and to issue instructions to Escrow Agent on behalf of
such party unless written notice to the contrary is delivered to Escrow Agent.

E. Escrow Agent shall not be liable for any claim, loss, or other damage resulting
from or related to (i) the performance of the respective obligations or breach of any covenant,
representation, warranty, or any other promise or obligation of the Settlement Agreement or this
Agreement by any of the paries thereto or hereto (other than Escrow Agent), and (ii) compliance
by Escrow Agent with any legal process, subpoena, writs, orders, judgments, and decree of any
court of competent jurisdiction, whether or not subsequently vacated, modified, set aside, or
reversed.

F. Company and Lead Regulators hereby agree to indemnify, defend and hold
harmless Escrow Agent in its capacity as such from and against any and all liabilities,
obligations, losses, damages, penalties, actions, judgments, suits, costs, reasonable expenses

27358420IV-l 5
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(including those of its outside legal counsel), or disbursements of any kind whatsoever which
may at any time be imposed upon, incurred by, or asserted against Escrow Agent in its capacity
as such in any way relating to or arising out of 

this Agreement, except to the extent that any such
liabilty results or arises from, or is related to, the bad faith, gross negligence, or willful

misconduct of Escrow Agent.

G. Escrow Agent shall not be bound by any agreements among the parties to this
Agreement or the Settlement Agreement other than the provisions of this Agreement, unless it
executes or otherwise consents in writing to such agreement.

H. So long as Escrow Agent shall have any obligation to pay any amount of the
Escrow Fund under this Agreement, Escrow Agent shall maintain proper books of record and
account, in which full and correct entries shall be made of all disbursement and investment
activities with respect to the Escrow Account. Escrow Agent shall maintain such books of
records and account in paper or electronic form during the term of this Agreement and for seven
(7) years following the termination of this Agreement. Escrow Agent shall provide Company
with access to or copies of all such books ofrecords and account at Company's request.

i. The Escrow Agent shall be under no duty to afford the Escrow Fund any greater

degree of care than it gives its own similar property.

10. Reports by the Escrow Agent.

A. The Escrow Agent is not responsible for verifying or authenticating any property,
or the value orany property delivered to it, other than cash or such similar funds. The Escrow
Agent wil report the value of money market mutual funds provided by the Escrow Agent and
utilized to the extent permissible under this Agreement. The Escrow Agent will provide market
values of the assets in the Escrow Account in its periodic reports for publicly-held of publicly-
traded securities, using its normal pricing services. All other assets, if any, wil be reported at
the cost or value as provided to the Escrow Agent by Company.

B. The Escrow Agent wil provide quarterly statements to Company and to the Lead
Regulators. Such statements wil set fort the holdings, the market values (as set forth above),
and the transactions, if any, including purchases, sales, or any other disbursement, and income
received.

C. Company has sixty (60) days to object in writing to such reports. If no written
notice from Company has been received by the Escrow Agent within this period, an acceptance
of such reports shall be deemed to have occurred.

1 i . Resignation or RemovaL.

A. The Escrow Agent may resign upon thirty (30) days' written notice to the
Company. Upon expiration of the thirt (30) days' written notice, the Escrow Agent is fully
released from any further obligation to perform any duties whatsoever imposed on the Escrow
Agent hereunder, except for rendering statements until the entirety of the Escrow Fund is
transferred out of the Escrow Account.

2735 8420IV-1 6
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B. The Escrow Agent may be removed upon thirty (30) days' written notice from
Company to the Escrow Agent.

C. In the event of resignation or removal, a successor shall be appointed by

Company to receive the Escrow Fund as of the end of the effective date of resignation or
removaL.

D. In the event Company fails to appoint a successor within the thirty-day period, the
Escrow Agent may pay over or otherwse deliver the Escrow Fund to Company and the Lead
Regulators jointly.

E. The Escrow Agent is entitled to hold a reserve against final payment of estimated
final fees, until such time as the final fees are paid.

12. Notices. All notices or other communications hereunder shall be in writing and shall be

deemed given when delivered personally or delivered by private courier (with confirmation of
delivery), five (5) business days after deposited in the United States mail, first-class prepaid
registered or certified mail (retu receipt requested), or when sent by facsimile (with
confirmation of transmission) to the following addresses shown in Exhibit F. The addresses in
Exhibit F may be revised by giving written notice to Company, the Lead Regulators, the
Examiner, and the Escrow Agent in a manner specified in this Section 12. Whenever this
Agreement calls for notice to be given by one party, then copies of that notice shall be sent to all
adressees listed in Exhibit F.

13. Entire Agreement~ Conflict. This Agreement sets forth the entire agreement among the

parties with respect to the subject matter hereof, and, except to the extent that any provision of
this Agreement conflcts with or otherwise contradicts the Settlement Agreement, this

Agreement supersedes and replaces any agreement or understanding that may have existed
between the parties prior to or contemporaneously with the date hereof in respect of the such
subject matter .expressly set forth herein. The provisions of this Agreement shall not be
construed to enlarge, diminish or otherwise modify the rights and remedies of Company or
Regulators under the Settlement Agreement in any manner whatsoever. In the event that any
provision of this Agreement conflcts with or otherwise contradicts the Settlement Agreement,
the provisions of the Settlement Agreement shall control.

14. Governing Law. This Agreement shall be governed by and construed in accordance with
the laws of the State of New York, notwithstanding the conflct of laws principles thereof. The
parties designate New York, New York, as the exclusive jurisdiction for any dispute arising
hereunder, and agree that any such dispute shall be heard and determined before an appropriate
federal or state court located in New York, New York. The paries acknowledge that such courts
have the jurisdiction to hear and determine any such dispute, and the parties hereto waive any
and all objections that they may have as to personal jurisdiction or venue in any of such courts.
THE PARTIES HERETO IRRVOCABLY AND UNCONDITIONALLY WAIVE ANY
RIGHT TO TRIAL BY JURY WITH RESPECT TO ANY PROCEEDING RELATING TO
THIS AGREEMENT.
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15. Dispute Resolution. In the event of any disagreement among Company and any of the

Lead Regulators, or between any of them and any other person or entity, resulting in adverse
claims or demands being made with respect to the subject matter of the Agreement, or in the
event that the Escrow Agent, in good faith, is in doubt as to any action it should take hereunder,
the Escrow Agent may, at its option, refuse to comply with any claims or demands and refuse to
take any other action hereunder, so long as such disagreement continues or such doubt exists. In
any such event the Escrow Agent shall not be liable in any way or to any person or entity for its
failure or refusal to act, and the Escrow Agent shall be entitled to continue to so refuse to act and
refrain from acting until (i) the rights of all parties having or claiming an interest in the Escrow
Fund or the Escrow Account shall have been fully and finally adjudicated by a coui1 of
competent jurisdiction, or all differences and doubts shall have been resolved by agreement
among all affected paries, and (ii) the Escrow Agent shall, in the case of adjudication by a court
of competent jurisdiction, have received a final order, judgment or decree by such court of
competent jurisdiction, which order, judgment or decree is not subject to appeal, and in the case
of resolution of differences and doubts by agreement, have received a notice in writing signed by
an Authorized Person setting forth in detail the agreement. The Escrow Agent shall have the
option, after thirty (30) calendar days' notice to Company of its intention to do so, to file an
action in interpleader requiring Company and any other persons or entities to answer and litigate
any claims and rights among themselves. The costs and expenses (including reasonable
attorneys' fees and expenses) incurred by the Escrow Agent in connection with such proceeding
shall be paid by and be the obligation of Company. The rights of the Escrow Agent under this
Section 15 are cumulative of all other rights which it may have by law or otherwise.

16. Amendment: Waiver. This Agreement may be amended, modified, or terminated only by
written instrument or written instrments signed by the parties hereto. No act, omission or
course of dealing shall be deemed to constitute an amendment, modification, or termination
hereof. No waiver of any of the obligations or provisions of this Agreement shall be enforceable
against any of the parties unless such waiver is executed by each of the parties hereto. Any
waiver effected hereby shall not constitute a waiver of any other obligations or provisions of this
Agreement.

17. Headings. The headings contained in this Agreement are provided for convenience only
and form no par of this Agreement and shall not affect the construction or interpretation of this
Agreement.

18. Successors and Assigns. This Agreement shall be binding upon and shall inure to the
benefit of the parties hereto, including each of their respective estates, trusts, legal, and personal
representatives, beneficiaries, successors, heirs, and assigns. No party may assign any of its
rights or obligations under this Agreement without the prior written consent of the other pai1ies
hereto, and any purported assignment without prior written consent shall be void.

19. Limitation on Damages. Neither Escrow Agent nor any other party hereto shall be liable
or responsible to the other for any special, indirect, or consequential losses or damages of any
kind whatsoever (including, but not limited to, lost profits, loss of clients or business, or loss of
reputation), even if Escrow Agent or the other party, as the case may be, has been advised of the
likelihood of such loss or damage and regardless ofthe form of action.
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20. Severabilitv; Validity. Parties in Interest. If any provision of this Agreement, or the
application thereof to any person or circumstance is held invalid or unenforceable, the remainder
of this Agreement and the application of such provision to other persons or circumstances shall
not be affected thereby, and to such end the provisions of this Agreement are agreed to be
severable. Nothing in this Agreement, express or implied, is intended to confer upon any person
not a pary to this Agreement, other than the Participating Regulators, any rights or remedies of

any nature whatsoever under or by reason of this Agreement. The Paricipating Regulators are
intentional third party beneficiaries to this Agreement and shall have the right to pai1icipate in
distributions made pursuant to Section 5 of this Agreement.

21. Counterparts;. Effectiveness. This Agreement may be executed in two or more

counterparts, each of which shall be deemed to be an original but all of which shall constitute
one and the same agreement. Execution and delivery of this Agreement may be evidenced by
facsimile transmission. This Agreement shall become effective when each party hereto shall
have received counterparts thereof signed and delivered (by facsimile or otherwise) by all of the
other parties hereto.

22. Representations of the Paries. Each of the parties hereto hereby represents and warrants

that as of the date hereof: (a) it has the power and authority to execute and deliver this
Agreement and to perform its obligations hereunder, and all such actions have been duly and
validly authorized by all necessary proceedings; and (b) this Agreement has been duly
authorized, executed, and delivered by it, and constitutes a legal, valid, and binding agreement of
it.

23. Exclusive Benefit. This Agreement is for the exclusive benefit of Company, the

Regulators, and the Escrow Agent, and their respective successors, and shall not be deemed to
give, either expressly or impliedly, any legal or equitable right, remedy, or claim to any other
person, entity, or individual whatsoever.

(Signature pages follow.)
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AMERICAN INTERNATIONAL GROUP, INC.,
and its Affliated Insurers Writing Workers Compensation Insurance

By:

(Name)
(Title)

DEPARTMENT OF INSURANCE OF THE STATE OF DELA WARE

By:

(Name)
(Title)

OFFICE OF INSURANCE REGULATION OF THE STATE OF FLORIDA

By:

(Name)
(Title)

DEPARTMENT OF INSURANCE OF THE STATE OF INDIANA

By:

(Name)
(Title)

DIVISION OF INSURANCE OF THE COMMONWEALTH OF MASSACHUSETTS

By:
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(Name)
(Title)

DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

By:

(Name)
(Title)

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

By:

(Name)
(Title)

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYLVANIA

By:

(N ame)
(Title)

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

By:

(Name)
(Title)
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DECEMBER 20, 2010 - DRAFT

27358420\V-1

(Name)
(Title)



DECEMBER 20,2010 - DRAFT

Table of Exhibits

Exhibit A -- Investment Guidelines

Exhibit B -- Fines and Penalties Schedule

Exhibit C -- Premium Taxes and Assessments Schedule

Exhibit D -- Escrow Agent Fees

Exhibit E -- Authorized Signers

Exhibit F -- Notice Addresses for the Paries

27358420\V-1



DECEMBER 20, 20 i 0 - DRAT

Exhibit A - Investment Guidelines

The Escrow Agent is hereby directed to invest the Settlement Funds in (name of money
market fund or other guidance J or as otherwise directed by the Company with respect to which
the daily interest rate is publicly available. The Escrow Agent shall invest the Settlement Funds
on the Business Day of deposit provided that it is received on or before i :00 p.m. (Ncw York
City time) on such Busincss Day. Any Settlement Funds received by the Escrow Agent aftcr
1 :00 p.m. (New York City time) shall be treated as if received on the following Busincss Day.
For purposes of this Agreement, "Business Day" shall mean any day that the Escrow Agent is
open for business.

Any investment direction contained herein may be executed through an affliated broker
dealer of the Escrow Agent and will be entitled to such usual and customary fee.

Any and all investment income shall be deposited into the Escrow Account and shall
become a par of the Escrow Fund.
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Exhibit B - Fines and Penalties Schedule

(Insert from Settlement Agreement)
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Exhibit C - Premium Taxes and Assessments Schedule

(Insert from Settlement Agreement)
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Exhibit D - Escrow Ae:ent Fees

(List or description of permissible fees, including reimbursement for reasonable and documented

out-of-pocket expenses (including those of its counsel) incurred by the Escrow Agent in the

performance of its duties under the Agreement.)

27358420IV-1



27358420IV-1

DECEMBER 20, 2010 - DRAFT

Exhibit E - Authorized Sieners

NAME SIGNATURE

1.

2.

3.

4.



Exhibit D
Premium Taxes and Assessments Schedule

State Additional Taxes and Assessments

AK

AL

AR

AZ

CO

DE

FL

GA

IA

ID

KY

LA

ME

MS

MT

NC

NE

NJ

NM

OK

OR

PA

RI

SC

TN

TX

$20,415
'$1,795,442

$1,903,364
$2,228,222
$ 1,585,81)6

$413,582
$3,834,711

$18,452
$394,092
$ 778,768

$297,647
$3,842,988

$194,884
$332,676
$685,691
$59,263
$50,285

$1,797,139
$234,594

$3,216,153
$2,564,984
$4,633,500
$1,721,830
$1,109,427
$2,008,673

$10,784,737

Total $46,507,385


