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STATE OF ARIZONA
FILED

FEB 22 201
STATE OF ARIZONA DEPT OFSIRANCE

DEPARTMENT OF INSURANCE BY =

In the Matter of:

AMERICAN INTERNATIONAL GROUP, INC.
MULTISTATE TARGETED MARKET

No. 11A-026-INS

CONDUCT EXAMINATION
ORDER AND ADOPTION OF
REGULATORY SETTLEMENT
AGREEMENT
Respondent.

The State of Arizona Department of Insurance (‘Department”) is a Participating
State, as defined in the Regulatory Settlement Agreement (the “Agreement”}, in the
Multistate Targeted Market Conduct Examination (“Examination”) of Respondent American
International Group, Inc. ("AlG”) and its affiliated insurers writing workers compensation
insurance. The purpose of this Order is to adopt the provisions of the Agreement resolving
the Examination. The Arizona Director of Insurance (“Director’) has jurisdiction over this
matter and issues this Order pursuant to A.R.S. §20-151.

On January 28, 2008, the Examination was called regarding AIG's writing and
financial reporting of workers compensation insurance. The lead states on the Examination
are Delaware, Florida, Indiana, Massachusetts, Minnesota, New York, Pennsylvania and
Rhode Island (“Lead States”). The remaining 42 states and the District of Columbia
participated in the Examination (“Participating States”). The Examination was called in
response to a 2005 investigation by the New York Attorey General (initially relating to
other topics) during which concerns regarding AlG’s writing and financial reporting of

workers compensation insurance arose.
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The purpose of the Examination was to determine if AIG’s writing and financial
reporting of workers compensation insurance was in compliance with applicable law. On
December 17, 2010, AIG, and its affiliated insurers writing workers compensation
coverage, entered the Agreement with the Lead Regulators of all Lead States. The Director
adopts and agrees to the provisions of the Agreement attached as Exhibit 1 hereto and
incorporated by this reference in its entirety. Any exhibits to the Agreement marked “Draft”
do not directly pertain to the Participating States. AIG agreed to pay additional premium
taxes and assessments to Arizona based on the attached Arizona-specific calculations.

See Exhibit 2.

IT IS HEREBY ORDERED THAT:

AlG shall comply with all terms of the Regulatory Settlement Agreement and,
consistent with the terms of the Agreement, pay to the Arizona Department of Insurance for
deposit in the State's General Fund:

1. A fine in the amount of $2,143,829; and,

2. Agreed total taxes of $2,228,222.

7%
DATED this day of /Zé%m;,/ 2011.

7
CHRISTINA URIAS, Director -

Participating Regulator
Arizona Department of insurance

]
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COPY of the foregoing mailed this
22nd_day of _February, 2011 to:

José Ramoén Gonzalez
Deputy General Counsel
Chartis U.S.

175 Water Street

New York, NY 10038

J. David Leslie

Rackemann, Sawyer & Brewster, PC
160 Federal Street

Boston, MA 02110

Kay Noonan

General Counsel

NAIC

2301 McGee Street

Suite 800

Kansas City, MO 64108-2662

Gerrie Marks, Deputy Director

Mary Butterfield, Assistant Director

Steve Ferguson, Assistant Director

Maria Chavira, Market Analyst Supervisor
Department of Insurance

2910 North 44" Street, Suite 210
Phoenix, Arizona 85018

urvey W rton

NN



L]

Exhibit 1

REGULATORY SETTLEMENT AGREEMENT

Preambie

This Regulatory Settlement Agreement (“Agreement”) is entered into this |7th day of
December, 2010, by and between American International Group, Inc., and its affiliated insurers
writing workers compensation coverage (the “Company™), and 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 Commonwealih 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 offices 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 affiliated insurance companies has been licensed to write workers
compensation insurance, general liability 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 T arpeted

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 Columbsia (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 State of New York aﬁd
American International Group,'Inc. and its subsidiaries (collectively “AlG™)” dated January 18,
2006 (the “New York Agreement”). The Examination also built on the work of the National
Association of Insurance 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 of the
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 will be released concurrently with the execution of this Agreement 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



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 significant 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 hersto.
Recognition of the events described above, and management’s and the Boérd’s commilment to 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 willing to accept this
Agreement to settle all insurance regulatory maiters within the scope of the Examination as set
forth in the January 28, 2008 letier 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 settlement 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. —



“Applicable Consent Order” is defined in paragraph 1.2 a.
“Class Action” is defined in paragraph H.1.b.

“Company” is defined in the preamble paragraph.

“Compliance Plan Examination Report” is defined in paragraph F.1.

“Compliance Plan” is defined in paragraph E.1.
“Compliance Plan Examination” is defined in paragraph E.2.
“Conditional Effective Date” is defined in paragraph C.1.
“Conditional Fine Amount” is defined in paragraph F.3.
“Error Rate Threshold” is defined in paragraph F 2.

“Escrow Agreement™ is defined in paragraph C.4.
“Examination” is defined in paragraph A.2.

“Examination Report” is defined in paragraph A.4.

“Final Effective Date” is defined in paragraph H.1.

“Fines and Penalties Fund” is defined in paragraph C.4.
“Fines and Penalties Schedule” is defined in paragraph C.4,
“Lead Regulators” is defined in the preamble paragraph.
“Lead States” is defined in paragraph A.2.

“Litigations” is defined in paragraph H.1.b.

“Market Regulation Handbook™ is defined in paragraph E.3.
“Monitoring Period” is defined in paragraph E.1.

“NAIC” is defined in paragraph A.3.

“New York Agreement” is defined in paragraph A_3.

“New York Agreement Amendment” is defined in paragraph C.3.
“Opt-in Date” is defined in paragraph C.5.

“Participating Regulators” is defined in the preamble paragraph.
“Participating States” is defined in paragraph A.2.

“Premium Reallocation Schedule” is defined in paragraph D.1.

“Premium Taxes and Assessments Amount” is defined in paragraph 2.2,
“Premium Taxes and Assessments Fund™ is defined in paragraph D.4.

“Premium Taxes and Assessments Schedule” is defined in paragraph D.4,

“Regulatory Penalty” is defined in paragraph C.1.



34, “Scope of the Examination” is defined in paragraph A.8.
35.  “Termination Date” is defined in paragraph H.3.

C. Regulatory 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 of a
cash payment in the amount of One Hundred Million Dollars ($100,000,000) (the “Regulatory
Penalty™).

2. The Regulatory Penalty shall be the sole penalty imposed by the T.ead 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 parties to the New York Agreement intend to execute an amendment
providing that the approximately $340 million fund established thereunder will be used for the
purpose of funding the Fines and Penaltics Fund and Premium Taxes and Assessments Fund as
required hereunder and for payments to resotve 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



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 Penaltics
Fund shall be administered pursuant to an Escrow Agreement substantially in the form attached
hereto as Exhibit B (the “Escrow Agreement”).

5. If a Participating State does not adopt, agree to, and approve this Agreement by
March 1, 2011 (the “Opt-in Datle”), 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 be
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, 2011 the Company shall file with the Lead States and the
Participating States restated Page 14s on a consolidated basis reallocating approximately
$2.1 billion 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 1o the

Final Effective Date being achieved, as the basis for the payment of additional premium taxes



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 payment in the total
amount of Forfy-Six Million 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 Realiocation Schedule shall not be used by the Company to assert any credits or offsets -
or otherwise reduce the Company’s tax and assessment obligations, except as already credited in
computing the Premium Taxes and Assessments Amount.

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 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 Schedule 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. If a Participating 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 afier
March 1, 2011, by the amount allocated to that Participating State’s jurisdiction in the Premjum

Taxes and Assessments Schedule, and the amount by which the Premium Taxes and



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 Agreexﬂent.

E. The Monitoring Period and the Compliance Plan Examination

1. A monitoring period will commence as of the Final Effective Date and last for
twenty-four (24) months thereafter (the “Monitoring Period”). During the Monitoring Period, the
Company will report to the Lead Regulators” Examiner-in-Charge no less frequently than
quarterly 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 will 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 will also periodically sample

Company accounts.



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
Pilan.

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
I 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 will 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. -



3. If'the Error Rate Threshold is exceeded and in the judgment of the Lead
Regulators a penalty is warranted, then the Lead Regulators and Participating Regulators will
jointly levy on the Company a fine and penalty consisting of a cash payment in the amount of up
to One Hundred and Fifty Million Dollars ($150,000,000) (the “Cénditional Fine Amount™).

4. The Conditional Fine Amount shall be the sole penalty imposed by the Lead
Regulators and Participating Regﬁlators on the Company with respect to any insurance
regulatory violations identified in the Compliance Plan Examination Report.

G. Limitations on Remedies and Fines, Enforcement, and Regulatory 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 (it) 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 relcase and discharge

the Company with respect to all damages, fines, claims, sanctions, losses, demands or other

10



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 of the Examination.

2. Notwithstanding the foregoing, a Lead Regulator’s or Participating Regulator’s
authority to investigate any assertion of the Company’s noncompliance with faw 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 1ead
Regulators and Participating Regulators retain the right (except as provided in paragraphs C.2
and F.4) to impose any regulatory penalty otherwise available by law, including fines, with
respect to the Company’s willful 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.

5. Except as set forth herein, nothing in this Agreement shall be construed to waive
or limit the rights of the Lead Regulators or the Participating Regulators to seck such other
remedies or to otherwise waive or limit their continuing regulation of the Commpany 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:

Il



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 Illinois
approves a settiement and a dismissal with prejudice of the putative class action captioned Sufeco
Insurance Company ofAhverica, ef al. v. American International Group, Inc., et al, No. 09-cy-
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—qv—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

12



Participating Regulators of such an extension. A Participating Regulator may thereupon choose

whether (o participate hereunder on or before the date of the extended Final Effective Dae,

L 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 Authority.
a. Lead Regulators and Participating Regulators. Each person si gning 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) incotporates by reference and attaches via exhibit a copy of this
Agreement, (if) expressly adopts and agrees to the provisions of this Agreement, and
(i1i) 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 warrants 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 behaif of the
Company and to perform all obligations hereunder; and (iii) it has obtained all necessary
authorizations, approvals, or consents of any governmental entity required in connection with the
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 of the Agreement, and the tights and
obligations of the Parties 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 aﬁd
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 afl
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 “hercunder,” “herein”, or “hercof” 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, varied,

amended, or supplemented from time to time.

14



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 extension 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 respect to 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 Agreement may be

evidenced by facsimile transmission.

SIGNATURES FOLLOW ON THE SUBSEQUENT PAGES
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AMERICAN INTERNATIONAL GROUP, INC,,
and its Affiliated Insurers Writing Workers Compensation Insurance

L fror—

Name: l/uovnas A, Russe
Title: EVP @ohw Coumsd.

Date; December /_/d_, 2010

DEPARTMENT OF INSURANCE OF THE STATE 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 OF INDIANA

By:

Name:
Title:
Date: December __, 2010

DIVISION OF INSURANCE OF THE COMMONWEALTH dF MASSACHUSETTS

By:

Name:
Title:
Date: December ___, 2010
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AMERICAN INTERNATIONAL GROUP, INC.,,
and its Affiliated Insurers Writing Workers Compcnsatmn Insurance

By:

Name:
Title:
Date: December ___, 2010

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

e 8
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Date: December _,:/, 2010
OFFICE OF -INSUﬁANCE REGULATION OF THE 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 MASSACHUSETTS

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

16



AMERICAN INTERNATIONAL GROUP, INC.,
and its Affiliated Insurers Writing Workers Compensation Insurance

By:

Name;
Title:
Date: December |, 2010

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

By:

~ Name:
Title:
Date: December ___, 2010

OFFICE OF INSURANCE REGULATJION OF £'HE STATE OF FLORIDA
By: /ﬂ/ ,/ :

e:’:_ Kevin M. Mc Ca rJrX
itle: 'nsurance Commrssnoner
Date: December 11*?20 10

DEPARTMENT OF INSURANCE OF THE STATE 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 , 2010

DEPARTMENT OF INSURANCE OF THE STATE 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 INSURANCDOF THE STATE OF INDIANA

N N

Name: ‘S‘F@PK@V\ . Robertson
Title: CommiSS fone
Date: December |D, 2010

DIVISION OF INSURANCE OF THE COMMONWEALTH OF MASSACHUSETTS

By:

Name:
Titie:
Date: December __, 2010
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AMERICAN INTERNATIONAL GROUP, INC,,
and its Affiliated Insurers Writing Workers Compensanon Insurance

By:

Name:
Title:
Date: December __, 2010

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

.By:

Name:
Title:
Date: December |, 2010

OFFICE OF INSURANCE REGULATION OF THE STATE OF FILLORIDA

By:

Name:
Title:
Date: December __ , 2010

DEPARTMENT OF INSURANCE OF THE STATE OF INDIANA

By:

Name:

Title:

Date: December 2010
DIVISION OF INSURA %OFMOMMON EALTH OF MASSACHUSILTTS
By:

JosgpH G . l"f
1tle C.onﬁtssxopm bF A3 & ORANICE
Date: December /O, 2010
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DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

N/

Name: Glenn’ Wilson
Title: Commissioner
Date: December 9, 2010

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

By:

Name: 7
Title: . L
Date: December 2010

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYLVANIA

By: |

Name:
Title: S
Date: December __}_,20'10

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

.;%y:
' Name:

Title:

Date: December ___, 2010
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DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

By:
Nartne:
Title:
Date: December ___, 2010
INSURANCE DI ARTMENT OF THE STATE OF NEW YORK
/ /

Ciysa e
Name: Jaes\ T Whpa O

Title: Svprintfndent  {

Date: December 1 , 26

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYLVANIA

By:

Name:
Title:
Date: December |, 2010

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

By:

Name:
Title:
Date: December __, 2010
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DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

By:

Name:
Title:
Date: December ___, 2010

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

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

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYLVANIA

Name ob. L"Prqw-— .
Title: Aehin) Fsuranca. Commisg onar
Date: December y 2010

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

By:

Name:
Title:
Date: December |, 2010
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DEPARTMENT OF COMMERCE OF THE STATE OF MINNESOTA

By:

Name:
Title:

Date: December 2010

—_——

INSURANCE DEPARTMENT OF THE STATE OF NEW YORK

By:

Name:
Title:
Date: December __ , 2010

INSURANCE DEPARTMENT OF THE COMMONWEALTH OF PENNSYLVANIA

By:

Name:
Title:
Date: December __, 2010

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

By:

R T S T I,
Title: Difechor
Date: Decerdber L2010
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State

Total

Exhibit A
Fines and Penalties Scheduls

Fine

5500,000
51,603,506
$1,039,912
$2,143,829

$15,636,008
$954,641
51,063,481
$500,000
51,408,715
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
52,022,805
$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
$632,5319
$500,000
$1,000,000
$500,000
$2,608,379
$1,173,113
$8,650,354
$2,130,703
$538,507
$500,000
51,280,684
512,804,856
$500,000
$1,139,060
$500,000
$500,000
$923,388
$500,000
$500,000

$106,000,000
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[Document still being finalized with the Escrow Agent. No material changes are anticipated. |

ESCROW AGREEMENT

THIS ESCROW AGREEMENT (this “Agreement”) is made and cntered into as of

» 2010 (the “Effective Date™) by and among American International Group, Inc.,
and its affiliated 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 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 “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 “Participating Regulators™)
{Lead Regulators and Participating Regulators are jointly referred to herein as “Regulators™),
shall be third party 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 facilities,

WHEREAS, the Settlement Agreement provides that the Settlement Funds will 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 of Escrow Agent. Company and Regulators hereby appoint and designate
[ | as Escrow Agent to act in such capacity with respect to the Escrow Account, and
| | 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 Million Dollars ($100,000,000.00) (the
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“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 shali hereinafter be
collectively referred to as the “Escrow Fund”. Investment income eamed on the funds initially
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 § 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 liability or responsibility whatsoever for
any loss resulting from any investment made in compliance with the terms and provisions of this
Agreement. Investment gains, earnings, 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 Participating 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, 2011, by the amount allocated to that Participating State’s jurisdiction in
the Fines and Penalties Schedule attached to this Agreement as Exhibit B, 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
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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.

3. 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 within 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

i, 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 3.

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
arrangement, or for the application of any disbursement made from the Account.

27358420\ |
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F. In no event shall the Escrow Agent have any discretionary or subjective decision-
making responsibility 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 this Escrow Agreement.

C. Should the Escrow Agent become Hable for the payment of taxes, including
withholding 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 by 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 12.

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
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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_entite_agreement-of the-parties-with-respect to “the subject Tatter 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
liability 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 liability unless it shall have been furnished with acceptable
indemnification.

B. The Escrow Agent will 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 filed and perfected security
interests in any of the property 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 execuie 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 lable 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 parties thereto or hereto (other than Escrow Agent), and (if) 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
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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 Agreemnent, except to the extent that any such
liability 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 of records and account at Company’s request.

L 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 of any property delivered to it, other than cash or such similar funds. The Escrow
Agent will 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 or publicly-
traded securities, using its normal pricing services. All other assets, if any, will be reported at
the cost or value as provided to the Escrow Agent by Company.

B. The Escrow Agent will provide quarterly statements to Company and to the Lead
Regulators. Such statements will set forth 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.

11. Resignation or Removal.

A. The Escrow Agent may resign upon thirty (30) days’ written notice to the
Company. Upon expiration of the thirty (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.
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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 otherwise 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 (return 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 .

13.  Entire Agreement; Conflict. This Agreement sets forth the entire agreement among the
parties with respect to the subject matter hereof, and, except o the extent that any provision of
this Agreement conflicts 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 conflicts with or otherwise contradicts the Settiement 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 conflict 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 parties 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 IRREVOCABLY 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 1t 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 court of
competent jurisdiction, or all differences and doubts shall have been resolved by agreement
among all affected parties, 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 liti gate
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 instruments 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 part 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 parties
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 of the form of action.
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20.  Scverability; 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 party to this Agreement, other than the Participating Regulators, any rights or remedies of
any nature whatsoever under or by reason of this Agreement. The Participating Regulators are
intentional third party beneficiaries to this Agreement and shall have the right to participate in
distributions made pursuant to Section S of this Agrecment,

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 cach 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 Parties. 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 cquitable 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 Affiliated Insurers Writing Workers Compensation Insurance

By:

[Name]
[Title]

DEPARTMENT OF INSURANCE OF THE STATE OF DELAWARE

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:

{Name]
[Title]

DIVISION OF INSURANCE REGULATION OF THE STATE OF RHODE ISLAND

By:

[Name]
[Title]
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[ESCROW AGENT]

By:

[Name]
[Title]
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Exhibit A — Investment Guidelines

The Escrow Agent is hereby directed to invest the Settlement Funds in [name of money
market fund or other guidance] or as otherwise directed by the Company with respect to which
the daily interest rate is publicly available. The Escrow Agent shal] invest the Settlement Funds
on the Business Day of deposit provided that it is received on or before 1:00 p.m. (New York
City time) on such Business Day. Any Settlement Funds received by the Escrow Agent afier
1:00 p.m. (New York City time) shall be treated as if received on the following Business 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 affiliated 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 part 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 Agent 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.]
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Exhibit E — Authorized Signers

NAME SIGNATURE
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Exhibit F — Notice Addresses for the Parties

Notices provided pursuant to Section 12 of the Escrow Agreement shall be provided to the
following addresses:

[Escrow Agent]
[address and fax number]

American International Group, Inc.
[address and fax number]

Department of Insurance of the State of Delaware
faddress and fax number]

Office of Insurance Regulation of the State of Florida
faddress and fax number]

Department of Insurance of the State of Indiana
[address and fax number]

Division of Insurance of the Commonwealth of Massachusetts
[address and fax number]

Department of Commerce of the State of Minnesota
[address and fax number]

Insurance Department of the State of New York
faddress and fax number]

Insurance Department of the Commonwealth of Pennsylvania
[address and fax number]

Division of Insurance Regulation of the State of Rhode Island
[address and fax number]

Examiner:

J. David Leslie

160 Federal Street
Boston, MA 02110-1700
617-542-7437 (FAX)
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Exhibit D
Premium Taxes and Assessments Schedute

State Additional Taxes and Assessments
AK $20,415
Al $1,795,442
AR $1,903,364
AZ $2,228,222
co 51,585,866
DE $413,582
FL $3,834,711
GA 518,452
1A $394,092
ID $778,768
KY $297,647
LA $3,842,988
ME $194,884
MS $332,676
MT 5685,691
NC 559,263
NE $50,285
NJ $1,797,139
NM $234,594
0K $3,216,153
OR 52,564,984
PA $4,633,500
R $1,721,830
5C $1,109,427
TN 52,008,673
™ $10,784,737

Totat 546,507,385



Muitistate Targeted Market Conduct Examination

of
American International Group, Inc.

December 17, 2010 Regulatory Settlement Agreement

PARTICIPATING REGULATOR ADOPTION

On behalf of
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BY:

Title:

Date:




AlG Multi-State Examination
Calculations Underlying Premium Taxes and Assessments

State of Arizona

Exhibit 2

Before Interest

Reallocated
WC
Year  Premium
o) 2
1985 974,755
1986 10,225,875
1987 6,273,659
1988 4,348,420
1989 14,911,647
1990 7,151,893
1991 13,189,721
1992 1,880,069
1993 (2,910,854}
1994 2,921,142
1995 7,991,045
1996 [{359,832)
1997 (3,891,571)
1998 118,988
1989 {570,571)
2000 (B,260,803)
2001 258,551
2002 {25,265)
2003 {2,417,006)
2004 384,950
2005 {483,676)
2006 {950,045)
2007 (2,659,739)
Total 48,102,354
Notes:
{4} =(2)*{3)
{7) =(5)*{s)
{10} =(8}*{9)
(11) ={2)+{5)+(8)
{12) ={a)+{7)+{10)
(13}
{14) ={12)*{13)

(16) ={14)(15)

Agrapd
WC
Tax Rate

(3)

4.50%
4.50%
450%
4.50%
4.25%
4.00%
4.00%
2.75%
3.00%
1.25%
1.45%
1.25%

215%
3.00%
3.00%
3.00%
3.00%
2.75%
3.00%
4.50%
5.50%
5.50%
5.50%

Based on data from AM Bests' Ave

Agreed
W
Taxes

4

43,864
460,164
182,315
195,679
633,745
286,076
527,589

70,503

{87,326)

36,514

115,870

{4,498)

(82,669)
3,570
(17,117)
(247,824)
7,787
(695)
{72,510)
17,323
(26,602)
(52,252)
{146,286)

1,942,219

Reallocated
GL
Premium

{5}

{726,577)
{5,362,184)
{3.514,097)
{2,259,475)
{5,367,995)
(2,062,700)
{6,506,693)
{4,534,309)
{3,804,660)
(2,610,934)
{3,534,003)
{1,282,911}

280,862

{135,317)

278,276
1,524,953
279,447
{54,763)
518,280
71,550
672,233
574,598
1,861,244

{35,805,225)

Agreed
GL
Tax Rate

(6}

1.70%
1.70%
1.70%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
-2.00%
2.00%
2.00%%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%
2.00%

Agreed
Gl
Taxes

[¥i]

{12,352)
{91,157)

{59,740) .

{45,189)
{107,360}
{41,654}
{131,934)
{90,686)
{76,093)
{52,2209
{70,680)
(25,658)
5,617
(2,706)
5,566
30,499
5,589
{1,095) .
10,366
1,431
13,445
11,492
37,225

{687,296)

Reallocated
AL
Premium

(8]

{465,394)
{1,250,735)
{1,304,697)

{877,837)
(5.042,487)
(2,102,721)
(2,076,117)

385,262
1,008,390
829,074

{889,001)

368,588
233,434

{225,828)

{131,733)
2,587,662

62,930
(18,277)
{117,298}
250
(156,550
[90,697)
(23,268)

(9,287,600

Agreed
AL
Tax Rate

{9

2.49%
2.49%
2.49%
2.49%
243%
2.90%
2.63%
2.43%
2.49%
2.49%
2.43%
2.43%
2.43%
2.43%
2.59%
2.43%
2.43%
2.43%
2.43%
2.43%
2.49%
2.49%
2.49%

rages and Aggregates. An interest rate of 6% is assumed for 2010.

Agreed
AL
Taxes

10y

(11,619)
{31,181)
(32,537)

" {21,892)

(122,532)
{60,979)
(54,602}

9,857
25,148
20,676

{21,603}

8,957

5,672
(5,488)
(3,413)
62,880

1,529

{444]
{2,850}
6
(3,904}
{2,262}
" [580)

Rezllocated
Total
Premium

{11}

{217,716}
3,612,957
1,454,865
1,211,108
4,501,166
2,956,472
4,516,910

(2,258,978)
(5,707,124)
1,139,232
3,568,041
{1,274,158)
(3,377,275)

{242,157)

{424,077

{4,148,187)
601,928
{98,305)
{2,016,024)
456,750
32,007
{466,144)
{821,763)

Agreed
Tatal
Taxes

k¥l

19,393
337,815
150,038
128,598
403,853
183,443
341,053

{10,326)
(138,271)
4,970

23,587

{21,199)
{72,379)

14,628)

{14,965}
{154,445)

14,905

(2,234)
{64,995)

13,760
{17,062)

(43,022)
{108,641)

{241,171)] 3,009,529 ] 1,013,751

Principle &
Interest
Factor

13}

53790
4.8236
4.4334
4,1128
3.7613
3.4712
3.1986
2.9261
47115
2.5426
23574
21523
1.9567
1.7805
1.6528
1.5624
1.5008
1.4601
1.3893
12973
12279
1.1601
1.0968

With Interest to 8/1/10

Agreed
Tatal
Taxes

[ME:)]

107,007
1,629,501
842,514
528,894
1,519,008
636,759
1,050,908
{30,216)
{374,924
12,638
55,605
{45,627)
{141,621)
{8,234
{24,735)
{241,300)
22,369
(3,252)
{90,299)
24,338
{20,350)
{49,912
{120,253

5,318,208

NY Agreed
Settlement Taxes
Payment Owed
{231 fag)
3,089,986 2,228222




