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AGGREGATE LIABILITY ADVERSE LOSS PEVELOPMENT
AGREEMENT OF RENSURANCE

berween

s .
COLOGNE REINSURANCE COMPANY (DUBLIN) LOVITED
An Jrish corporation
haviog its principal offices st
1 George’s Dotk
1F.S.C.

Dublin 1, Ireland

(the *Company™)
and

NATIONAL UNION I"I'REINSURANCE COMPANY OF PITTSBURGH
B_Pmn'sylvanin corporation
baving its principal offices at
175 Water Street, New York, New York, United Stares 10038

(the "Reipsurer”)
1o consideration of the promises sct forth in this Agreement, the parbes apree as follows:

Arficel - SCOPE OF AGREEMENT

As a condition precedaxx 10 1hc Reinsurers obligations upder this Agxeement, 1hc Company
chall cede 10 the Reinsurer the business describcd in UNs Agreement, and the Reinswer shall
accept such business a5 Teinsurance from We Company. The 1£0ms of this Agrecmenpt shall
determine the rights and obligavons of the Company-

Axtide 1l - PARTIES TO THE AGREEMENT’

This Agreemcot is solely between the Company and be Reinsurer. When morc than one
Company is pamed 253 party 10 this Agreement, the first Company pamed shall be the agent
of the other companies as 10 al} ypaners penaining to this Agycement. Performance of the
obligations of cach party under {his Agrecment shall be rendercd solely to ihie other party-
Howevar, if the Company becoxncs wnsolvent, the Jiability of tbe Reinsorer shall'be modifed
1o the extent set forth in he aride cntitled INSOLVENCY OF THP. COMPANY. In 1o
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jnstancc shal} any insused or exnsucd of the Company or 20Y claimant aganst an insured or
seinsured of e Company have any rghts under this Agieement.

Arnde 11 - BUSINESS SUBIECT TO THIS AGREEMENT

This Agreement shall spply 1o Ulumate Net Loss which the Company is or becomcs
obligated 10 p2Y under the Origmnal Reinsurance Contracts wruen by the Compnny and listed
in Schedule A

Arsde TV - TERM

This Agreement shall become effective 3l 12:01 am., Centml European Tixne on December
1, 2000 and shall rematn in forcc and effect untl the obligations hereunder have been
discharged.

ArpdeV - LIABILITY OF THE REINSURER

The Reinsurer shall pay 1o the Company 50% of the Company’s Net Rerained Liability for
Ultimate Net Loss pasd by tbe Campany oD and aftex December 1, 2000 on the business
yeinsured pereunder, subject to M overal limit of liability 10 the Reinsurer of US
$300,000,000.

Article VI - DEFINITIONS

(s) Ultimate Net Loss mcans the sum acroally paxd or payable by the
Compnny in sctficment of losscs for which it 3s lisblc under the Onginnl
Reinsurance Contracts, inchiding Allocnted Adjustment Expense, after

deduction of salvage, subrogation and other secovedes and aftex
deduction of amounts due from 2l other reinsusance, whether callecoble
or not. 1f the Company becomes insolvent, s dchmtion <hall be modi-
fied 1o the extent set farth n the arbicle entitled INSOLVENCY OF THE
"COMPANY.

Nomwithstanding the provisions of the articlc catiticd MANAGEMENT
OF CLAIMS AND LOSSES, this term shall also mchude 100% of
Losses in Excess of Policy Limits and 100% of Extra Contracmal
Obliganons.

Nothing in this Jefimition sholl mply that Josses are pot recoverable
under ibis Agrecment LnGl the Company's Uhimate Net Loss has been
Finally ascertained.

() Alocated Adjustment Expense means cxpepdimies by the Company
within e 1enms of the Company's polidies » the dircer defense of
Qaims and conpection with Losses in Bxcess of Folicy Limns and

Extra Contracrual Obligations 20d 25 allocated to a1 sindividual clawn of
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loss (otber than for officc expenses and for the salaries and expenses of
employees of the Company or of any subsidiary or relatcd or wholly
ovwned company of the Company) made in connection with the disposi-
tion of a claim, loss, or-legal procceding including investgation,
negotintion, and legal cxpenses; court costs; prejudgment interest; and
posnyudgment interest.

Losses in Excess of Policy Limits and Extra Contrachaal Obligations

(1) "Loss in Excess of Policy Limits” mcans a payment made to a
third party claimant in excess of the policy bunit which the
Company is legally obligated ro pay resulting from an action
taken by the insured or assignee arising from a third party
claimant being awarded an amount in excess of the Comnpany's
policy limit as a result of the Corpany's failure 1o sentle within
the policy limit or of the Company's alleged or acmal
negligence or bad faith in rejecting an offer of settlcment or n -
the preparatian of the defense or in the wial of any action
against its insured or in the preparation or presccution of an
appeal consequent npon such acion

(2). "Exwa Conuacrual Obligatien” mecans a loss which 1he

Company is legally obligated to pay, which is not covered
wnder any other provision of this Agrecment and which arises
from the Company’s handling of any claim on the business
reinsurcd hereunder.

The date op which a Loss in Exccss of Policy Limits or an Exua Con-
racrual Obligation is incurred by the Company shall be deemed, n sl
Greumstances, to be the date of the original Occurrence.

There shall be no coverage hereunder where the Loss in Excess of the
Policy Limit or the Fxtra Contractual Obligation bas been incurred due
10 the frand or criminal conduct of a member of the Board of Directors, a
corporate officer of the Company, or any other coployee of the Com-
pany, acting individually or collectively or in collusion with any
individual or corporation or zny other organization or pasty involved n
the investigation, defense or settlement of any claim covered hereunder.

Apy inswrance or reinsurance, whether collectible or not, which
indemnifies or protects the Company against claims which arc the
subject matter of this dcfinition and any contribution, subrogation, ot
recovery shall nare 10 the benefit of the Reinsurer and shall be deductcd
10 arrive at the amount of the Campany's NetLoss.
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(d) Occurrence means each accident or occurrence or seres of accidems or
occurrences ansing out of onc event regardless of the pumber of
aoployees oy employers involved, except as modified below.

As respects an occupational or other disense or cumulabve injury under
workers' compensation or tmployers’ Hability policies for which the
cmployer is Jiable:

(1) Which arises fiom a speciﬁc sudden and accideptal event
limited in Himc and place, such occnpational or other disease
suffered by one or 1wore employces of one or more employers
shall be deemed to be an Occurrence within the meaning of this
Agreement and the date of Occurrence shall be deemed 10 be
the date of the sudden and accidental evenl

‘(2) Which does not arise from a specific sudden and accidemal .
event linuted In ume and place, such occupational or other dis-
case or cumnulative injury shall be deemed 10 be an Occurrence
within the meaning of this Agreement, and the date of Occor-
rence shall be decmed to be the date of the beginning of the
disability for which compensation is payable if 1he casc is
compensable nnder the Workers' Compensation law; or the
dare that disability due 10 said discasc actually began if the casc
is not campensable under the Workers' Compensation Jaw.

Each case of an cmployece conwacting such occupational or

. other disease or cumulsfive injury for which the employcr
insured by the Company is held Hable shall be considered =
separate Occurrcnce regardless of the date of Joss.

(&) Original Reivsured means the insurance company or reinsurance company 1o
which the Company issued an Original Reinsurance Contract.

(f) Origina)l Reinsurance Contrnct means all binders, policics, certificates,
agreements, weaties, boods, or contragls or r¢insurance or rewocession authonized by
the Company to Original Reinsureds wnder the sume Reinsurance Form covering the
same liability, whéttier issued in onc Jaycr or more than ohe layer, and appeaning onR
Schedule A

() Reinsuronce Form means the type of liability reinsurance afforded by the
Company 10 its cedants and rewocedants. )

(1)} Net Retained Liability means, apd this Agreement shall only apply to, that
portion of any Onginal Reinsurance Contract covered by this Agrezment which the
Company rctains net for its own account, and in calculating Uldmate Net Loss only
Yoss or Josses in respect of that portion of any insurance or reinswrance which the
_4-
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Company yetains pet for jis own account shall be included. It is understood and
apreed that the amount of the Reinsurer’s hability under this Agrecment shall nos be
increased duc 1o the Company’s failurc to retrocede in accordance with 1s normal
practice, nor by veason of the ipability of the Company 10 collect from any other
reinsucer, whether specific or gencral, any amonots which may have been duc from
them, whether that inability anscs ‘from the insolvency of the other rcinsurer or
otherwise.

_ Arficle VII - EXCLUSIONS

This Agreement shall not apply lo any hiabikity excluded by the Original Reinsurance
Contracts. ' :

Article VIII - MANAGEMENT OF CLAIMS AND LOSSES

The Company shall investigate and setile ox defend all claims and losses. When requested by
the Reinsurer, the Company shall permit the Reinsurer, at the expense of the Reinsurer, to be
associated with the Company in-the defeusc or canel of any claim, loss, or legal procceding
which involves or is Jikely 10 involve the Reinsurer. All payments of claims or Josses by the
Coropany. within the terms and limits of jts policies which are within the Bmijts sct forth in
the applicable Agrecinent shall be binding on the Reinsurer, subject 10 the tams of this
Agreement.

Arficle IX - RECOVERIES

The Company shall pay 1o or ccdit the Reinsurer with 1he Reinsurer’s pordon of any

recovery obuained from salvage, subrogation, or other jnsurapce. Allocated Adjustment

Expensc for rccovenes shall be deducted from the amount recovered. However, if the

Allocated Adjusunem  Expense sponrred 5n obtoining rccoveries exceeds the amount

’ recovered, if any, the excess Allocated Adjusunent Expeusc shall be apportioned berween the
parties in proportion o the liability of coch party for the Joss before the recovery wes
obtamed.

The Reinsurer shall be subrogated 10 the rights of the Company 1o the exient of its loss pay-
ments to the Company. The Company sgrces 10 enforce 5ts rights of salvsge, subrogation,
and fis rights against insurers or to assign these rights 10 the Reinsurer.

Recoveries under this Agreement shall be distsbuted to the pardes in an ordey inverse 1o this
in which their liabilities acerued.

Article X -LOSS TRANSFER PA\_(MI':NT AND CONSIDERATION

The Company shall psy to the Reinsurer aloss transfer payment of US $250,000,000
within thirty business days after the execunon of this Agreement Ninery-cight
percent (98%6) of this suro shall be withheld and retained within an expericoce account
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(e “Experience Account”) by the Company from which the Company shall make
claim payments due from the Reinsurer hereunder.

Article XI - REPORTS AND REMITYANCES
(a) Clalms and Losses

Within 90 days of the end of each year the Company shal) render to the
Reinsurer an annnal status report of the Experience Account dunng the
preceding year showing:

Cyedit Items:

A) Credit balance forward from the previous stalement

B) Withheld premiums equal 10 98% of ransurance preminms due

C) Interest ‘on the positive balance within the account calculated at a rate

of 3% per year on the beginning belance brought forward from the
previous statement

Debit Jiems:

A) Ulemate Net Loss payments made by the Company during 1be year.

’ ' ®) Within 90 days of the end of each year the Compaby shall
‘ picpare axeport for the Reinsurer showing:

A) Outsunding resesves, jncluding Allocated Adjustment Expenses, at
the beginning of the year, plus

B) The sum of reserves, including Allocated Adjusiment Expenses,
sncreascd or established during the year, minus

C) Claims and Allocaicd Loss Adjustment Expenses paid during the
year, cquals

D) Oussianding reserves, including Allocated Adjusiment Expenscs, at
1he end of the ycar.

Upon receipt of this report the Reinswer shal) authaiize the Company
to draw payment from the cxpericnce account for the balance due in
_6—
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réspect of claims paid dunng the year. 1f the balance in the expencpce
account is insufficient 10 satisfy the obligation of the Reinsuret, then the
Reinswer shall poy 1he amount owed in cxcess of thc balance of the
expericnce account within 90 days afier receipt of the report.  All
balances shall be converted o Unitcd States Dallars at the exchange
rate used inthe Ramsurer’s books.

(t) Genern)

In nddition o the reporls required by (a) above, the Company shall fur-
nish such other information as may be requircd by the Reinsurer for the
completion of the Reinsurer’s quarterly and anoual statements and inter-
na) records.

All reports shall be yendered on forms or in formar acceptable fo the
Company 2nd the Reinsurer. ’

Articde XIT - ERRORS AND OMISSIONS

The Reinsurer shall pot he rebieved of Yiability because of an erroy or nccidental omission of
the Company in Yeporong any clabn or loss or any business reinsured under this Agreement,
provided that the errar or omission i3 recified promypily afler discovery. The Reinsurer shall
be obligated anly for the rcturn of the preminm paid for business reporied but not reinsured
nndey this Agrccment

Axticle XX - SPECIAL ACCEPTANCES

Busincss not within the lemns of this Agrecment may be submiued to the Reinsurer for
Y specinl accoptanee and, if accepted by 1he Reinsurer, shall be subject 10 gl of the tcrms of this
) Agreement except as modificd by the special acceptance.

Article XIV - RESERVES AND TAXES

The Reinsurer shal} maintain the required reserves as 10 the Reinsurer's portion of uncamcd
premium, if any, claims, Josses, and Allocaied Adjustment Expense.

The Company shall be lisble for all prcimium taxes on premium ceded 10 1he Reipsurer under
this. Agscement, 1f the Reinsurer is obligaied 10 pay any premium taxcs on this premium, the
Company shall reimbursc the Reinsurer; however, the Company sball not be rcquired to pay
taxcs twice on the samc prexminm.

Astide XV - OFFSET

The Campeny or the Reinsurer may offset any balance, whether on account of premium,
commission, claims or Josses, Adjpsbment Expepse, salvage, of otherwise, duc from one
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party to the other under this Agrcement or under any otber agreement heretofore or heseafter
cmcred into between the Company and the Reinsurcr. .

Article XV) - INSPECTION OF RECORDS; CONFIDENTIALITY

A) Inspectian of records’ Subject 10 pacagraph B, Confidentiality, the Company shall allow
the Reinsurer to mspect, at reasonable times, the records of the Company relevant to the
business reinsured mnder this Agreement, inclnding the Company’s files conceming claims,
Josses, or legal yroccedings whick involve or ae Jikely to involve the Remswer. The
inspection may only be conducted by representatives of the Reinsurer who execute a
confidentiality agreement in a form satisfactory 1o the Coppany.

B) Confidentislity The Reinsurer acknowledges that the Original Reinsurance Contracts
and ‘the Company’s yecords with xespect 10 those contracts copsatule valvable privileged,
commercial and confidenial informsuon not gencrally known pbout the operations or
clicntele of the Company ("Company confidentinl informstion"). Neither the Reinsurer nor
jts representatives shall, directly or indirectly, disclose, divalge or make available xmy
Company _confidential information whether scquired before or afler: the date of this
Agreement, inchuding but not Jumited 1o information 1clating 10 investment, finsncial,
accounting, oames and addresses of clients, camier relationships, insurance brokerfagent
rclationships, merchandising, markeling and selling practices, and the sevvices, functions,
Sysiems, computer progrars, procedures, or work products contemplaied by, or produced by
1he Reinsurer or its representanives pursaant 1o this Agreement ot which they are to use or
porform in cannection with the Apreement. As used in this Agreement, "Company

) conBdenvsl information” docs not include information which (a) is or becomes generally

J available to the public other than as a result of 2 disclosure by the Reinsvrer or jis

' representatives, (b) was available 10 the Reinsurcr on 2 non-confidential basis prior 1o its
disclosure by the Reinsurer or its representalives, or (S) becomes available 0 the Reinsurer
on a non-confidential basis from a person other than the Company or its representatives who
is pot othcrwise bound by 8 confidentiality ngreement with the Company or its
repxesehmxives, or is pot otherwise prohibited from transmitting the infonmation o the
Reinswer-

Axticle XVII - ARBITRATION

Al nresolved differences of opinion beween the Company and the Reinsurer relating to this
Agrecment, including its formation and validity, shall be submitted to arhitration consisung
of one arbitrator chosen by the Company, obe biirator chosen by the Reinsurer, snd 2 third
arbiwator chosen by the first Two arbitrators.

The paty demanding arbitration shal) communicote its demand for arbitration to e other
party by registered or cernfied mail, identifying the nonue of the dispute and the pame of s
-8—
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‘ arbitrator, ond the other party shall then be bound 1o name its arbitrator- within 30 days aflcr
o receipt of the demand. .

Failure or refusal of the other party 10 S0 hawme 5ts arbitratar shall empower the president of
the Insnrance Institte of Ireland to name the sccond arbitrator. I the first two arbigators ae
unable 1o agree upon a third arbimotor aficr the second arbitrstor Js named, each arbiwator
shall name three candidates, two of whom shall be declined by the other arbitrator, and the
choice shall be made between the two remaining candidaies by drawing lots. The arbyoators
shal) be impartial-and shall be active or retired officers of property or casualty insvrancc oF
TeInswrance COMpPINIEs. . ,

The arbitrators shall adopt their own rules and procedures and are relieved from judicial for-
malitics. In addition 10 considening the rules of equity and the customs and practces of the
international insurance and reinsurence business, the arbixrators shall make their award with a
view 1o effecting the intent of this Agrecrnent.

The arbitration shal) take place in London and English law shall apply 1o the conduct of the
arhigaton.

The decision of the majonty of the arbimators shall be in writing and shall be final and
binding upon the partics. ’

Each parry shall bear the cost of its own arbitrator and shall joimly and equally bear with the
other party the expense of the third arbitrator and other costs of the arbitration. In the cvent
both arbiunatars arc chosen by onc party, the fees of all arbiuators shall be equally divided
berween the parties.

The arbitration shall be held at the tixoes and places agreed upon by the arbimrators.
‘ Article XVII - INSOLVENCY OF THE COMPANY

Tn the event of the nsolvency of the Company, the reipsurance proceeds- will be paid 10 the
- Company or the liquidator, with reasonsble provision for verification, on the basis of the
claim allowed in the nsolvency procecding without dimipution by reason of the inability of
the Company 1o pay all or part of the claim, except a8 atherwise specified in the stantes of
any state having junsdiction of the insolveney proceedings or except where the Agrecment,
or othcr wrilien agteement, specifically provides another payee of such rcinsurance in the
event of inso}vency.

“The Reinsurer shall be given wnllen potice of the pendency of cach claim against 1he Com-
pany on the contract(s) reinsurcd bercunder within a scasonable tme after such claim is filed
in the insolvency proceedings. The Reinsurey shall have the xght 10 investigate- tach such
lairn and 1o ipterpose, al is own expense, in the procceding whexe such claim is o be
.adjudicated, any defenses which it may deem available to the Company or its liquidator. The
expense thus incurred by the Reinsurer shall be chargeable, subject 10 court approval, against
1be insolvent Company as part of the cxpense of liquidation to the extent of a proporbanaie
-9~
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share of the benefit which may accrue 10 the Company solely as a resuh of lhe defense
nadertaken by the Reinsurer.

Article XXX Canccllation
This Agreanent may be immediotely cancelled on written notice by either party if:

- A) The performance in whole or in part of this Agreement is prohibited or.rendercd
imposstble de jure or de facto, in particular, and withour prejudice 10 the generality of
the preceding words, in consequence of any law or regulation which is or shall be in
force in-any country or temitory, or if mny law or regulation shal) directly or indirccily
prevent the payment of any or all of the sums due 1o or from ¢ither patty;

B) The other party has become insolvent or umable to pay its debts or has lost the wholc
or any pan of its capital;

€) Thare is any materjal change in owpership or control of the other party;

D) The country or territory in which the other party resides or has its headquarters or 1s
incorporated is imvolved in armed hostilities with any other country, whether war 1S
declared or not, or is partly or wholly occupicd by another power; or

E) The othar party fails to comply with any of the tcyms and conditions of his

Agreement.

This Agreement may be cancelled by the ‘Company at any time on 90 days wiinien notiec 10
the Reinsurer. .

3 Writicai notices under this article shall be sent by Telex, facsimile or yegistered mai} and shall

be deemed received when scnt or, where communications between the parties arc imertupled,
upon {he anempt o send. All outsianding losses and other reserves, if any, for business
covered by this Agreement shall be commuted as of the datc of cancellation upon payment 1o
the Company of the amount equal to the tzedit balance of the Experience Account as of the
dae of cancellation. Payment and scccptance of that amount shall constitute a full and final
mual release of a)) Habilities of the parties under this Agrcement.
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' JN WITNESS WHEREOF, the partics hereto bave caused this Agreement 1o be exceuted in

i .duplicaie,
dis 70 dayof_ 1ismu 2001,

COLOGNE REINSURANCE COMPANY (DUBLIN) LIMITED

and this/ 2> __day of W X ,

{ON FIRE INSURANCE COMPANY OF BITT

NATIONAL U SBURGH

] :
) T

Aunest
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schedule A:  To Aggrogate Liabllity Adverse L.oss

Development Agreement of Reingurance

Schedule of underlying relnsurancs confracts

Contract Relnsurers | Country  of | Resarvea as at December 1307
Participation | Orlgin 2000- US $'s -for 100%
 S—
.
[_Cfr_\kéd A-T3585 | 50.0% USA 254,000,000
Conbocl B-T3607 | 50.0% Gemseny 653,243,000
Contradt C-13739 | 50.0% USA 69,323,000
£ Conuad D-13742_}50.0% Norway | 25,734,000
Contrad E-T3588 | 50.0% USA ’ 36,728,000
Contract F-T3760_| 42.2% Aususlia | 60416,000

~—

CONFIDENTIAL

Agreeinent Ho. RO00040/2000

AIG/GEN-RE-TRANS 00000012





