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AIG PROGRAMS

99 High Street

25th Floor

Boston, MA 02110



Risk Transfer Documentation Requirements
FROM:  William C. Harris 





Date: 06/18/2014
TO:
Division 66 Staff





EFFECTIVE:
Immediately
As discussed following the Underwriting Quality Review and subsequent Underwriting Calls, Global Specialty Risk has published a Safe Harbor Memorandum which is applicable for 2014.  Division 66 is recognized in this document.  

The complete Harbor document is here:  
[image: image3.emf]








Specifically, please make note of the following:

SAFE HARBOR POLICIES:
The Specialty Lines insurance products listed in Section II: Scope of Safe Harbor, and more specifically described in the Appendices of this memorandum, qualify for insurance accounting as a “Safe Harbor” with no further analysis or documentation required, because the terms on which such policies are issued either (i) do not include any terms that would trigger a ‘Yes’ answer to any of the questions listed in Appendix VII. Risk Transfer Worksheet, or (ii) where ‘Yes’ is answered to any question(s) listed in Appendix VII. Risk Transfer Worksheet, supporting documentation is provided by Product Line in Appendices I – VI explaining why these characteristics do not undermine the conclusions of sufficient Risk Transfer.

Contracts offered in which ‘Yes’ is answered to any question(s) listed in Appendix VII. Risk Transfer Worksheet and which are deemed to have insufficient Risk Transfer are not included within this memorandum of Safe Harbor, and may be specifically noted as Excluded below.

When you review the Section VI/Package, and items listed in Section VII, you will see that for AIG Programs, any line of coverage being written on a first dollar, guaranteed cost basis qualifies for this Safe Harbor, with three exceptions:  

a) If Property premium relative to limits exceeds 70% 

b) If short tail (guaranteed cost) casualty lines premium relative to aggregate limits* exceeds 40%
c) If long tail casualty lines premium relative to limits exceeds 60%
*Note – this is consistent with the direction provided on the Casualty website.  
If any of the above exceptions apply, the line of coverage does not fall within this Safe Harbor and requires the completion of the attached worksheet (attached below).   Completion is self explanatory:  fill in the information at the top, highlight the correct answer to all YES/NO questions, print/sign and date.   In most if not all cases, the answer will be ‘NO’, but where the answer is yes, provide a brief explanation.    

Once completed, please forward to the AIG Program CUO for signature.  The final, approved document must be retained in the referral tracker, with a copy sent to the PA for retention in underwriting file.  


[image: image2.emf]Risk Transfer Safe  Harbor Worksheet 3 2012  6-18-2014.doc


All questions and comments are to be directed to the AIG Programs CUO.
The information and other material contained herein is proprietary to AIG Programs and intended for internal use only.  Unauthorized disclosure, dissemination, copying or other use of this information and material without the express written permission of AIG Programs is strictly prohibited.  

Division Control Number:  AIG PGMS INTERNAL BULLETIN (2014 #6)
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1 Global Specialty Lines Safe Harbor Memorandum 


 


Global Specialty Risk Transfer Safe Harbor Memorandum 
2014 


 


To: Commercial Lines Underwriting Office 
 Commercial Lines Finance Office 


 
 
The following memorandum requests “Safe Harbor” approval for the policies underwritten by 
Global Specialty and described herein, pursuant to the risk assessment and documentation 
requirements of the AIG Risk Transfer Safe Harbors Policy issued by the AIG Global 
Commercial Underwriting Committee. 
 
SAFE HARBOR POLICIES: 
 
The Specialty Lines insurance products listed in Section II: Scope of Safe Harbor, and more 
specifically described in the Appendices of this memorandum, qualify for insurance accounting 
as a “Safe Harbor” with no further analysis or documentation required, because the terms on 
which such policies are issued either (i) do not include any terms that would trigger a ‘Yes’ 
answer to any of the questions listed in Appendix VII. Risk Transfer Worksheet, or (ii) where 
‘Yes’ is answered to any question(s) listed in Appendix VII. Risk Transfer Worksheet, supporting 
documentation is provided by Product Line in Appendices I – VI explaining why these 
characteristics do not undermine the conclusions of sufficient Risk Transfer. 
 
Contracts offered in which ‘Yes’ is answered to any question(s) listed in Appendix VII. Risk 
Transfer Worksheet and which are deemed to have insufficient Risk Transfer are not included 
within this memorandum of Safe Harbor, and may be specifically noted as Excluded below. 
 
SAFE HARBOR CONCLUSIONS: 
 
For the purposes of this memorandum, “Self Evident” and “Reasonably Self-Evident” mean:  


 
• Self-Evident: Contracts exempt from risk transfer testing as there are clearly no risk 


mitigating features in the contract.  
 


• Reasonably Self-Evident: Contracts for which risk transfer is considered clear based on 
the class, terms, and/or individual characteristics of the contract(s). 


 
This Safe Harbor memorandum applies to all Aerospace, Environmental, Marine, Political Risk, 
Trade Credit and Package policies which are issued in accordance with filed and approved 
rating plans where required. For the standard product groups defined in Appendices I – VI, the 
risk transfer is deemed to be Self-Evident or Reasonably Self-Evident in the absence of any of 
the risk mitigation factors as outlined in Appendix VII, or otherwise noted in Appendices I – VI, 
and therefore qualify for insurance accounting as a “Safe Harbor” with no further approval, 
review or additional documentation required in the underwriting file. 
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EXCLUSION:  
 
This Safe Harbor memorandum excludes any fronted policy arrangements, including coverage 
bound in conjunction with AIG’s global captive program. In all such cases a Risk Transfer 
Worksheet will be completed. 


 







AIG 
Section I - Sign offs 


Applicant signature: 


By my signature below I hereby certify that: i) I have read and understand the Risk Transfer Policy; and ii) I 
believe that all contracts in the scope of this proposed safe harbor would be determined to qualify for risk 
transfer treatment if they were to be assessed individually. 


Global Environmental Chief Underwriting 
Officer: 


Global Marine Chief Underwriting Officer: 


Date: 


Signature: -f---f-J,.<.~~~-=-------


Date: 3 
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Global Package Chief Underwriting Officer: 
/1") .f / ;/>-· .·1 / /:'"":' ' / Print Name: r,j e,./11\(/ rrt:·/fAt;..._:· ( _ _ 


-~ .>.:/ 
Signature: >.f/~-v-'~ 
Date: C .. ·/ :2 7 '--:?:__.__ () 2e /~: 


Global Trade Credit Chief Underwriting Officer: 


Print Name: F ~r ~ ~~ Jl ~"-(,. ~ 
Signature: ~b{£' , L =; ?? 


Date: ~ ( 1- ~ J f ~ 


Seniorwmost financial executive in the Global Profit 


Center: 


Global Specialty Chief Underwriting Officer: 


Print Name:~.S. l .· · no··· r. elli > > > . . . • • • i 


S1gnature: ~gfi.,6i!le, ... {{ t 
Date: 3 March 2014 
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Section II – Scope of Safe Harbor 
 
 


All of the policies or contracts (whether direct or assumed, or ceded facultative reinsurance) described under 
items 1 – 6 below shall be Safe Harbor Policies under the Specialty Safe Harbor. Where ‘Yes’ is answered for 
any of the questions in Appendix VII, supporting documentation is provided by Product Line, in appendices I – VI 
explaining why these characteristics do not undermine the conclusions of sufficient Risk Transfer. Surety is 
exempted in the AIG Risk Transfer Policy. 
 


 
1. Aerospace (Appendix I) 


 
a. Aircraft Hull, Liability, War and Hull Deductible Coverage for Airlines 
b. Aircraft Hull, Liability, War and Gust Voluntary Settlement Products for General Aviation  
c. Aircraft Hull, Liability, Guest Voluntary Settlement and Chemical Liability Products for Light Aircraft 
d. Liability, Premises, Products and Incidental Coverage Product Group for Airports 
e. Liability Coverage for Products& Service Providers 
f. Hull and Liability Coverage for Space 
g. Hull and Liability Terrorism Coverage 
h. Workers Compensation 


 
 


2. Environmental (Appendix II) 
 


a. Pollution Legal Liability Product Group 
b. Contractors/Consultants Product Group 
c. Environmental Protection Policy (EPP) / Clean-Up Cost Cap (CCC) (All EPP programs are 


excluded from the blanket Safe Harbor) 
d. Environmental Casualty Product Group 


 
 


3. Marine (Appendix III) 
 


a. Cargo, Hull and Liability 
b. Recreational Marine 
c. Inland Marine and Related Property 


 
 


4. Political Risk (Appendix IV) 
 


a. Comprehensive Risk Cover for senior loans to Project Finance and Infrastructure Borrowers 
b. Credit Risk 
c. Currency Inconvertibility and/or Transfer Risk (CI/NT) 
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d. Confiscation, Expropriation and Nationalization (CEN) – Equity or Mobile Assets 
e. Confiscation, Expropriation and Nationalization (CEN) – Lenders 
f. Political Violence (“PV”) 
g. Wrongful Calling (“WCG”) 


 
 


5. Trade Credit (Appendix V) 
 


a. Domestic and Export Credit Insurance 
b. Passport for Trade Credit Multinational Programs 
c. Top Accounts or Single Buyer Coverage 
d. Bank and Financial Institutions Products 


 
 


6. Package (Appendix VI) 
 


a. AIG Programs – Lexington Division 66  
b. All other Package products 
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Appendix I: Aerospace 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
Customers typically purchase coverages for regulatory reasons and to protect themselves from financial 
loss against a catastrophic event. Customers typically purchase Workers’ Compensation for regulatory 
and compliance reasons. 
 


iii. Product & Product Offering 
 
Aerospace provides coverage for the following classes of business in all areas of the aerospace 
insurance industry: 
 
Airlines 
 
Aerospace provides aircraft hull, liability, war and hull deductible coverage for airlines, regional carriers, 
leasing companies and proven jets. Policies for this class of business provide a broad range of coverage 
including, but not limited to hull, liability, war, premises, products, completed operations, contractual, 
hangar keeper’s, spares, cargo, baggage, personal injury and other incidental aviation related coverages 
 
General Aviation 
 
Aerospace provides aircraft hull, liability, war and guest voluntary settlement for general aviation 
operators. Policies for this class of business may provide a broad range of coverage including, but not 
limited to hull, liability, war, premises, products, completed operations, contractual, hangar keeper’s, 
spares, cargo, baggage, guest voluntary settlement, personal injury and other incidental aviation related 
coverages.  
 
Light Aircraft 


 
Aerospace provides aircraft hull, liability, guest voluntary settlement and chemical liability. Portions of this 
class of business are automatically rated and issued through the eLAD/ILS systems.  
 
Airports 


 
Aerospace provides airport coverage for all types of airports, from private strips with little annual 
movements to large commercial airports. Policies for this class of business provide a broad range of 
coverage including, but not limited to airport liability, air traffic control liability, control tower liability, 
premises, products, completed operations, hangar keeper’s, personal injury and other airport activities 
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and incidental aviation related coverage. 
 
Products & Service Providers 
 
Aerospace writes aviation products liability policies which provide coverage for legal liability claims for 
bodily injury, property damage and grounding liability arising out of an insured’s products and completed 
operations risks. We also provide liability coverage for aviation ground service providers that undertake a 
wide range of ground support activities to aircraft operators including but not limited to baggage handling, 
passenger assistance, security screening, airline catering services, pushback, de-icing and maintenance 
of aircraft.  


 
Space 
 
Aerospace provides hull coverage to satellites during the pre-launch phase, the launch phase and while 
the satellite is in orbit. We may also provide Liability Coverages.  
 
Terrorism  
 
Aerospace provides hull and liability terrorism coverage to airlines, general aviation, light aircraft, airports, 
products and service providers. 
 
Workers’ Compensation 
 
This Safe Harbor applies to all statutory Workers Compensation policies which are issued in accordance 
with filed and approved rating plans (Guaranteed Cost, Large Deductible - with deductibles of $1,000,000 
or less, and Retrospectively Rated - with loss limitations of $1,000,000 or less). 
 


iv. Identification of Risk Transfer Characteristics 
 
All products (excluding Workers’ Compensation) 


 
Experience Accounts – Some accounts may contain a provision for increased premium payments if the 
loss ratio reaches a specified threshold. In all such instances the final premium to limits ratio will meet the 
appropriate risk transfer criteria.  


 
Profit Sharing – Some policies can offer a no claims bonus to the client. This would result in a return 
premium due to the insured at the conclusion of the policy period if they have maintained a loss free 
status for the years. Some policies can also offer profit sharing agreements based on the insured’s loss 
experience; however, these profit sharing agreements shall not return premium in excess of 25% of 80% 
of the earned premium less incurred claims. In all such instances, the final premium to limits ratio will 
meet the appropriate risk transfer criteria. 


 
Multi-Year Policies or Agreements – Aerospace offers multi-year policies; however they require an 
annual rate and coverage review. Multi-year policies insure the same catastrophic risk potential as our 
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one year agreements with premium to limits ratios which meet the appropriate risk transfer criteria.  
 
Workers’ Compensation 
 
Experience Accounts – Incorporated into the retrospective rating plan 
 
Profit Sharing – Incorporated into the retrospective rating plan 
 
Funds Held Provisions – Aerospace holds cash security for retrospectively rated and deductible policies 
to insure premium payment and deductible reimbursement. We also will accept letters of credit to insure 
these payments. There are no provisions to provide excess interest. 
 
Premium Adjustment Features – All premium adjustment features are incorporated into the policy by 
endorsement at inception. All policies are subject to premium adjustment at audit, and the final premium 
will meet the appropriate risk transfer criteria. 
 
Deferred Premium or Claims Payments – Aerospace occasionally defers some amount of premium on 
retrospectively rated accounts. If the amount is considerable we secure a letter of credit to guarantee 
payment. 
 
Commutation Provisions – Large deductible policies contain a provision permitting mutual consent 
commutation for open claims. Aerospace has no policies which allow the insured to unilaterally commute 
losses. 
 
Insured risks that are fronted or ceded to an insured’s captive – These policies are excluded from 
the blanket Safe Harbor. 
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Appendix II: Environmental 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
In general, insureds purchase environmental insurance to protect themselves from pollution condition that 
may result in financial loss due to third party liabilities arising from the: (1) operation and maintenance of 
fixed facilities, (2) provision of contracting and/or consulting services, (3) management of waste streams 
and hazardous materials and (4) the transportation of manufactured goods, products and raw materials. 
In addition, insureds may purchase environmental insurance to comply with financial assurance 
requirements mandated by state and/or federal regulations and legislation. Fixed facility operators may 
also purchase environmental insurance to cover costs associated with first party on-site cleanup and 
remediation of pollution conditions. 
 


iii. Product & Product Offering 
 
Pollution Products 
 
Site Specific Pollution Legal Liability (PLL Product Group) 


 
This product group includes PLL Select, PLL Real Estate, Commercial PLL, EnviroPro, Storage Tank 
Liability (Tankguard), and Supplemental Environmental Auto Liability (SEAL). 


 
The PLL product is designed to provide environmental insurance coverage to site owners or operators. 
Coverage can include on-site first party clean-up coverage, on and off-site third party clean-up, bodily 
injury or property damage liability, transportation pollution, non-owned locations and/or disposal site 
liability, and business interruption coverage, due to pollution conditions. Policies can be structured to 
cover new and pre-existing pollution conditions, with policy periods of up to 10 years. Coverage is offered 
on a claims made basis only (with the exception of SEAL which is an occurrence based policy). 


 
Each of these products has a Company developed and approved rating model which must be utilized to 
develop appropriate premiums for each account. Use of any other rating methodology is a Home Office 
referral. 


  
Service Providers - Contractors / Consultants 


 
The following products are considered part of the Service Provider group: Contractor Operations & 
Professional Services (COPS) policy, Contractor Pollution Liability (CPL or CPO), Contractor Professional 
and Pollution Liability (CP2) and Environmental Infrastructure Solutions (EIS). 
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Environmental insurance for service providers protects insured’s against environmental losses arising out 
of the performance of operational or professional services performed for a third party. The operational 
coverage can be purchased on either a claims made or occurrence based form. The professional 
coverage is always claims made coverage and can include coverage for non-environmental breaches of 
professional services. Both practice policies and project specific policies are offered. Typical policy 
periods for practice policies are one to three years. Project policies may have policy periods greater than 
10 years inclusive of extended reporting period or completed operation. 


 
Each of these products has Company developed and approved rating models which must be utilized to 
develop appropriate premiums for each account. Use of any other rating methodology is a Home Office 
referral. 
 
Environmental Protection Policy (EPP) / Clean-Up Cost Cap (CCC) (US/Canada only),  
Environmental does not write any new business for this product line, however there may be transactions 
processed for in force business 


 
This product is designed to address the risk and uncertainty associated with an environmental 
remediation project covering cost overruns when such projects exceed the projected cost of a site clean-
up. Policy periods of 10 years and greater are available, and coverage is offered on a ‘costs incurred’ 
basis during the policy period. This product may be combined with Pollution Legal Liability coverage 
insuring agreements in order to provide broader ‘site-wide’ coverage. 


 
This product has a Company developed and approved rating model which must be utilized to develop 
appropriate premiums for each account. Home Office referral to the Product Line Manager for approval is 
required on all accounts prior to any midterm modification.  


 
US & Canada Corporate Casualty Product 


 
Environmental Casualty Product Group (US/Canada Only)  


 
For specified target classes of businesses, such as environmental contractors, waste treatment facilities 
and chemical processing and storage, Environmental offers combined general liability (GL) and pollution 
coverage. Standard GL coverages are blended with environmental coverage insuring agreements similar 
to those outlined in the two groupings listed above in order to achieve a ‘package’ program for either site 
specific based risks under an EAGLE policy for fixed facilities, or for service providers using the ProPac 
policy.  


 
Commercial Auto and Excess coverages are also underwritten as part of these programs and are 
available when the above mentioned products are purchased. 


 
Each of these products has Company developed and approved rating models which must be utilized to 
develop appropriate premiums for each account. Use of any other rating methodology is a Home Office 
referral. 
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iv. Identification of Risk Transfer Characteristics 
 
Multi-year Policies or Agreements – Environmental routinely writes multi-year policies however there 
are no provisions for interim adjustment of premium or any other provision that would mitigate the risk. 
These policies are exposed for full limits of liability throughout the policy term. 
 
High Premium-to-Limits Ratio – In certain circumstances Primary Casualty Eagle accounts may have 
premiums that approach or exceed 40% of the Aggregate limit stated on the policy declaration. These 
accounts continue to have sufficient risk transfer since they provide coverage for defense outside of the 
limits of liability and the limit of liability stated on the declarations applies on a per location or covered 
operation basis. Therefore an insured with multiple locations or operations at multiple locations could be 
paid losses in excess of the amount designated on the policy declaration.  
 
Insured risks ceded to an insured’s captive or written on a fronted basis – These policies are 
excluded from the blanket Safe Harbor. All EPP programs are excluded from the blanket Safe Harbor. 
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Appendix III: Marine 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
Clients buy marine and inland marine insurance principally to: 
• Transfer risk to another entity to protect their balance sheet 
• Satisfy banking requirement 
• Satisfy terms of sales, thus enabling global commerce 


 
iii. Product & Product Offering 


 
Marine Products include Comprehensive risk cover for: 
 
• Physical loss of or damage to marine and inland marine property, including but not necessarily limited 


to: 
o Cargo in the due course of transit, in temporary storage and/or loss of earnings due to said 


loss or damage 
o Marine vessels and related articles or equipment 
o Property floaters, construction and installation risks, installment sales and leased property, 


EDP equipment 
o Other real or personal property related to other marine risks 


 
• Liability risks associated with, but not necessarily limited to: 


o Marine vessels and related equipment 
o Maritime operations such as ship construction and repair yards, marinas, port operations, 


marine terminals, marine construction 
o Carrier’s and/or logistic company liability to cargo 
o Care, custody and control / bailee’s liability 


 
iv. Identification of Risk Transfer Characteristics 


 
Experience Accounts – Some Global Marine accounts contain profit sharing endorsements that are 
embedded within the contract / policy of insurance. All the factors used to determine final premium are 
incorporated into the policy at inception. The maximum premium is utilized to determine if the Risk 
Transfer criteria has been met. 
 
Profit Sharing – There are rare instances where Global Marine has the ability to increase premium 
retrospectively. There are a few multi-year policies (3 year term maximum) where the ability exists to 
collect additional premium based on the loss experience. The formula is imbedded in the contract at 
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inception, and the final premium to limits ratio meets the appropriate Risk Transfer criteria. 
 
Premium Adjustment Features – See Experience Accounts and Profit Sharing descriptions above. 
 
Deferred premium or claim payments – In many global markets it is custom and practice for cargo 
policies to be written on a reporter basis, meaning that shipments are reported and premium paid after 
the shipment / exposure has taken place. 
 
Multi-Year Policies or Agreements – All policy limits apply on an any one loss and/or any one 
occurrence basis. 
 
Insured risks that are fronted or ceded to an insured’s captive – These policies are excluded from 
the blanket Safe Harbor. 
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Appendix IV: Political Risk 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
Corporate clients buy insurance to transfer political risk to another entity in return for a premium. The 
insurance is used for risk management or to facilitate financing.  


 
Financial Institution clients buy insurance to transfer the contractual and credit risks of non-payment or 
non-performance to a third party for risk management purposes; to obtain partial capital relief, facilitate 
the syndication of risk to other financial institutions and to reduce internal “country exposure”. 


 
iii. Product & Product Offering 


 
All Political Risk “products” are a combination of different risk building blocks. These building blocks are 
broken down into Credit Risks (Credit Risk, CI/NT and Project Risk) and Insurance Risks (Confiscation, 
WCG and PV). 


 
Credit Risk 


 
Comprehensive Risk Cover for senior loans to Project Finance and Infrastructure Borrowers 


 
The policy covers failure of a project finance or infrastructure borrower to repay a senior lender on due 
date subject to the policy exclusions, warranties and other terms and conditions. Political Risk covers 
commercial risk and the scope of coverage is similar to a trade credit insurance policy.  


 
The senior debt is normally limited recourse and is raised by an enterprise operating in a focused line of 
business in accordance with contractual agreements. Principal and interest payments are made solely 
from cash flows generated by the enterprise. Projects are usually undertaken by special purpose vehicles 
(“SPVs”) that can only engage in the business of the project – the scope and duration of which is defined 
in the contractual arrangements entered into by the SPV. Projects are usually structured with recourse to 
the SPV’s assets (including economic rights in relation to contracts entered into by the SPV). There may 
be limited recourse to the sponsors or to other providers of performance support (e.g. completion risk) in 
the event of the failure of the project.  


 
Project finance is often used to fund the development of energy and other natural resource assets. 
Infrastructure assets are associated with the provision of public services. Generally, infrastructure is 
defined as strategically important, capital intensive assets such as utilities, telecoms, road, rail, ports, 
water, electricity distribution and transmission with inelastic demand for outputs or services often 
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underpinned by government granted monopoly assets or concessions which support predictable and long 
term revenues. 
 
Credit Risk 


 
Credit Risk (for the purposes of the Political Risk Profit Center) is the risk of a Claim on a Political Risk 
policy arising from an Obligor/Guarantor which is either unable or unwilling to meet its payment or 
performance obligation to a policyholder in full and on a timely basis when it becomes due. The inability 
or unwillingness to honor its obligation may manifest itself as a payment default on a debt obligation, 
failure/refusal to honor an arbitration award, failure/refusal to honor a guaranty (payment or performance), 
default arising from a voluntary or involuntary debt restructuring, distressed debt exchange or some other 
form of debt concession.  
 
Obligors eligible for credit risk insurance under PR policies are limited to government (federal, state or 
local) owned or controlled entities, government departments, government agencies, government 
ministries, corporate or financial institutions owned or controlled (ultimately) by a government, local or 
municipal governments, government controlled multi-lateral institutions, government owned or controlled 
SPV’s or SPC’s and the like. Effective control of the obligor at the inception date of insurance coverage 
determines eligibility regardless of any subsequent change in ownership or control. 


 
Currency Inconvertibility and/or Transfer Risk (CI/NT) 


 
Currency Inconvertibility and/or Transfer Risk is the inability of a company to lawfully obtain foreign 
currency in a legal domestic market at a rate of exchange authorized by the foreign exchange authority 
for the insured transaction and/or the inability to legally transfer “hard” i.e. “convertible” currency outside 
the country. 


 
Insurance risk  


 
Confiscation, Expropriation and Nationalization (CEN) – Equity or Mobile Assets 


 
CEN is an act or series of acts by a government that: effectively and permanently deprives an insured of 
all or part of its ownership interest; prevents or restricts the operation of a company causing the total 
cessation of operations; deprives the insured of real property; prevents the export of real property or 
deprives the insured of the effective control of funds which constitute dividends or profits or proceeds 
from the sale of the insured investment. Generally but not always, there is a policy requirement that the 
acts are violations of international law and continue for the duration of a waiting period (or are 
“permanent”). 


 
Confiscation, Expropriation and Nationalization (CEN) – Lenders 


 
Expropriatory Act means an act or series of acts taken by the government of the borrowers country that: 
legally prohibits the Insured from receiving a scheduled payment from the borrower; or permanently 
deprives the borrower of its ability to control or dispose of all or part of its real property, or conduct its 
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operations; or expressly deprives the Insured of its fundamental rights as a creditor, including rights 
against collateral security and/or commercial guaranties of repayment, in respect of a scheduled payment 
that is otherwise in default for commercial reasons; or effectively deprives the insured or the borrower of 
the use and control of funds that constitute a scheduled payment held by the insured (or by the borrower 
for the account of the Insured), creates a requirement that in exchange for such funds the insured accept, 
or the borrower make or purchase, a deposit, investment, instrument or other right as payment pursuant 
to the loan agreement, so that such funds are not convertible and freely transferable to make such 
scheduled payment; provided that: such acts are violations of international law (without regard to the 
availability of local remedies) or material breaches of the applicable law of the host country; and such acts 
continue for an uninterrupted period longer than the applicable waiting period determines eligibility 
regardless of any subsequent change in ownership or control. 


 
Political Violence (“PV”)  


 
Political Violence for an equity or mobile assets policy is physical damage resulting from War, Civil War, 
Terrorism, Strikes, Riots and/or Civil Commotion. In a lenders policy it refers to a borrower’s inability to 
make an insured payment due to physical damage to the borrowers operations resulting from War, Civil 
War, Terrorism, Strikes, Riots and/or Civil Commotion.  
 
Wrongful Calling (“WCG”) 


 
Wrongful calling of on-demand bid, performance or advance payment guarantees/bonds issued to public 
buyers and private buyers. 


  
Political Risk provides different types of customized (“manuscript”) political risk coverage using these 
building blocks. Most policies are multi-peril, non-cancellable and relatively long term. (Individual policies 
may be issued on a non-cancellable basis for termsof up to 15 years.) 
 


iv. Identification of Risk Transfer Characteristics 
 
Profit Sharing – Premium cost may vary plus or minus 10% depending on payment experience but 
premiums rarely exceed 2% – 3% of the limit. 
 
Premium Adjustment Features – Some policies may contain a policy limit reinstatement provision 
where the insured can buy aggregate liability for a pre-agreed pro-rata temporis percentage of the original 
rate in the event of a loss which partially or wholly exhausts the policy aggregate. 
 
Multi-year Policies or Agreements – Multi-year non-cancellable policies. 
 
Dual trigger provisions – Might have dual or multi-trigger loss provisions which require a series of 
events to trigger a loss. Our events are closely correlated and transaction specific e.g. Currency 
inconvertibility cover requires an inability to legally purchase and transfer currency and sufficient local 
currency to cover the purchase at an appropriate exchange rate.  
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Blended coverages – Multi-period (blended) policies are transaction specific (e.g. a blended policy will 
cover non-payment due to expropriation, war, embargo, currency inconvertibility etc). 
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Appendix V: Trade Credit 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
Corporate clients buy insurance to transfer credit risk to another entity in return for a premium. The 
insurance is used for risk management or to facilitate financing.  


 
Financial Institution clients buy insurance to transfer the contractual and credit risks of non-payment or 
non-performance to a third party for risk management purposes; to obtain partial capital relief, facilitate 
the syndication of risk to other financial institutions and to reduce internal “country exposure”. 


 
iii. Product & Product Offering 


 
Trade Credit provides protection for clients against accounts receivable losses. Companies that sell 
goods or services on credit terms are highly exposed to the risk of non-payment due to customer 
insolvency, protracted default and political risks that prevent the buyer from fulfilling its payment 
obligations. 
 
All Trade Credit Risk “products” are a combination of whole turnover or selected risks programs. These 
building blocks are broken down into Excess of Loss, Named Account, Single Buyer or Bank programs. 
Export programs can include Transfer Risk. 


 
 Domestic and Export Credit Insurance  


 
Domestic, foreign or global accounts receivable protection is provided for any loss arising from buyer 
payment default due to insolvency, protracted default or the failure of the exchange authority in the 
buyer’s country to transfer foreign currency. 


 
Passport for Trade Credit Multinational Programs 


 
Global accounts receivable insurance with local policy issuance for foreign subsidiaries wrapped by a 
Controlled Master Program (CMP) provides integrated coverage for insolvency, protracted default and 
currency transfer risk on your global accounts receivable asset. 


 
 Excess of Loss Coverage 


 
Domestic, foreign or global accounts receivable protection is provided for any loss arising from buyer 
payment default due to insolvency, protracted default or the failure of the exchange authority in the 
buyer’s country to transfer foreign currency. 
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Top Accounts or Single Buyer Coverage 


 
Accounts receivable coverage for an insured’s top/key customer(s) domestically or globally, whether for 
the company as a whole or for a subsidiary/division, can be provided.  
 
Bank and Financial Institutions Products 


 
A full menu of trade credit insurance options is available for financial institutions engaged in the non-
recourse financing of domestic and/or foreign trade receivables. 
 
Customers are broadly separated into two segments: 
 
Corporate – multinationals, domestic, exporters, importers, suppliers, trading companies, owner-operators 
of manufacturing, service, distribution, supply, and other large to medium sized companies operating or 
owning assets or entering into contracts across borders. 


 
Financial Institutions – Banks, trading companies, private equity, asset management companies, 
partnerships, investment banks and other similar companies selling, special purpose companies, buying 
or operating internationally or domestically. 
 


iv. Identification of Risk Transfer Characteristics 
 
Experience Accounts – For certain risks with multiple subsidiaries, the applicable deductible may be 
allocated amongst and funded by the participating subsidiaries. The monies funded by such subsidiaries 
are used to pay any claims that are subject to the deductible. Such funding does not result in any 
adjustment to the premium charged. Any unused deductible money is refunded to the Insured or carried 
into the next policy premium. 


 
Profit Sharing – No Claims Bonus regularly used for amounts equal to 5-20% of annual premium. 
Premium will rarely exceed 5% of policy limit. 


 
Non-Standard Cancellation – Some policies allow for cancellation after payment of a claim pursuant to 
market practice. Risk transfer claim must be paid in order for cancellations provision to be triggered. 


 
Premium Adjustment – Very rarely used instead of a SIR. Adjustment premium is capped at a level not 
to exceed 10-20% of policy limit and the adjustment premium is included in the premium to limits ratio in 
assessing risk transfer.  


 
Adjustable (or Floating) Limits – Deductibles are sometimes adjusted based on insured volume, i.e. the 
deductible may increase if the policyholder’s exposure base grows unexpectedly. 


 
Multi-Year Policies or Agreements – Policies with terms of up to three years are issued. Premium rates 
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are normally fixed over the life of the policy.There are no provisions for interim adjustments of premium or 
any other premium that would mitigate risk transfer. 


 
Dual Trigger – Some policies only respond in the event both an obligor and a guarantor default. 
Existence of a dial trigger is normally reflected in the premium rate. 


 
Collateral – Funded deductible policies are sometimes issued in conjunction with AIG Risk Management. 
Collateralized funding only applies to the deductible layer, which rarely exceed 10% of the policy limit. 


 
Non Risk Transfer Primary Purpose – Policyholder may purchase policy at the request of lenders. 
Lenders would not request coverage be in place unless they perceive a risk of loss. 


 
Insured risks that are fronted or ceded to an insured’s captive – These policies are excluded from 
the blanket Safe Harbor. 
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Appendix VI: Package 
 


i. Customer Profile 
 
See below 
 


ii. Economic Intent of Purchasers 
 
SME (Small/Mid-Sized Enterprise) or Package corporate clients buy insurance to protect themselves 
against the risk of significant financial hardship from catastrophic and unforeseen losses through specific 
coverage afforded in the policies.  
 
Because of the significantly high amount of risk, SME policy holders do not have the ability or willingness 
to self-insure their exposures, hence the need to transfer risk to another party. The vehicle to accomplish 
this is the purchase of an insurance policy which transfers the risk of loss from them to someone else. 


 
iii. Product & Product Offering 


 
Package and Programs – Lexington Division 66 (US and Canada) 


 
AIG Programs – Lexington Division 66 partners with distinguished Program Administrators to provide 
customized property and casualty products for industry-specific programs, throughout the U.S. and 
Canada, on both a regional and national basis. The contracted Program Administrators have underwriting 
expertise, industry knowledge and infrastructure to produce business in accord with underwriting 
guidelines and in accordance with the AIG Program Administrator Operations Manual. The major lines of 
business are property, inland marine, ocean marine, commercial package, crime, automobile liability, 
automobile physical damage, umbrella, and professional liability. Most programs have two of more lines 
of business. Programs are developed by major industry segments. These industry segments include: 
Agri-Business, Contracting, Leisure Sports, Marine, Miscellaneous Professional, Healthcare, Real Estate, 
Recreational, Service, Social Services, Manufacturing, Transportation and Wholesale-Retail. 
 
AIG Programs – Lexington Division 66 writes business for “Small/Mid-Sized Enterprise” (SME) customers 
in North America. The Division underwrites first party property, third party liability, automobile and 
professional liability for personal lines and commercial insureds. Premiums are promulgated based upon 
a rate times exposure/value. 
 
In summary, AIG Programs – Lexington Division 66 provides first dollar coverage for casualty lines and 
low deductibles on property business written on a guaranteed cost basis. 
 
Package 
 
The Package profit center focuses on multi-line solutions for small businesses with an annual turnover or 
an insurable asset value of Euro/USD 10MM or less. Most policies offer two or more lines of business.  
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Targeted clients include Shops, Stores, Kiosks and Retail Outlets, Professional and Financial 
Offices/Bureaus, Surgeries, small Health Centers, Cafes, Restaurants and Hotels, Venues, Museums, 
Galleries, Education (kindergartens, small schools and small tertiary institutions), Contractors, 
Technology, Media and Entertainment and Condominiums. Policies typically provide a combination of 
property, business interruption and liability insurance, and depending upon the class of business and 
country in which Package is sold, can include“All risks” property damage, Fire, Business Interruption, 
Employer’s Liability, Public & Products Liability, Employee Dishonesty, Burglary, Electronic Equipment, 
Machinery Breakdown, Plate Glass, Loss of Money/Securities, Fidelity, Inland Transit, Group Personal 
Accident and Directors and Officers coverage on a guaranteed cost basis. 
 


iv. Identification of Risk Transfer Characteristics 
 
Multi-year policies or agreements – Package products are predominantly offered with a one year term. 
AIG Programs – Lexington Division 66 offers builders’ risk policies for an eighteen (18) month term where 
the time to complete the construction goes beyond twelve (12) months. 
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Appendix VII: Risk Transfer Worksheet 
 


A. (Yes/No) High Premium-to-Limits Ratio: An aggregate loss limit or caps on loss limits where the premium 
relative to the limits exposed is greater than the following per line of coverage: Property Coverages (70%), 
Short Tail Casualty Lines (60%), and Long Tail Casualty Lines (40%). These thresholds may indicate that 
the premium may begin to approximate the present value of the limit. 
 


B. (Yes/No) Experience accounts: These arrangements allow the insured to share in the favorable 
experience of the underlying contracts by reference to an “experience account” that typically tracks 
premiums, less losses incurred (i.e. paid plus any outstanding reserve), less applicable expenses plus 
interest. Experience provisions also can require the insured to share in unfavorable experience by 
requiring additional payments to the insurer in the event that the experience account is negative. 
Experience accounts can be referred to under different terms, such as experience balances or profit 
sharing accounts. 
 


C. (Yes/No) Profit and loss sharing provisions, including no-claims bonuses: These features, often referred 
to as Loss Sensitive Programs, adjust cash flows between the insured and the insurer based on loss 
experience (for example, increasing payments from the insured as losses increase and decreasing 
payments as losses decrease, possibly subject to maximum and minimum limits). 


 
D. (Yes/No) Non-standard cancellation provisions: These provisions can be structured to reduce the risk to the 


insurer, for example, by allowing, under certain circumstances, the insurer to terminate the policy without 
paying all of the losses that would otherwise be covered under the policy. 


 
E. (Yes/No) High Premium-to-Limits Ratio: An aggregate loss limit or caps on loss limits where the premium 


relative to the limits exposed is greater than the following per line of coverage: Property Coverages (70%), 
Short Tail Casualty Lines (60%), and Long Tail Casualty Lines (40%). These thresholds may indicate that 
the premium may begin to approximate the present value of the limit. 


 
F. (Yes/No) Funds held provisions: Although these provisions (i.e., where no, or minimal, funds are 


transferred to the insurer) are usually included to provide a collateral requirement for the benefit of the 
insured, they may be indicative of a structure not intended to transfer risk, especially where the interest 
credited to funds held differs (materially) from market rates. This includes the existence of promissory notes 
or other funding instruments. 


 
G. (Yes/No) Loss corridors: This feature, which may exist in various forms including inner aggregate retentions, 


serves to eliminate or limit the risk of loss for a specified percentage or dollar amount of claims within the 
contract coverage. For example, in a contract providing coverage for a policyholder’s first $3,000,000 of 
losses, the insurer will pay the first million and last million of losses but will exclude the corridor from 
$1,000,000 to $2,000,000. 


 
H. (Yes/No) Premium adjustment features: Any provision that requires the payment of additional premiums in 


the event of claims may mitigate the amount of risk to the insurer. Retrospectively rated premium provisions 
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may result in the obligation of the insured to pay additional premiums or the obligation of the insurer to 
return (a portion of) premiums previously paid. In particular, retrospective rating features that do not have 
minimum or maximum premium amounts, nor a per occurrence limitation on the amount of losses that 
affect the premium adjustment are more likely to mitigate risk transfer. 


 
I. (Yes/No) Premium adjustment features include reinstatement premiums, whereby the contract may require 


the insured to pay for reinstated coverage for the balance of the contract period, although reinstatements 
that are at the option of the insured are less likely to have an adverse effect on the risk transfer analysis. 
This does not apply to adjustments driven by changes in assumed exposure base. 


 
J. (Yes/No) Deferred premium or claim payments: Features that delay timely receipt of premiums or 


reimbursement of losses may act to mitigate the transfer of insurance risk by affecting the present value 
of contractual cash flows. This does not include scheduled installment premiums as long as the 
premiums are due before they are earned. It also does not include provisions that call for claim payments 
that, for administrative ease, are due according to a periodic schedule, as long as the payments are at 
least as frequent as annual and are not fixed as to amount. 


 
K. (Yes/No) Retroactive coverage: Any coverage of events that are known to have occurred. This does not 


include claims-made covers as long as the claims covered are not known at the inception of the policy, to 
have occurred. 


 
L. (Yes/No) Adjustable (or floating) limits and/or attachment points and/or retentions: These features are 


generally intended to modify terms and conditions as a result of the emergence of facts not known at the 
inception of the policy. To the extent the emerging facts relate to claims experience, there is likely to be 
some mitigation of risk transfer. Evaluating the potential effect on risk transfer may be complicated, but it 
is necessary. 


 
M. (Yes/No) Commutation provisions: While the parties to an agreement can negotiate a modification or 


commutation of the agreement, a commutation agreement is generally bilateral in nature. To the extent 
that the commutation allows either the insurer or the insured a unilateral option to commute the 
agreement and/or specify the amount, or a formula for determining the amount, to be paid upon 
commutation, it may serve to mitigate risk transfer. 


 
N. (Yes/No) Mandatory renewals: Policies that must be renewed or that mandate the exercise of extended 


reporting provisions may be designed to assure that the insurer does not suffer a significant loss. 
 


O. (Yes/No) Multi-year policies or agreements: Policies and agreements with terms longer than one year 
may reduce the risk of loss to the insurer particularly where the terms and conditions call for the interim 
adjustment of premium. For example, an indefinite- term contract with an obligatory retrospective rating 
provision may prevent the risk transfer test from being reasonably applied which could be an indication 
that insurance accounting might not be appropriate. Annually renewable contracts (including automatic 
renewal) should not be deemed multi-year. 


 
P.  (Yes/No) Dual trigger provisions: Policies that require more than one loss event and/or the combination of 
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a covered loss event with other qualifying conditions generally reduce the risk to the insurer. 
 


Q. (Yes/No) Blended coverages: Any policy that incorporates clearly unrelated coverages not triggered by a 
common loss event or not covered by multi-line or multi-peril policies, for the express purpose of 
justifying risk transfer.  


 
R. (Yes/No) Collateral: Collateral where the insured is directing where the investment is being made may 


serve to mitigate risk, or to incorporate investment risk into the arrangement. 
 


S. (Yes/No) Embedded Derivatives: Where the contract contains an embedded derivative that is bifurcated 
and accounted for at fair value in accordance with ASC 815-15-25-1, the risk transfer assessment must be 
performed independent of the embedded derivative. 


 
T. (Yes/No) Guaranteed payments: Guaranteed return premiums and/or scheduled loss payments. 


 
U. (Yes/No) Non risk transfer primary purpose: When the insured’s primary purpose for buying the policy is (i) 


to secure evidence of coverage to meet statutory or contractual requirements, or (ii) at the request of an 
excess carrier that mandates an underlying primary policy in lieu of self-insurance. 


 
V. (Yes/No) Insured risks are ceded to insured’s captive: The risk transfer assessment shall take into 


consideration whether the Substantive Arrangement transfers risk at an overall level based on the net 
amount of insurance risk retained by AIG after cessions to captives are considered and before 
consideration of cessions to third party reinsurers. See Captive Risk Transfer Policy (Appendix H of the 
AIG Accounting Policy & Procedural Guidance Manual - General Insurance - Risk Transfer Policy). 


 
W. (Yes/No) Other Concerns: Are there any other features or provisions, whether in the contract being 


analyzed or in a separate agreement with the insured or its affiliates, that may affect the possibility of a 
loss to the (re)insurer or the amount of that loss? 


 





		Global Specialty Risk Transfer Safe Harbor Memorandum

		2014




_1464584193.doc


American International Group, Inc.





General Insurance


Risk Transfer policy “Safe-Harbor” Memorandum

Risk Transfer Worksheet – Insurance 

Section I: Account Information and Identification of Characteristics 

Program Administrator: 

Account Name:


Program Name:


Effective Date: 

Line of Coverage: 

Limits:


Premium:


As part of AIG’s General Insurance Risk Transfer Policy (effective December 2011), answer all questions to document that the Division and/or group of products outlined above warrant “Safe Harbor”, given the lack of any of the following risk transfer characteristics, thus qualifying for insurance accounting treatment. 


Should the Division and/or the existing products outlined above exhibit one or more of the following characteristics, senior profit center executives must attest that any exceptions to the criteria do not mitigate risk transfer, thus warranting insurance accounting treatment.  


A. Yes/No  
Experience accounts:  These arrangements allow the insured to share in the favorable experience of the underlying contracts by reference to an “experience account” that typically tracks premiums, less losses incurred (i.e. paid plus any outstanding reserve), less applicable expenses plus interest. Experience provisions also can require the insured to share in unfavorable experience by requiring additional payments to the insurer in the event that the experience account is negative.  Experience accounts can be referred to under different terms, such as experience balances or profit sharing accounts.


B. Yes/No
 Profit and loss  sharing provisions, including no-claims bonuses:  These features, often referred to as loss Sensitive Programs, adjust cash flows between the insured and the insurer based on loss experience (for example, increasing payments from the insured as losses increase and decreasing payments as losses decrease, possibly subject to maximum and minimum limits). 


C. Yes/No
 Non-standard cancellation provisions: These provisions can be structured to reduce the risk to the insurer, for example, by allowing, under certain circumstances, the insurer to terminate the policy without paying all of the losses that would otherwise be covered under the policy.


 D. Yes/No
 High Premium-to-Limits Ratio: An aggregate loss limit or caps on loss limits where the premium relative to the limits exposed is greater than the following per line of coverage: Property Coverages (70%), Short Tail Casualty Lines (60%), and Long Tail Casualty Lines (40%). These thresholds may indicate that the premium may begin to approximate the present value of the limit.  

  E. Yes/No
 Funds held provisions: Although these provisions (i.e., where no, or minimal, funds are transferred to the insurer) are usually included to provide a collateral requirement for the benefit of the insured, they may be indicative of a structure not intended to transfer risk, especially where the interest credited to funds held differs (materially) from market rates. This includes the existence of promissory notes or other funding instruments.



  F. Yes/No
Loss corridors: This feature, which may exist in various forms including inner aggregate retentions, serves to eliminate or limit the risk of loss for a specified percentage or dollar amount of claims within the contract coverage.  For example, in a contract providing coverage for a policyholder’s first $3,000,000 of losses, the insurer will pay the first million and last million of losses but will exclude the corridor from $1,000,000 to $2,000,000.


G. Yes/No
 Premium adjustment features:  Any provision that requires the payment of additional premiums in the event of claims may mitigate the amount of risk to the insurer. Retrospectively rated premium provisions may result in the obligation of the insured to pay additional premiums or the obligation of the insurer to return (a portion of) premiums previously paid.  In particular, retrospective rating features that do not have minimum or maximum premium amounts, nor a per occurrence limitation on amount of losses that affect the premium adjustment are more likely to mitigate risk transfer. 

Premium adjustment features include reinstatement premiums, whereby the contract may require the insured to pay for reinstated coverage for the balance of the contract period, although reinstatements that are at the option of the insured are less likely to have an adverse effect on the risk transfer analysis. This does not apply to adjustments driven by changes in assumed exposure base.

 H. Yes/No
 Deferred premium or claim payments:  Features that delay timely receipt of premiums or reimbursement of losses may act to mitigate the transfer of insurance risk by affecting the present value of contractual cash flows. This does not include scheduled installment premiums as long as the premiums are due before they are earned.  It also does not include provisions that call for claim payments that, for administrative ease, are due according to a periodic schedule, as long as the payments are at least as frequent as annual and are not fixed as to amount.  



 I. Yes/No
 Retroactive coverage: Any coverage of events that are known to have occurred. This does not include claims-made covers as long as the claims covered are not known at the inception of the policy, to have occurred. 


  J. Yes/No
 Adjustable (or floating) limits and/or attachment points and/or retentions:  These features are generally intended to modify terms and conditions as a result of the emergence of facts not known at the inception of the policy. To the extent the emerging facts relate to claims experience, there is likely to be some mitigation of risk transfer. Evaluating the potential effect on risk transfer may be complicated, but it is necessary.


   K. Yes/No
Commutation provisions:  While the parties to an agreement can negotiate a modification or commutation of the agreement, a commutation agreement is generally bilateral in nature. To the extent that the commutation allows either the insurer or the insured a unilateral option to commute the agreement and/or specify the amount, or a formula for determining the amount, to be paid upon commutation, it may serve to mitigate risk transfer.  


 L. Yes/No
Mandatory renewals:  Policies that must be renewed or that mandate the exercise of extended reporting provisions may be designed to assure that the insurer does not suffer a significant loss.



 M. Yes/No
Multi-year policies or agreements: Policies and agreements with terms longer than one year may reduce the risk of loss to the insurer particularly where the terms and conditions call for the interim adjustment of premium. For example, an indefinite-term contract with an obligatory retrospective rating provision may prevent the risk transfer test from being reasonably applied which could be an indication that insurance accounting might not be appropriate. Annually renewable contracts (including automatic renewal) should not be deemed multi-year, 


N. Yes/No
Dual trigger provisions: Policies that require more than one loss event and/or the combination of a covered loss event with other qualifying conditions generally reduce the risk to the insurer. 



 O. Yes/No
 Blended coverages:  Any policy that incorporates clearly unrelated coverages not triggered by a common loss event or not covered by   multi-line or multi-peril policies, for the express purpose of justifying risk transfer. 

 P. Yes/No
Collateral: Collateral where the insured is directing where the investment is being made may serve to mitigate risk, or to incorporate investment risk into the arrangement.

        

Q. Yes/No
 Embedded Derivatives:  Where the contract contains an embedded derivative that is bifurcated and accounted for at fair value in accordance with ASC 818-15-25-1,, the risk transfer assessment  must be performed independent of the embedded derivative.


 R. Yes/No
Guaranteed payments: Guaranteed return premiums and/or scheduled loss payments. 

 S. Yes/No
Non risk transfer primary purpose: When the insured’s primary purpose for buying the policy is (i) to secure evidence of coverage to meet statutory or contractual requirements, or (ii) at the request of an excess carrier that mandates an underlying primary policy in lieu of self insurance.


 T. Yes/No
 Insured risks  are ceded to insured’s captive: The risk transfer assessment shall take into consideration whether the Substantive Arrangement transfers risk at an overall level based on the net amount of insurance risk retained by AIG after cessions to captives are considered and before consideration of cessions to third party reinsurers. See Captive Risk Transfer Policy.

U. Yes/No 
Other Concerns : Are there any other features or provisions, whether in the contract being analyzed or in a separate agreement with the insured or its affiliates, that may effect the possibility of a loss to the (re)insurer or the amount of that loss?

Other Concerns:  Please describe 

Yes/No
NONE OF THE ABOVE ITEMS APPLY


If any of the items above have a "yes" answer, all documentation necessary to support the risk transfer conclusion should be included in the underwriting file. Examples of such documentation are included in Section II below. If none of the items above have a “yes” answer risk transfer would be considered Self-Evident and the review should proceed directly to Section III below.

Section II: Risk Transfer Documentation


Items below list examples of documentation that may be required to be placed in the underwriting file to support the risk transfer conclusion (to the extent applicable), but are not limited to:


1)
Historic Loss Exhibits History  

2)

Outline premiums by line of coverage


3)

Projection of expected retained loss


4)

Facultative reinsurance certificates documented


5)

Payment agreement or other premium financing agreement

6) 

All available cash flows

7)

Properly executed binder 

8)

CSFT sign-off 



9) 

OAP approval

10)

Credit Risk Management approval 




11)

 Actuarial Analysis 




12) 

Captive risk transfer assessment 



13) 

Industry experience or similar type insurance products



14)

Rating model output with estimates of 1 in 100/250 year events

Section III: Risk Transfer Evaluation and Conclusion

Description of transaction including economic intent: 

		Division 66 writes first party property, third party liability, automobile and professional liability for personal lines and middle market commercial insureds.  The economic intent is to protect policy holders against the risk of significant financial hardship from catastrophic and unforeseen losses resulting from specific coverages afforded in our policies.  Premiums are promulgated based upon a rate times exposure/value.  Because of the significantly high amount of risk, most policy holders do not have the balance sheet to self insure their exposures, hence the need to transfer risk to another party.  The vehicle to accomplish this is the purchase of an insurance policy which transfers the risk of loss from them to someone else.  The majority of our business provides first dollar coverage for casualty lines and low deductibles on property business





Sufficient Risk Transfer:           (Yes/No)

Basis for Conclusions (among other things, explain why any “YES” answers in Section I or other potential loss-mitigating characteristics in the Contract or policy(ies) insured do not undermine the conclusions of sufficient risk transfer):

		This program meets the requirements of our Risk Transfer protocols.





Section IV: Sign-Offs 


By my signature below I hereby certify that: i) I have read and understand the Risk Transfer Policy, ii) I agree with the risk transfer conclusion, and iii) I have no reason to believe that the insured is trying to achieve a misleading financial result. I have not been a party to any side agreement and am not aware of any such agreements associated with this contract. 

If no “Yes” answers to above questions:

Program Manager: 
                                                                      

Date: 

                                                                    ________________________

If “Yes” answers to above questions:

Product Line Manager:  


Date:

                                                                     _________________________

If “Yes” answers to above questions:

Chief Underwriting Officer

Date:

                                                                     _________________________

If actuarial consultation performed:


Business Unit Chief Financial Officer (or Designee)           ________________________


Date:

                                                                     

March 2012
2






