A ] I R UE R B2

Warranty and Indemnity Insurance in China

AIG
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Mergers and Acquisitions

Warranty & Indemnity (“W&I”) Insurance is a tailored insurance product
from AIG’ Mergers & Acquisitions Insurance team to cover breaches in
representations and warranties given in the sale of a business. Sellers can
cover themselves to prevent sale proceeds being tied up in escrow
accounts. Buyers can ensure the warranties have real value even if the
seller is unable to pay a warranty claim which arises some time in the

future.

RS Strategic Benefits:

FFIRIERRG T INESE T RGN TS
" REES A R S A A B E M T S R ST RE

» FERARIEHARR, (215K T78EH E ) KIS 1) R B BRI T £ b
I REFAERY )RR

» ERZINEWEES BEREREHRATERE, TESEINETT
HOIE RERAXTRE D, M EE T B

" P EERTRR RPN ZE, EITIRESEMETT
PSS SN A= R ESE

W&l Insurance enables BUYERS to :
= Supplement protection for breaches of warranties both in terms of
value and certainty of payment

= Extend the duration of warranties, affording buyers additional time to
detect and report problems that may exist with the acquired business

= Distinguish a bid in a competitive auction by negotiating more limited
recourse from the sellers by supplementing the contractual recourse

with insurance

® Protect relationships with sellers who may become the buyers’ key

employees or commercial business partners after the transaction

FEMRIE RS T IMER TG IRGIA TS
» FEARRRE T RIEMBERIERETIERREE, (15T &R
IS E B Tips:

= S EIEPRATR SRR EMPIS N ECAIR AN, SANEEIAR
%5, TRE AT E=TTHES

=

g

SRR S E S RS RIS Ty

" HBRR ZEREPH SIS, (2%, EE TS HENE

W&l Insurance enables SELLERS to :
= Reduce the risk of contingent liabilities arising from future claims,

allowing sellers to exit a business cleanly

= Distribute all or most of the sale proceeds to investors or use proceeds
to pay down existing debt: there is no need for an escrow account

= Help sellers of distressed assets and/or sales in a furnaround situation

= Expedite a sale and potentially increase the purchase price by

eliminating obstacles to closing
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Cover

The policy, whether seller-side or buyer-side, will indemnify the insured for
loss resulting from a breach of warranty or tax deed/covenant in a Sale
and Purchase Agreement (SPA).

A seller-side policy covers the seller for its own innocent misrepresentations;
a buyer-side policy covers the buyer against the seller’s misrepresentations
(innocent or otherwise). The buyer claims directly against the insurance
policy and does not have to seek recourse against the seller.

Policy Form

The policy will be tailored in each case to offer broad coverage that
matches the representations and warranties in the SPA as closely as
possible. Consequently there will be little difference between what could
be claimed against the seller pursuant to the SPA and what the seller (or
the buyer as the case may be) can claim against the W& policy.

= Policy Period
The policy term will generally run from signing of the deal for the full
survival periods of the warranties and indemnities in the SPA. For a
buyer-side policy can extend the limitations prescribed in the SPA to
meet the buyer’s needs, subject to a maximum of 7 years.

Retention

The insurer and insured will agree on the “retention” or excess, which
is the uninsured amount of the loss to be borne by the insured. This is
generally set at 1% of the value of the transaction, but may be higher
depending on the deal or to reduce premium costs.

Exclusions

Although cover is tailored in each case to match the warranties specific
to the transaction, some issues will be excluded on all policies. These
will include matters set out in the disclosure letter or due diligence,
pension under-funding and, on a seller-side policy, fraud by the seller.

= Limit
Up to $50m.

= Premium
Typically 1.5% to 3.5% of the cover purchased.

= Target Customers
Buyers or sellers involved in cross-border transaction.
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AlG has a dedicated local underwriting and claims teams across the globe,
including in China, Hong Kong, Australia and London. This makes AIG uniquely
based to underwrite transactions quickly and efficiently and removes logistical
risks in placing the insurance.

Case Studies
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Hong Kong

Foreign institutional and individual sellers had sold their
communications network across the Asia Pacific region fo an
off-shore private equity fund. The transaction was subject to
Hong Kong law and the enterprise deal value was approximately
USD200 million.

As some of the individual shareholders were remaining as
management and staff following the change of ownership,
the buyer did not want to have to claim directly against those
individuals and risk losing their goodwill. Accordingly, the
insured procured a buyer-side W&l insurance program of
USD75 million, of which AIG provided the primary and first
excess layers with a total limit of liability of USD40 million.

Buyer's Side Policy (HK)
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People’s Republic of China (PRC)

European institutional investors and individual PRC-based
shareholders were selling their equity inferest in a PRC technology
company, for which the consideration was approximately
USD150 million.

An unusual aspect of the cover was that of the individual PRC
investor was retaining approximately 25% of his shareholding,
but still required cover under the policy for his potential
exposure to claims by the buyer in respect of that part of the
equity inferest he was selling.

The buyer took out a buyer-side insurance policy with a limit
of liability of USD35 million that provided it with a competitive
advantage against the other bidders by offering an attractive
purchase price but only requiring a low warranty cap from
the seller. The policy provided the institution with cover
above the seller’s cap. This had the advantage of giving it
sufficient recourse for breach of warranty and the seller
greatly reduced exposure in relation to the warranties.
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Singapore

A European parent was selling 100% of the issued share
capital of a Singaporean manufacturing company to an
Asian investor, for which the consideration was approximately
USD100 million.

The target entity had subsidiaries and operations in each of
the PRC, Singapore, Malaysia and Indonesia. The parent
company fook out a seller-side W&l policy with a limit of
liability of USD25 million that provided cover for breaches of
general, environmental and tax warranties.

A unique aspect of the cover was that the policy also provided
cover for certain, specific indemnities, including potential tax
liabilities arising out of the liquidation of dormant subsidiary
companies of the farget or a failure on the part of the seller to have
made the necessary filings with the relevant government authorities.
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Buyer Policy

A listed European company acquired a company from a private equity
fund and management team. The buyer alleged breaches of the
warranties given in relation to information provided to the buyer, IFRS
compliance and certain warranties relating to alleged breach of banking
covenants.

Total damages claimed-EUR 25-30 million.

Seller Policy

A European buyer of a private-equity owned business has brought a
claim for breach of warranty, alleging that the sellers failed to disclose
relevant information relating to the state of the business prior to closing.
Total damages claimed-EUR 50-60 million.
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Buyer Policy

A private equity fund that backed a management buyout of a
manufacturing company is alleging several breaches of shareholder).
The alleged breaches relate to the manufacturing capabilities of a key
piece of machinery, doctored invoices and expense, and operating key
software without the appropriate licenses. The buyer is also alleging that
the seller has breached a warranty in relation to the value of contracts
that were in existence at the time of the transaction.

The claim is being brought on a buyer-side policy and the damages
claimed by the buyer total USD13.5 million.
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Seller Policy

An American buyer of a Latin American telecommunications business
has brought a claim against a US based private equity seller in relation
to a historical third party claim alleging infringement of foreign exchange
regulations.

Total damages claimed-USD 5 million.
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Buyer Policy

A demand has been made against the target company by a taxation
authority in relation to a VAT liability that is alleged to have arisen out of
an historic business restructuring.

Total damages claimed-GBP 3 million.
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Documents Required
for Underwriting

Details of the transaction process and timing, any information memorandum, relevant due
diligence reports and the latest available drafts of the acquisition agreement and disclosure letter.
We execute a confidentiality agreement with client.

4 Simple Steps in Underwriting & Quotation Process.

= Submission of underwriting documents and initial issues discovery
= Non Binding Indication

= |nsurer Due Diligence and external legal review

= Execution
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Underwriting Considerations

The limit of liability under the policy will be agreed by the insurer and insured and will be driven by
the transaction value. The premium will take into account such factors as:

= the complexity of the transaction;
= the industry sector and geographical spread of the business;
= the quality of the transaction process and advisers involved.

The timescale for obtaining W&l insurance will depend on the stage reached in the transaction, but
will usually be available within two weeks from first enquiry.
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W&l Insurance Driver

Lack of Warranties

PRIVATE EQUITY FIRM EXITING INVESTMENT. Seller unable to give
warranties beyond capacity and title. Management cannot by itself
provide sufficient warranty cover to acquirer. E.g. private equity firm wants
to distribute sale proceeds to its investors or reinvest proceeds immediately on
completion, and may therefore be unwilling to accept any contingent
liability under the warranties.

CORPORATE SELLERS WITH SHORT OWNERSHIP HISTORY. Seller
may be “selling on” a company which it acquired perhaps as recently as
12 months ago and is unwilling to give any warranties for periods prior to

its ownership.

Enforcement Difficulties

SELLER IN FINANCIAL DIFFICULTY OR WITH A POOR TRADING
HISTORY. Although the seller may be prepared to stand behind
substantial warranties, buyers may be concerned over the seller’s ability to
meet claims throughout the warranty period, particularly if alternative

solutions (such as an escrow) are not available.

SELLER AND BUYER IN DIFFERENT JURISDICTIONS. The resources
required to obtain a judgement and then enforce it against parties in

overseas jurisdictions may be economicallyand operationally onerous.

Strategic Positioning in an Auction Process

FOR THE SELLER CAREFUL PLANNING AND THE INTEGRATION
OF W&I INSURANCE INTO THE AUCTION PROCESS can result in
less liability and better consideration for the seller, when backed up by

appropriate due diligence and disclosure.

COMMERCIAL ADVANTAGE for buyers who can also strategically
deploy W& insurance to differentiate themselves from other bidders by

requiring lower levels of warranty cover from the seller.
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