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CARBON CREDIT DELIVERY COVERAGE

AIG Risk Finance is developing an innovative program to address the delivery risks 
of compliance instruments generated by projects qualified under the Kyoto Protocol.

Project hosts — often located in Asia, Latin America and Eastern Europe — look 
to generate additional revenue or investment by selling the credits produced by their
projects. Investment funds and project financing entities buy these compliance
instruments as investments. Carbon credit buyers — most often companies in countries
that have signed the Kyoto Protocol — purchase the credits or the right to buy the
credits to address their own Kyoto Protocol compliance needs.

AIG Risk Finance is designing cutting edge solutions focusing on the carbon credit
delivery risks associated with a broad range of projects qualified under the Clean
Development Mechanism (CDM) and the Joint Implementation (JI) Scheme of the
Kyoto Protocol. The range of projects includes:

Addressing Complex Risks with Customized Solutions
Investing in these carbon trading markets poses many risks: 

Operational Risk – Will the technology work? Will it create the carbon emission
reductions necessary to generate the credits purchased by the investor? 

Credit Risk – Will the project or its participants become insolvent or bankrupt before
delivering the credits? 

Political Risk – What happens if a governmental entity takes over the project or seizes the
credits? Are buyers protected if a government intervenes to block the delivery of credits?

Pricing Risk – Suppose the carbon credits are not delivered, and the buyer has to turn
to the spot market to purchase replacements. Is the buyer protected if the spot price
exceeds the original contract price?

Our goal is to develop a flexible program that can be tailored to address each client’s
concerns regarding these risks, so that both purchasers and investors can insure
monetary losses that may result from any of these classes of risk. 

✸ For investors, the loss amount is expected to be based upon the initial investment.

✸ For purchasers, the loss is expected to be the amount by which the price paid in the
spot market to replace the undelivered credits exceeds the contracted price. 

✸ Oil and gas processing and distribution

✸ Flare gas recovery

✸ Biofuels

✸ Manufacturing energy efficiency

✸ Methane recovery

✸ Biomass

✸ Sequestration

✸ Small wind farms



AIG Risk Finance plans to incorporate flexibility such as:

Policy Form ✸ Customized to include specific conditions not provided by standard
insurance policies

Limits ✸ Significant capacity

✸ Limits vary by project

Term ✸ Up to seven years to cover the first Kyoto Protocol period 

✸ Begins on the effective date of the contract and expires on the 
last carbon credit delivery date specified in the contract

Program ✸ Insurance policy covering a maximum of 80% of the carbon credits
Structure to be delivered

✸ Primary layer of coverage generally retained by the client

Next Steps
To learn more about protecting against the risks of the carbon credit trading market, contact:

Ms. Ranjini Pillay 
1.212.770.5909 

Ranjini.Pillay@aig.com 

Developed in conjunction with AIG Product Development.

This presentation is for illustrative purposes only and should not be construed as an attempt to define any of
the terms and conditions regarding any actual product or program. We do not provide legal, credit, tax,
accounting or other professional advice. You should perform an independent review and reach your own
conclusions regarding the economic benefits and risks of any proposed transaction, as well as the legal, credit,
tax and accounting aspects of a transaction as it relates to your particular circumstances. The scenarios
summarized herein are offered only as examples. This presentation does not constitute an offer to sell any of
the products or programs described herein. Coverage depends on the actual facts of each case and the terms,
conditions and exclusions of the definitive, final documents applicable thereto. Document terms, conditions
and exclusions may vary based on individual jurisdiction requirements and may not be available in all
jurisdictions. Coverage is subject to underwriting review and approval. AIG Risk Finance is a division of the
property and casualty insurance subsidiaries of American International Group, Inc. Products and programs
provided by member companies of American International Group, Inc.

Certain products and programs described in this presentation are in the development stage and are not yet
approved for offer or sale. Pending final development and approval, such products and programs may involve
various types of financial products, including for example loans, derivatives and insurance.
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