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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
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The aggregate market value of the voting and nonvoting common equity held by nonaffiliates of the registrant
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Part I

Item 1. Business

American International Group, Inc. (AIG), a Delaware corporation, is a holding company which, through its
subsidiaries, is engaged in a broad range of insurance and insurance-related activities in the United States and abroad.
AIG�s primary activities include both General Insurance and Life Insurance & Retirement Services operations. Other
significant activities include Financial Services and Asset Management.

Liquidity Events and Transactions with the NY Fed and the United States Department of the Treasury

Liquidity Entering the Third Quarter of 2008

AIG parent entered the third quarter of 2008 with $17.6 billion of cash and cash equivalents, including the remaining
proceeds from the issuance of $20 billion of common stock, equity units, and junior subordinated debt securities in
May 2008. In addition, AIG�s securities lending collateral pool held $10.4 billion of cash and other short-term
investments. On August 18, 2008, AIG raised $3.25 billion through the issuance of 8.25% Notes Due 2018.

Strategic Review and Proposed Liquidity Measures

From mid-July and throughout August 2008, AIG�s then Chief Executive Officer, Robert Willumstad, was engaged in
a strategic review of AIG�s businesses.

During this time period, AIG was engaged in a review of measures to address the liquidity concerns in AIG�s securities
lending portfolio and to address the ongoing collateral calls with respect to the AIG Financial Products Corp. and AIG
Trading Group Inc. and their respective subsidiaries (collectively, AIGFP) super senior multi-sector credit default
swap portfolio, which at July 31, 2008 totaled $16.1 billion. To facilitate this process, AIG asked a number of
investment banking firms to discuss possible solutions to these issues. In late August, AIG engaged J.P. Morgan
Securities, Inc. (J.P. Morgan) to assist in developing alternatives, including a potential additional capital raise.

Continuing Liquidity Pressures

Historically, under AIG�s securities lending program, cash collateral was received from borrowers and invested by
AIG primarily in fixed maturity securities to earn a spread. AIG had received cash collateral from borrowers of 100 to
102 percent of the value of the loaned securities. In light of more favorable terms offered by other lenders of
securities, AIG accepted cash advanced by borrowers of less than the 102 percent historically required by insurance
regulators. Under an agreement with its insurance company subsidiaries participating in the securities lending
program, AIG parent deposited collateral in an amount sufficient to address the deficit. AIG parent also deposited
amounts into the collateral pool to offset losses realized by the pool in connection with sales of impaired securities.
Aggregate deposits by AIG parent to or for the benefit of the securities lending collateral pool through August 31,
2008 totaled $3.3 billion.

In addition, from July 1, 2008 to August 31, 2008, the continuing decline in value of the super senior collateralized
debt obligation (CDO) securities protected by AIGFP�s super senior credit default swap portfolio, together with ratings
downgrades of such CDO securities, resulted in AIGFP posting additional collateral in an aggregate net amount of
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$5.9 billion.

By the beginning of September 2008, these collateral postings and securities lending requirements were placing
increasing stress on AIG parent�s liquidity.

Rating Agencies

In early September 2008, AIG met with the representatives of the principal rating agencies to discuss Mr. Willumstad�s
strategic review as well as the liquidity issues arising from AIG�s securities lending program and AIGFP�s super senior
multi-sector CDO credit default swap portfolio. On Friday, September 12, 2008, Standard & Poor�s, a division of The
McGraw-Hill Companies, Inc. (S&P), placed AIG on CreditWatch with negative
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implications and noted that upon completion of its review, the agency could affirm AIG parent�s current rating of AA-
or lower the rating by one to three notches. AIG understood that both S&P and Moody�s Investors Service (Moody�s)
would re-evaluate AIG�s ratings early in the week of September 15, 2008. Also on Friday, September 12, 2008, AIG�s
subsidiaries, International Lease Finance Corporation (ILFC) and American General Finance, Inc. (AGF), were unable
to replace all of their maturing commercial paper with new issuances of commercial paper. As a result, AIG advanced
loans to these subsidiaries to meet their commercial paper obligations.

The Accelerated Capital Raise Attempt

As a result of S&P�s action, AIG accelerated the process of attempting to raise additional capital and over the weekend
of September 13 and 14, 2008 discussed potential capital injections and other liquidity measures with private equity
firms, sovereign wealth funds and other potential investors. AIG kept the United States Department of the Treasury
and the NY Fed informed of these efforts. AIG also engaged Blackstone Advisory Services LP to assist in developing
alternatives, including a potential additional capital raise. Despite offering a number of different structures through
this process, AIG did not receive a proposal it could act upon in a timely fashion. AIG�s difficulty in this regard
resulted in part from the dramatic decline in its common stock price from $22.76 on September 8, 2008 to $12.14 on
September 12, 2008. This decrease in stock price made it unlikely that AIG would be able to raise the large amounts
of capital that would be necessary if AIG�s long-term debt ratings were downgraded.

AIG Attempts to Enter into a Syndicated Secured Lending Facility

On Monday, September 15, 2008, AIG was again unable to access the commercial paper market for its primary
commercial paper programs, AIG Funding, ILFC and AGF. Payments under the programs totaled $2.2 billion for the
day, and AIG advanced loans to ILFC and AGF to meet their funding obligations. In addition, AIG experienced
returns under its securities lending programs which led to cash payments of $5.2 billion to securities lending
counterparts on that day.

On Monday morning, September 15, 2008, AIG met with representatives of Goldman, Sachs & Co., J.P. Morgan and
the NY Fed to discuss the creation of a $75 billion secured lending facility to be syndicated among a number of large
financial institutions. The facility was intended to act as a bridge loan to meet AIG parent�s liquidity needs until AIG
could sell sufficient assets to stabilize and enhance its liquidity position. Goldman, Sachs & Co. and J.P. Morgan
immediately commenced syndication efforts.

The Rating Agencies Downgrade AIG�s Long-Term Debt Rating

In the late afternoon of September 15, 2008, S&P downgraded AIG�s long-term debt rating by three notches, Moody�s
downgraded AIG�s long-term debt rating by two notches and Fitch Ratings (Fitch) downgraded AIG�s long-term debt
rating by two notches. As a consequence of the rating actions, AIGFP estimated that it would need in excess of
$20 billion in order to fund additional collateral demands and transaction termination payments in a short period of
time. Subsequently, in a period of approximately 15 days following the rating actions, AIGFP was required to fund
approximately $32 billion, reflecting not only the effect of the rating actions but also changes in market values and
other factors.

The Private Sector Solution Fails

By Tuesday morning, September 16, 2008, it had become apparent that Goldman, Sachs & Co. and J.P. Morgan were
unable to syndicate a lending facility. Moreover, the downgrades, combined with a steep drop in AIG�s common stock
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price to $4.76 on September 15, 2008, had resulted in counterparties withholding payments from AIG and refusing to
transact with AIG even on a secured short-term basis. As a result, AIG was unable to borrow in the short-term lending
markets. To provide liquidity, on Tuesday, September 16, 2008 both ILFC and AGF drew down on their existing
revolving credit facilities, resulting in borrowings of approximately $6.5 billion and $4.6 billion, respectively.

Also, on September 16, 2008, AIG was notified by its insurance regulators that it would no longer be permitted to
borrow funds from its insurance company subsidiaries under a revolving credit facility that AIG maintained with
certain of its insurance subsidiaries acting as lenders. Subsequently, the insurance regulators required AIG to repay
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any outstanding loans under that facility and to terminate it. The intercompany facility was terminated effective
September 22, 2008.

Fed Credit Agreement

By early Tuesday afternoon on September 16, 2008, it was clear that AIG had no viable private sector solution to its
liquidity issues. At this point, AIG received the terms of a secured lending agreement that the NY Fed was prepared to
provide. AIG estimated that it had an immediate need for cash in excess of its available liquid resources. That night,
AIG�s Board of Directors approved borrowing from the NY Fed based on a term sheet that set forth the terms of the
secured credit agreement and related equity participation. Over the next six days, AIG elected Edward M. Liddy
Director, Chairman and CEO, replacing Robert Willumstad in those positions, and negotiated a definitive credit
agreement with the NY Fed and borrowed, on a secured basis, approximately $37 billion from the NY Fed before
formally entering into the Credit Agreement, dated as of September 22, 2008 (as amended, the Fed Credit Agreement)
between AIG and the NY Fed, which established the credit facility (Fed Facility).

On September 22, 2008, AIG entered into the Fed Credit Agreement in the form of a two-year secured loan and a
Guarantee and Pledge Agreement (the Pledge Agreement) with the NY Fed. See Note 13 to the Consolidated
Financial Statements for more information regarding the terms of and borrowings under the Fed Credit Agreement
and subsequent amendments thereto.

AIG�s Strategy for Stabilization and Repayment of the Fed Facility

In October 2008, AIG announced a restructuring of its operations, which contemplated retaining its U.S. property and
casualty and foreign general insurance businesses and a continuing ownership interest in certain of its foreign life
insurance operations while exploring disposition opportunities for its remaining businesses. Proceeds from sales of
these assets are contractually required to be applied as mandatory prepayments pursuant to the terms of the Fed Credit
Agreement. Also in October 2008, AIGFP began unwinding its businesses and portfolios. AIGFP is now entering into
new derivative transactions only to maintain its current portfolio, reduce risk and hedge the currency and interest rate
risks associated with its affiliated businesses. As part of its orderly wind-down, AIGFP is also opportunistically
terminating contracts. Due to the long-term duration of AIGFP�s derivative contracts and the complexity of AIGFP�s
portfolio, AIG expects that an orderly wind-down of AIGFP will take a substantial period of time.

On November 9, 2008, AIG, the NY Fed and the United States Department of the Treasury announced a set of
transactions that were implemented during the fourth quarter of 2008 pursuant to which, among other actions, AIG
issued $40 billion of fixed-rate cumulative perpetual serial preferred stock (Series D Preferred Stock) to the United
States Department of the Treasury, terminated $62 billion of credit default swaps written by AIGFP and resolved and
terminated its U.S. securities lending program.

On March 2, 2009, AIG, the NY Fed and the United States Department of the Treasury announced agreements in
principle to modify the terms of the Fed Credit Agreement and the Series D Preferred Stock and to provide a
$30 billion equity capital commitment facility. The parties also announced their intention to take a number of other
actions intended to strengthen AIG�s capital position, enhance its liquidity, reduce its borrowing costs and facilitate
AIG�s asset disposition program.

See Management�s Discussion and Analysis of Financial Condition and Results of Operations � Liquidity and Note 23
to the Consolidated Financial Statements for a further discussion of this strategy.
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Principal Business Units

The principal business units in each of AIG�s operating segments during 2008 are shown below. For information on
AIG�s business segments, see Note 3 to the Consolidated Financial Statements.

General Insurance

American Home Assurance Company (American Home)
National Union Fire Insurance Company of Pittsburgh, Pa. (National Union)
New Hampshire Insurance Company (New Hampshire)
Lexington Insurance Company (Lexington)
The Hartford Steam Boiler Inspection and Insurance Company (HSB)1

Transatlantic Reinsurance Company
United Guaranty Residential Insurance Company
American International Underwriters Overseas, Ltd. (AIUO)
AIU Insurance Company (AIUI)

Life Insurance & Retirement Services

Domestic: Foreign:

American General Life Insurance Company (AIG
American General)

American Life Insurance Company (ALICO)

American General Life and Accident Insurance Company
(AGLA)

AIG Star Life Insurance Co., Ltd. (AIG Star Life)

The United States Life Insurance Company in the City of
New York (USLIFE)

AIG Edison Life Insurance Company (AIG Edison Life)

The Variable Annuity Life Insurance Company (VALIC) American International Assurance Company, Limited,
together with American International Assurance
Company (Bermuda) Limited (AIA)

AIG Annuity Insurance Company (AIG Annuity) American International Reinsurance Company Limited
(AIRCO)

AIG SunAmerica Life Assurance Company (AIG
SunAmerica)

Nan Shan Life Insurance Company, Ltd. (Nan Shan)

The Philippine American Life and General Insurance
Company (Philamlife)

Financial Services

International Lease Finance Corporation (ILFC)
AIG Financial Products Corp. and AIG Trading Group Inc. and their respective subsidiaries
American General Finance, Inc. (AGF)
AIG Consumer Finance Group, Inc. (AIGCFG)
Imperial A.I. Credit Companies (A.I. Credit)
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Asset Management

AIG SunAmerica Asset Management Corp. (SAAMCo)
AIG Global Asset Management Holdings Corp. and its subsidiaries and affiliated companies (collectively, AIG
Investments)
AIG Private Bank Ltd. (AIG Private Bank)2

AIG Global Real Estate Investment Corp. (AIG Global Real Estate)

1 On December 22, 2008, AIG entered into a contract to sell HSB Group, Inc., the parent company of HSB, to Munich
Re Group for $742 million. Subject to satisfaction of certain closing conditions, including regulatory approvals, AIG
expects the sale to close by the end of the first quarter of 2009.
2 On December 1, 2008, AIG entered into a contract to sell AIG Private Bank to Aabar Investments PJSC for
$328 million. Subject to satisfaction of certain closing conditions, including regulatory approvals, AIG expects the
sale to close by the end of the first quarter of 2009.
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At December 31, 2008, AIG and its subsidiaries had approximately 116,000 employees.

AIG�s Internet address for its corporate website is www.aigcorporate.com. AIG makes available free of charge,
through the Investor Information section of AIG�s corporate website, Annual Reports on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K and Proxy Statements on Schedule 14A and amendments to those
reports or statements filed or furnished pursuant to Section 13(a), 14(a) or 15(d) of the Securities Exchange Act of
1934 (the Exchange Act) as soon as reasonably practicable after such materials are electronically filed with, or
furnished to, the Securities and Exchange Commission (SEC). AIG also makes available on its corporate website
copies of the charters for its Audit, Nominating and Corporate Governance and Compensation and Management
Resources Committees, as well as its Corporate Governance Guidelines (which include Director Independence
Standards), Director, Executive Officer and Senior Financial Officer Code of Business Conduct and Ethics, Employee
Code of Conduct and Related-Party Transactions Approval Policy. Except for the documents specifically incorporated
by reference into this Annual Report on Form 10-K, information contained on AIG�s website or that can be accessed
through its website is not incorporated by reference into this Annual Report on Form 10-K.

Throughout this Annual Report on Form 10-K, AIG presents its operations in the way it believes will be most
meaningful, as well as most transparent. Certain of the measurements used by AIG management are
�non-GAAP financial measures� under SEC rules and regulations. Statutory underwriting profit (loss) is
determined in accordance with accounting principles prescribed by insurance regulatory authorities. For an
explanation of why AIG management considers this �non-GAAP measure� useful to investors, see Management�s
Discussion and Analysis of Financial Condition and Results of Operations.

General Insurance Operations

AIG�s General Insurance subsidiaries are multiple line companies writing substantially all lines of property and
casualty insurance and various personal lines both domestically and abroad and constitute the AIG Property Casualty
Group (formerly known as Domestic General Insurance) and the Foreign General Insurance Group.

AIG Property Casualty Group is comprised of Commercial Insurance, Transatlantic, Personal Lines and Mortgage
Guaranty businesses.

AIG is diversified both in terms of classes of business and geographic locations. In General Insurance, workers�
compensation business is the largest class of business written and represented approximately 11 percent of net
premiums written for the year ended December 31, 2008. During 2008, 9 percent, 5 percent and 5 percent of the direct
General Insurance premiums written (gross premiums less return premiums and cancellations, excluding reinsurance
assumed and before deducting reinsurance ceded) were written in California, New York and Texas, respectively. No
other state or foreign country accounted for more than five percent of such premiums.

The majority of AIG�s General Insurance business is in the casualty classes, which tend to involve longer periods of
time for the reporting and settling of claims. This may increase the risk and uncertainty with respect to AIG�s loss
reserve development.

Commercial Insurance

AIG�s primary property casualty division is Commercial Insurance. Commercial Insurance�s business in the United
States and Canada is conducted through American Home, National Union, Lexington, HSB and certain other General
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Insurance company subsidiaries of AIG. During 2008, Commercial Insurance accounted for 47 percent of AIG�s
General Insurance net premiums written.

Commercial Insurance writes substantially all classes of business insurance, accepting such business mainly from
insurance brokers. This provides Commercial Insurance the opportunity to select specialized markets and retain
underwriting control. Any licensed broker is able to submit business to Commercial Insurance without the traditional
agent-company contractual relationship, but such broker usually has no authority to commit Commercial Insurance to
accept a risk.

In addition to writing substantially all classes of business insurance, including large commercial or industrial property
insurance, excess liability, inland marine, environmental, workers� compensation and excess and umbrella coverages,
Commercial Insurance offers many specialized forms of insurance such as aviation, accident and health,
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equipment breakdown, directors and officers liability (D&O), difference-in-conditions, kidnap-ransom, export credit
and political risk, and various types of professional errors and omissions coverages. Also included in Commercial
Insurance are the operations of AIG Risk Management, which provides insurance and risk management programs for
large corporate customers and is a leading provider of customized structured insurance products, and AIG
Environmental, which focuses specifically on providing specialty products to clients with environmental exposures.
Lexington writes surplus lines for risks on which conventional insurance companies do not readily provide insurance
coverage, either because of complexity or because the coverage does not lend itself to conventional contracts. The
AIG Worldsource Division introduces and coordinates AIG�s products and services to U.S.-based multinational clients
and foreign corporations doing business in the U.S.

Transatlantic

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries offer reinsurance capacity on both a treaty and facultative
basis both in the United States and abroad. Transatlantic structures programs for a full range of property and casualty
products with an emphasis on specialty risk. Transatlantic is a public company owned 58.9 percent by AIG and
therefore is included in AIG�s consolidated financial statements.

Personal Lines

AIG�s Personal Lines operations provide automobile insurance through 21st Century Insurance, its direct marketing
distribution channel, and the Agency Auto Division, its independent agent/broker distribution channel. It also provides
a broad range of coverages for high net worth individuals through the AIG Private Client Group (Private Client
Group). Coverages for the Personal Lines operations are written predominantly in the United States.

Mortgage Guaranty

The main business of the subsidiaries of United Guaranty Corporation (UGC) is the issuance of residential mortgage
guaranty insurance, both domestically and internationally, that covers the first loss for credit defaults on high
loan-to-value conventional first-lien mortgages for the purchase or refinance of one to four family residences.

On October 13, 2008, United Guaranty Residential Insurance Company (UGRIC) and United Guaranty Mortgage
Indemnity Company (UGMIC) were downgraded from A+ to A- and placed on CreditWatch negative by S&P, and on
February 13, 2009, UGRIC was downgraded from Aa3 to A3 and placed under review for possible downgrade by
Moody�s. All U.S-based mortgage insurers are currently subject to a Government Sponsored Enterprise (GSE)
remediation plan as a result of industry-wide rating agency downgrades. UGRIC and UGMIC continue to write new
domestic first-lien mortgage insurance and remain eligible mortgage insurers with Fannie Mae and Freddie Mac.

Foreign General Insurance

AIG�s Foreign General Insurance group writes both commercial and consumer lines of insurance which is primarily
underwritten through American International Underwriters (AIU), a marketing unit consisting of wholly owned
agencies and insurance companies. The Foreign General Insurance group also includes business written by AIG�s
foreign-based insurance subsidiaries. The Foreign General Insurance group uses various marketing methods and
multiple distribution channels to write both commercial and consumer lines insurance with certain refinements for
local laws, customs and needs. AIU operates in Asia, the Pacific Rim, Europe, the U.K., Africa, the Middle East and
Latin America. During 2008, the Foreign General Insurance group accounted for 32 percent of AIG�s General
Insurance net premiums written.
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Discussion and Analysis of Consolidated Net Losses and Loss Expense Reserve Development

The reserve for net losses and loss expenses represents the accumulation of estimates for reported losses (case basis
reserves) and provisions for losses incurred but not reported (IBNR), both reduced by applicable reinsurance
recoverable and the discount for future investment income, where permitted. Net losses and loss expenses are charged
to income as incurred.
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The liability for unpaid claims and claims adjustment expense (loss reserves) established with respect to foreign
business are set and monitored in terms of the currency in which payment is expected to be made. Therefore, no
assumption is included for changes in currency rates. See also Note 1(dd) to the Consolidated Financial Statements.

Management reviews the adequacy of established loss reserves utilizing a number of analytical reserve development
techniques. Through the use of these techniques, management is able to monitor the adequacy of AIG�s established
reserves and determine appropriate assumptions for inflation. Also, analysis of emerging specific development
patterns, such as case reserve redundancies or deficiencies and IBNR emergence, allows management to determine
any required adjustments.

The �Analysis of Consolidated Losses and Loss Expense Reserve Development� table presents the development of net
losses and loss expense reserves for calendar years 1998 through 2008. Immediately following this table is a second
table that presents all data on a basis that excludes asbestos and environmental net losses and loss expense reserve
development. The opening reserves held are shown at the top of the table for each year-end date. The amount of loss
reserve discount included in the opening reserve at each date is shown immediately below the reserves held for each
year. The undiscounted reserve at each date is thus the sum of the discount and the reserve held.

The upper half of the table presents the cumulative amounts paid during successive years related to the undiscounted
opening loss reserves. For example, in the table that excludes asbestos and environmental losses, with respect to the
net losses and loss expense reserve of $25.29 billion at December 31, 2001, by the end of 2008 (seven years later)
$36.35 billion had actually been paid in settlement of these net loss reserves. In addition, as reflected in the lower
section of the table, the original undiscounted reserve of $26.71 billion was reestimated to be $46.69 billion at
December 31, 2008. This increase from the original estimate generally results from a combination of a number of
factors, including reserves being settled for larger amounts than originally estimated. The original estimates will also
be increased or decreased as more information becomes known about the individual claims and overall claim
frequency and severity patterns. The redundancy (deficiency) depicted in the table, for any particular calendar year,
presents the aggregate change in estimates over the period of years subsequent to the calendar year reflected at the top
of the respective column heading. For example, the deficiency of $107 million at December 31, 2008 related to
December 31, 2007 net losses and loss expense reserves of $70.03 billion represents the cumulative amount by which
reserves in 2007 and prior years have developed unfavorably during 2008.

The bottom of each table below presents the remaining undiscounted and discounted net loss reserve for each year.
For example, in the table that excludes asbestos and environmental losses, for the 2003 year-end, the remaining
undiscounted reserves held at December 31, 2008 are $15.40 billion, with a corresponding discounted net reserve of
$14.36 billion.
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Analysis of Consolidated Losses and Loss Expense Reserve Development

The following table presents for each calendar year the losses and loss expense reserves and the development
thereof including those with respect to asbestos and environmental claims. See also Management�s Discussion
and Analysis of Financial Condition and Results of Operations � Operating Review � General Insurance
Operations � Liability for unpaid claims and claims adjustment expense.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Net Reserves
Held $ 25,418 $ 25,636 $ 25,684 $ 26,005 $ 29,347 $ 36,228 $ 47,254 $ 57,476 $ 62,630 $ 69,288 $ 72,455
Discount (in
Reserves Held) 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264 2,429 2,574
Net Reserves
Held
(Undiscounted) 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894 71,717 75,029
Paid
(Cumulative) as
of:
One year later 7,205 8,266 9,709 11,007 10,775 12,163 14,910 15,326 14,862 16,531
Two years later 12,382 14,640 17,149 18,091 18,589 21,773 24,377 25,152 24,388
Three years
later 16,599 19,901 21,930 23,881 25,513 28,763 31,296 32,295
Four years later 20,263 23,074 26,090 28,717 30,757 33,825 36,804
Five years later 22,303 25,829 29,473 32,685 34,627 38,087
Six years later 24,114 28,165 32,421 35,656 37,778
Seven years
later 25,770 30,336 34,660 38,116
Eight years later 27,309 31,956 36,497
Nine years later 28,626 33,489
Ten years later 29,799

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Net Reserves Held
(Undiscounted) $ 26,315 $ 26,711 $ 26,971 $ 27,428 $ 30,846 $ 37,744 $ 48,807 $ 59,586 $ 64,894 $ 71,717 $ 75,029
Undiscounted
Liability as of:
One year later 25,897 26,358 26,979 31,112 32,913 40,931 53,486 59,533 64,238 71,873
Two years later 25,638 27,023 30,696 33,363 37,583 49,463 55,009 60,126 64,764
Three years later 26,169 29,994 32,732 37,964 46,179 51,497 56,047 61,242
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Four years later 28,021 31,192 36,210 45,203 48,427 52,964 57,618
Five years later 28,607 33,910 41,699 47,078 49,855 54,870
Six years later 30,632 38,087 43,543 48,273 51,560
Seven years later 33,861 39,597 44,475 49,803
Eight years later 34,986 40,217 45,767
Nine years later 35,556 41,168
Ten years later 36,161
Net Redundancy /
(Deficiency) (9,846) (14,457) (18,796) (22,375) (20,714) (17,126) (8,811) (1,656) 130 (156)
Remaining Reserves
(Undiscounted) 6,362 7,679 9,270 11,687 13,782 16,783 20,814 28,947 40,376 55,342
Remaining Discount 453 537 644 768 903 1,040 1,190 1,398 1,691 2,113
Remaining Reserves 5,909 7,142 8,626 10,919 12,879 15,743 19,624 27,549 38,685 53,229
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The following table presents the gross liability (before discount), reinsurance recoverable and net liability
recorded at each year-end and the reestimation of these amounts as of December 31, 2008:

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Gross Liability, End of
Year $ 36,973 $ 37,278 $ 39,222 $ 42,629 $ 48,173 $ 53,387 $ 63,431 $ 79,279 $ 82,263 $ 87,929 $ 91,832
Reinsurance Recoverable,
End of Year 10,658 10,567 12,251 15,201 17,327 15,643 14,624 19,693 17,369 16,212 16,803
Net Liability, End of Year 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894 71,717 75,029
Reestimated Gross
Liability 55,592 61,885 68,507 73,240 74,920 75,807 76,619 82,943 82,923 88,264
Reestimated Reinsurance
Recoverable 19,431 20,717 22,740 23,437 23,360 20,937 19,001 21,701 18,159 16,391
Reestimated Net Liability 36,161 41,168 45,767 49,803 51,560 54,870 57,618 61,242 64,764 71,873
Cumulative Gross
Redundancy/(Deficiency) (18,619) (24,607) (29,285) (30,611) (26,747) (22,420) (13,188) (3,664) (660) (335)

Analysis of Consolidated Losses and Loss Expense Reserve Development Excluding Asbestos and
Environmental Losses and Loss Expense Reserve Development

The following table presents for each calendar year the losses and loss expense reserves and the development
thereof excluding those with respect to asbestos and environmental claims. See also Management�s Discussion
and Analysis of Financial Condition and Results of Operations � Operating Review � General Insurance
Operations � Liability for unpaid claims and claims adjustment expense.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Net Reserves
Held $ 24,554 $ 24,745 $ 24,829 $ 25,286 $ 28,650 $ 35,559 $ 45,742 $ 55,227 $ 60,451 $ 67,597 $ 71,062
Discount (in
Reserves Held) 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264 2,429 2,574
Net Reserves
Held
(Undiscounted) 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,337 62,715 70,026 73,636
Paid
(Cumulative) as
of:
One year later 7,084 8,195 9,515 10,861 10,632 11,999 14,718 15,047 14,356 16,183
Two years later 12,190 14,376 16,808 17,801 18,283 21,419 23,906 24,367 23,535

16,214 19,490 21,447 23,430 25,021 28,129 30,320 31,163
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Three years
later
Four years later 19,732 22,521 25,445 28,080 29,987 32,686 35,481
Five years later 21,630 25,116 28,643 31,771 33,353 36,601
Six years later 23,282 27,266 31,315 34,238 36,159
Seven years
later 24,753 29,162 33,051 36,353
Eight years later 26,017 30,279 34,543
Nine years later 26,832 31,469
Ten years later 27,661
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1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Net Reserves Held
(Undiscounted) $ 25,451 $ 25,820 $ 26,116 $ 26,709 $ 30,149 $ 37,075 $ 47,295 $ 57,337 $ 62,715 $ 70,026 $ 73,636
Undiscounted Liability as of:
One year later 24,890 25,437 26,071 30,274 32,129 39,261 51,048 57,077 62,043 70,133
Two years later 24,602 26,053 29,670 32,438 35,803 46,865 52,364 57,653 62,521
Three years later 25,084 28,902 31,619 36,043 43,467 48,691 53,385 58,721
Four years later 26,813 30,014 34,102 42,348 45,510 50,140 54,908
Five years later 27,314 31,738 38,655 44,018 46,925 51,997
Six years later 28,345 34,978 40,294 45,201 48,584
Seven years later 30,636 36,283 41,213 46,685
Eight years later 31,556 36,889 42,459
Nine years later 32,113 37,795
Ten years later 32,672
Net Redundancy/(Deficiency) (7,221) (11,975) (16,343) (19,976) (18,435) (14,922) (7,613) (1,384) 194 (107)
Remaining Reserves
(Undiscounted) 5,011 6,326 7,916 10,332 12,425 15,396 19,427 27,558 38,986 53,950
Remaining Discount 453 537 644 768 903 1,040 1,190 1,398 1,691 2,113
Remaining Reserves 4,558 5,789 7,272 9,564 11,522 14,356 18,237 26,160 37,295 51,837

The following table presents the gross liability (before discount), reinsurance recoverable and net liability
recorded at each year-end and the reestimation of these amounts as of December 31, 2008:

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(In millions)

Gross Liability, End of
Year $ 34,474 $ 34,666 $ 36,777 $ 40,400 $ 46,036 $ 51,363 $ 59,790 $ 73,808 $ 77,111 $ 83,551 $ 87,973
Reinsurance Recoverable,
End of Year 9,023 8,846 10,661 13,691 15,887 14,288 12,495 16,472 14,396 13,525 14,337
Net Liability, End of Year 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336 62,715 70,026 73,636
Reestimated Gross
Liability 46,549 53,249 60,393 65,655 67,678 68,955 70,056 76,802 77,439 83,658
Reestimated Reinsurance
Recoverable 13,877 15,454 17,934 18,970 19,094 16,958 15,148 18,081 14,918 13,525
Reestimated Net Liability 32,672 37,795 42,459 46,685 48,584 51,997 54,908 58,721 62,521 70,133
Cumulative Gross
Redundancy/(Deficiency) (12,075) (18,583) (23,616) (25,255) (21,642) (17,592) (10,266) (2,994) (328) (107)

The liability for unpaid claims and claims adjustment expense as reported in AIG�s consolidated balance sheet at
December 31, 2008 differs from the total reserve reported in the Annual Statements filed with state insurance
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departments and, where appropriate, with foreign regulatory authorities. The differences at December 31, 2008 relate
primarily to reserves for certain foreign operations not required to be reported in the United States for statutory
reporting purposes. Further, statutory practices in the United States require reserves to be shown net of applicable
reinsurance recoverable.

The reserve for gross losses and loss expenses is prior to reinsurance and represents the accumulation for reported
losses and IBNR. Management reviews the adequacy of established gross loss reserves in the manner previously
described for net loss reserves.

For further discussion regarding net reserves for losses and loss expenses, see Management�s Discussion and Analysis
of Financial Condition and Results of Operations � Results of Operations � Segment Results � General Insurance
Operations � Liability for unpaid claims and claims adjustment expense.

Life Insurance & Retirement Services Operations

AIG�s Life Insurance & Retirement Services operations provide insurance, financial and investment-oriented products
throughout the world. Insurance-oriented products consist of individual and group life, payout annuities (including
structured settlements), endowment and accident and health policies. Retirement savings products consist generally of
fixed and variable annuities.
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Foreign Life Insurance & Retirement Services

In its Foreign Life Insurance & Retirement Services businesses, AIG operates principally through ALICO, AIG Star
Life, AIG Edison Life, AIA, Nan Shan and Philamlife. ALICO is incorporated in Delaware and all of its business is
written outside the United States. ALICO has operations either directly or through subsidiaries in Europe, including
the U.K., Latin America, the Caribbean, the Middle East, South Asia and the Far East, with Japan being the largest
territory. AIA operates primarily in China (including Hong Kong), Singapore, Malaysia, Thailand, Korea, Australia,
New Zealand, Vietnam, Indonesia and India. The operations in India are conducted through a joint venture, Tata AIG
Life Insurance Company Limited. Nan Shan operates in Taiwan. Philamlife is the largest life insurer in the
Philippines. AIG Star Life and AIG Edison Life operate in Japan. Operations in foreign countries comprised
80 percent of Life Insurance & Retirement Services premiums and other considerations in 2008.

The Foreign Life Insurance & Retirement Services companies have over 350,000 full and part-time agents, as well as
independent producers, and sell their products largely to indigenous persons in local and foreign currencies. In
addition to the agency outlets, these companies also distribute their products through direct marketing channels, such
as mass marketing, and through brokers and other distribution outlets, such as financial institutions in 2008.

Domestic Life Insurance and Domestic Retirement Services

AIG�s principal Domestic Life Insurance and Domestic Retirement Services operations include AGLA, AIG American
General, AIG Annuity, USLIFE, VALIC and AIG SunAmerica. These companies utilize multiple distribution
channels including independent producers, brokerage, career agents and financial institutions to offer life insurance,
annuity and accident and health products and services, as well as financial and other investment products. The
Domestic Life Insurance and Domestic Retirement Services operations comprised 20 percent of total Life Insurance &
Retirement Services premiums and other considerations.

Reinsurance

AIG�s General Insurance subsidiaries worldwide operate primarily by underwriting and accepting risks for their direct
account and securing reinsurance on that portion of the risk in excess of the limit which they wish to retain. This
operating policy differs from that of many insurance companies that will underwrite only up to their net retention
limit, thereby requiring the broker or agent to secure commitments from other underwriters for the remainder of the
gross risk amount.

Various AIG profit centers, including Commercial Insurance, AIU and AIG Risk Finance, as well as certain Life
Insurance subsidiaries, use AIRCO as a reinsurer for certain of their businesses. In Bermuda, AIRCO discounts
reserves attributable to certain classes of business assumed from other AIG subsidiaries.

For a further discussion of reinsurance, see Item 1A. Risk Factors � Reinsurance; Management�s Discussion and
Analysis of Financial Condition and Results of Operations � Risk Management � Insurance Risk Management �
Reinsurance; and Note 1 to the Consolidated Financial Statements.
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Insurance Investment Operations

A significant portion of AIG�s General Insurance and Life Insurance & Retirement Services revenues are derived from
AIG�s insurance investment operations. The following table summarizes the investment results of the insurance
operations:

Annual Average Cash and Invested
Assets Return on

Return
on

Cash
(including

Average
Cash Average

short-term Invested
and

Invested Invested
Years Ended December 31, investments)(a) Assets(a) Total Assets(b) Assets(c)

(In millions)

General Insurance:
2008 $ 9,766 $ 111,435 $ 121,201 2.9% 3.1%
2007 5,874 117,050 122,924 5.0 5.2
2006 3,201 102,231 105,432 5.4 5.6
2005 2,450 86,211 88,661 4.5 4.7
2004 2,012 73,338 75,350 4.2 4.4
Life Insurance & Retirement Services:
2008 $ 29,278 $ 385,980 $ 415,258 2.4% 2.6%
2007 25,926 423,743 449,669 5.0 5.3
2006 13,698 392,348 406,046 4.9 5.1
2005 11,137 356,839 367,976 5.1 5.2
2004 7,737 309,627 317,364 4.9 5.1

(a) Including investment income due and accrued and real estate. Also, includes collateral assets invested under the
securities lending program.

(b) Net investment income divided by the annual average sum of cash and invested assets.

(c) Net investment income divided by the annual average invested assets.

AIG�s worldwide insurance investment policy places primary emphasis on investments in government and fixed
income securities in all of its portfolios and, to a lesser extent, investments in high-yield bonds, common stocks, real
estate, hedge funds and other alternative investments, in order to enhance returns on policyholders� funds and generate
net investment income. The ability to implement this policy is somewhat limited in certain territories as there may be
a lack of attractive long-term investment opportunities or investment restrictions may be imposed by the local
regulatory authorities.

Financial Services Operations
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AIG�s Financial Services subsidiaries engage in diversified activities including aircraft leasing, capital markets,
consumer finance and insurance premium finance. Together, the Aircraft Leasing, Capital Markets and Consumer
Finance operations generate the majority of the revenues produced by the Financial Services operations. A.I. Credit
also contributes to Financial Services results principally by providing insurance premium financing for both AIG�s
policyholders and those of other insurers.

Aircraft Leasing

AIG�s Aircraft Leasing operations are the operations of ILFC, which generates its revenues primarily from leasing new
and used commercial jet aircraft to foreign and domestic airlines. Revenues also result from the remarketing of
commercial jet aircraft for ILFC�s own account, and remarketing and fleet management services for airlines and
financial institutions. See also Note 3 to Consolidated Financial Statements.

Capital Markets

Capital Markets is comprised of the operations of AIGFP, which engaged as principal in a wide variety of financial
transactions, including standard and customized financial products involving commodities, credit,
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currencies, energy, equities and interest rates. AIGFP also invests in a diversified portfolio of securities and principal
investments and engages in borrowing activities that involve issuing standard and structured notes and other securities
and entering into guaranteed investment agreements (GIAs). Due to the extreme market conditions experienced in
2008, the downgrades of AIG�s credit ratings by the rating agencies, as well as AIG�s intent to refocus on its core
businesses, AIGFP has begun to unwind its businesses and portfolios including those associated with credit protection
written through credit default swaps on super senior risk tranches of diversified pools of loans and debt securities. See
Management�s Discussion and Analysis of Financial Condition and Results of Operations � Outlook � Financial Services.

Consumer Finance

AIG�s Consumer Finance operations in North America are principally conducted through AGF. AGF derives most of
its revenues from finance charges assessed on real estate loans, secured and unsecured non-real estate loans and retail
sales finance receivables. In the second quarter of 2008, AGF ceased its wholesale originations (originations through
mortgage brokers). In light of severe stress in the U.S. housing sector, AGF also closed 179 branch offices and
reduced new loan originations in the fourth quarter of 2008.

AIG�s foreign consumer finance operations are principally conducted through AIGCFG. AIGCFG operates primarily
in emerging and developing markets. AIGCFG has operations in Argentina, China, Brazil, Hong Kong, Mexico, the
Philippines, Poland, Taiwan, Thailand, India and Colombia. Through February 18, 2009, AIGCFG had entered into
contracts to sell certain of its operations in Taiwan, Thailand and the Philippines.

Asset Management Operations

AIG�s Asset Management operations comprise a wide variety of investment-related services and investment products.
These services and products are offered to individuals, pension funds and institutions (including AIG subsidiaries)
globally through AIG�s Spread-Based Investment business, Institutional Asset Management, and Brokerage Services
and Mutual Funds business. Also included in Asset Management operations are the results of certain SunAmerica
sponsored partnership investments.

Revenues and operating income (loss) for Asset Management are affected by the general conditions in the equity and
credit markets. In addition, net realized gains (losses) and performance fee (carried interest) revenues are contingent
upon various fund closings, maturity levels, investment management performance and market conditions.

Spread-Based Investment Business

AIG�s Spread-Based Investment business includes the results of AIG�s proprietary spread-based investment operations,
the Matched Investment Program (MIP) and the Guaranteed Investment Contracts (GIC), which the MIP replaced.
Due to the extreme market conditions experienced in 2008 and the downgrades of AIG�s credit ratings, the MIP is
currently in run-off. As previously disclosed, the GIC has been in run-off since the inception of the MIP in 2006. No
additional debt issuances are expected for either the MIP or GIC for the foreseeable future.

Institutional Asset Management

AIG�s Institutional Asset Management business, conducted through AIG Investments, provides an array of investment
products and services globally to institutional investors, pension funds, AIG subsidiaries, AIG affiliates and high net
worth investors. These products include traditional equity and fixed maturity securities, and a wide range of real
estate, private banking and alternative asset classes. Services include investment advisory and sub-advisory services,
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investment monitoring and transaction structuring. Within the equity and fixed maturity asset classes, AIG
Investments offers various forms of structured investments. Within the alternative asset class, AIG Investments offers
hedge and private equity funds and fund-of-funds, direct investments and distressed debt investments. AIG Global
Real Estate provides a wide range of real estate investment, development and management services for AIG
subsidiaries, as well as for third-party institutional investors, pension funds and high net worth investors. AIG Global
Real Estate also maintains a proprietary real estate investment portfolio through various joint venture platforms.
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AIG expects to divest its Institutional Asset Management businesses consisting of investment services that are offered
to third-party clients. The businesses offered for sale exclude those investment services providing traditional fixed
income and shorter duration asset and liability management for AIG�s insurance company subsidiaries. AIG expects to
continue relationships with the divested businesses for other investment management services used by those
subsidiaries.

AIG Investments previously acquired alternative investments, primarily consisting of direct private equity and private
equity fund investments, with the intention of �warehousing� such investments until the investment or economic benefit
thereof could be transferred to a fund or other AIG-managed investment product. However, AIG Investments� intended
launch of such new products and funds has been indefinitely postponed. As a result of this decision, AIG will retain
these investments with a net asset value of $1.1 billion at December 31, 2008 as proprietary investments until they can
be divested. Unaffiliated investment commitments associated with these investments were approximately $720 million
at December 31, 2008 and are expected to be funded over the next five years. AIG accounts for these investments
based on the attributes of the investment using consolidation, equity or cost accounting methods, as appropriate.

Other Operations

AIG�s Other operations include interest expense, restructuring costs, expenses of corporate staff not attributable to
specific business segments, expenses related to efforts to improve internal controls, corporate initiatives, certain
compensation plan expenses and the settlement costs more fully described in Note 14(a) to the Consolidated Financial
Statements.

Certain AIG subsidiaries provide insurance-related services such as adjusting claims and marketing specialized
products. Several wholly owned foreign subsidiaries of AIG operating in countries or jurisdictions such as Ireland,
Bermuda, Barbados and Gibraltar provide insurance and related administrative and back office services to affiliated
and unaffiliated insurance and reinsurance companies, including captive insurance companies unaffiliated with AIG.

For additional information regarding the business of AIG on a consolidated basis, the contributions made to AIG�s
consolidated revenues and operating income and the assets held by its General Insurance, Life Insurance & Retirement
Services, Financial Services and Asset Management operations and Other operations, see Selected Financial Data,
Management�s Discussion and Analysis of Financial Condition and Results of Operations and Notes 1 and 3 to the
Consolidated Financial Statements.

Locations of Certain Assets

As of December 31, 2008, approximately 39 percent of the consolidated assets of AIG were located in foreign
countries (other than Canada), including $7.7 billion of cash and securities on deposit with foreign regulatory
authorities. Foreign operations and assets held abroad may be adversely affected by political developments in foreign
countries, including tax changes, nationalization and changes in regulatory policy, as well as by consequence of
hostilities and unrest. The risks of such occurrences and their overall effect upon AIG vary from country to country
and cannot easily be predicted. If expropriation or nationalization does occur, AIG�s policy is to take all appropriate
measures to seek recovery of such assets. Certain of the countries in which AIG�s business is conducted have currency
restrictions which generally cause a delay in a company�s ability to repatriate assets and profits. See also Item 1A. Risk
Factors � Foreign Operations and Notes 1 and 3 to the Consolidated Financial Statements.

Regulation
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AIG�s operations around the world are subject to regulation by many different types of regulatory authorities, including
insurance, securities, investment advisory, banking and thrift regulators in the United States and abroad. AIG�s
operations have become more diverse and consumer-oriented, increasing the scope of regulatory supervision and the
possibility of intervention. In light of AIG�s liquidity problems in the third and fourth quarters of 2008, AIG and its
regulated subsidiaries have been subject to intense review and supervision around the world. Regulators have taken
significant steps to protect the businesses of the entities they regulate. These steps have included:

� restricting or prohibiting the payment of dividends to AIG;
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� restricting or prohibiting other payments to AIG;

� requesting additional capital contributions by AIG;

� requesting that intercompany reinsurance reserves be covered by assets locally;

� restricting the business in which the subsidiaries may engage;

� requiring pre-approval of all proposed transactions between the regulated subsidiaries and AIG or any with
affiliates; and

� requiring more frequent reporting, including with respect to capital and liquidity positions.

These and other actions have made it challenging for AIG to continue to engage in business in the ordinary course.
AIG does not expect these conditions to change until its financial situation stabilizes.

In 1999, AIG became a unitary thrift holding company within the meaning of the Home Owners� Loan Act (HOLA)
when the Office of Thrift Supervision (OTS) granted AIG approval to organize AIG Federal Savings Bank. AIG is
subject to OTS regulation, examination, supervision and reporting requirements. In addition, the OTS has enforcement
authority over AIG and its subsidiaries. Among other things, this permits the OTS to restrict or prohibit activities that
are determined to be a serious risk to the financial safety, soundness or stability of AIG�s subsidiary savings
association, AIG Federal Savings Bank.

Under prior law, a unitary savings and loan holding company, such as AIG, was not restricted as to the types of
business in which it could engage, provided that its savings association subsidiary continued to be a qualified thrift
lender. The Gramm-Leach-Bliley Act of 1999 (GLBA) provides that no company may acquire control of an OTS
regulated institution after May 4, 1999 unless it engages only in the financial activities permitted for financial holding
companies under the law or for multiple savings and loan holding companies. The GLBA, however, grandfathered the
unrestricted authority for activities with respect to a unitary savings and loan holding company existing prior to
May 4, 1999, so long as its savings association subsidiary continues to be a qualified thrift lender under the HOLA. As
a unitary savings and loan holding company whose application was pending as of May 4, 1999, AIG is grandfathered
under the GLBA and generally is not restricted under existing laws as to the types of business activities in which it
may engage, provided that AIG Federal Savings Bank continues to be a qualified thrift lender under the HOLA.

Certain states require registration and periodic reporting by insurance companies that are licensed in such states and
are controlled by other corporations. Applicable legislation typically requires periodic disclosure concerning the
corporation that controls the registered insurer and the other companies in the holding company system and prior
approval of intercorporate services and transfers of assets (including in some instances payment of dividends by the
insurance subsidiary) within the holding company system. AIG�s subsidiaries are registered under such legislation in
those states that have such requirements.

AIG�s insurance subsidiaries, in common with other insurers, are subject to regulation and supervision by the states
and by other jurisdictions in which they do business. Within the United States, the method of such regulation varies
but generally has its source in statutes that delegate regulatory and supervisory powers to an insurance official. The
regulation and supervision relate primarily to approval of policy forms and rates, the standards of solvency that must
be met and maintained, including risk-based capital, the licensing of insurers and their agents, the nature of and
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limitations on investments, restrictions on the size of risks that may be insured under a single policy, deposits of
securities for the benefit of policyholders, requirements for acceptability of reinsurers, periodic examinations of the
affairs of insurance companies, the form and content of reports of financial condition required to be filed, and reserves
for unearned premiums, losses and other purposes. In general, such regulation is for the protection of policyholders
rather than the equity owners of these companies.

AIG has taken various steps to enhance the capital positions of the AIG Property Casualty Group companies. AIG
entered into capital maintenance agreements with these companies that set forth procedures through which AIG will
provide ongoing capital support. Also, in order to allow the AIG Property Casualty Group companies to record as an
admitted asset at December 31, 2008 certain reinsurance ceded to non-U.S. reinsurers (which has the effect of
maintaining the level of the statutory surplus of such companies), AIG obtained and entered into reimbursement
agreements for approximately $1.6 billion of letters of credit issued
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by several commercial banks in favor of certain AIG Property Casualty Group companies and funded trusts totalling
$2.9 billion. Finally, AIG has agreed to contribute capital to the AIG Property Casualty Group companies that hold
shares of Transatlantic if, upon selling their Transatlantic shares they receive less than the shares� statutory book value.
The amount of the capital contribution would equal the difference between the aggregate statutory book value of the
shares they sold and the aggregate cash proceeds they received in respect to those shares.

In the U.S., the Risk-Based Capital (RBC) formula is designed to measure the adequacy of an insurer�s statutory
surplus in relation to the risks inherent in its business. Thus, inadequately capitalized general and life insurance
companies may be identified. The U.S. RBC formula develops a risk-adjusted target level of statutory surplus by
applying certain factors to various asset, premium and reserve items. Higher factors are applied to more risky items
and lower factors are applied to less risky items. Thus, the target level of statutory surplus varies not only as a result of
the insurer�s size, but also based on the risk profile of the insurer�s operations.

The RBC Model Law provides for four incremental levels of regulatory attention for insurers whose surplus is below
the calculated RBC target. These levels of attention range in severity from requiring the insurer to submit a plan for
corrective action to placing the insurer under regulatory control.

The statutory surplus of each of AIG�s AIG Property Casualty Group and U.S.-based Life Insurance subsidiaries
exceeded their RBC minimum required levels as of December 31, 2008.

To the extent that any of AIG�s insurance entities would fall below prescribed levels of statutory surplus, it would be
AIG�s intention to provide appropriate capital or other types of support to that entity.

A substantial portion of AIG�s General Insurance business and a majority of its Life Insurance business is conducted in
foreign countries. The degree of regulation and supervision in foreign jurisdictions varies. Generally, AIG, as well as
the underwriting companies operating in such jurisdictions, must satisfy local regulatory requirements. Licenses
issued by foreign authorities to AIG subsidiaries are subject to modification or revocation by such authorities, and
these subsidiaries could be prevented from conducting business in certain of the jurisdictions where they currently
operate. A change in control of AIG, such as that resulting from the issuance of the Series C Preferred Stock
(described in Note 15 to the Consolidated Financial Statements), or changes in the ownership of a regulated subsidiary
that may result from a disposition of the subsidiary or the repayment of outstanding amounts under the Fed Facility
with subsidiary preferred equity, may also trigger change of control requirements in jurisdictions around the world and
result in other regulatory actions.

In addition to licensing requirements, AIG�s foreign operations are also regulated in various jurisdictions with respect
to currency, policy language and terms, advertising, amount and type of security deposits, amount and type of
reserves, amount and type of capital to be held, amount and type of local investment and the share of profits to be
returned to policyholders on participating policies. Some foreign countries regulate rates on various types of policies.
Certain countries have established reinsurance institutions, wholly or partially owned by the local government, to
which admitted insurers are obligated to cede a portion of their business on terms that may not always allow foreign
insurers, including AIG subsidiaries, full compensation. In some countries, regulations governing constitution of
technical reserves and remittance balances may hinder remittance of profits and repatriation of assets.

See Management�s Discussion and Analysis of Financial Condition and Results of Operations � Capital Resources and
Liquidity � Regulation and Supervision and Note 16 to Consolidated Financial Statements.

Competition
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AIG�s businesses operate in highly competitive environments, both domestically and overseas. Principal sources of
competition are insurance companies, banks, investment banks and other non-bank financial institutions.

The insurance industry in particular is highly competitive. Within the United States, AIG�s General Insurance
subsidiaries compete with approximately 3,400 other stock companies, specialty insurance organizations, mutual
companies and other underwriting organizations. AIG�s Life Insurance & Retirement Services subsidiaries compete in
the United States with approximately 2,100 life insurance companies and other participants in related financial
services fields. Overseas, AIG�s subsidiaries compete for business with the foreign insurance operations of large
U.S. insurers and with global insurance groups and local companies in particular areas in which they are active.
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As a result of the reduction of the credit ratings of AIG and its subsidiaries, uncertainty relating to AIG�s financial
condition and AIG�s asset disposition plan, AIG�s businesses have faced and continue to face intense competition to
retain existing customers and to maintain business with existing customers and counterparties at historical levels.
Further, AIG has been and continues to be at a significant disadvantage in soliciting new customers. AIG expects
these difficult conditions to continue for the foreseeable future.

Competition is also intense for key employees. The announced asset dispositions, decline in AIG�s common stock
price and uncertainty surrounding AIG�s financial condition have adversely affected AIG�s ability to retain key
employees and to attract new employees. While AIG has granted retention awards and taken other steps to retain its
key employees, no assurance can be given that these actions will be successful.

For a further discussion of the risks of AIG�s disadvantage in soliciting new customers and losing key employees, see
item 1A. Risk Factors � Employees.

Directors and Executive Officers of AIG

All directors of AIG are elected for one-year terms at the annual meeting of shareholders. All executive officers are
elected to one-year terms, but serve at the pleasure of the Board of Directors.

Except as hereinafter noted, each of the executive officers has, for more than five years, occupied an executive
position with AIG or companies that are now its subsidiaries. There are no arrangements or understandings between
any executive officer and any other person pursuant to which the executive officer was elected to such position. Prior
to joining AIG in September 2008, Mr. Liddy served at the private equity investment firm of Clayton, Dubilier &
Rice, Inc. during 2008. From January 1999 until his retirement in April 2008, Mr. Liddy served as Chairman of the
Board of The Allstate Corporation (Allstate), the parent of Allstate Insurance Company. He also served as Chief
Executive Officer of Allstate from January 1999 to December 2006 and President from January 1995 to May 2005.
Ms. Reynolds was President and Chief Executive Officer of Safeco Corporation from January 2006 to September
2008 and Chairman from May 2008 to September 2008. Previously, Ms. Reynolds served as President and Chief
Executive Officer of AGL Resources, an Atlanta-based energy holding company, from 2000 to 2005 and Chairman
from 2002 to 2005. From January 2000 until joining AIG in May 2004, Dr. Frenkel served as Chairman of Merrill
Lynch International, Inc. Prior to joining AIG in September 2006, Ms. Kelly served as Executive Vice President and
General Counsel of MCI/WorldCom. Previously, she was Senior Vice President and General Counsel of Sears,
Roebuck and Co. from 1999 to 2003. From June 2004 until joining AIG in May 2007, Mr. Kaslow was a managing
partner of QuanStar Group, LLC (an advisory services firm), and, from January 2002 until May 2004, Mr. Kaslow
was Senior Executive Vice President of Human Resources for Vivendi Universal (an entertainment and
telecommunications company).
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Set forth below is information concerning the directors and executive officers of AIG as of February 18, 2009.

Served as
Director or

Name Title Age Officer Since

Stephen F. Bollenbach Director 66 2008
Dennis D. Dammerman Director 63 2008
Martin S. Feldstein Director 69 1987
Edward M. Liddy Director and Chief Executive Officer 63 2008
George L. Miles, Jr. Director 67 2005
Suzanne Nora Johnson Director 51 2008
Morris W. Offit Director 72 2005
James F. Orr III Director 65 2006
Virginia M. Rometty Director 50 2006
Michael H. Sutton Director 67 2005
Edmund S. W. Tse Director, Senior Vice Chairman � Life Insurance 70 1996
Richard H. Booth Vice Chairman � Transition Planning and Chief Administrative

Officer
61 2008

Jacob A. Frenkel Vice Chairman � Global Economic Strategies 64 2004
Anastasia D. Kelly Vice Chairman � Legal, Human Resources, Corporate

Communications and Corporate Affairs
59 2006

Paula R. Reynolds Vice Chairman � Chief Restructuring Officer 52 2008
Frank G. Wisner Vice Chairman � External Affairs 70 1997
David L. Herzog Executive Vice President and Chief Financial Officer 49 2005
Rodney O. Martin, Jr. Executive Vice President � Life Insurance 56 2002
Kristian P. Moor Executive Vice President � AIG Property Casualty Group 49 1998
Win J. Neuger Executive Vice President 59 1995
Nicholas C. Walsh Executive Vice President � Foreign General Insurance 58 2005
Jay S. Wintrob Executive Vice President � Retirement Services 51 1999
William N. Dooley Senior Vice President � Financial Services 56 1992
Andrew J. Kaslow Senior Vice President and Chief Human Resources Officer 58 2007
Robert E. Lewis Senior Vice President and Chief Risk Officer 57 1993
Monika M. Machon Senior Vice President and Chief Investment Officer 48 2009
Brian T. Schreiber Senior Vice President � Global Capital Planning and Analysis 43 2002
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Item 1A. Risk Factors

AIG has been significantly and adversely affected by recent events in the marketplace as well as in its businesses, and
is subject to significant risks, as discussed below. Many of these risks are interrelated and occur under similar business
and economic conditions, and the occurrence of certain of them may in turn cause the emergence, or exacerbate the
effect, of others. Such a combination could materially increase the severity of the impact on AIG. As a result, should
certain of these risks emerge, AIG may need additional support from the U.S. government. Without additional support
from the U.S. government, in the future there could exist substantial doubt about AIG�s ability to continue as a going
concern. See Management�s Discussion and Analysis of Financial Condition and Results of Operations � Consideration
of AIG�s Ability to Continue as a Going Concern and Note 1 to the Consolidated Financial Statements for a further
discussion.

Proposed Transactions with the NY Fed and the United States Department of the Treasury

No assurance can be given that the NY Fed and the United States Department of the Treasury will complete the
proposed transactions with AIG.  AIG has entered into certain agreements in principle and announced intentions to
enter into transactions with the NY Fed and the United States Department of the Treasury described below and in
Note 23 to the Consolidated Financial Statements. These proposed transactions are designed to promote AIG�s
restructuring. Neither agreements in principle nor the intentions are legally binding, and neither the NY Fed nor the
United States Department of the Treasury is bound to proceed with the transactions or complete them on the terms
currently contemplated. AIG, however, expects to be able to complete these transactions and others necessary to
enable an orderly restructuring and understands that the NY Fed and the United States Department of the Treasury
remain committed to providing AIG with continued support. If AIG is unable to complete one or more of the proposed
transactions, AIG�s credit ratings may be downgraded and AIG may not be able to complete its restructuring plan. See
Credit and Financial Strength Ratings for a discussion of the impact of a downgrade in AIG�s credit ratings.

The proposed repayment of outstanding amounts under the Fed Facility with subsidiary preferred equity in holding
companies for AIA and ALICO is complex and may need to be restructured.  The NY Fed�s proposed investment in
two new holding companies for AIA and ALICO is unprecedented and it is possible that the terms of the exchange
may change, perhaps materially.

Business and Credit Environment

AIG�s businesses, results of operations and financial condition have been materially and adversely affected by market
conditions and will be materially affected by these conditions for the foreseeable future.  During 2008, worldwide
economic conditions significantly deteriorated and the United States economy and most other major economies
entered into a recession. It is difficult to predict how long global recessionary conditions will exist or the manner in
which AIG�s markets, products, financial condition and businesses will be negatively affected in the future.

The global financial crisis has resulted in a lack of liquidity, highly volatile markets, a steep depreciation in asset
values across all classes, an erosion of investor confidence, a widening of credit spreads, a lack of price transparency
in many markets and the collapse or merger of several prominent financial institutions. Difficult economic conditions
also resulted in increased unemployment and a severe decline in business activity across a wide range of industries
and regions. Global regulators, governments and central banks have taken a number of unprecedented steps to address
these issues but these steps have so far failed to prevent financial markets from declining by a very substantial
amount, both in percentage terms and in absolute terms. It is unclear whether these measures will be effective or, if
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AIG has been materially and adversely affected by these conditions and events in a number of ways, including:

� the need to enter into transactions with the NY Fed and the United States Department of the Treasury, and to
participate in generally available governmental programs addressing disruptions in financial markets;

� severe and continued declines in the valuation and performance of its investment portfolio across all asset
classes, leading to decreased investment income, material unrealized and realized losses, including other-

AIG 2008 Form 10-K    21

Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K

Table of Contents 40



Table of Contents

American International Group, Inc., and Subsidiaries

than-temporary impairments, both of which decreased AIG�s shareholders� equity and, to a lesser extent, the
regulatory capital of its subsidiaries;

� significant credit losses due to the failure of, or governmental intervention with respect to, several prominent
institutions;

� impairment of goodwill in its insurance and financial services businesses; and

� a general decline in business activity leading to reduced premium volume, increases in surrenders or
cancellations of policies and increased competition from other insurers.

The consequences of these conditions have been more severe for AIG than for other insurers. Since the third quarter of
2008, AIG�s principal sources of liquidity have been the Fed Facility and issuances of commercial paper under the
Commercial Paper Funding Facility established by the NY Fed (CPFF). Authorization for the CPFF to accept new
issuances of commercial paper is set to expire on October 30, 2009, with all outstanding issuances under the program
maturing by January 2010. Since mid-September 2008, AIG has had no access to funding in public markets.

Certain of AIG�s in-force and new business products in its life insurance businesses provide minimum benefit
guarantees and crediting rates. Low interest rates driven by recessionary or deflationary environments could result in a
negative spread between the yield produced by AIG�s investment portfolios and the underlying costs of these products.
While potentially providing short-term benefits, long-term profitability of the business could be negatively affected by
this negative spread and the volume and value of new business could be adversely affected by low interest rate
environments.

Credit and Financial Strength Ratings

Adverse ratings actions regarding AIG�s long-term debt ratings by the major rating agencies would require AIG to
post a substantial amount of additional collateral payments pursuant to, and/or permit the termination of, derivative
transactions to which AIGFP is a party, which could further adversely affect AIG�s business and its consolidated
results of operations, financial condition and liquidity. Additional obligations to post collateral or the costs of
assignment, termination or obtaining alternative credit could exceed the amounts then available under the Fed
Facility.  In the third quarter of 2008, S&P, Moody�s, Fitch and A.M. Best Company (A.M. Best) each downgraded the
credit ratings of AIG Inc. and most of the Insurer Financial Strength Ratings of AIG�s insurance operating subsidiaries.
In particular, S&P downgraded AIG�s long-term debt rating by three notches, Moody�s downgraded AIG�s long-term
debt rating by two notches, Fitch downgraded AIG�s long-term debt rating by two notches and A.M. Best downgraded
AIG�s issuer credit rating from a+ to bbb and most of AIG�s Insurer Financial Strength Ratings from A+ to A.

Subsequent to the rating actions referred to above, the following rating actions were taken:

� Moody�s lowered AIG�s Senior Unsecured Debt rating to A3 from A2 and ILFC�s and American General
Finance Corporation�s (AGF Corp.) Senior Unsecured Debt ratings to Baa1 from A3. Most ratings remain under
review for possible downgrade with ILFC revised to under review with direction uncertain.

� S&P revised the CreditWatch status on AIG�s and AGF Corp.�s ratings from CreditWatch Developing to
CreditWatch Negative in October 2008. Subsequently, S&P lowered its long-term debt rating on ILFC from A�
to BBB+, and its short-term debt rating from A−1 to A−2. The ratings remain on Credit Watch Developing.
S&P lowered its long-term debt rating on AGF Corp. from BBB to BB+, and its short-term debt rating from
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A−3 to B. The long-term debt ratings were assigned a Negative Outlook. S&P also revised the credit watch
status of AIG�s property and casualty subsidiaries from Credit Watch Developing to Credit Watch Negative.

� Fitch lowered its long-term debt ratings on AGF Corp. from A to BBB. The ratings remain on Rating Watch
Evolving. Fitch also removed the ratings of AIG, Inc. and its property and casualty subsidiaries from Rating
Watch Evolving and assigned them a Stable Outlook.
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� A.M. Best affirmed the Insurer Financial Strength Ratings and Issuer Credit Ratings of the insurance
subsidiaries of AIG, Inc. In addition A.M. Best affirmed the Issuer Credit Rating of AIG, Inc. These ratings
were removed from Under Review with Negative Implications and assigned a Negative Outlook.

Credit ratings estimate a company�s ability to meet its obligations and may directly affect the cost and availability to
that company of unsecured financing and its eligibility for certain government sponsored funding programs such as
the CPFF, as discussed below. In the event of a further downgrade of AIG�s long-term senior debt ratings, AIGFP
would be required to post additional collateral and AIG or certain of AIGFP�s counterparties would be permitted to
elect early termination of contracts.

It is estimated that as of the close of business on February 18, 2009, based on AIGFP�s outstanding municipal GIAs,
secured funding arrangements and financial derivative transactions (including AIGFP�s super senior credit default
swap portfolio) at that date, a one-notch downgrade of AIG�s long-term senior debt ratings to Baa1 by Moody�s and
BBB+ by S&P would permit counterparties to make additional collateral calls and permit either AIGFP or the
counterparties to elect early termination of contracts, resulting in up to approximately $8 billion of corresponding
collateral postings and termination payments, a two-notch downgrade to Baa2 by Moody�s and BBB by S&P would
result in approximately $2 billion in additional collateral postings and termination payments, and a three-notch
downgrade to Baa3 by Moody�s and BBB- by S&P would result in approximately $1 billion in additional collateral
and termination payments.

The actual amount of collateral that AIGFP would be required to post to counterparties in the event of such
downgrades, or the aggregate amount of payments that AIG could be required to make, would depend on market
conditions, the fair value of outstanding affected transactions and other factors prevailing at the time of the
downgrade. If AIG is unable to secure sufficient additional funding through the Fed Facility or otherwise, AIG could
become insolvent.

ILFC is a party to two Export Credit Agency (ECA) facilities that require ILFC to segregate security deposits and
maintenance reserves related to aircraft financed under these facilities into separate accounts in the event of a
downgrade in ILFC�s credit ratings. In October 2008, Moody�s downgraded ILFC�s debt ratings, and ILFC was
subsequently notified by the trustees under its ECA facilities that it would be required to segregate security deposits
and maintenance reserves totaling approximately $260 million in separate accounts. Further downgrades would
impose additional restrictions under these facilities, including the requirement to segregate rental payments and would
require prior consent to withdraw funds from the segregated account.

For a further discussion of AIG�s liquidity, see Management�s Discussion and Analysis of Financial Condition and
Results of Operations � Capital Resources and Liquidity � Liquidity.

A downgrade in the short-term credit ratings of the commercial paper programs of certain AIG affiliates could make
these issuers ineligible for participation in the CPFF.  AIG Funding and affiliates Curzon Funding LLC and
Nightingale Finance LLC currently obtain financing through participation in the CPFF. As of February 18, 2009, AIG
Funding, Curzon Funding LLC and Nightingale Finance LLC had $6.1 billion, $6.8 billion and $1.1 billion,
respectively, outstanding under the CPFF. However, in the event of a downgrade of the short-term credit ratings
applicable to the commercial paper programs of these issuers, they may no longer qualify for participation in the
CPFF and would likely have significant difficulty obtaining access to alternative sources of liquidity. AIG�s subsidiary,
ILFC, participated in the CPFF at December 31, 2008, but on January 21, 2009, S&P downgraded ILFC�s short-term
debt rating and, as a result, ILFC lost access to the CPFF. The CPFF purchases only U.S. dollar-denominated
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commercial paper (including asset-backed commercial paper) that is rated at least A-1/P-1/F1 by a major nationally
recognized statistical rating organization (NRSRO) or, if rated by multiple major NRSROs, is rated at least
A-1/P-1/F1 by two or more major NRSROs. Accordingly, these AIG entities will lose access to the CPFF if:

� AIG Funding�s short-term rating is downgraded by any two of S&P, Moody�s or Fitch;

� Curzon Funding LLC�s short-term rating is downgraded by either S&P or Moody�s; or

� Nightingale Finance LLC�s short-term rating is downgraded by either S&P or Moody�s.

Adverse rating actions could result in further reductions in credit limits extended to AIG and in a decline in the
number of counterparties willing to transact with AIG or its affiliates.  To appropriately manage risk, AIG needs
trading counterparties willing to extend sufficient credit limits to purchase and sell securities, commodities and
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other assets, as well as to conduct hedging activities. To the extent that counterparties are unwilling to trade with or to
extend adequate credit limits to AIG or its subsidiaries, AIG could be exposed to open positions or other unhedged
risks, resulting in increased volatility of results and increased losses.

A downgrade in the Insurer Financial Strength ratings of AIG�s insurance companies could prevent the companies
from writing new business and retaining customers and business.  Insurer Financial Strength ratings are an important
factor in establishing the competitive position of insurance companies. Insurer Financial Strength ratings measure an
insurance company�s ability to meet its obligations to contract holders and policyholders, help maintain public
confidence in a company�s products, facilitate marketing of products and enhance a company�s competitive position.

Further downgrades of the Insurer Financial Strength ratings of AIG�s insurance companies may prevent these
companies from offering products and services or result in increased policy cancellations or termination of assumed
reinsurance contracts. Moreover, a downgrade in AIG�s credit ratings may, under credit rating agency policies
concerning the relationship between parent and subsidiary ratings, result in a downgrade of the Insurer Financial
Strength ratings of AIG�s insurance subsidiaries.

Liquidity

AIG parent�s ability to access funds from its subsidiaries is severely limited.  As a holding company, AIG parent
depends significantly on dividends, distributions and other payments from its subsidiaries to fund payments due on
AIG�s obligations, including its debt securities. Further, the majority of AIG�s investments are held by its regulated
subsidiaries. In light of AIG�s current financial situation, many of AIG�s regulated subsidiaries have been significantly
restricted from making dividend payments, or advancing funds, to AIG, and AIG expects these restrictions to
continue. AIG�s subsidiaries also are limited in their ability to make dividend payments or advance funds to AIG
because of the need to retain funds to conduct their own operations. These factors may hinder AIG�s ability to access
funds that AIG may need to make payments on its obligations, including those arising from day-to-day business
activities.

AIG parent�s ability to support its subsidiaries is limited.  Historically, AIG has provided capital and liquidity to its
subsidiaries to maintain regulatory capital ratios, comply with rating agency requirements and meet unexpected cash
flow obligations. AIG�s current limited access to liquidity may reduce or prevent AIG from providing support to its
subsidiaries. If AIG is unable to provide support to a subsidiary having an immediate capital need, the subsidiary
could become insolvent or, in the case of an insurance subsidiary or other regulated entity, could be seized by its
regulator.

A significant portion of AIG�s investments are illiquid and are difficult to sell, or to sell in significant amounts at
acceptable prices, to generate cash to meet AIG�s needs.  AIG�s investments in certain securities, including certain
fixed income securities and certain structured securities, direct private equities, limited partnerships, hedge funds,
mortgage loans, flight equipment, finance receivables and real estate are illiquid. These asset classes represented
approximately 31 percent of the carrying value of AIG�s total cash and invested assets at December 31, 2008. In
addition, the steep decline in the U.S. real estate market and the current disruption in the credit markets have
materially adversely affected the liquidity of other AIG securities portfolios, including its residential and commercial
mortgage-backed securities portfolios. If AIG requires significant amounts of cash on short notice in excess of
anticipated cash requirements or is required to post or return collateral in connection with AIGFP�s derivative
transactions, then AIG may have difficulty selling these investments or terminating these transactions in a timely
manner or may be forced to sell or terminate them at unfavorable values.
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If AIG fails to maintain compliance with the continued listing standards of the New York Stock Exchange (NYSE), the
NYSE may initiate suspension and de-listing procedures, which will have a material adverse effect on the liquidity of
AIG�s common stock.  AIG�s common stock and other securities are listed on the NYSE. AIG is subject to the NYSE�s
continued listing requirements, including, among other things, the requirement that AIG maintain an average closing
price equal to at least $1.00 over each consecutive 30-day trading period. The share price of AIG�s common stock has
declined significantly since the third quarter of 2008, and recently has begun to close below $1.00. AIG has not been
informed of any non-compliance by the NYSE, but there is no assurance that AIG will be able to maintain compliance
with the NYSE�s continued listing standards or that, in the event of non-compliance, the NYSE will not take action to
suspend and de-list AIG�s securities from trading. A de-listing would
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have a significant adverse effect on the liquidity of AIG�s common stock, making it more difficult and expensive for
AIG to raise additional capital.

Fed Facility and Series D Preferred Stock

The Fed Credit Agreement and the Series D Preferred Stock require AIG to devote significant resources to debt
repayment and preferred stock dividends for the foreseeable future, thereby significantly reducing capital available
for other purposes.  AIG is required to repay the five-year Fed Facility primarily from the proceeds of sales of assets,
including businesses. The amount available under the Fed Facility is permanently reduced by the amount of such
repayments as they are made. In addition, the $40 billion liquidation preference of the Series D Fixed Rate
Cumulative Perpetual Preferred Stock (Series D Preferred Stock) issued to the United States Department of the
Treasury accumulates dividends at 10 percent per year. These dividends, and the dividends on any other series of
preferred stock issued by AIG, are not deductible for tax purposes.

AIG�s significant obligations require it to dedicate all of its proceeds from asset dispositions and a considerable portion
of its cash flows from operations to the repayment of the Fed Facility, thereby reducing the funds available for
investment in its businesses. Moreover, because AIG�s debt service and preferred stock dividend obligations are very
high, AIG may be more vulnerable to competitive pressures and have less flexibility to plan for or respond to
changing business and economic conditions.

A further inability to effect asset sales in accordance with its asset disposition plan or to do so at acceptable prices
could result in AIG not being able to repay its borrowings under the Fed Facility. See Capital Resources and Liquidity
Requirements � Asset Disposition Plan for a discussion of AIG�s asset disposition plan.

Borrowings available to AIG under the Fed Facility may not be sufficient to meet AIG�s funding needs and additional
financing may not be available or could be prohibitively expensive.  Additional collateral calls, continued high
surrenders of annuity and other policies, further downgrades in AIG�s credit ratings or a further deterioration in
AIGFP�s remaining super senior credit default swap portfolio could cause AIG to require additional funding in excess
of the borrowings available under the Fed Facility. In that event, AIG would be required to find additional financing
and new financing sources. In the current business environment such financing could be difficult, if not impossible, to
obtain and, if available, very expensive, and additional funding from the NY Fed, United States Department of the
Treasury or other government sources may not be available. If AIG is unable to obtain sufficient financing to meet its
capital needs, AIG could become insolvent.

Borrowings under the Fed Facility are subject to the NY Fed being satisfied with the collateral pledged by AIG.  A
condition to borrowing under the Fed Facility is that the NY Fed be satisfied with the collateral pledged by AIG
(including its value). It is possible that the NY Fed may determine that AIG�s collateral is insufficient to permit a
borrowing for many reasons including:

� a decline in the value of AIG�s businesses;

� poor performance in one or more of AIG�s businesses; and

� low prices received by AIG in its asset disposition plan.

Such a determination could limit AIG�s ability to borrow under the Fed Facility.
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AIG must sell or otherwise dispose of significant assets to service the debt under the Fed Facility.  AIG must make
asset dispositions to repay the borrowings under the Fed Facility. A continued delay or inability to effect these
dispositions at acceptable prices and on acceptable terms could result in AIG being unable to repay the Fed Facility by
its maturity date.

While AIG has adopted an asset disposition plan, as discussed in Management�s Discussion and Analysis of Financial
Condition and Results of Operations � Liquidity � Asset Disposition Plan, this plan may not be successfully executed
due to, among other things:

� an inability of purchasers to obtain funding due to the deterioration in the credit markets;

� a general unwillingness of potential buyers to commit capital in the difficult current market environment;

� an adverse change in interest rates and borrowing costs; and
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� continued declines in AIG asset values and deterioration in its businesses.

Further, AIG may be unable to negotiate favorable terms in connection with asset sales, including with respect to
price. As a result, AIG may need to modify its asset disposition plan to sell additional or different assets.

If AIG is not able to repay the Fed Facility from the proceeds of asset dispositions and cannot otherwise repay the Fed
Facility in accordance with its terms, an event of default would result. In such an event, the NY Fed could enforce its
security interest in AIG�s pledged collateral. In addition, an event of default or declaration of acceleration under the
Fed Credit Agreement could also result in an event of default under other agreements. In such an event, AIG would
likely not have sufficient liquid assets to meet its obligations under such agreements.

The Fed Credit Agreement includes financial and other covenants that impose restrictions on AIG�s financial and
business operations.  The Fed Credit Agreement requires AIG to maintain a minimum aggregate liquidity level and
restricts AIG�s ability to make certain capital expenditures. The Fed Credit Agreement also restricts AIG�s and its
restricted subsidiaries� ability to incur additional indebtedness, incur liens, merge, consolidate, sell assets, enter into
hedging transactions outside the normal course of business, or pay dividends. These covenants could restrict AIG�s
business and thereby adversely affect AIG�s results of operations.

Moreover, if AIG fails to comply with the covenants in the Fed Credit Agreement and is unable to obtain a waiver or
amendment, an event of default would result. If an event of default were to occur, the NY Fed could, among other
things, declare outstanding borrowings under the Fed Credit Agreement immediately due and payable and enforce its
security interest in AIG�s pledged collateral. In addition, an event of default or declaration of acceleration under the
Fed Credit Agreement could also result in an event of default under AIG�s other agreements.

AIG�s results of operations and cash flows will be materially and adversely affected by a significant increase in
interest expense and preferred stock dividends paid.  AIG expects its results of operations in 2009 and in future
periods to be significantly adversely affected by the recognition of interest expense on borrowings under the Fed
Facility and by the payment of significant preferred stock dividends. In addition, the prepaid commitment fee asset of
$23 billion associated with the Series C Preferred Stock (described below) was capitalized and is being amortized
through interest expense over the term of the Fed Facility, which is five years.

The Series D Preferred Stock accrues dividends, payable if, as and when declared, at a rate of 10 percent per annum,
or $4 billion, on the $40 billion of liquidation preference, which are not tax deductible.

Controlling Shareholder

Following the issuance of the Series C Preferred Stock to the AIG Credit Facility Trust, a trust for the sole benefit of
the United States Treasury, the Trust, which is overseen by three independent trustees, will hold a controlling interest
in AIG. AIG�s interests and those of AIG�s minority shareholders may not be the same as those of the Trust or the
United States Treasury.  In accordance with the Fed Credit Agreement, in early March 2009, AIG expects to issue
100,000 shares of Series C Perpetual, Convertible, Participating Preferred Stock, par value $5.00 per share and at an
initial liquidation preference of $5.00 per share (the Series C Preferred Stock), to the AIG Credit Facility Trust, a trust
for the sole benefit of the United States Treasury (together with its trustees, the Trust) established under the AIG
Credit Facility Trust Agreement dated as of January 16, 2009 (as it may be amended from time to time, the Trust
Agreement). The Trust will hold the Series C Preferred Stock for the sole benefit of the United States Treasury. The
Series C Preferred Stock is entitled to:
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� participate in any dividends paid on the common stock, with the payments attributable to the Series C Preferred
Stock being approximately 77.9 percent of the aggregate dividends paid on common stock, treating the
Series C Preferred Stock as converted; and

� to the extent permitted by law, vote with AIG�s common stock on all matters submitted to AIG�s shareholders
and hold approximately 77.9 percent of the aggregate voting power of common stock, treating the Series C
Preferred Stock as converted.

The dividends payable on and the total voting power of (i) the shares of common stock underlying the Series C
Preferred Stock, (ii) the 53,798,766 shares of common stock underlying the warrants issued to the United States
Department of the Treasury on November 25, 2008 and (iii) the shares of common stock underlying the warrants to be
issued to the United States Department of the Treasury in connection with the capital commitment facility will
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not exceed 79.9 percent of the aggregate dividends payable on and the voting power of the outstanding shares of
common stock, treating the Series C Preferred Stock as converted.

The Series C Preferred Stock will remain outstanding even if the Fed Facility is repaid in full or otherwise terminates.
In addition, upon shareholder approval and the filing with the Delaware Secretary of State of certain amendments to
AIG�s Restated Certificate of Incorporation, the Trust can convert at its option all or a portion of the Series C Preferred
Stock into common stock.

As a result of its ownership of the Series C Preferred Stock, the Trust will be able, subject to the terms of the Trust
Agreement and the Series C Preferred Stock, to elect all of AIG�s directors and will be able, to the extent permitted by
law, to control the vote on substantially all matters, including:

� approval of mergers or other business combinations;

� a sale of all or substantially all of AIG�s assets;

� issuance of any additional common stock or other equity securities;

� the selection and tenure of AIG�s Chief Executive Officer and other executive officers; and

� other matters that might be favorable to the United States Treasury.

Moreover, the Trust�s ability to prevent any change in control of AIG could also have an adverse effect on the market
price of the common stock.

The Trust may also, subject to the terms of the Trust Agreement and applicable securities laws, transfer all, or a
portion of, the Series C Preferred Stock to another person or entity and, in the event of such a transfer, that person or
entity could become the controlling shareholder.

Possible future sales of Series C Preferred Stock or common stock by the Trust could adversely affect the market for
AIG common stock.  Pursuant to the Series C Preferred Stock Purchase Agreement, dated as of March 1, 2009,
between the Trust and AIG (the Series C Preferred Stock Purchase Agreement), AIG has agreed to file a shelf
registration statement that will allow the Trust to publicly sell Series C Preferred Stock or any shares of common stock
it receives upon conversion of the Series C Preferred Stock. In addition, the Trust could sell Series C Preferred Stock
or shares of common stock without registration under certain circumstances, such as in a private transaction. Although
AIG can make no prediction as to the effect, if any, that such sales would have on the market price of common stock,
sales of substantial amounts of Series C Preferred Stock or common stock, or the perception that such sales could
occur, could adversely affect the market price of common stock. If the Trust sells or transfers shares of Series C
Preferred Stock or common stock as a block, another person or entity could become AIG�s controlling shareholder.

Change of Control

The issuance of the Series C Preferred Stock may have adverse consequences for AIG and its subsidiaries with
regulators and contract counterparties.  The issuance of the Series C Preferred Stock will result in a change of control
of AIG. A change of control of AIG triggers notice, approval and/or other regulatory requirements in many of the
more than 130 countries and jurisdictions in which AIG and its subsidiaries operate. AIG has undertaken a worldwide
review of the regulatory requirements arising in connection with the issuance of the Series C Preferred Stock, and has
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worked to achieve material compliance with applicable regulatory requirements. In this connection, AIG has
submitted notices to regulators in the jurisdictions where its principal businesses are located, and currently has no
knowledge that any regulator intends to impose any penalties or take any other actions as a result of the change in
control of AIG in a manner that would be adverse in any material respect to AIG. However, in light of the large
number of jurisdictions in which AIG and its subsidiaries operate and the complexity of assessing and addressing the
regulatory requirements in each of the relevant jurisdictions, AIG has not been able to obtain all regulatory consents or
approvals that may be required in connection with the issuance of the Series C Preferred Stock. Accordingly, no
assurances can be provided that the failure to obtain all required consents or approvals will not have a material adverse
effect on AIG�s consolidated financial condition, results of operations or cash flows.

AIG and its subsidiaries are also parties to various contracts and other agreements that may be affected by a change of
control of AIG. Although AIG believes the change of control arising from the issuance of the Series C

AIG 2008 Form 10-K    27

Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K

Table of Contents 52



Table of Contents

American International Group, Inc., and Subsidiaries

Preferred Stock will not result in a breach of any material contract or agreement, no assurances can be given that AIG�s
counterparties to such contracts and agreements will not claim that breaches have occurred. If AIG were to be found to
have breached any material contract or agreement, its consolidated financial condition, results of operations or cash
flows could be materially adversely affected.

Concentration of Investments and Exposures

Concentration of AIG�s investment portfolios in any particular segment of the economy may have adverse effects.  AIG
results of operations have been adversely affected and may continue to be adversely affected by a concentration in
residential mortgage-backed, commercial mortgage-backed and other asset-backed securities. AIG also has significant
exposures to financial institutions and, in particular, to money center and global banks. These types of concentrations
in AIG�s investment portfolios could have an adverse effect on the investment portfolios and consequently on AIG�s
consolidated results of operations or financial condition. While AIG seeks to mitigate this risk by having a broadly
diversified portfolio, events or developments that have a negative effect on any particular industry, asset class, group
of related industries or geographic region may have a greater adverse effect on the investment portfolios to the extent
that the portfolios are concentrated. Furthermore, AIG�s ability to sell assets relating to such particular groups of
related assets may be limited if other market participants are seeking to sell at the same time.

Concentration of AIG�s insurance and other risk exposures may have adverse effects.  AIG seeks to manage the risks
to which it is exposed as a result of the insurance policies, derivatives and other obligations that it undertakes to
customers and counterparties by monitoring the diversification of its exposures by exposure type, industry, geographic
region, counterparty and otherwise and by using reinsurance, hedging and other arrangements to limit or offset
exposures that exceed the limits it wishes to retain. In certain circumstances, or with respect to certain exposures, such
risk management arrangements may not be available on acceptable terms, or AIG�s exposure in absolute terms may be
so large that even slightly adverse experience compared to AIG�s expectations may cause a material adverse effect on
AIG�s consolidated financial condition or results of operations.

Casualty Insurance Underwriting and Reserves

Casualty insurance liabilities are difficult to predict and may exceed the related reserves for losses and loss
expenses.  AIG has announced that it intends to focus its resources on its core property and casualty insurance
businesses while selling other businesses to repay the borrowing under the Fed Credit Agreement. As a result, AIG
expects to become more reliant on these businesses.

Although AIG annually reviews the adequacy of the established liability for unpaid claims and claims adjustment
expense, there can be no assurance that AIG�s loss reserves will not develop adversely and have a material adverse
effect on AIG�s results of operations. Estimation of ultimate net losses, loss expenses and loss reserves is a complex
process for long-tail casualty lines of business, which include excess and umbrella liability, D&O, professional
liability, medical malpractice, workers� compensation, general liability, products liability and related classes, as well as
for asbestos and environmental exposures. Generally, actual historical loss development factors are used to project
future loss development. However, there can be no assurance that future loss development patterns will be the same as
in the past. Moreover, any deviation in loss cost trends or in loss development factors might not be discernible for an
extended period of time subsequent to the recording of the initial loss reserve estimates for any accident year. Thus,
there is the potential for reserves with respect to a number of years to be significantly affected by changes in loss cost
trends or loss development factors that were relied upon in setting the reserves. These changes in loss cost trends or
loss development factors could be attributable to changes in inflation or in the judicial environment, or in other social
or economic phenomena affecting claims, such as the effects that the recent disruption in the credit markets could
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have on reported claims under D&O or professional liability coverages. For a further discussion of AIG�s loss reserves
see also Management�s Discussion and Analysis of Financial Condition and Results of Operations � Segment Results �
General Insurance Operations � Liability for unpaid claims and claims adjustment expense.
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Catastrophe Exposures

The occurrence of catastrophic events could adversely affect AIG�s consolidated financial condition or results of
operations.  The occurrence of events such as hurricanes, earthquakes, pandemic disease, acts of terrorism and other
catastrophes could adversely affect AIG�s consolidated financial condition or results of operations, including by
exposing AIG�s businesses to the following:

� widespread claim costs associated with property, workers� compensation, mortality and morbidity claims;

� loss resulting from the value of invested assets declining to below the amount required to meet policy and
contract liabilities; and

� loss resulting from actual policy experience emerging adversely in comparison to the assumptions made in the
product pricing related to mortality, morbidity, termination and expenses.

Reinsurance

Reinsurance may not be available or affordable.  AIG subsidiaries are major purchasers of reinsurance and utilize
reinsurance as part of AIG�s overall risk management strategy. Reinsurance is an important risk management tool to
manage transaction and insurance line risk retention and to mitigate losses that may arise from catastrophes. Market
conditions beyond AIG�s control determine the availability and cost of the reinsurance purchased by AIG subsidiaries.
For example, reinsurance may be more difficult to obtain after a year with a large number of major catastrophes.
Accordingly, AIG may be forced to incur additional expenses for reinsurance or may be unable to obtain sufficient
reinsurance on acceptable terms, in which case AIG would have to accept an increase in exposure risk, reduce the
amount of business written by its subsidiaries or seek alternatives.

Reinsurance subjects AIG to the credit risk of its reinsurers and may not be adequate to protect AIG against
losses.  Although reinsurance makes the reinsurer liable to the AIG subsidiary to the extent the risk is ceded, it does
not relieve the AIG subsidiary of the primary liability to its policyholders. Accordingly, AIG bears credit risk with
respect to its subsidiaries� reinsurers to the extent not mitigated by collateral or other credit enhancements. A reinsurer�s
insolvency or inability or refusal to make timely payments under the terms of its agreements with the AIG subsidiaries
could have a material adverse effect on AIG�s results of operations and liquidity. For additional information on AIG�s
reinsurance, see Management�s Discussion and Analysis of Financial Condition and Results of Operations � Risk
Management � Reinsurance.

Policyholder Behavior

AIG�s policyholders, agents and other distributors of AIG�s insurance products have expressed significant concerns in
the wake of announcements by AIG of adverse financial results. AIG expects that these concerns will be exacerbated
by the announcement of AIG�s 2008 results.  Many of AIG�s businesses depend upon the financial stability (both actual
and perceived) of AIG�s parent company. Concerns that AIG or its subsidiaries may not be able to meet their
obligations have negatively affected AIG�s businesses in many ways, including:

� requests by customers to withdraw funds from AIG under annuity and certain life insurance contracts;

� a refusal by independent agents, brokers and banks to continue to offer AIG products and services;
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� a refusal of counterparties, customers or vendors to continue to do business with AIG; and

� requests by customers and other parties to terminate existing contractual relationships.

Continued economic uncertainty, additional adverse results or a lack of confidence in AIG and AIG�s businesses may
cause AIG customers, agents and other distributors to cease or reduce their dealings with AIG, turn to competitors or
shift to products that generate less income for AIG. Although AIG has announced its intent to refocus its business and
certain AIG subsidiaries are rebranding themselves in an attempt to overcome a perception of instability, AIG cannot
be sure that such efforts will be successful in attracting or maintaining clients.
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Foreign Operations

Foreign operations expose AIG to risks that may affect its operations, liquidity and financial condition.  AIG provides
insurance, investment and other financial products and services to both businesses and individuals in more than 130
countries and jurisdictions. A substantial portion of AIG�s General Insurance business and a majority of its Life
Insurance & Retirement Services business is conducted outside the United States. Operations outside the United
States, particularly those in developing nations, may be affected by regional economic downturns, changes in foreign
currency exchange rates, political upheaval, nationalization and other restrictive government actions, which could also
affect other AIG operations.

The degree of regulation and supervision in foreign jurisdictions varies. Generally, AIG, as well as its subsidiaries
operating in such jurisdictions, must satisfy local regulatory requirements. Licenses issued by foreign authorities to
AIG subsidiaries are subject to modification and revocation. Thus, AIG�s insurance subsidiaries could be prevented
from conducting future business in certain of the jurisdictions where they currently operate. Adverse actions from any
single country could adversely affect AIG�s results of operations, liquidity and financial condition depending on the
magnitude of the event and AIG�s net financial exposure at that time in that country.

Employees

Because of the decline in the value of equity awards previously granted to employees and the uncertainty surrounding
AIG�s asset disposition program, AIG may be unable to retain key employees, including individuals critical to the
execution of its disposition plan.  AIG relies upon the knowledge and talent of its employees to successfully conduct
business. The decline in AIG�s common stock price has dramatically reduced the value of equity awards previously
granted to its key employees. Also, the announcement of proposed asset dispositions has resulted in competitors
seeking to hire AIG�s key employees. AIG has implemented retention programs to seek to keep its key employees, but
there can be no assurance that the programs will be effective. A loss of key employees could reduce the value of AIG�s
businesses and impair its ability to effect a successful asset disposition plan.

A loss of key employees in AIG�s financial reporting process could prevent AIG from making required filings,
preparing financial statements and otherwise adversely affect its internal controls.  AIG relies upon the knowledge
and experience of the employees involved in these functions for the effective and timely preparation of required
filings and financial statements and operation of internal controls. If these employees depart, AIG may not be able to
replace them with individuals having comparable knowledge and experience.

The limitations on incentive compensation contained in the American Recovery and Reinvestment Act of 2009 may
adversely affect AIG�s ability to retain its highest performing employees.  On February 17, 2009, the American
Recovery and Reinvestment Act of 2009 (Recovery Act) was signed into law. The Recovery Act contains restrictions
on bonus and other incentive compensation payable to the five executives named in a company�s proxy statement and
the next twenty highest paid employees of companies receiving TARP funds. Historically, AIG has embraced a
pay-for-performance philosophy. Depending upon the limitations placed on incentive compensation by the final
regulations issued under the Recovery Act, it is possible that AIG may be unable to create a compensation structure
that permits AIG to retain its highest performing employees. If this were to occur, AIG�s asset disposition plan,
businesses and results of operations would be adversely affected, perhaps materially.

Conflicts of interest may arise as AIG implements its asset disposition plan.  AIG relies on certain key employees to
operate its businesses during the asset disposition period, to provide information to prospective buyers and to
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maximize the value of businesses to be divested. The successful completion of the asset disposition plan could be
adversely affected by any conflict of interests between AIG and its employees arising as a result of the asset
disposition process.

Employee error and misconduct may be difficult to detect and prevent and may result in significant losses.  Losses
may result from, among other things, fraud, errors, failure to document transactions properly or to obtain proper
internal authorization or failure to comply with regulatory requirements, both generally, and during the asset
disposition process. There have been a number of highly publicized cases involving fraud or other misconduct by
employees in the financial services industry in recent years, and AIG runs the risk that employee misconduct could
occur. It is not always possible to deter or prevent employee misconduct and the controls that AIG has in place to
prevent and detect this activity may not be effective in all cases.
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Regulation

AIG is subject to extensive regulation in the jurisdictions in which it conducts its businesses, and recent regulatory
actions have made it challenging for AIG to continue to engage in business in the ordinary course.  AIG�s operations
around the world are subject to regulation by different types of regulatory authorities, including insurance, securities,
investment advisory, banking and thrift regulators in the United States and abroad. AIG�s operations have become
more diverse and consumer-oriented, increasing the scope of regulatory supervision and the possibility of
intervention. In light of AIG�s liquidity issues beginning in the third quarter of 2008, AIG and its regulated subsidiaries
have been subject to intense review and supervision around the world. Regulators have taken significant steps to
protect the businesses of the entities they regulate. These steps have included:

� Restricting or prohibiting the payment of dividends to AIG;

� Restricting or prohibiting other payments to AIG;

� Requesting additional capital contributions by AIG;

� Requesting that intercompany reinsurance reserves be covered by assets locally;

� Restricting the business in which the subsidiaries may engage; and

� Requiring pre-approval of all proposed transactions between the regulated subsidiaries and AIG or any
affiliate.

AIG does not expect these conditions to change unless its financial situation stabilizes.

Adjustments to Life Insurance & Retirement Services Deferred Policy Acquisition Costs

Interest rate fluctuations, increased surrenders and other events may require AIG subsidiaries to accelerate the
amortization of deferred policy acquisition costs (DAC) which could adversely affect AIG�s consolidated financial
condition or results of operations.  DAC represents the costs that vary with and are related primarily to the acquisition
of new and renewal insurance and annuity contracts. When interest rates rise or customers lose confidence in a
company, policy loans and policy surrenders and withdrawals of life insurance policies and annuity contracts may
increase as policyholders seek to buy products with perceived higher returns or more stability, requiring AIG
subsidiaries to accelerate the amortization of DAC. To the extent such amortization exceeds surrender or other charges
earned upon surrender and withdrawals of certain life insurance policies and annuity contracts, AIG�s results of
operations could be negatively affected.

DAC for both insurance-oriented and investment-oriented products, as well as retirement services products is
reviewed for recoverability, which involves estimating the future profitability of current business. This review
involves significant management judgment. If the actual emergence of future profitability were to be substantially
lower than estimated, AIG could be required to accelerate its DAC amortization and such acceleration could adversely
affect AIG�s results of operations. For a further discussion of DAC, see also Management�s Discussion and Analysis of
Financial Condition and Results of Operations � Critical Accounting Estimates and Notes 1 and 8 to the Consolidated
Financial Statements.
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Risk Management

AIG is exposed to a number of significant risks, and AIG�s risk management policies, processes and controls may not
be effective in mitigating AIG�s risk exposures in all market conditions and to all types of risk.  The major risks to
which AIG is exposed include credit risk, market risk, including credit spread risk, operational risk, liquidity risk and
insurance risk. Given continued capital markets volatility, persistent risk aversion, inadequate liquidity in the markets
of many asset classes, combined with AIG�s weakened financial condition, AIG may not have adequate risk
management policies, tools and processes and AIG may not have sufficient access to the markets and trading
counterparties to effectively implement risk mitigating strategies and techniques. This environment could materially
and adversely affect AIG�s consolidated results of operations, liquidity or financial condition, result in regulatory
action or litigation or further damage AIG�s reputation. For a further discussion of AIG�s risk management process and
controls, see Management�s Discussion and Analysis of Financial Condition and Results of Operations � Risk
Management.
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Operational risks of asset dispositions.  AIG is exposed to various operational risks associated with the dispositions of
subsidiaries and the resulting restructuring of AIG at the business and corporate levels. These risks include the ability
to deconsolidate systems and processes of divested operations without adversely affecting AIG, the ability of AIG to
fulfill its obligations under any transition separation agreements agreed upon with buyers, the ability of AIG to
downsize the corporation as dispositions are accomplished and the ability of AIG to continue to provide services
previously performed by divested entities.

AIGFP wind-down risks.  An orderly and successful wind-down of AIGFP�s businesses and portfolios is subject to
numerous risks, including market conditions, counterparty willingness to transact, or terminate transactions, with
AIGFP and the retention of key personnel. An orderly and successful wind-down will also depend on the stability of
AIG�s credit ratings. Further downgrades of AIG�s credit ratings likely would have an adverse effect on the wind-down
of AIGFP�s businesses and portfolios.

Use of Estimates

If actual experience differs from management�s estimates used in the preparation of financial statements, AIG�s
consolidated results of operations or financial condition could be adversely affected.  The preparation of financial
statements in conformity with accounting principles generally accepted in the United States requires the application of
accounting policies that often involve a significant degree of judgment. AIG considers that its accounting policies that
are most dependent on the application of estimates and assumptions, and therefore viewed as critical accounting
estimates, are those described in Management�s Discussion and Analysis of Financial Condition and Results of
Operations � Critical Accounting Estimates. These accounting estimates require the use of assumptions, some of which
are highly uncertain at the time of estimation. For example, recent market volatility and declines in liquidity have
made it more difficult to value certain of AIG�s invested assets and the obligations and collateral relating to certain
financial instruments issued or held by AIG, such as AIGFP�s super senior credit default swap portfolio. Additionally,
the recoverability of deferred tax assets depends in large part on assumptions about future profitability. These
estimates, by their nature, are based on judgment and current facts and circumstances. Therefore, actual results could
differ from these estimates, possibly in the near term, and could have a material effect on the consolidated financial
statements.

Legal Proceedings

Significant legal proceedings may adversely affect AIG�s results of operations.  AIG is party to numerous legal
proceedings, including securities class actions and regulatory or governmental investigations. Due to the nature of the
litigation, the lack of precise damage claims and the type of claims made against AIG, AIG cannot currently quantify
its ultimate liability for these actions. It is possible that developments in these unresolved matters could have a
material adverse effect on AIG�s consolidated financial condition or consolidated results of operations for an individual
reporting period. For a discussion of these unresolved matters, see Note 14 to the Consolidated Financial Statements.

Aircraft Suppliers

There are limited suppliers of aircraft and engines.  The supply of jet transport aircraft, which ILFC purchases and
leases, is dominated by two airframe manufacturers, Boeing and Airbus, and a limited number of engine
manufacturers. As a result, ILFC is dependent on the manufacturers� success in remaining financially stable, producing
aircraft and related components which meet the airlines� demands, both in type and quantity, and fulfilling their
contractual obligations to ILFC. Competition between the manufacturers for market share is intense and may lead to
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instances of deep discounting for certain aircraft types that could negatively affect ILFC�s competitive pricing.

Item 1B. Unresolved Staff Comments

There are no material unresolved written comments that were received from the SEC staff 180 days or more before the
end of AIG�s fiscal year relating to AIG�s periodic or current reports under the Exchange Act.
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Item 2. Properties

AIG and its subsidiaries operate from approximately 2,000 offices in the United States, 41 in Puerto Rico, 8 in Canada
and numerous offices in over 100 foreign countries. The offices in Greensboro and Winston-Salem, North Carolina;
Springfield, Illinois; Amarillo, Ft. Worth, Houston and Lewisville, Texas; Wilmington, Delaware; San Juan, Puerto
Rico; Tampa, Florida; Livingston, New Jersey; Evansville, Indiana; Nashville, Tennessee; 70 Pine Street, 72 Wall
Street and 175 Water Street in New York, New York; and offices in more than 30 foreign countries and jurisdictions
including Bermuda, Chile, Hong Kong, the Philippines, Japan, the U.K., Singapore, Malaysia, Switzerland, Taiwan
and Thailand are located in buildings owned by AIG and its subsidiaries. The remainder of the office space utilized by
AIG subsidiaries is leased.

Item 3. Legal Proceedings

For a discussion of legal proceedings, see Note 14(a) to the Consolidated Financial Statements, which is incorporated
herein by reference.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of 2008.
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Part II

Item 5. Market for the Registrant�s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

AIG�s common stock is listed on the New York Stock Exchange, as well as on the stock exchanges in Ireland and
Tokyo.

The following table presents the high and low closing sales prices on the New York Stock Exchange Composite
Tape and the dividends paid per share of AIG�s common stock for each quarter of 2008 and 2007:

2008 2007
Dividends Dividends

High Low Paid High Low Paid

First quarter $ 59.32 $ 39.80 $ 0.200 $ 72.15 $ 66.77 $ 0.165
Second quarter 49.04 26.46 0.200 72.65 66.49 0.165
Third quarter 30.10 2.05 0.220 70.44 61.64 0.200
Fourth quarter 4.00 1.35 � 70.11 51.33 0.200

The approximate number of record holders of common stock as of January 30, 2009 was 58,182.

Under the Fed Credit Agreement, AIG is restricted from paying dividends on its common stock.

For a discussion of certain restrictions on the payment of dividends to AIG by some of its insurance subsidiaries, see
Item 1A. Risk Factors � Liquidity � AIG parent�s ability to access funds from its subsidiaries is severely limited, and
Note 15 to the Consolidated Financial Statements.

AIG�s table of equity compensation plans previously approved by security holders and equity compensation plans not
previously approved by security holders will be included in the definitive proxy statement for AIG�s 2009 Annual
Meeting of Shareholders, which will be filed with the SEC no later than 120 days after the close of AIG�s fiscal year
pursuant to Regulation 14A.
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Performance Graph

The following Performance Graph compares the cumulative total shareholder return on AIG common stock for a
five-year period (December 31, 2003 to December 31, 2008) with the cumulative total return of the S&P�s 500 stock
index (which includes AIG) and a peer group of companies consisting of nine insurance companies to which AIG
compares its business and operations: ACE Limited, Aflac Incorporated, The Chubb Corporation, The Hartford
Financial Services Group, Inc., Lincoln National Corporation, MetLife, Inc., Prudential Financial, Inc., The Travelers
Companies, Inc. (formerly The St. Paul Travelers Companies, Inc.) and XL Capital Ltd.

FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURNS
Value of $100 Invested on December 31, 2003

As of December 31,
2003 2004 2005 2006 2007 2008

AIG $ 100.00 $ 99.48 $ 104.31 $ 110.62 $ 91.00 $ 2.64

S&P 500 100.00 110.88 116.33 134.70 142.10 89.53

Peer Group 100.00 115.57 142.12 164.44 171.76 99.39
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Item 6. Selected Financial Data

American International Group, Inc. and Subsidiaries
Selected Consolidated Financial Data

The Selected Consolidated Financial Data should be read in conjunction with Management�s Discussion and
Analysis of Financial Condition and Results of Operations and the consolidated financial statements and
accompanying notes included elsewhere herein.

Years Ended December 31,
2008 2007 2006(a) 2005(a) 2004(a)

(In millions, except per share data)

Revenues(b)(c):
Premiums and other considerations $ 83,505 $ 79,302 $ 74,213 $ 70,310 $ 66,704
Net investment income 12,222 28,619 26,070 22,584 19,007
Net realized capital gains (losses) (55,484) (3,592) 106 341 44
Unrealized market valuation losses on
AIGFP super senior credit default swap
portfolio (28,602) (11,472) � � �
Other income (537) 17,207 12,998 15,546 12,068
Total revenues 11,104 110,064 113,387 108,781 97,823
Benefits, claims and expenses:
Policyholder benefits and claims
incurred 63,299 66,115 60,287 64,100 58,600
Policy acquisition and other insurance
expenses(f) 27,565 20,396 19,413 17,773 16,049
Interest expense(g) 17,007 4,751 3,657 2,572 2,013
Restructuring expenses and related asset
impairment and other expenses 758 � � � �
Other expenses 11,236 9,859 8,343 9,123 6,316
Total benefits, claims and expenses 119,865 101,121 91,700 93,568 82,978
Income (loss) before income tax
expense (benefit), minority interest and
cumulative effect of change in
accounting principles(b)(c)(d)(e) (108,761) 8,943 21,687 15,213 14,845
Income tax expense (benefit)(h) (8,374) 1,455 6,537 4,258 4,407
Income (loss) before minority interest
and cumulative effect of change in
accounting principles (100,387) 7,488 15,150 10,955 10,438
Minority interest 1,098 (1,288) (1,136) (478) (455)
Income (loss) before cumulative effect
of change in accounting principles (99,289) 6,200 14,014 10,477 9,983
Cumulative effect of change in
accounting principles, net of tax � � 34 � (144)
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Net income (loss) (99,289) 6,200 14,048 10,477 9,839

Earnings (loss) per common share:
Basic
Income (loss) before cumulative effect
of change in accounting principles (37.84) 2.40 5.38 4.03 3.83
Cumulative effect of change in
accounting principles, net of tax � � 0.01 � (0.06)
Net income (loss) (37.84) 2.40 5.39 4.03 3.77
Diluted
Income (loss) before cumulative effect
of change in accounting principles (37.84) 2.39 5.35 3.99 3.79
Cumulative effect of change in
accounting principles, net of tax � � 0.01 � (0.06)
Net income (loss) (37.84) 2.39 5.36 3.99 3.73
Dividends declared per common share 0.42 0.77 0.65 0.63 0.29

Year-end balance sheet data:
Total assets 860,418 1,048,361 979,410 853,048 801,007
Long-term debt(i) 177,485 162,935 135,316 100,314 86,653
Commercial paper and extendible
commercial notes(j) 15,718 13,114 13,363 9,535 10,246
Total liabilities 807,708 952,560 877,542 766,545 721,135
Shareholders� equity $ 52,710 $ 95,801 $ 101,677 $ 86,317 $ 79,673
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(a) Certain reclassifications have been made to prior period amounts to conform to the current period presentation.

(b) In 2008, 2007, 2006, 2005 and 2004, includes other-than-temporary impairment charges of $50.8 billion,
$4.7 billion, $944 million, $598 million and $684 million, respectively. Also includes gains (losses) from hedging
activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign
exchange gains and losses. In 2008, 2007, 2006, 2005 and 2004, respectively, the effect was $(4.0) billion,
$(1.44) billion, $(1.87) billion, $2.02 billion, and $385 million in revenues and $(4.0) billion, $(1.44) billion,
$(1.87) billion, $2.02 billion and $671 million in operating income. These amounts result primarily from interest
rate and foreign currency derivatives that are effective economic hedges of investments and borrowings.

(c) Includes an other-than-temporary impairment charge of $643 million on AIGFP�s available for sale investment
securities reported in other income in 2007.

(d) Includes current year catastrophe-related losses of $1.8 billion in 2008, $276 million in 2007, $3.28 billion in
2005 and $1.16 billion in 2004. There were no significant catastrophe-related losses in 2006.

(e) Reduced by fourth quarter charges of $1.8 billion and $850 million in 2005 and 2004, respectively, related to the
annual review of General Insurance loss and loss adjustment reserves. In 2006, 2005 and 2004, changes in
estimates for asbestos and environmental reserves were $198 million, $873 million and $850 million,
respectively.

(f) In 2008, includes goodwill impairment charges of $3.2 billion.

(g) In 2008, includes $11.4 billion of interest expense on the Fed Facility, which was comprised of $9.3 billion of
amortization on the prepaid commitment fee asset associated with the Fed Facility and $2.1 billion of accrued
compounding interest.

(h) In 2008, includes a $20.6 billion valuation allowance to reduce AIG�s deferred tax asset to an amount AIG
believes is more likely than not to be realized, and a $5.5 billion deferred tax expense attributable to the potential
sale of foreign businesses.

(i) Includes that portion of long-term debt maturing in less than one year. See Note 13 to the Consolidated Financial
Statements.

(j) Includes borrowings of $6.8 billion, $6.6 billion and $1.7 billion for AIGFP, AIG Funding and ILFC,
respectively, under the CPFF at December 31, 2008.

See Note 1(ff) to the Consolidated Financial Statements for effects of adopting new accounting standards.
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Item 7. Management�s Discussion and Analysis of Financial Condition and Results of Operations

Throughout this Management�s Discussion and Analysis of Financial Condition and Results of Operations, AIG
presents its operations in the way it believes will be most meaningful. Statutory underwriting profit (loss) is presented
in accordance with accounting principles prescribed by insurance regulatory authorities because these are standard
measures of performance used in the insurance industry and thus allow more meaningful comparisons with AIG�s
insurance competitors. AIG has also incorporated into this discussion a number of cross-references to additional
information included throughout this Annual Report on Form 10-K to assist readers seeking additional information
related to a particular subject.
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Cautionary Statement Regarding Forward-Looking Information

This Annual Report on Form 10-K and other publicly available documents may include, and AIG�s officers and
representatives may from time to time make, projections and statements which may constitute �forward-looking
statements� within the meaning of the Private Securities Litigation Reform Act of 1995. These projections and
statements are not historical facts but instead represent only AIG�s belief regarding future events, many of which, by
their nature, are inherently uncertain and outside AIG�s control. These projections and statements may address, among
other things, the outcome of proposed transactions with the NY Fed and the United States Department of the Treasury,
the number, size, terms, cost and timing of dispositions and their potential effect on AIG�s businesses, financial
condition, results of operations, cash flows and liquidity (and AIG at any time and from time to time may change its
plans with respect to the sale of one or more businesses), AIG�s exposures to subprime mortgages, monoline insurers
and the residential and commercial real estate markets and AIG�s strategy for growth, product development, market
position, financial results and reserves. It is possible that AIG�s actual results and financial condition will differ,
possibly materially, from the anticipated results and financial condition indicated in these projections and statements.
Factors that could cause AIG�s actual results to differ, possibly materially, from those in the specific projections and
statements include a failure to complete the proposed transactions with the NY Fed and the United States Department
of the Treasury, developments in global credit markets and such other factors as discussed throughout this
Management�s Discussion and Analysis of Financial Condition and Results of Operations and in Item 1A. Risk Factors
of this Annual Report on Form 10-K. AIG is not under any obligation (and expressly disclaims any obligation) to
update or alter any projection or other statement, whether written or oral, that may be made from time to time, whether
as a result of new information, future events or otherwise.

Overview

Operations

AIG identifies its operating segments by product line, consistent with its management structure. These segments are
General Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management. Through these
operating segments, AIG provides insurance, financial and investment products and services to both businesses and
individuals in more than 130 countries and jurisdictions.

AIG�s subsidiaries serve commercial, institutional and individual customers through an extensive property-casualty
and life insurance and retirement services network. AIG�s Financial Services businesses include commercial aircraft
and equipment leasing, capital markets operations and consumer finance, both in the United States and abroad. AIG
also provides asset management services to institutions and individuals.

General Business Environment

The 2008 business environment was one of the most difficult in recent decades. In the U.S., real GDP shrank at annual
rates of more than 4 percent in the second half of the year and almost 4 percent in the fourth quarter alone. At the
beginning of 2008, the unemployment rate was 4.9 percent and by year-end was 7.2 percent.

The strong declines in the overall U.S. economy during the second half of 2008 occurred despite repeated reductions
of interest rates by the Federal Reserve, the creation of numerous credit facilities for the banking system and the
passage of a stimulus package.
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Consideration of AIG�s Ability to Continue as a Going Concern

In connection with the preparation of this Annual Report on Form 10-K, management has assessed whether AIG has
the ability to continue as a going concern (See Note 1 to the Consolidated Financial Statements). In making this
assessment, AIG has considered:

� The commitment of the NY Fed and the United States Department of the Treasury to the orderly restructuring
of AIG and their commitment to continuing to work with AIG to maintain its ability to meet its obligations as
they come due;

� The liquidity events in the second half of 2008, including transactions with the NY Fed and the United States
Department of the Treasury;
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� AIG�s liquidity-related actions and plans to stabilize its businesses and repay the Fed Facility;

� The level of AIG�s realized and unrealized losses and the negative impact of these losses in shareholders� equity
and on the capital levels of AIG�s insurance subsidiaries;

� The substantial resolution of the liquidity issues surrounding AIGFP�s multi-sector super senior credit default
swap portfolio and the U.S. securities lending program;

� The additional capital provided to AIG by the United States Department of the Treasury;

� Anticipated transactions with the NY Fed and the United States Department of the Treasury;

� The continuing liquidity issues in AIG�s businesses and AIG�s actions to address such issues; and

� The substantial risks to which AIG is subject.

Each of these items is discussed in more detail below.

In considering these items, management has made significant judgments and estimates with respect to the potentially
adverse financial and liquidity effects of AIG�s risks and uncertainties. Management has also assessed other items and
risks arising in AIG�s businesses and made reasonable judgments and estimates with respect thereto. After
consideration, management believes that it will have adequate liquidity to finance and operate AIG�s businesses and
continue as a going concern for at least the next twelve months.

It is possible that the actual outcome of one or more of management�s plans could be materially different or that one or
more of management�s significant judgments or estimates about the potential effects of the risks and uncertainties
could prove to be materially incorrect or that the principal transactions disclosed in Note 23 to the Consolidated
Financial Statements (and as discussed below) are not consummated. If one or more of these possible outcomes is
realized, AIG may need additional U.S. government support to meet its obligations as they come due.

Liquidity

Liquidity Events in the Second Half of 2008

In the second half of 2008, AIG experienced an unprecedented strain on liquidity. This strain led to a series of
transactions with the NY Fed and the United States Department of the Treasury. The two principal causes of the
liquidity strain were demands for the return of cash collateral under the U.S. securities lending program and collateral
calls on AIGFP�s super senior multi-sector CDO credit default swap portfolio.

Under AIG�s securities lending program, cash collateral was received from borrowers in exchange for loans of
securities owned by AIG�s insurance company subsidiaries. The cash was invested by AIG in fixed income securities,
primarily residential mortgage-backed securities (RMBS), to earn a spread. During September 2008, borrowers began
in increasing numbers to request a return of their cash collateral. Because of the illiquidity in the market for RMBS,
AIG was unable to sell RMBS at acceptable prices and was forced to find alternative sources of cash to meet these
requests. As of the end of August, AIG�s U.S. securities lending program had approximately $69 billion of borrowings
outstanding. See Investments � Securities Lending Activities for additional information about the securities lending
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Additionally, throughout the second half of 2008, declines in the fair values of the super senior multi-sector CDO
securities protected by AIGFP�s credit default swap portfolio, together with ratings downgrades of the CDO securities,
resulted in AIGFP being required to post significant additional collateral. As of the end of August 2008, AIG had
posted approximately $19.7 billion of collateral under its super senior credit default swap portfolio. See Critical
Accounting Estimates � Fair Value Measurements of Certain Financial Assets and Liabilities for additional information
about AIGFP�s super senior multi-sector CDO credit default swap portfolio.

Both of these liquidity strains were significantly exacerbated by the downgrades of AIG�s long-term debt ratings by
S&P, Moody�s and Fitch on September 15, 2008.
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Arrangements with the Federal Reserve Bank of New York and the United States Department of the Treasury

Fed Credit Agreement

Because of these immediate liquidity requirements, AIG�s Board of Directors determined that the only viable
alternative was to accept an arrangement offered by the NY Fed, and on September 16, 2008, approved borrowing
from the NY Fed based on a term sheet that set forth the terms of the secured credit agreement and related equity
participation. Over the next six days, AIG elected Edward M. Liddy Director, Chairman and CEO, replacing Robert
Willumstad in those positions, negotiated a definitive credit agreement with the NY Fed and borrowed, on a secured
basis, approximately $37 billion from the NY Fed, enabling AIG to meet its liquidity requirements before formally
entering into a credit agreement with the NY Fed.

On September 22, 2008, AIG entered into the Fed Credit Agreement in the form of a two-year secured loan and the
Pledge Agreement with the NY Fed. On November 9, 2008, AIG and the NY Fed agreed to amend the Fed Credit
Agreement to reduce the total commitment under the Fed Facility to $60 billion following the issuance of the Series D
Preferred Stock (described below), extend the term of the Fed Facility to 5 years and reduce the related interest and
fees payable under the Fed Facility. See Note 13 to the Consolidated Financial Statements for information regarding
the terms of and borrowings under the Fed Credit Agreement.

Series D Preferred Stock Issuance

On November 25, 2008, AIG entered into a Securities Purchase Agreement (the Series D Preferred Stock Purchase
Agreement) with the United States Department of the Treasury pursuant to which, among other things, AIG issued
and sold to the United States Department of the Treasury, as part of the Troubled Asset Relief Program (TARP) and
the Systemically Significant Failing Institutions Program, $40 billion of Series D Preferred Stock, and a warrant to
purchase 53,798,766 shares of common stock (the Warrant). The proceeds from the sale of the Series D Preferred
Stock and the Warrant were used to repay borrowings under the Fed Facility. See Note 15 to the Consolidated
Financial Statements for further information on the Series D Preferred Stock and the Warrant.

Termination of $62 billion of CDS

On November 25, 2008, AIG entered into a Master Investment and Credit Agreement (the ML III Agreement) with
the NY Fed, Maiden Lane III LLC (ML III), and The Bank of New York Mellon, which established arrangements,
through ML III, to fund the purchase of the multi-sector CDOs underlying or related to certain credit default swaps
and other similar derivative instruments (CDS) written by AIG Financial Products Corp. in connection with the
termination of such CDS transactions. Concurrently, AIG Financial Products Corp.�s counterparties to such CDS
transactions agreed to terminate those CDS transactions relating to the multi-sector CDOs purchased from them by
ML III. Through December 31, 2008, ML III had purchased from counterparties a total of $62.1 billion in par amount
of CDO securities, and the associated credit default swaps had been terminated. Approximately $12.2 billion notional
amount of AIG Financial Products Corp.�s CDS transactions referencing super senior multi-sector CDOs remained
outstanding as of February 18, 2009. See Note 5 to the Consolidated Financial Statements for further information on
the transactions with ML III.

Resolution of U.S. Securities Lending Program
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On December 12, 2008, AIG, certain of AIG�s wholly owned U.S. life insurance subsidiaries, and AIG Securities
Lending Corp. (the AIG Agent), another AIG subsidiary, entered into an Asset Purchase Agreement (the ML II
Agreement) with Maiden Lane II LLC (ML II), a Delaware limited liability company whose sole member is the NY
Fed.

Pursuant to the ML II Agreement, the life insurance subsidiaries sold to ML II all of their undivided interests in a pool
of $39.3 billion face amount of RMBS held by the AIG Agent as agent of the life insurance subsidiaries in connection
with AIG�s U.S. securities lending program. In exchange for the RMBS, the life insurance subsidiaries received an
initial purchase price of approximately $19.8 billion plus the right to receive deferred contingent portions of the total
purchase price of $1 billion plus participation in the residual, each of which is subordinated to the repayment of the
NY Fed loan to ML II. These life insurance subsidiaries applied the net cash proceeds of sale of
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